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AMENDMENTS TO THE NATURAL GAS ACT 


TUESDAY, MAY 10, 1955 


UNITED STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington. nee; 

The committee met, pursuant to call, at 10 a. m., in room G-—16, 
Capitol Building, Senator .John C. Pastore (acting chairman) pre 
siding. 

Present: Senators Pastore (presiding), Monroney, Daniel, Thur 
mond, Schoeppel, Potter, and Duff. 

Also present: Senator Lyndon B. Johnson of Texas. 

Statf members assigned to the hearing: Frank Pellegrini, chief 
counsel; Wayne Geissinger, assistant chief counsel, and William Koh 
ler, assistant counsel. 

Senator Pastore (presiding). This hearing will please come to 
order. I shall read a very short opening statement. This committee 
is meeting today to begin comprehensive consideration of variou 
proposed ame ndments to the Natural Gas Act of 1938. During the 
course of these hearings, we expect to hear testimony on val phases of 
the natural gas question. 

Phe committee first will hear from the proponents of Senate bill 
1853, introduced by Senator Fulbright, which would eliminate from 
the law the authority of the Federal Power Commission to regulate 
producers and gatherers of natural gas 

Next week the opponents of S. 1853, who wish to retain the regula 
tory : wuthority of the FPC, will be heard. 

ee witnesse s, for and against other pending o proposals to amend 
the Natural Gas Act, will be given opportunity to testify. Pending 
legislation includes Senate bill 1880 by Senator Magnuson, introduced 
by request, for the purpose of m: aking possible a broad study of the act. 
\{mendments proposed in the Magnuson bill, are, for the most part, 
those recomme nded by the Federal Power & ommission, some clat ne 
back several years. 

Opportunity to testify will also be given on Senate bill 1248, intro 
duced by Senator Douglas, relating to valuation of the property fo1 
rate determination purposes, and Senate bill 712, by Senators Dirks 
and Douglas, relating to problems of eminent domain and conserva 
tion. 

In conducting these hearings, it is the intention of this committee 
to examine all phases of the Natural Gas Act for the purpose of bring 
ing it into conformity with prevailing conditions in the industry. 

Our first witness this morning, and we are honored and pleased to 
have him here, is the Honorable J. W. Fulbright, from the State 
of Arkansas 
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Mr. Fulbright, you may proceed in any way you desire. 
(The bills referred to are as follows:) 
[S. 712, 84th Cong., 1st sess.] 
A BILL To amend section 7 (h) of the Natural Gas Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the first sentence of subsection (h) of 
section 7 of the Natural Gas Act, as amended (15 U. S. C. 717f (h)), is amended 
by striking out “and the necessary land or other property” and inserting in lieu 
thereof “and the necessary land or interest in land, or other property”, and by 
striking out “for the location of compressor stations” and inserting in lieu 
thereof “for the storage of gas or for the location of compressor stations”. 


[S. 1248, 84th Cong., 1st sess.] 
A BILL To amend the Natural Gas Act to require that the rates and charges of natural-gas 


companies be determined on the basis of the actual legitimate cost of the companies’ 
property, less depreciation 


Be it enacted by the Senate and Huse of Representatives of the United States 
of America in Congress assembled, That section 6 (a) of the Natural Gas Act 
is amended to read as follows: 

“‘(a) In determining the just and reasonable rate or charge to be observed by 
a natural-gas company in connection with the transportation or sale of natural 
gas, the Commission shall investigate and ascertain the actual legitimate costs 
of the property in question, and shall use the costs so ascertained as a basis 
for determining such just and reasonable rates and charges. Such costs shall 
also be used, where relevant, in determining jsut and reasonable classifications, 
rules, regulations, practices, and contracts.” 

Sec. 2. This Act shall take effect with respect to determinations of the Federal 
Power Commission made on and after the first day of the first month which be- 
gins more than thirty days after the enactment of this Act. 





[S. 1853, 84th Cong., 1st sess.] 


A BILL To amend the Natural Gas Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 2 of the Natural Gas Act, as 
amended, is amended by adding at the end thereo fthe following two new 
paragraphs: 

“(10) ‘Transportation of natural gas in interstate commerce’ means only such 
transportation of natural gas in interstate commerce as occurs after the com- 
pletion in or within the vicinity of the field or fields where produced of all pro- 
duction, gathering, processing, treating, compressing and delivering of such 
natural gas into the transportation facilities of a person engaged in transport- 
ing, in such transportation facilities, natural gas in interstate commerce beyond 
the vicinity of the field or fields where produced. 

“(11) ‘Sale in interstate commerce of natural gas for resale’ means only 
such sale in interstate commerce of natural gas for resale as occurs after the 
commencement of the transportation of such natural gas in interstate commerce 
as defined in paragraph (10), but does not include any sale which occurs in or 
within the vicinity of the field or fields where produced at or prior to the com- 
mencement of such transportation in interstate commerce of the natural gas.” 

Sec, 2. Subsection (b) of section 5 of the Natural Gas Act, as amended, is 
hereby redesignated as subsection (f), and such section 5 is further amended 
by inserting immediately after subsection (a) thereof the following new 
subsections: 

“(b) When an increase in any rate or charge of a natural-gas company is based 
in whole or in part upon any new or renegotiated contract for the purchase of 
natural gas from a person other than an affiliate, the Commission shall consider 
whether the price at which the natural-gas company has contracted to buy 
such natural gas is the reasonable market price thereof in the field where pro- 
duced, considering whether such price has been competitively arrived at, the 
effect of the contract upon the assurance of supply and the reasonableness of 
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the provisions of the contract as they relate to existing or future market field 
prices; and if the price at which the natural-gas company has contracted t 
buy such natural gas is found to be in excess of such reasonable market price 
then the Commission shall allow the natural-gas company to charge as al 
operating expense for the natural gas purchased under the contract only such 
market price, plus a reasonable gathering charge in those cases where suc! 
price is determined before and not after gathering is completed The deter 
mination of a price in accordance With provisions of an existing contract whicl 
operate to create a different price shall not constitute a new or renegotiated 
contract, 

“(¢c) The Commission shall determine, upon application made by a natura 
gas company, whether the price or prices to be paid under such new or rene 
gotiated contract meet the foregoing provisions of subsection (b) of section 5 

“(d) In regulating the rates and charges of a natural-gas company, the Cor 
mission shall allow as an operating expense of such natural-gas company, fo 
natural gas produced by it, the reasonable market price of such natural gas 
in the field where produced and for gas purchased from an affiliate, the amount 
paid to such affiliate for such gas up to but not in excess of a reasonable market 
price of such natural gas in the field where produced, plus a reasonable gathering 
charge in those cases where such price is determined before but not after gath 
ering is completed. 

“(e) For the purposes of this section a person shall be held to be an affiliate 
of a natural-gas company if such person controls, is controlled by, or is under 
common control with such natural-gas company.” 

Sec. 3. Subsection (e) of section 7 of the Natural Gas Act, as amended, is 
amended by adding at the end thereof the following new sentence: “Notwith 
standing the foregoing provisions of this subsection, in passing upon an appli 
cation for a certificate Which is supported by a natural gas purchase contract 
the Commission shall consider whether the price to be paid for such natural 
gas is the reasonable market price thereof in the field where produced, considering 
whether the contract price has been competitively arrived at, the effect of the 
contract upon the assurance of supply, and the reasonableness of the provisions 
of the contract as they relate to existing or future market field prices.” 





[S. 1880, 84th Cong., 1st sess.] 
A BILL To amend the Natural Gas Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) subsection (b) of section 1 wf the 
Natural Gas Act is amended by inserting ‘‘or foreign” after the word “interstate” 
wherever it appears therein, and by striking out ‘for resale”’. 

(b) (1) Paragraph (6) of section 2 of such Act is amended to read as follows: 

“(6) ‘Natural-gas company’ means a person engaged in transportation of 
natural gas in interstate or foreign commerce or the sale in interstate or foreign 
commerce of such gas for resale, or the exportation or importation of such gas.” 

(2) Paragraph (7) of such section is amended by inserting “or foreign” after 
“Interstate”. 

(c) Subsection (e) of section 4 of such Act is amended by striking out “Pro 
vided, That the Commission shall not have authority to suspend the rate, charge, 
classification, or service for the sale of natural gas for resale for industrial use 
only ;”’. 

(d) (1) The proviso at the end of subsection (a) of section 5 of such Act is 
amended to read as follows: “Provided, however, That the Commission shall 
have no power to order any increase in any rate contained in the currently effec 
tive schedule of such natural-gas company on file with the Commission, unless 
such increase is in accordance with a new schedule filed by such natural-gas 
company ; but the Commission may order an increase where necessary to correct 
undue discrimination among customers of a natural-gas company or a decrease 
where existing rates are unjust, unduly discriminatory, preferential, otherwise 
unlawful, or are not the lowest reasonable rates :” 

(2) Subsection (a) of section 5 of such Act is further amended by adding at 
the end thereof the following: “Provided further, That the Commission may, 
during periods of emergency arising out of a temporary shortage of supply of 
natural gas or a shortage of facilities for its transportation, or any other cause, 
allocate the available quantities of natural gas to be delivered by a natural-gas 
company during such period of shortage.” 
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» » f sect 7 of such Act is amended to read as 


Shee (2) Subse lé ) Tf section «¢ « 


1) No na irai-Za biped day shall abandor or curtall any service, sale, OL 
ri portation of il gas or a or any portion of its facilities subject to the 
jurisdiction of the Commission, or dispose of, by sale or transfer, all or any 
controlled by it, or by anyone on 


portion of the natural-gas reserves owned o1 
basis for the issuance of a 


behalf, and which have provided part of the 
certificate of public convenience and necessity without the permission and 


ipproval of the Commission first had and obtained, after notice and opportunity 
for hearing, upon a finding by the Commission that the available supply of nat 
il gas is depleted to the extent that the continuance of service is unwarranted, 
that the present or future public Convenience or necessity permit such aban 


lonment, curtailment, or disposa 
(b) Subsection (¢) of section 7 of such Act is amended to read as follows: 
(c) No person shall engage in the transportation or sale of natural gas, sub- 
ject to the jurisdiction of the Commission, or undertake the construction or 





extension of any facilities therefor, or acquire or operate any such facilities or 


extensions thereof, unless there is in force a certificate of public convenience 
and necessity issued by the Commission authorizing such acts or operations: 
Provided, however, That if any natural-gas company or predecessor in interest 


was bona fide engaged in transportation or sale of natural gas, subject to the 
jurisdiction of the Commission, on the effective date of this amendatory Act, 
ver the route or routes or within the area for which application is made or has 
so operated since that time, the Commission shall issue such certificate without 
requiring further proof that public convenience and necessity will be served by 
such operation, and without further proceedings, if application for such certifi- 
cate is made to the Commission within ninety days after the effective date of this 
mendatory Act Pending the determination of any such application, the con- 
tinuance of such operation shall be lawful. 

“In all other cases the Commission shall afford opportunity for hearing and 
shall give such reasonable notice of any hearing thereon to all interested per- 
sons as in its judgment may be necessary under rules and regulations to be pre- 
scribed by the Commission: and the application shall be decided in accordance 
with the procedure provided in subsection (e) of this section and such certificate 
shall be issued or denied accordingly : Provided, however, That in cases of emer- 
veney to assure the maintenance of adequate service or to enable the provision 
of service for which there is found to be an immediate and urgent need, the 
Commission may issue, without notice or hearing, a temporary certificate which 
shall not be extendible beyond a period of one year unless an application for a 
permanent certificate shall have been filed during the period of operation under 
the temporary certificate and the granting of which shall create no presumption 
that corresponding permanent authority will be granted thereafter: Provided, 
further, That the Commission may by regulation exempt from the requirements 
of this section temporary acts or operations for which the issuance of a certificate 
will not be required in the public interest.” 

(c) Subsection (e) of section 7 of such Act is amended by striking out the 
period at the end thereof, inserting in lieu thereof a comma, and by adding after 
such comma the following: “and, when the public convenience and necessity so 
requires, the Commission shall be authorized to prorate the available supply of 

itural gas authorized to be transported or sold under such certificate, for utiliza 
tion in such areas or for such purposes as afford the most advantageous benefits 
to the publie consistent with reasonable rates and adequate service.” 

(d) Subsection (f) of section 7 of such Act is amended to read as follows: 

f) The Commission may prescribe in the public interest, rules and regulations 
under which any natural-gas company may enlarge existing facilities to serve 
present customers, without the issuance of a certificate therefor.”. 

(e) Section 7 of such Act is further amended by adding at the end thereof 
the following new subsections: 

‘(i) The Commission is authorized to prescribe such rules, regulations, restric- 
tions, conditions, or orders with respect to the construction, extension, operation, 
and maintenance of pipeline transportation facilities of natural-gas companies 
as, in its opinion, are necessary for the promotion of safety. 

‘(j) During the continuance of any war in which the United States is engaged, 
or whenever the Commission determines that an emergency exists by reason of 
a sudden increase in the demand for, or a shortage of natural gas, or of facilities 
for the production, gathering or transportation of natural gas, or other causes, 
the Commission shall have authority upon its own motion or upon complaint with 
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or without notice, hearing, or report to require by order such temporary con 
nections and extensions of facilities and such delivery, interchange or trans 
portation of natural or artificial gas as in its judgment will best meet the emer- 
gency and serve the public interest. If the parties affected by such order fail 
to agree upon the terms of any arrangement between them carrying out such 
order, the Commission after hearings held either before or after such order takes 
effect may prescribe by order such terms as it finds to be just and reasonable 
including the compensation or reimbursement which should be paid to or by any 
such parties. During such emergency when the Commission finds that uninter 
rupted service to particular customers or classes of customers, is essential to 
national security, the Commission shall have authority to allocate the supplies 
of natural or artificial gas in the manner required by the public interest 

“During the continuance of any emergency requiring immediate action, any 
person engaged in the transportation or sale of natural gas may, upon approval 
by the Commission, make such temporary connections with any natural-gas com 
pany or may construct such temporary facilities for the transportation of natu 
ral gas as may be necessary or appropriate to meet such emergency and shall 
not become subject to the jurisdiction of the Commission by reason of such tem 
porary connection or construction, provided that such temporary connections 
shall be discontinued or such temporary constructions removed or otherwise dis 
posed of upon the termination of such emergency: Provided further, That upon 
approval of the Commission permanent connections for emergency use only 
may be made hereunder.” 

Sec. 3. Section 12 of such Act is amended to read as follows: 

“Src. 12. (a) No natural-gas company shall issue any security, or assume any 
obligation or liability as guarantor, endorser, surety, or otherwise in respect to 
any security of another person, and no person not a natural-gas company shall 
issue any security for the purpose of raising funds to defray in whole or in part 
the cost of construction, acquisition, or operation of any facility for which a 
certificate of public convenience and necessity is required, unless and until, and 
then only to the extent that, upon application, the Commission by order author 
izes such issue or assumption of liability. The Commission shall make such order 
only if it finds that such issue or assumption (1) for some lawful object, within 
the corporate purposes of the applicant and compatible with the public interest, 
which is necessary or appropriate for or consistent with the proper performance 
by the applicant of service as a natural-gas company and which will not impair its 
ability to perform that service, and (2) is reasonable, necessary, or appropriate 
for such purposes: Provided, however, That the provisions of this subsection 
shall not apply to a person operating within only one State, none of whose 
rates is subject to regulation by the Commission, and whose securities are regu- 
leted by a State commission: And provided further, That the Confmission 
by rules and regulations on its own motion, or by order upon application, may 
exempt from the provisions of this subsection any other person if such person 
is predominantly engaged in the local distribution of natural gas, in the eleetrie 
utility business, or in any other business not subject to the jurisdiction of the 
Commission under this Act, and if such exemption is not detrimental to the pub 
lic interest. The exercise of authority by the Commission under the provisions 
of this subsection over the issuance of a security or the assumption of an 
obligation or liability shall exclude regulation by a State commission of such 
issuance of security, or assumption of obligation or liability. The provisions 
of this section, other than subsection (g), shall be effective three months after 
enactment. 

“(b) The Commission, after opportunity for hearing, may grant any appli 
cation under this section in whole or in part, and with such modifications and 
upon such terms and conditions as it may find necessary or appropriate, and 
may from time to time, after opportunity for hearing and for good cause shown, 
make such supplemental orders in the premises as it may find necessary or appro- 
priate, and may by any such supplemental order modify the provisions of any 
previous order as to the particular purposes, uses, and extent to which, or 
the conditions under which, any security so theretofore authorized or the pro 
ceeds thereof may be applied, subject always to the requirements of subsection 
(a) of this section. 

“(c) No natural-gas company or other person whose security issues are ap- 
proved by the Commission under this section shall, without the consent of the 
Commission, apply any such security or any proceeds thereof to any purpose 
not specified in the Commission’s order, or supplemental order, or to any pur 
pose in excess of the amount allowed for such purpose in such order, or otherwise 
in contravention of such order. 
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“(qd) The Commission shall not authorize the capitalization of the right 
to be a corporation or of any franchise, permit, or contract for consolidation, 
merger. or lease in excess of the amount (exclusive of any tax or annual charge) 
actually paid as the consideration for such right, franchise, permit, or contract, 

‘(e) Subsection (a) shall not apply to the issue or renewal of, or assumption 
of liability on, a note or draft maturing not more than one year after the date 
of such issue, renewal, or assumption of liability, and aggregating (together 
with all other then outstanding notes and drafts of a maturity of one year or less 
on which such natural-gas company or other person whose security issues must 
be approved by the Commission under this section is primarily or secondarily 
liable) not more than 5 per centum of the book value of the other securities of 
the natural-gas company or such other person then outstanding. Within ten 
days after any such issue, renewal, or assumption of liability, the natural-gas 
company or such other person shall file with the Commission a certificate of 
notification, in such form as may be prescribed by the Commission, setting 
forth such matters, as the Commission shall by regulation require. 

“(f) Nothing in this section shall be construed to imply any guaranty or obli- 
gation on the part of the United States in respect to any securities to which the 
provisions of this section relate. 

“(¢) It shall be unlawful for any officer or director of any natural-gas com- 
pany, or of any other company whose security issues must be approved by 
the Commission under this section to receive or to agree to receive for his own 
benefit, directly or indirectly, any money or thing of value in respect to the 
negotiation, hypothecation, or sale by such natural-gas company or such other 
company of any such security issued, or to be issued, by such natural-gas com- 
pany, or such other company, or to Share in any of the proceeds thereof, or to 
participate in the making or paying of any dividends, other than liquidating 
dividends, of such natural-gas company or such other company from any funds 
properly included in capital account. 

“(h) Subsection (a) shall not apply to any transaction by any person if 
with respect to such transaction such person is required to file with the Securities 
and Exchange Commission a declaration or an application pursuant to section 6 
(a) or (b) of the Public Utility Holding Company Act of 1935, or if such 
transaction is approved by, or requires the approval of, the Securities and Ex- 
change Commission under section 11 of the Public Utility Holding Company Act 
of 1935. The Securities and Exchange Commission may upon its own motion, 
or on application of an interested company, exempt from section 6 (a) and 6 (b) 
of the Holding Company Act any natural-gas company, in which event subsec- 
tion (a) of this section rather than said provisions of the Holding Company 
Act shall apply.” 

Sec. 4. Subsection (a) of section 14 of such Act is amended to read as follows: 

“(a) The Commission may investigate any facts, conditions, practices, or 
matters which it may find necessary or proper in order to determine whether 
any person has violated or is about to violate any provision of this Act or any 
rule, regulation, or order thereunder, or to aid in the enforcement of the provi- 
sions of this Act or in prescribing rules or regulations thereunder, or in 
obtaining information to serve as a basis for recommending further legislation 
to the Congress. The Commission may permit any person to file with it a 
statement in writing, under oath or otherwise, as it shall determine, as to any 
or all facts and circumstances concerning a matter which may be the subject 
of investigation. 

“The Commission is further authorized and directed to conduct investigations 
regarding the production, gathering, storage, transportation, distribution, and 
sale of natural gas, however produced, throughout the United States and its 
possessions whether or not otherwise subject to the jurisdiction of the Commis- 
sion, including the production, gathering, storage, transportation, distribution, 
and sale of natural or artificial gas by any agency, authority, or instrumentality 
of the United States, or of any State or municipality or political subdivision of 
a State. It shall, so far as practicable, secure and keep current information 
regarding the ownership, operation, management, and control of all facilities for 
such production, gathering, storage, transportation, distribution, and sale; the 
total reserves and the current utilization of natural gas and the relationship 
between the two; the cost of production, gathering, storage, transportation, dis- 
tribution, and sale: the rates, charges, and contracts in respect to the sale of 
natural gas and its service to residential, rural, commercial, and industrial 
consumers, and other purchasing by private and public agencies; and the rela- 
tion of any and all such facts to the development of conservation, industry, com- 
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merce, and the national defense. The Commission shall report to Congress the 
results of investigations made under authority of this section and, in its discre- 
tion, may publish in the manner authorized by section 312 of the Federal Power 
Act, and make available to State commissions and municipalities, information 
concerning any such matter.” 

Sec. 5. Section 5 of such Act is further amended by adding at the end thereof 
the following new subsections: 

“(ce) If after hearing, in any proceeding under section 4 (e) or subsection (a) 
of this section, or in a separate proceeding initiated by the Commission upon 
its own motion or by petition for that purpose, the Commission shall find that 
at any time not more than three years preceding the institution of such pro- 
ceeding, any rate or charge has been collected by a natural-gas company in 
connection with any transportation or sale of natural gas subject to the jurisdic- 
tion of the Commission in excess of a just, reasonable, and not unduly discrim- 
inatory or preferential rate or charge, the Commission shall determine the ag- 
gregate amount of all such excesses during such three-year period and order it 
to be distributed and paid to the ultimate purchasers of such natural gas pro 
rata according to the respective amounts paid therefor by each, together with 
interest from the time paid. Such petition may be filed by a State, State com- 
mission, or municipality within which any of such natural gas was sold to ulti- 
mate consumers by any purchaser of any such natural gas for resale, or, with 
leave of the Commission upon a finding that there has been a showing of probable 
eause, such a petition may be filed by any ultimate purchaser upon behalf of 
himself and all other ultimate purchasers of such natural gas similarly situated. 
Any rate or charge duly fixed by or in compliance with an order of the Commis- 
sion entered pursuant to section 4 (e) or subsection (a) of this section shall be 
deemed just, reasonable, and not unduly discriminatory or preferential for the 
purposes thereof, except as the Commission may find that a change occurring 
after the close of such hearing could cause such rate or charge to cease to be 
just, reasonable, and not unduly discriminatory or preferential. Any person or 
municipality who purchased any of the natural gas transported or sold under 
the rates or charges in question and who resold a portion of the natural gas so 
purchased shall be deemed to be an ultimate purchaser with respect to the por- 
tion not resold and entitled to pro rata payment therefor hereunder. Such por- 
tion not resold shall be deemed to exclude all losses and uses incidental to the 
transportation, distribution, or resale of the portion resold. 

*(d) When an order issued pursuant to subsection (c) of this section, or an 
order requiring refund issued under section 4 (e) hereof, has become final 
by judicial decision or by expiration of the time within which any further pro- 
ceeding for rehearing or judicial review thereof may be had, the natvural-gas 
company ordered to make distribution and payment or required to make re- 
fund shall promptly, within such reasonable period of time as the Commission 
Shall have prescribed, submit a plan for compliance therewith to the Com- 
mission for approval. After opportunity for hearing pursuant to notice by 
general publication in such manner as the Commission shall find appropriate and 
reasonable, the Commission shall prescribe such procedure and mode of dis- 
tribution and payment to be followed as it finds will assure the most complete 
distribution without undue expense or delay, considering the number and 
amounts of the respective payments. Where more exact determinations would 
be disproportionately expensive, the Commission may provide for the use of such 
approximations as it finds reasonable in determining the amounts to be paid 
each ultimate purchaser or for distribution to ultimate purchasers currently 
served in lieu of those served during the period in question. In prescribing 
the procedure and mode of distribution and payment, the Commission shall also 
give effect to the provisions of subsection (f) of this section. 

“(e) Upon its own motion, or upon application by any party to the proceeding, 
at any time after institution of a proceeding as referred to in subsection (c) 
of this section, or after issuance of an order under section 4 (e) requiring 
accounting for an increased rate or charge the Commission may, upon notice 
and after opportunity for hearing, require any purchaser of such natural gas, 
or any part thereof, for resale, whether or not otherwise subject to the jurisdic 
tion of the Commission, to preserve, pending termination of all proceedings as 
provided for in sections 4 (e), 5 (a), 5 (ec), and 5 (d), hereof, and to make 
available for inspection as may be provided for in any procedure and mode of 
distribution and payment which may be prescribed by the Commission pursuant 
to subsection (d) of this section, its records showing the names and addresses of 
all purchasers of such natural gas, the amounts respectively purchased, and 
the amounts respectively paid therefor. 
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f Che Commi onl y order any balance of the excess undistributed under 

weed ina f distribution and payment presc ribed as provided jt) 
mection (da) of th section, to be paid in reimbursement of reasonable at 
orneys’ fees and other necessary expenses incurred by complainants or peti 
tioners in any of the proceedings provided in sections 4 (a), 5 (a), and 5 (d) to 
ereo {ny balance remaining after such payments shall be paid to 

alsin me tl absolute property of the United States If the Commission 

| ! ! the expense of distribution and payment will be unreasonably 
(d portionate to the aggregate amount to be distributed to all or any class 01 
HSNE of ultimate purchasers, after payment for reimbursement of an at 
torneyvs’ fees and other expenses as provided herein, such amount shall be paid 
md beco e the apso 1¢ }) operty of thie | nited sfates rh eu of distribution 

nd payinent to such ultimate purchasers, unless the ultimate purchasers pur 
ne the major portion of the energy sold to such class or Classes shall 
ithin a reasonable yx d of time, to be fixed by the Commission, after notice 
published in the Fede Register, approve payment to one or more States or 


Ss. 1926, 84th Cong., 1 f 
4 BILL To ame the Natural Gas Act, with respect to jurisdiction over sales of natura 
gia vy independent produce 


Be ft enacted by the Ne nate a d House of Represe ntatives of the 1 nited States 

of America in Congress assembled, That subsection (b) of section 1 of the Natural 
Gas Act, as amended, is hereby amended by striking out the period at the end 
thereof and adding the following: “or to any transportation or sale of natural 
as for resale in interstate Commerce which occurs at or prior to the comple 
tion of production or gathering during any calendar year by any person if (1) 
during the preceding calendar year the total sales of natural gas for resale in 
interstate Commerce by such person, alone or in the aggregate with affiliated 
producers and gatherers, did not exceed two billion cubic feet computed at 
fourteen and sixty-five hundredths pounds per square inch absolute at sixty 
degrees Fahrenheit, and (2) such person is not a natural-gas company by reason 
of other transportation or sale of natural gas for resale in interstate commerce 
and is not affiliated with a natural-gas company.” 

Sec. 2. Section 2 of such Act is amended by inserting “(a)” after the section 
number and by adding at the end thereof the following new subsection : 

(b) For the purposes of this Act, a person shall be deemed to be affiliated 
with a producer or gatherer if such person directly or indirectly controls, is con 
trolled by, or is under common control with such producer or gatherer by reason 
of voting stock interest, common officers, directors, or stockholders, voting trusts, 


or by any other direct or indirect means.” 


S. 2001, 84th Cong., 1st sess.] 
4 BILL To amend the Natural Gas Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


JURISDICTION OVER DIRECT SALES 


SECTION 1. Subsection (b) of section 1 of the Natural Gas Act is amended by 


striking out “for resale”. 


CONSERVATION POLICY 


> 


z. Section 1 of the Natural Gas Act is amended by adding at the end 
thereof the following new subsection: 

“(d) It is hereby declared that the administration of this Act requires the 
establishment of, and adherence to, a policy which will— 

‘(1) recognize that the national defense and an expanding domestic 
economy require the maintenance of a productive capacity of each of the 
several domestic fuel industries sufficient to meet the current and long-range 
fuel needs of the Nation, and 


SEC 


‘(2) give effect to sound principles of conservation in the utilization of 
natural gas in order to preserve the available reserves of natural gas for 
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yurposes which will afford maximum long-range benefits to the public, wit! 
J | 


due regard for the conservation policies and regulations of the producing 
States.” 
REDEFINITION OF “NATURAL-GAS COMPANY 
Sec. 3. Paragraph (6) of section 2 of the Natural Gus Act is amended to read 


as follows 
“(6) ‘Natural-gas company’ means a person engaged in the transportation 01 


sale of natural gas in interstate commerce.” 
DEFINITION OF INTERSTATE COM MERCI 


Sec. 4. Paragraph (7) of section 2 of the Natural Gas Act is amended to re 
as follows: 

‘(7) ‘Interstate commerce’ means commerce between any point in a State and 
any point outside thereof, or between points within the same State but through 
any place outside thereof, or between any point in a State and any foreign nation 


but only insofar as such commerce takes place within the United States 


STANDARDS FOR N URAL GAS IMPOR’) 


Sec. 5. Section 3 of the Natural Gas Act is amended 
(1) by striking out “an order of the Commission authorizing it to do so 
and inserting in lieu thereof “a certificate of public convenience and Ce 
sity as required by section 7 of this Act”; and 
(3 


) by striking out the second sentence and inserting in lieu thereof the 
following: “he Commission shall issue such certificate of public conventenc 
and necessity upon application, after opportunity for hearing, on 

finds that the proposed exportation or importation will be consiste Ww 


the public interest and the provisions of section 1 (d) of this Act 


RATE-MAKING FORMULA 


Sec. 6. Subsection (a) of section 4 of the Natural Gas Act is amended (1) by 
inserting “or is inconsistent with section 1 (d) of this Act” immediately before 
“is hereby” and (2) by adding at the end thereof the following new sentence 


“No rate or charge shall be considered just or reasonable which is less than tl 


r 
cost of such gas plus the cost of transportation and sale, and a fair proportior 
of the fixed charges. 


INTERVENTION IN NEW RATE CASES 


Sec. 7. Subsection (e) of section 4 of the Natural Gas Act is amended 
(1) by striking out “or State commission,” and inserting in lieu thereo 
“State Commission, fuel Competitor, or fuel transporter” 
i : lieu thereof “service, and 


(2) by striking out “service; and inserting 
whether the same is consistent with section 1 (d) of this Act: ; and 

(3) by striking out “the Commission shall not have authority to suspend 
the rate, Charge, Classification, or service for the sale of natural gas for 


resale for industrial use only; and” 


REVISION OF DISCRIMINATORY RATI 


SI S. Subsection (a) of section 5 of the Naturai Gas Act is amended 
(1) by striking out “or gas distributing company” and inserting in lieu 
thereof “gas distributing company, fuel competitor, or fuel transporter” 
(2) by striking out “or preferential” and inserting in lieu thereof “prefe 
ential, or inconsistent with section 1 (d) of this Act’, and 
(3) by striking out “: Provided, however,” and the remainder of the sub 


section and inserting in lieu thereof a period 


STANDARDS FOR CERTIFICATES OF PUBLIC CONVENIENCH AND NECESSITY 


Sec. 9. Subsection (e) of section 7 of the Natural Gas Act is amended by in 
serting immediately after the first sentence thereof the following new sentence 
‘In determining whether the present or future public convenience and necessity 
requires the issuance of a certificate, the Commission shall give effect to the 
provisions of section 1 (d) of this Act 
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STATEMENT OF HON. J. W. FULBRIGHT, A UNITED STATES 
SENATOR FROM THE STATE OF ARKANSAS 


Senator Futsricur. Thank you, Mr. Chairman. I have a prepared 
statement which, if it meets with the pleasure of the committee, I 
would like to read. Then, of course, I will be available for questions. 
I think this would present our case a little more concisely, if that is 
icreeable with the committee. 

Senator Pastore. Yes, it is, and you may proceed in any way you 
like. 

Senator Futpricur. Mr. Chairman, I am here today as the sponsor 
of the bill now under consideration, S. 1853. The language of this 
bill is identical with the language of the bill sponsored in the House 
of Representatives by C oe in Harris, of Arkansas, on which 
extensive hearings already have been held before the House Interstate 
Commerce Committee. 

I realize that the terms and provisions of S. 1853 may be subject to 
amendment and change by this committee. However, since that is an 
inclusive measure as now drawn, it should provide the committee with 
ul adequate basis to consider all the many elements involved in the 
general question of Federal policy toward the natural gas industry. 

I want to make it clear at the outset that I do not profess to be an 
expert on the intricacies of the complex natural gas industry. To 
some extent I regard the lack of a technical bac keround as an ad- 
vantage. Many of those who are closest to this subject often seem 
unable to see the forest for the trees. 

It is not, in my opinion, the duty of Congress to make policy for the 
various segments within the natural gas industry, nor for the various 
~ Is ¢ — ive with natural gas. Our concern must be what is best 
for the Nation. 

From that viewpoint, this issue takes on a decidedly different light 
than when seen only through the narrow perspective of the various 
commercial interests concerned. The Supreme Court’s decision in 
the one case, overturning the historic construction placed upon 
the Natural Gas Act of 1938, is a monumental decision, whether you 
agree with it or not. 

If the Court erred, as I believe it did, then their error is monumental. 
For good or bad, the Supreme Court in that decision wrote into the 
law of this land a far-reaching new doctrine, licensing the economic 
exploitation of private producers on a selective basis by the Federal 
Government. 

In effect, the Supreme Court decreed that it is permissible to reach 
down through the maze of the American economy and single out one 
commodity for arbitrary price fixing. Furthermore, in giving sanc- 
tion to this selective price control, the Phillips decision also conferred 
upon a Government agency, the Federal Power Commission, the right 
at its own whim or caprice, to abrogate contracts insofar as prices are 
concerned, yet to compel compliance with the provisions for delivery 
of the producers’ commodity under such contract. 

This is a strange concept for a system of private enterprise. It 
gives the Federal Government power to destroy a contracted price and 
still compel the man who suffers to continue delivering the commodity. 

Had this same principle been applied by the Court to the automobile 
manufacturers, to the steelmakers, or any other manufacturers, we 
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great outcry for haste to remedy the 


would surely be having a 
situation. 

Personally I can see no cause for complacency about the matte 
A prince Ip le once established as national police v must in time be applied 
universally and equlti ab ly. What C ongress does in the face of the 
challenge of the Phillips decision will become eventually national 


policy. Those who do not represent oll- and aas produc) he states 
must, in the final analysis, decide whether it is to the inter ts of then 
States to have such a principle embodied in our law. 

First and last, the final decision on this i must be based 
on principle and not on technicalities or expediency. There is in 
volved here another principle which in my opinion is as fully in 
portant as m: aintenance of the private enterpr ine system. ‘That is the 


principle that the power of the Federal Gove rnment should not be 
used punitively against any State or group of States, to the economi 
benefit of other regions. Federal control of natur: al: gas produc tion at 
the wellhead would plainly and simply violate that prince iple and could 
afford the basis for undermining much that is important in our present 
system of relations between the States and the Federal Government. 

Since _ western expansion of this Nation began more than a 
century ago, there has existed a continuing problem of the economi 
inequs lity of the South, the Southwest, and the West, in relation to the 
North and the East. In fully two-thirds of the Nation, the economies 
of the various States are dependent upon natural resources fot 
strength, growth, and prosperity. 

In such States, the financing of the functions of State government 
depend almost wholly upon tax revenues collected at the point of 
production of such ni itural resources. People of those States, recog- 
nizing the irreplaceable importance of such resources to their futures, 
have approved and have supported careful, far-sighted, and highly 
successful conservation programs which far excel, in many instances, 
the Federal Government’s own program of conservation. 

I think the committee is aware that some 24 States have highly 
developed conservation measures in this field. 

The record is unmistakable and undeniable. The public and the 
public officials of the producing States have been good stewards of 
the natural resources within their State boundaries, and the whole 
Nation has benefited. I may say that my own State had a model 
conservation law which has been copied by many other States. It was 
one of the first in this field. 

Against this record, the prospect offered by the advocates of Federal 
wellhead control deserve the most exacting scrutiny for these reasons: 
Much of the natural gas is in effect and in reality produced from what 
are considered oil wells in association with oil. If the Federal controls 
are applied to natural gas, it will be legally, technically, and physically 
impossible to exempt oil from the influence of suc h controls. This 
would mean the displacement of and destruction of State conservation 
measures and along with that, the virtual federalization of oil. 

In many resource-producing States, the physical structure of the 
State government is primarily dependent upon revenues derived from 
production or severance taxes. In most instances these taxes are levied 
as a percentage of the market price of natural gas or oil. 

Because of this arrangement, the raw material States have prospered 
in accordance with the value, the rising value, of the natural resources 
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Ler ordingly, these States have been able to build better =<chools. better 
roads, provide more welfare aid, perform all State functions more 


uccessfully. 


If, however, Fi ederal control is substituted for competition, a single 
Federal agency will be ina position to dictate and control the govern 
mental finances of such States. The implications of this situation 
ire most serious. Such Federal control would have the effect of 


isting a blight upon the ability ot the raw resources States to take 

eof their own needs. 

I am confident that no such abri ilo rment of State sovereignty Was 
conceived by the founders of this v nion, and IT am equally confident 
that the Senators on this committee recognize the absurdity, as well 
as the folly, of artificially = ressing the economies of the producing 
States at this moment of heir oreatest srowth. 

M: any of the most Pi vbbe champions of Federal control are admit- 
tedly motivated by the punitive urge of controlling an industry whose 
members in some instances have provoked the urge for revenge by 
their political and public conduct. 

Be that as it may, I would remind you that, if we set out to punish 
the gas ] ndustry. it may well be that the victims of that will be the 
choolehildren, the aged, the farmers, the small-business man, even 
the union members whose support and livelihood depend upon the 
health of this industry, and I may add that all of the landowners, the 
rovalty owners, who, after all, own one-eighth of this gas, are scattered 


throughout all of these States. 
Reflect ing upon this should give even the most zealous cause to 
hesitate and to reco) sider. Asar presentative of a State mn “ region 


till primarily relying upon natural resources for native wealth, I 
would remind the committee that, outside the North and East, the 
regions of this Nation have fought a long, hard, and painful struggle 
“ugaimMst exp loitation by private interests. We have battled against 


ibsentee ownership of our resources. We have fought against the 
economic disadvantage caused by the export of our raw materials te 


other regions for processing, and the subsequent absurdity of our 
havi Ing to pay the ad led cost to get back our own commodities in 
finished form. 

Such disparity and discrimination have made many sections of this 
iand poor, when they should have been rich. We have been kept on 
our knees, when we should have been standing on our feet. For this 

e Nation has paid a heavy price, a needless price, 

In recent years the fight against private exploitation has just begun 
to be won. Natural OAS has been a major if not the deciding cause 
of such gains. It has afforded a source of cheap native fuel, enabling 
the development of new industries, enabling us to begin to compete 
is manufacturers. 

Federal control of natural-gas So. sweeps away these gains. 
Such control, as a practice and as a precedent for more of the same, 
places the Poberas (Fovernment in the position of using its superior 
power to foist upon the underdeveloped regions a vicious exploitation 
dependent for control upon a political majority in this Congress. 

It isa very odd thing that we are so concerned about undeveloped 
nations and are trying to help them, but at the same time are perpetu- 
ating under the laws of this country and holding down the undevel 
oped parts of this country, ine luding my State of Arkansas. 
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(onder such control, the independent vas producers could, in reality, 
he literally forced to give Way their gas. Yet the Federal Govern 
ment could not pass on to consumers such savings as might occur. 

The Federal Government has no control over what ultimate co) 


sumers pay. Only last year Congyess passed the Ilinshaw bill re 
stating and clarifying the exemption of the rates and facilitie rf 
( istributing companies elling gas to the public. Less than 10 percent 


( f the gas bill of the average American family can be charged to the 
producer. Regulation of that small portion of Was Costs 1s ot ol ly 
meaningless; it is hypocritical. 

Federal regulation at the wellhead will not benefit the consumer. 


It will make gas more scarce and more expensive. It will, however, 
bring hardship to the residents of produ no states, li a 11L]}¢ 


“a deadly poison into the blood stream of free enterprise, and it will 
cut the muscle of responsible State government. It will finally pet 
petuate >and compound a long, sic history of economic exploitat on of 
the produ cing regions of this land. 

I see no compelling reason for this to be done. The Natural Gas 
\ct, as we have known it since 1938, has protected the consumer 
without torturing our free enterprise system. S. 1853 is intended to 
estore that act to its original meaning. It may be that the measure 
goes too far in compromising the various conflicts within the Vas 
industry itself, 

If so, the committee should not allow uch conflicts to distract 1 
from the real purpose of achieving a eenuine competitive mncdustr 
which we know from experience affords the consumer his best protec 
Clon. 

I bave also prepared, Mr. ( hairman, an explanation of the bill which 
is not very long. I will read this more technical explanation of the 
bill as introduced. As a preliminary statement, a few words about 
the mdustry itself : 

The natural VAs industry is divided into three prince ipal segme hts: 
(1) At the consumer end, are the local di stribu ting companies. 
‘J hey are utilities subject to local utility regulation. In 1950, in the 
Kast Olnio case, the phase of this local i dustry was declared by the 
Supreme Court to be under ~—— Power Commission jurisdiction 
by reason of the Natural Gas Act, despite the provisio n in the act 
that it does not apply to “local dis as tion of natural @as. 

Congress, in 1954, by the so-called Hinshaw-Bricker amendment, 
reaflirmed the intention it expressed in the act in 1938, and freed this 
segment of the industry from Federal regulation so that it is now, as 
it was prior to the East Ohio decision, subject only to local utility 
regulation. 

(2) The interstate en Pas pipeline companies constitute an 
<r segment of this industry. They tr: ansport the gas they purchase 
vy ca duce across State lines ae sell it to local distributing companies 

‘to industrial consumers. 

a interstate ——— CO mpanies engage in orm functions. 
They are oranted : government al monopoly, Would-be com petitors 
must obt: i asa ates of public convenience and necessity before they 
can build competing lines. S. 1853 does not relax Federal control of 
these interstate transporters. 

(3) The natural- gas producers constitute the third segment of this 
industry. ‘Their business is highly competitive and risk taking. Sta 
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tistics show that only about 1 wildcat well out of 9 drilled for oil and 
gas are producers. There is nothing in the gas producer’s business 
which suggests that he should be regulated as a utility. 

He has no exclusive franchise, no right of eminent domain, and no 
assured rate of earnings. His costs of finding and developing gas 
fields vary with his luck. These are no doubt some of the reasons why, 
when Congress passed the Natural Gas Act in 1938, it provided, in 
section 1 (b), that the act 
shall not apply * * * to the production or gathering of natural gas. 

Because of this provision and the legislative history of the act, the 
Federal Power Commission consistently held, from 1938 until 1954, 
that it had no jurisdiction to regulate the producer and gatherer of 
natural gas or the price at which he sold his product in interstate 
commerce. 

A 5-to-3 decision of the Supreme Court on June 7, 1954, held that 
the Federal Power Commission had jurisdiction over the price at 
which the producer sells his gas to interstate pipeline companies. It is 
only since that time that the Commission has made any attempt to 
regulate the production and gathering of natural gas or the price at 
which the producer sells it. Therefore, S. 1853 will not change a 

ituation which has long existed, but will merely restore those condi- 
tions which existed prior to June 7, 1954. 

It was during this period that the gas business had its tremendous 
expansion. Only 14.5 percent of the mineral energy consumed in the 
United States was supplied by gas in 1946, while gas supplied 93.0 
percent in 1953. In this period the average field price per thousand 
cubic feet of gas rose from 4.9 cents in 1938 to 9.2 cents in 1953. This 
increase is less than sufficient to compensate for the decrease in the 
value of the dollar. This shows that competitive forces are effective 
in controlling the price at which over 8,000 producers in this Nation 
sell their gas. 

The Natural Gas Act, in section 1 (b) provides that it shall apply 
to the transportation of natural gas in interstate commerce, to the sale in inter- 
state commerce of natural gas for resale * * * 

A natural-gas company is defined in section 2 (6) of the act as— 
a person engaged in the transportation of natural gas in interstate commerce or 
the sale in interstate commerce of such gas for resale. 

‘These two terms included in both section 1 (b) and section 2 (6) of 
the act are not defined by the act. 

The failure to properly define these terms is no doubt a basic reason 
for the construction of the Natural Gas Act by the Supreme Court in 
& manner contrary to what I am convinced was the congressional in- 
tent. It was not intended under the act to regulate transportation 
other than that by an interstate pipeline, and it was not intended to 
include sales by a producer to a pipeline company but only those sales 
made after the gas entered the interstate pipeline. 

In order to clarify the Natural Gas Act in these particulars, S. 1853 
adds two paragraphs, numbered (10) and (11), section 2 of the 
Natural Gas Act. 

Paragraph (10) defines “transportation of natural gas in interstate 
commerce” to include only transportation subsequent to the delivery 
of the gas in or within the vicinity of the field where produced into 
the transportation facilities of the interstate pipeline company which 
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transports the gas in interstate commerce heyond the vicinity of the 
field. 

Paragraph (11) defines the clause “sale in interstate commerce of 
natural gas for resale” so as to include only sales in interstate com 
merce for resale which occur after the commencement of the trans- 
port ition defined in paragraph (10). 

These definitions will exclude from Commission jurisdic tion well- 
head sales of natural gas, sales at a central point in or near the field 
of production to which the gas has been gathered, and sales at the 

tailgate of a processing pli int located in or near the field where the 
gas is produced. 

They will also exclude from Commission jurisdiction all the local 
activities of production, handling, and processing of the gas occurring 
prior to the transportation defined in paragraph (10) and prior to a 
sale as defined in paragraph (11). 

However, I wish to make it clear that under the provisions of 8. 
1853 the natural gas, upon entering the transmission facilities of an 
interstate pipeline company immediately becomes subject to the juris- 
diction of the Commission if the gas is ultimately transported in 
interstate commerce beyond the vicinity of the field. 

Although it is my firm conviction that competition among producers 
assures consumers against payment of excessive field prices for gas, 
sections 2 and 3 of S. 1853 provide for additional assurance. Section 
2 renumbers the subsections of section 5 of the Natural Gas Act, and 
adds subsections (b), (ec), (d). and (e) thereto. 

Under the added subsection (b), when an interstate pipeline 
company seeks to increase its rates because of the price it pays for 
gas under new or renegotiated contracts, the Commission is required 
to consider whether the price under the contracts has been com- 
petitively arrived at, the effect of the contract upon assurance of sup- 
ply, and the reasonableness of the contract provisions as they relate to 
existing or future market field prices, and to allow the pipeline com- 
pany to expense only the reasonable market field price of such gas. 

Subsection (c) requires the Commission to make advance determi- 
nation upon the application of an interstate pipeline as to whether 
the price to be paid under a new or renegotiated contract meets the 
provisions of subsection (b). This provides a vehicle whereby the 
transmission companies and the sataiianena can have a prospective 
determination with respect to new or renegotiated contracts. 

Subsection (d) limits the amount which an interstate pipeline com- 
pany may expense the gas it produces to the reasonable market field 
price thereof, and, as to gas purchased from an affiliate, the pipeline 
company is limited to the amount it pays such affiliate or the reason- 
able market field price of such gas, whichever is the lesse Tr. 

Section 3 of the bill adds a subsection (e) to section 7 of the Natural 
Gas Act and provides that where an application for a certificate of 
public convenience and necessity is supported by a natural-gas pur- 
chase contract, the Commission, in passing on such application, must 
consider whether the price to be paid under the contract for the natural 
gas is the reasonable market field price thereof, considering whether 
the contract price has been competitively arrived at, the effect of the 
contract upon assurance of supply and the reasonableness of the con- 
tract provisions as they relate to existing or future market field prices. 
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These proposed changes in sections 5 and 7 authorize and require 
the Federal Power Commission, in regulating rates of the interstate 
pipeline company and in granting such companies certificates of pub- 
lic convenience and nee ‘essity, to ti ake action which will assure the con- 
sumer that the e ompaniles C annot pass on to him more than the reason- 
able magket. field price for gas produced by them or their affiliates 
or purchased from nonaffiliates. 

Therefore, S. 1853 not only frees the production and gathering of 
natural gas from Federal control and the sale of it by the producer 
from Federal price fixing, but provides adequate safeguards to the 
consumer. 

Unless this bill or a similar bill is passed by the Congress, explora- 
tion for natural gas will be discouraged. <A risk-taking, competitive 
business such as exploration for and production of natural gas cannot 
exist and prosper under utility regulation. 

There Ak the passage of this bill is important both to our national 
welfare and our national security. 

Thank you, Mr. Chairman. 

Senator Pasrore. Senator Monroney ¢ 

Senator Monroney. Thank you very much, Senator Fulbright, for 
the splendid statement in explanation of your bill. Going to the last 
part. of your testimony, you pointed out that the bill does not leave 
completely unregulated the supply of gas as it goes into an inter- 
state pipeline: it permits the Federal Power Commission to review 
the price paid for gas under new or renegotiated contracts. 

Is that not the correct interpretation 4 

Senator Fy LBRIGHT. Yes, What we are seeking to do whether . or 
not this is the most efficient w: ay to do 1 is to preve nt the producer 
from being forced to sell his gas at an on iy price. Of course this 
is reached through what the interstate transportation company may 
expense the gas for, that is, what it may charge and call part of 
cost. That is true. 

The Federal Power Commission still has a power which I do not 
like, you understand: but | have proposed what I believe to be a 
necessary compromise in order to obtain a reasonable result in those 
instances where the producer sells his gas under new or renegotiated 
contracts, 

The phrase to me that is most important is this: “Reasonable market 
held price.” That raises a concept which is subject, | think, to deter- 
mination, if necessary, and probably will be an adjudication as to 
what is a reasonable market field price under any given circumstances. 

It is put in here primarily to protect the consumer if we have 
regulation at all, and also the producer. 

Senator Monroney. That is a rather new concept in this issue; is 
it not? In other words, the Federal Power Commission will have 
the right to review the cost of the raw material as it enters the pipe 
line. Thus you arrive at some review of the prices to be sure that 
they are the going price in the field and arrived at by competitive 
conditions. 

But it does not require the regulation of the individual gas producer 

by the Federal Power Commission. 

Senator Fu.tsricnr. It sets up what we hope is a reasonable standard 
to which the producer may refer in case he feels he is being arbitrarily 
treated; that is, the reasonable market price in the field which will 
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be determined, I intend, by competitive conditions within that field. 

In other words, we are trying to establish here recognition of the 
competitive price arrived at in the field. 

Senator Monronry. Which is the same theory that obtains on all 
fuels: is it not ? 

Senator Futsrienr. On all commodities. Theoretically it is the 
same that obtains on the production of jewelry in Providence, R. IL. 
1! would hope that that will remain ng from determination by the 
Federal Government. After all, gas is a commodity. It is no dif 
ferent in essence from coal or from oil or from any other natural 
resource or any other commodity that goes into our Industrial and 
commercial system. 

Senator Pastore. Inasmuch as you mentioned Providence, R. I.. 
may I ask you a question. Who determines what is a reasonable 
market value if not the Federal Power Commission 4 

Senator Futsrienr. I would think the conditions within the field. 
The competitive conditions within the field would determine that. 

Senator Pastore. The competitive conditions in the field create a 
market value, but who determines that if you have to have a person 
or anagency to do it 4 

Senator Fu.tsrigut. In making legislation, I think we must always 


assume that reasonable people administer the law. If you assume 
these are arbitrary people, it is true you can take that approach 
that they have the right to arbitrarily wed “This is the reasonable 
rate.” 


But that is subject under this law, in my opinion, to judicial review. 

Senator Pasrorr. Does that not admit some kind of supervision 

Senator Fuusricur. Yes. I do not like this supervision. I am 
frank to say I would prefer—if I thought I could pass the bill—to 
simply say, “You keep your hands off this price.” I said that in my 
opening statement, 


nator Pastore. It is super ision 1n a lesser degree, but it is s iper 
vision nevertheless. 
Senator Futpricur. Yes. I regret we felt it necessary to accept 


supervision to this extent. The original Gas Act expressly excluded 
it. But Iam sure the Senator recognizes that it is very seldom in thi 
body that we have an act of which we approve 100 perce nt. Thena 
ture of our system of government is compromise and adjustment. 
That is frankly what we have done here 
We have adinitted jurisdiction to determine reasonable market price. 
| hope the committee may find a better way to seta standard whi 1) 


woul | oll de the ( ‘ommMIssion. but the best we have been able to do 


the phrase, “or the reasonable market field price’—which to us meat 
a competitive price within the conditions existing within that field 
As the Senator well knows, the conditions Vary oreatly bet ween 
fields in Pennsylvania, in Arkansas, in Wyoming, and other producing 
States. There is great diversity in conditions—the cost of catherine 


indsoon. Sothere will be great differences in the competitive prices. 
Senator Pasrore. May I ask you another question along that line. 
In the event the Federal Power Commission determines that the price 
is in excess of the market value, then what happens ? 
Senator Futsrient. Then I would say if there is a disagreement, if 
the producers feel they are being treated arbitr: wer they will go to 
court and say, “The Federal Power Commission is being arbitrary. 








IS AMENDMENTS TO THE NATURAL GAS ACT 


They have not considered this or that element, and have erred in the 
determination of the reasonable field price.” I think that is neces- 
sarily what has to happen. 

Senator Pasrore. But who absorbs the additional cost ? 

Senator Futsricur. What do you mean, who absorbs it 4 

Senator Pasrore. Take your clause (b) on page 2. You set up a 
procedure in renegotiated contracts 

Senator Danre.. And new contracts. 

Senator Pasrore. New contracts—that where the producer charges 
more than the prevailing market value, then there is some relief set up; 
only it is not clear to me just how it operates. I would like to have 
you explain it for the purposes of the record. 

Let us assume for a moment that the producer charges a price that is 
in excess of the prevailing market value in that region. 

Senator Fu.pricut. T he reasonable market field pr ice. You mean 
if he does? 

Senator Pasrorr. Yes. Now we come to page 3: 
and if the price at which the natural-gas company has contracted to buy such 
natural gas is found to be in excess of such reasonable market price, then the 
Commission shall allow the natural-gas company to charge as an operating ex- 
pense for the natural gas purchased under the contract only such market price 
up to that point the person being punished is the line. Am I right? 

Senator Futsricut. The interstate line; yes. 

Senator Pastore. Is that not unfair? Who protects them? 

Senator Fu.sricut. They do not have to buy that. 

Senator Pasrore. They are supervised by the Federal Power Com- 
mission. 

Senator Monroney. They do not have to buy the gas. 

Senator Pastore. If they do not have to buy ‘the gas and they cannot 
get the gas, how are you going to turn on your gas jet back home? 
That is the purpose of all of this provision. 

Senator Futsricnt. You make an assumption here that is at the 
root of the fallacy of this whole business. That assumption is, that 
natural gas is a necessary ingredient in yours or anybody else’s home. 
Ke verybody knows that natural gas isa more desirable fuel. It is the 
most luxurious fuel. It is the finest fuel you can buy for most pur- 
poses. 

Just because you happen to want gas, you do not have to use it as a 
fuel. You can readily turn to oil or coal. Do you think the Federal 
Government ought a insure that you have the finest, most luxurious 
fuel at a price set by it, any more than they assure you have a Cadillac 
rather than a Ford a a Ford’s price? 

Senator Pastore. Is that exactly so? 

Senator Futsricnt. Exactly it is. This is a commodity; and it is 
dlistinguishable on every ground from electricity. It is completely 
different. 

Senator Pasrore. It is not a necessity instead of a luxury? 

Senator Funsricut. No; it is not a necessity. People want it 
because it is clean and because it has many advantages. I myself 
gave up an oil burner because it is dirtier and because it did not fune- 
tion as well, and so on. But goodness knows it is available. I can 
- back to oil tomorrow if I do not like the price of gas. 

I do not know why in the world you assume basically that the Fed- 
eral Government has to insist that every consumer has to have the 
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finest fuel in the world at the price of coal or other competitive fuels 
which they do not want. It is a matter of choice. It is not a utility, 
and you have no business fixing this price. 

I am frank to say that it does embarrass me, as it always does when 
one must compromise with principle. I admitted that in the begin- 
ning. I do not think you ought to be regulating the price of this 
commodity at all. But inane fort to be reasonable vated, in an ef- 
fort to get the bill through and to prevent the Yankees from exploiting 
us any more than necessary—we are willing to go along with the 
proposed bill. 

The Yankees have been exploiting our region for a hundred years, 
and we do not like it. Then we are given this hypocritical sympathy 
about our being so poor, and we do not like that either, 

Senator Pasrore. I am not being hypocritical about it. 

Senator Futsricut. I do not mean you personally. I mean the 
Yankees. 

Senator Pastore. I am not debating with you. You brought up the 
question of Providence, R. I.; so naturally I injected myself into this 
little discussion. I had not intended to. 

But let us take it again on this question of choice, of necessity and 
luxury. There are millions upon millions of families who use gas 
tor cooking purposes. 

Senator Fu.tsrieutr. They do not have to. They have an alterna- 
tive. 

Senator Pastorr. What are they going to do? 

Senator Fursricut. They have got coal and oil. Coal is running 
out of our ears. Mr. Lewis is dying to sell them coal. Why do they 
not use coal if they do not like the price of gas? 

Senator Pasrorr. That would be all right if - *y had that choice 
in the beginning; but once you have converted to gas—— 

Senator Fouusricut. Oh, no; it is easy to Sener 

Senator Pasrorr. Once you have converted to gas, you cannot go 
and tell a lot of people, “Tomorrow you turn on your jet to fry-some 
eggs and you cannot fry it; go out and buy yourself a coal stove.” 
That is no answer. 

Senator Futsrient. Certainly it is. Use oil if you like. 

Senator Monroney. Use electricity. 

Senator Fuxpsricut. Wse electricity. You have electricity there. 
You can control that price. 

Senator Pasrorr. You have to go out and buy an electric range. 

Senator Futsrienr. Who made them buy this gas stove? They 
went out and voluntarily bought the stove—just as voluntarily as 
they buy a Cadillac. 

Senator Pastore. But at the time they bought it the Supreme Court 
had already said that the Federal Power Commission should control 
this. 

Senator Futsrieut. Oh, no, the Supreme Court only said that last 
year, 

Senator Pasrore. That is when I bought my gas stove. 

Senator Futprient. I am amazed that a lawyer as good as you did 
not know that that decision was entirely wrong. Anyone who knows 
this subject could see that the decision was wrong as could be. ‘There 
is no real analogy between a gas-producing industry and the electric 
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utilities. I mean that there is every reason in the world to distinguish 
between gas and electric power. 

Senator Pasrore. You do not mind if I respectfully disagree with 
vou! 
~ Senator Futsricur. I do not like it. I want to mention one point, 
if IT might, to the Senator. It irritates me greatly wien such a big 
to-do is made about the producers’ price of gas. I havea breakdown 
of the retail price at Boston which is very close to Prov aehie, I want 
to call this to the Senator's attention. I cannot understand why the 
people have concentrated on the producer when the conditions exist 

this industry as hey do. 

Puke Boston, for example. I am no expert in this business, but J 
col tld not believe this. In Boston in 1953 the price received by the 
distributing company from the consumer was $3.01 per thousand cubic 
feet. Do you know what the producer of that same gas got down in 


Texas or Arkansas, we will say? Ile got 10.1 cents out of $3.01. He 
got 10.1 cents. Think of it. That is what you are complaining about. 


What did the distributing company there in Boston get out of the 
83.014 That distributing company retained $2.47 out of what the 
consnmer paid. 

Nov you are complaining about the producer. It is absurd. 

Senator Pasrore. | am not complaining about the producer. 

Senator Futsricur. I do not mean you personally. I hope nothing 
I say the Senator takes personally, I am talking about a condition. 
You know very well the impetus behind this are the people from Bos- 
ton, New York. Richmond, and so on—the big cities. You know that. 
We would not be here if it were not for them. 

Senator Pasrore. I think they are sincere in their position. They 
may be wrong, but, after all 

Senator Fuvsrienr. I think, too, in this connection they are sin- 

re, but uninformed and wrong about it. But in Boston think of it 
S247 goes to the local distributing company. Only 43.9 cents goes to 
the interstate pipeline company. ‘They are the people who really bring 
tall the way from Texas. 

1! en the royalty owner, the fellow who owns the land—usually it 

| farmer or someone who happens to get the royalty—gets one eight 
vil OL ‘ents. That is the item that has been under this great att: ack. 
I cannot imagine why the State authorities do not do something about 
the cost of distributing the gas. 

We gave under the Hinshaw bill the power to the local authority, the 
local State, to control that distributing company and to set its rates. 
That is the business of the State authorities. 
ator Danie.. Will the Senator yield au moment? Would the 
Senator like to have the figures on Provid ence, R. I. ? 


Senator Futsricur. I did not happen to have them here. 


~ 


Senator Daniev. They are here. They would be interesting. But 
I want tosay to the Senator that I certainly do not assume the Senator 
from Rhode Island has already made up his mind against this bill. I 
think he was correct in pointing that out. I am in hopes we can show 
him that the consumers are a lot better off with this bill. They will get 


the gas in quantity and at a reasonable price more assuredly under this 
bill of vours than they would if the present Supreme Court decision 


continues to be the law. 
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Senator Futspricur. In the long run I say to the Senator that 1] 
have no doubt that is true. just as I think in the long run we are 
already in the process of proving that permitting the South to have 
industries through removy Ing the differential on freieht rates 1s SONG 
to help the Northeast. I think there is no doubt that in the long run 
that would be true. 

But look at Providence. The price received there from the citizen: 
of Providence was $3.64 per thousand cubie feet in 1953. The price 
paid in the field for that gas was 10.1 cents. It is the same as the 
other. It comes from the same source, of course, as the gas to Bo: 
ton—10.1 cents against $3.64 that the consumer pays. The local 
distributing company retained $3.117. 

Senator Pasrorr. The only thing I question is the argument that 
iS being developed here, that supervision of cuiy sort means a depi ivit 
tion of profits. Usually that runs to the administration of these 
regulatory laws more than the philosophy or the basic principle 
behind them. ‘There are certain commodities in our daily lives that 
have to be regulated. 

Senator Funspricur. Name me some commodities in which the 
Federal Government is regulating the price today outside of the 
utilities. 

Senator Pasrore. Klectricity. 

Senator Futpricur. I said outside of the utilities. 

Senator Pasrorr. But you have got to put natural gas in more or 
less the same category as electricity. 

Senator Futsricur. For goodness’ sake, on what grounds any more 
than Cadillac automobiles ? 

Senator Pasrore. Oh, my goodness. 

Senator Futsricnr. What ground’ What is the reason it t] 
same ¢ 

Senator Pasrore. One is a public utility that services the public. 
and naturally the public has to depend upon it without any eleme 


of choice involved. ° 
Senator Futsrienr. But not the producer; the producer is 
Senator Pasrorr. I am talking about the consumer. Ultimatel: 


he is our basic interest here. If the consumer was not involved it 
this whole business of natural gas and electricity, I do not think you 
and IT would be here discussing this matter this morning. IL men 
that is fundamentally the principle behind it all. How does it affect 
the consumer and how do you protect the consumer in the publi 
interest? And how far back do you go? 

You want us to go only so far as the pipeline that begins to tran 
port this. There are other people who thought it should vo be yond 
that. Federal control should eo to the ultimate consumer, and tha 
was rectified. Then, of course, you have this decision of the supre me 
Court, after the law was passed in 1938, that went so far as to sa 
that where this gas is ultimately going to get itself into interstate 
commerce then there is an element that you must control the perse 
who does gather it together and put it in interstate commerce. It is 


only a question of degree as to where you start in order to ultimate] 
protect the consumer. 
Fundamentally that is the reason why we had the law in 19838, not 


to protect anybody but the consumer. In the pre amble of the lav f 








ao AMENDMENTS TO THE NATURAL GAS ACT 
says specifically that it is the character of this commodity that requires 
supervision, 

Basically I do not see how anyone can dispute that. I am not argu- 
ing with you. My mind is open, but I am sonia trying to clear the 
record as to my understanding of some of the elements involved. I 
have not made up my mind in answer to Senator Daniel. My mind is 
open. My er interest here is to protect the public interest. 

Where that begins and where that ends, and where you start and 
where you cone lude, of course, is for us to determine. ‘But I do not 
think anybody is silly looking at it one way or the other. It is alla 
matter of where do you start in order to ultimately completely protect 
= public. 

I do not see that just because you have Federal supervision of any- 
thing that means the people are going to lose money. I think people 
in the natural gas producing business perhaps are making a lot of 
money, and I do not resent it. But merely because it is going to be 
controlled by the Federal Power Commission does not mean you are 
going to put these people out of business because if that is true, then 
we fail as a government. 

That is all I have to say. 

Senator Monroney. Is it not a fact that, even on electric utilities, 
any change upward in the fuel cost of generating electricity is reflected 
immediately in the power contract? That is true of almost every 
contract I know of between two utility companies that is gaged on a 
fuel component; and it is the same principle with coal or whatever fuel 
they areusing. When it goes up, the rate goes up. 

As the raw material that goes into a gas line thousands of miles 
from the burner tip is put into that line, then the regulation starts, as 
with a utility, on the cost of transportation of that gas. Can you make 
a utility out of thousands of gas wells? I do not think you can. 

Senator Pastore. That is not the question involved. 

Senator Fursrienr. Mr. Chairman, may I call your attention to 
one or two facts I think you have not considered. The producer of 

gas in distinction to the producer of electricity—you seem to think it is 
the same—the producer of gas has no right toeminent domain. There 
is no way the man who wishes to drill for gas can go out and ask the 
Government to give him the right to condemn somebody’s farm because 
he wants to drill a gas wellonit. That is one difference. 

The producer - gas is not guaranteed any rate of return. There is 
no commission in Arkansas that says “Now if you go out and drill 
for gas, we will guarantee 6 percent on your investment. If you put 
a million dollars down there, we will guarantee 6 percent”’—which they 
do if a man builds an electric facility. They do not guarantee the gas 
driller anything. 

I have heard many an oilman tell me that people have put more 
money in the ground than the value of the oil they have taken out. 
In other words, there are many failures. But you don’t read about 
them. They justtakeitasaloss. Itisaloss. If you have ever tried 
to find oil or gas, it isn’t so easy. It is completely different from 
producing electricity. Finding oil or gas is avery risk-taking 
business. 

It is one of the most speculative businesses. This Congress has rec- 
ognized the extent of the risk by special provisions of many kinds, 
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in depletion allowances and other things. That is not just by accident 
You may disagree. ] eople do disagree about it. 

sut the fact is that it being a highly risky and very speculative 
business has been recognized in many ways. You cannot properly 
compare that to a business which has the right of eminent domain 
and exclusive franchise. That is another difference. 

No gasman has any exclusive franchise providing that in a certain 
area he is the only fellow who can produce gas. On every point the 
analogy between the fellow down in Arkansas who goes out and finds 
gas, or the royalty holder who owns a piece of prone: on which gas 
is found, and a producer of electricity seems to me is absolutely with 
out any foundation. 

Senator Pasrore. I didn’t make an analogy between the producer 
of electricity 

Senator Futprieur. That is what. I am interested in. 

Senator Pasrore. All I did was make an analogy between electri 
ity and natural gas used for the pepe of cooking or lighting or 
heating. I agree with you that the best argument that you have | 
the one that you have just expressed. All I am trying to say is that 
I don’t think anyone is trying to punish anyone. 

All we are trying . ies IS protect the public interest. Now we may 
disagree as to how to do it. but all of us must agree that you have got 
to have some Federal supervision somewhere along the way. The 
determination we have to make is where do you start ¢ That is the 
question. The Supreme Court says you start at the well. 

Senator Funsrieut. I would like to clear the record, certainly, as 
far as the Senator from Rhode Island is concerned. I do not think 
he is out to punish anybody. It may well be that coming from where 
[ do I am overly sensitive about the intentions of some of our northern 
friends. 

But I think you cannot deny that for a long time we have had some 


difficulties such as the freight rate rmrente ne and the tariffs. Maybe 
has made us oversensitive that we are be ing exp yloited, and to some 


of my constituents this looks very muc “3 like another effort to take 
commodity which we produce at an arbitrarily low figure. 

I do not mean to attribute any personal animus at all to the Sen 
ator from Rhode Island. But it seems to me every time we start to 
do anything down in the South, some governmental interference crops 
up. Even on a little powerplant across from Me mphis, I have a hard 
time getting this Congress to permit its construction after the con- 
tract had been negotiated. 

You can see what I mean. This is a thine of long standing. I 
didn’t mean it personally, but I certainly think that is involved in it. 
I am interested in this instance in the producer. There is nothing in 
this bill to prevent you from regulating the interstate trans portation 
of gas, or the distributor. 

[ would say that if the Federal Government is going to regulate 
the producer, then I can see no excuse for the Hinshaw bill. They 
ought to regulate the price at the consumer end, and the Hinshay 
bill should be repealed. If we can’t do something about the producer, 
personally I would be for repealing the Hinshaw bill. 

Senator Pastore. Mr. Schoeppel ? 

Senator ScnorrreL. Mr. Chairman, I want to say to you, Senator 
Fulbright, that I think you made an excellent analysis of this meas 
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ure that you have introduced here. I do think that this series of 
hearings ‘is yoing to be enlightening and going to dispel a lot of 
myths that have been floating around the country with reference to 
natural gas, the cost of it. who really gets the price, who really is 
responsible for the high prices to the consumers. 

I think if for no other reason, I am hopeful that this legislation 
passes, or some legislation along this line. I am glad that the Sena- 
tor from Arkansas has seen fit to introduce this legislation. 

[ want to dispel the Senator’s alarm about some of the northern 
Yankee States. I do not know whether Kansas is one of them or 
not 

Senator Fuusrignr. No, Kansas is not. It is what we call the 
“official territory” under the old freight rates fight. That is north 
of the Ohio and east of the Mississippi. 

Senator Scuorrre.. I thought the Senator was shifting it a little 
farther north and east. I just wanted to have for the record, since 
it was mentioned, that the Senator from Kansas happened to be 
chairman of the Utility Commission of the State of Kansas and served 
a little time as Governor of the State of Kansas. 

There was a fine governor in the State of Tennessee a good many 
years back—not saying that they have not had fine ones since then 
that indulged in that freight rate fight. I think the records will dis- 
close that the State of Kansas was one of the only States north of 
that line which joined with the southern folks in readjusting and 
getting a realinement in some inequitable situations that developed. 

Senator Futsricur. That was a disgraceful situation. 

Senator Scnorpren. I am glad to join with the Senator from Ar- 
kansas in at least getting an opportunity to look at this natural gas 
picture and the intent of Congress as I understood it before, and the 
change that has come about by reason of the Supreme Court decision, 
and I think we have got to face up to some type of formal legislation. 
I think you made an excellent statement, Senator. 

Senator Futsricnt. Thank you, sir. 

Senator Pasrorr. Senator Daniel ? 

Senator Dantev. Senator Fulbright, I also thank you for your fine 
explanation of this bill. The main purpose of your bill, as I under- 
stand it, is simply to write the law for the future as Congress intended 
it in the original enactment of the Natural Gas Act. Is ‘that not true? 

Senator Fursricur. It approaches it. I would like to go as far 
as I think the original intention was, and that was that there be no 
control at all over the producer. 

But as I have already explained, we have felt it necessary not to 
go that far. As you know, the original sponsor of legislation i in the 
House is a colleague of mine from Arkansas, Congressman Harris. 
We have felt for a great many reasons that we must go along on 
this provision that I have already explained. 

Senator Danter, But Senator, that provision really does not de- 
part from the principle that you have in mind, that there should be 
no price fixing on the producers. 

Senator Fu.rsricur. That is right. 

Senator DanieL. You have compared the producers of gas to other 
raw-material producers such as farmers or miners of coal, or oil pro- 
ducers. Actually in your bill you do not depart from the principle 
that these raw-material producers should not be the subject of price 
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fixing, because in your bill your regulatory powers—new powers of 
regulation, we will say, in section 2 relate only to the interstate pipe 
line company. 

Senator Futsrieur. I agree to that, except that there is always thu 
danger when you seek to define a situation like this, that it does eal] 
for interpretation. The Senator from Rhode Island called attention 
to the fact that if the Commission acts arbitrarily, which all com 
missions can and do occasionally as we know, it will cause law suits and 
difficulties. I agree that we are trying to set out the principle that 
the price shoul 1 be set by competitive conditions in the field. 

This may call for some interpretation. I can foresee that there 
will be some litigation. That is natural, and I regret it. But I agree 
with you. Weare seeking to say that the Commission will not set the 
price. It will be set by competitive conditions in the field. That is 
right. 

Senator Daniev. Those regulatory powers, though, are through 
regulation of the interstate pipelines. 

Senator Futericur. That is correct. 

Senator Danret. When they file a new price with the Commission 
for approval, based on a new contract or a renegotiated contract, the 
Commission will look into it to see whether or not that request for 
approval of a higher wholesale price is based on purchases at a rea 
sonable market value price from the producers 4 

Senator Fursrintr. That is right. 

Senator DanieL. So all of the regulatory power you have in your 
bill is really regulation of the interstate pipelines, which were orig 
inally intended to be regulated, by the Natural Gas Act. Is that 
not correct 4 

Senator Futsricur. That is correct. 

Senator DanreL. Now if a producer says “T will not sell this gas for 
less than the price fixed on it,” and the Commission says, “That is not 

fair market price in the field,” then the interstate pipeline will ab 
sorb the difference, or else simply not purchase the gas. Is that not 
true ¢ 

In other words, the Commission will allow the interstate pipeline 
to expense only the market value. 

Senator Funsricur. That is right. 

[f there is a substantial ditference and they cannot absorb the dif 
ference, they will not buy the gas. If it is minor, and they can, they 
will buy the gas. In effect that is what will happen. 

Senator DAnieL. That is correct. As a matter of fact, if this legis 
ition is not passed so that independent producers—and I believe the 
atest figures show there are about 9,000 inde spe ndent produc ers of was, 
eight or nine thousand, isn’t that correct / 

Senator Futsricut. I was told 8,000. 

Senator Dante... About 8,000, we will say. If your legislation o1 
some thing along this line is not passed, do you have any idea that there 
will be the quantity of gas available for consumers in the North and 
Kast that we ie ay ailable tod: ay? Isthere any chance that there will 
be enough additional gas to meet the needs of the consumers of the 
North and East unless Jegislation of this kind is passed ? 

Senator Futsrient. I certainly think that because of the nature of 
the industry, as I said a moment ago, being highly speculative, if the 
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producers are held to the existing price levels, you will have a decrease 
in exploration. 

There will not be an immediate absence of explanation, but clearly 
there will not be a continuing rise. Already statistics show the esti 
mated gas reserves are down, I believe, about 10 years. The reserves 
were estimated at 32 years’ supply in 1945, and last year r’s estimate was 
23 years’ supply. That is largely because of the great increase in use. 

May I say—of course the Senator knows this—but for the benefit 
of some who do not—that the price of gas was unusually low up until 
the buil ling of the transmission systems because there was no w ay to 
get the gas to market. It was practically given away, as the Senator 
knows. Much of it was flared. Its price in relation to coal or oil was 
far lower based on its heating value as measured in B.t.u.’s. It has 
not yet, I think, gone as high as it ought to because of the natural ad 
Vantages it has over competitive fuels. 

As I mentioned to the Senator st Rhode Island, it is a luxury in 
the sense that it is the finest fuel in the field. That is why people want 
it. It is not a necessity, any more than a Cadillac. 

I had a free choice. I took gas for the reasons I gave. It ought to 
vo higher than it 1s now. 

Senator DantreL. Senator, actually we use within our own States 
of production about half of all the natural gas that the respective 
States produce. That is true, isn’t it ? 

Senator Futericnr. I thought it was less than half. That was true 
up until a few years ago. 

Senator Danten. I think the average is still about 50 percent. In 
our State it is about 51 percent. 

Senator Funpricur. You are more highly industrialized than a lot 
ofthem. Ithink it is true in Texas. 

Senator Daniev. That is what I am getting at. There is no regula 
tion of the price that is charged by the producers in intrastate 
commerce ¢ 

Senator Funpricur. That is right. 

Senator Danie... Within your State or within my State. 

Now, then, is it not true that if your legislation is not passed, that 
the producers are going to be inclined to find intrastate markets and 
go up into the East and the North and get industries to come down 
there instead of piping the gas to them? Do you not feel that that is 
going to occur 4 

Senator Futsprieautr. There is no doubt about it. We will do every- 
thing we can to try to use the gas at home and get some benefit from it. 

Senator Danret. And nobody will blame us, will they / 

Senator Fu.sricut. They couldn’t. It would be a very natural 
thing to do. 

Senator DanteL. As a matter of fact, I think the position you have 
taken today is an unselfish suileres I am sure there are some people 
- your State, and I know that there are m; ny in my State, who feel 

hat this transportation of gas outside our State ought to stop, and 
the at we should hold it inside ‘the State and make industries come down 
and move into our borders and build their plants in our borders and 
relocate in our State next to the supply of gas. 

Do you not find that sentiment in your State? 

Senator Futsrienr. If it were not for the constitutional prohibition 
against interference with interstate commerce, I would advise them to 
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do that. I would certainly do that. Maybe we can find some other 
way to discourage the export. I would be for that, as a matter of fact. 
1 would like to see it conserved at home and kept there. 

Senator Danie... I bring that out simply for the purpose of illus 
trating the fact that if legislation such as you have proposed is not 
passed, that you are going to find less and less gas sold into interstate 
commerce, 

Senator Fu.tsricur. I would think there is no question but the eco 
nomics of it would bring that about. 

Senator Danie. And ultimately, the price to the consumers under 
the present Supreme Court decision is going to be higher than if you 
did not have that decision. 

Senator Fuusricur. It would be so, unless we can assume that when 
they do not get the gas, Congress will pass another law expropriating 
our gas and putting it arbitrarily under the power of the Government. 
I don’t know. That could be the alternative. If we preserve a sem 
blance of our free enterprise and democratic system, what you are 
saying will be the truth. 

[ would hate to see the public utility concept injected into a field 
where it never existed before, because it would set a precedent. lt 
would create ill-feeling, I may say, a feeling which I know is there, 
and will call for further efforts. The idea that “Well, if you are going 
to regulate our gas, then we had better regulate something that you 
make.” 

There is no doubt that the people will say, “If we cannot sell our 
gas at a reasonable price, why do we have to pay so much for these 
other commodities coming from other States.” You get a chain 
reaction, which is very bad. 

Senator Dantex. It would be very unfair to regulate the price of 
producers’ gas, fix the price on their own and not fix the price 
on fuel oil or on coal, their competing fuels. 

Senator Futsricur. That is bound to be true. It would be very 
unfair. . 

Senator Dantev. Ultimately, as far as protecting the consumers is 
concerned, is there any more reason for fixing the producers’ price 
at which he sells his gas than there is for fixing the milk produc ers’ 
price in Minnesota, on the milk that he sends across State lines? 

Senator Futsricur. No. 

Senator Dante. It is the same principle, is it not? 

Senator Futsrienr. It certainly is. Only I think the production 
of gas is more speculative and it would be more difficult to arrive at 
what is a fair price for gas than it would be for milk. Milk is a 
more standardized production procedure, and a more certain one, 
than the finding of gas. 

Senator Dantet. That is all, Mr. Chairman. 

Senator Monronry. Let me ask one question, Senator Fulbright. 
Is it not a fact, if you are going to break down the elements of cost 
in the consumer’s gas rate, ‘that the price of steel pipe probably has 
more to do with the price to the ultimate consuiner than the price of 
the raw material that goes into interstate pipelines ? 

Senator Futsricur. These prices that we have just mentioned 
would indicate that. I am amazed at the rates of the distributing 
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company in Providence. I cannot understand why it costs $3.11 to 
distribute 1,000 cubic feet of gas on the average. 

I do not like to talk about Providence, but that seems an exorbitant 
charge to me. 

Senator Pasrore. It may be. I am not defending that either. 
Maybe we ought to look into that. too. 

Senator Futsricur. But you see that is a matter for the local 
authorities in Rhode Island, under the Hinshaw bill. It isn’t here. 
That is not too unusual. In Boston it is $2.47. 

Mr. Chairman, I have the figures on a number of cities here, which 
I think are informative. I would be very glad to put them in the 
record. ‘They are towns like Richmond-—not too far from natura] 
gas. They pay 11 cents for the gas, but the cost of distribution is a 
dollar. 

Senator Danret. You mean the producer gets 11 cents / 

Senator Futsrient. The producer gets 11 cents. The final price 
to the consumer is $1.53. But out of that $1.53, the local distributor 
gets adollar. Ten times as much as the producer. 

That is a rather low one, but I will put all of these in the record. 
| think they are very informative. 

Senator Pastore. If there is no objection, we will have that sched- 
ule inserted as part of the record at this point. 

(The material above referred to is as follows:) 
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NeW York City and Westchester County 
Service Area of Conselidated Edison Company Tne. 


Comparative Prices of Natural Gas 


Faid tothe Froducers inthe frelds, Laidtethe Fipeline 
Compoan y and Keecived by the istribv ding Com pan y 
Averozse for all vatura! gas used by residential customers 
19SY 
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City of New York, Borough of Brooklyn 


ery by the Brooklyn Union Gas Co., supplied by Transcontinental Gas Pi 























1949 1950 1951 1952 1953 
Weighted average received by independent pro 
ducers fo ir ito Brooklyn Union Gas Co., 
ents per the t 7.3 7.7 
Volume of natural gas supplied at cit ite: Million cubic feet 14, 425 24, 817 
lotal mill ut td ibuted 19, 576 23, 285 
Average cost of natural gas delivered to city gate, cents per 
thou cubic t 29. 7 29. 1 31.9 
Residential le mil cut f 10 B 1 11, 882 12, 672 13, 302 | 14,019 14, 436 
Reside nue I 29, 194 $0, 734 31,617 | 32, 701 33, 367 
A verage t per th bir r residential use (dollar 2. 46 2. 43 2. 38 2. 33 2. 31 
. ope tin ncorme isands ¢ llar 4,901 4, 436 $07 4,948 5, 894 
Nott O 28,340 M nufacture 1953: A ‘pu i is adjustment clause’ was 
inc orate Ju l 
e: Annu I I Pow Com I rranscontinental, Moody’s Publi 
1 May 
> . 
Baltimore, Md 
( lida tas I tad} er ( iB 1 y Atla Seaboard Corp 
49 ) 19 1952 1953 
Vol f natural | lated 
Gi t t 1 8 13, 369, 138 16, 044, 943 18, 597, 546 
i : we { 
f it i 
} ou i! 1t lee 1 “4 7 7 g ec 11 ) 
A cm ur l \ ale 
pe isa 29. 1 30. 3 34.8 39.9 
j imber Col 
i Gas } 200, 8&9 3) 100 310. 468 320, 631 329, 617 
A of gas t l 1 ; | 
t isar t eet 2 1. 83 1. 52 1. 47 1.42 
Number of ¢ ] 
Consolidated Gas Electr 269, 863 278, 533 288, 263 297, 810 306, 290 
A rag use pt I le i ) 
ibic feet per year 21. 7 24.2 28.7 32.6 35.6 
A ra t gas t r tla ton 
llars per t usand cult I 2. 34 2. 04 1. 68 1. 62 1. 58 
Price t re ntia ustome I Balt ore f j 
typical cook , water | ) | 
heating use, dollars per thousand cubic feet 1.71 1. 26 1. 26 1. 26 1. 26 
14.76 M c. f. per month is quantity estimated to be used by residential customer for home heating, 
cooking, and heating water Abrupt decrease in price in 1950 due to introduction of natural gas 
NOTE.—C¢ lated Gas Electric serves Baltimore and portions of the surrounding area. The 
marketing data presented herein reflect total company 


Natural gas was introduced in 1950. Data pertaining to customer consumption and cost to customer 
for 1949 and 1950 are presented as the equivalent of 1,050 B. t. u. natural gas. 

Source: Annual Report to the Federal Power Commission by Atlantic Seaboard Corp., Moody’s Public 
Utility Manual, and American Gas Association Rate Book 
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t\lexvandria and Arlington. Va 


1949 1950 1951 1952 1953 


























I t er 1 f Alex 4 Arlington for 
il ¢ bh snd W he I I 
Cents per the 2 13.2 15.4 16.0 
Dollars per isand cu eet it it 1. 4¢ 64 1. 63 
Price to residential custome Alexand! nd Ar ton f 
typical cook £ Water he if hea gu 
Cents per t I 10.9 10.9 0.9 12.0 12.5 
Vollars per thousand cu () x) 1.31 ] ; 
125 therms per mont} lantity est ted to be used by a typical residential customer for cooking and 
water he 
155 ther ‘ ymnith juant ‘ nated to be used by a typical 1 lential customer for cooking, 
wate h I I ( 
Pr thousand cu feet unde ind 2 are based on average heat content of gas distribut 
Sour Annu Rep e Feder I Commission by Washington Gas Light Co Atlantic 
Seat rad ¢ I t , | the Ame in Gas Association Rate Book 
Richmond, Va 
Served by amt I ystem; supplied by Co ywealth Natural Gas Corp.] 
1949 1950 1951 1952 1953 
} ted average f 1 price t t pro er ) 
ipl o Richmo per thou 
feet “ v2 R.5 11.9 
Average cost of gas to (¢ I wealth Natural G 
Corp.. cent r thousar I f 290.3 27.9 35.6 38. 7 
Volume of natural gas supplied to city of Rict 
thou i cut feet 68, 22 > 022. 617 |2. 564, 601 064, 038 
Average of r as at I 1 ¢ t 
per thou i cul t S 42 ( 15.7 52. 5 
Pr resident ( R md f | 
cook iw . ng I per r 4 
bic { ) 2. 2¢ 2. 2¢ 2. 59 
Price ‘ , ( ' Richmo fo 
wokir iter | 1 nd ht e heat ‘ i 
o t Of 2 1, 21 1. 21 $ 
2.27 M f. pert ua residential customer for this use 
! RM per iential customer for this use 
NoTe.— Natural gas wa itrodu lential customers are on equivalent basis 
of 1,100 B. t. u. natural g I those in effect December 15th of each year 
‘ nclude 5 percent city uti 
&2 miles from Stanardsville, Va 
Source: Annual reports to the by Commonwealth Natural Gas Corp. and 





other supplier pipeline c« panies, and the American Gas Association Rate Book 
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City of Norfolk, Va. 


[Served by Virginia Electric & Power Co.; supplied by Commonwealth Natural Gas Corp.] 
1950 1951 1952 1953 1954 


Estimated average field price received t 
for natural gas supplied to Norfolk, cents per 
thousand cubic feet 

Average cost of natural gas delivered to Virginia 
Electric & Power Co., cents per thousand cubic 
feet iy 37.0 42.3 50.3 (i 

Volume of natural gas delivered to Virginia Electric 
& Power Co. at Norfolk, million cubic feet 794 1, 577 2, 119 ( 

Price to residential customer in Norfolk for typical 
cooking and water heating use,’ dollars per thou 


y producers 














sand cubic feet 2. 85 2. 26 2. 26 2. 81 2. 62 
Price to residential custon in Norfolk for typical 

cooking, water heating, and home heating use, 

dollars per thousand cubic fee 2. 5f 1. 55 1 1. 67 1. 59 


Not available 
l'ypical use is estimated to be 2.17 thousand cubic feet per month of 1,150 B. t. u. natural gas 


[ypical use is estimated to be 11.30 thousand cubic feet per month of 1,150 B. t. u. natural gas. 


NOTE Manufactured gas was served until natural gas was introduced in 1951 Prices to residentia 


customers were determined from rate schedules in effect on Dec. 15 of each year and are on an 1,150 B. t. u. 
equivalent basi Gas was billed on a 530 B. t. i. per cubic foot basis in 1950, 1,000 B. t. u. per cubic foot 
basis in 1951-53, and 1,150 B. t. u. per cubic foot basis in 1954 

N 1, 1954, only change in rate schedule was to change billing basis from 1,000 B. t. u. to 1,150 B. t. u 


e Federal Power ¢ nission by the pipeline companies and the American 





urce: Annual reports ¢ 
Gas Association Rate Book 


Chicago, Ill 


by the Peop] G Light & Coke Co.; supplied by Texas-Illinois Natural Gas Pipeline C« 

















eons G Light Ay ( } ( 
it feet 18, 039, 246 | 55, 059, 032 77, 645, 551 99, 090, 618 102, 367, 801 
I ited average field price re t 
producers for natural gas supplied to Chi- 
cents per thousand cubic feet 4.4 4.5 6.1 8.2 8.6 
Average heat content of natural up- 
pli B. t. u. per cubic foot 1, 025 1, 029 1, 033 1, 037 1, 036 
A ve ( stol stural ul ed tot 
( » District Pipeline Co Jol f 
Peoples Gas Light & Coke ¢ cent 
per thot nd cubic feet l 3 11.4 11.7 15.1 16.0 
Potal nt er of gas customers served by 
Pe Gas Light & Coke Co 927, 615 935, 991 942, 519 950, 384 959. 458 
A ve e cost of gas to all customer 
Ce per tl ind cubic feet 3 55.0 35.9 32. 5 34.4 
( ts | n 3. 4 3. 8 3. 1 3.3 
Number of tial customers ser i by 
Peoples G Light & Coke Co 876, 026 884, 868 891, 517 900, 127 909, 832 
Average u ial custome 
hous t per year 29. 3 34.8 36. 1 38. 5 412.3 
Cherm 300. 0 358, 2 372.4 399. 3 439. 1 
Average cos f lential custome! 
Dollars per thousand cubic feet 1.13 1. 08 1. 06 1. 04 1.05 
Ce per therm 11.0 10.5 10.3 10.0 10. 1 
Pr residential cust cal 
water heating, at 
Cents per thousand cubic f 78.6 78.9 79. 2 79.4 88.8 
Cents per therm aoe 7.7 dod 7.7 8.6 


200 therms per month is estimated quantity used by residential customer for home heating, cooking, and 


heating water. 





NoTE.—Cost and average use per customer converted from therms to thousand cubic feet equivalent of 
natural gas a termined on | of heat content of natural gas supplied. 
Source: Mok Public Utility Manual, annual reports to the Federal Power Commission by the pipe- 


line companies, and American Gas Association Rate Book 
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City of Cambridge, Mass 





[Served by Cambridge Gas Light ¢ upplied by Algonquin Gas Trar i 
5K 1 19 ) 4 

Estimated average field price received by independent pro 

ducers for natural gas supplied to city of Cambridge, cent 

per thousand cubic feet . 1 
Volume of natural gas supplied at city gate, thousand cubic 

eet 3. 16 
Average cost of natural gas delivered to city gate, cents per 

thousand cubic teet 1.0 
Price to residential customer for typical cooking and wate 

heating use,! dollars per thousand cubic feet 2. 68 2. 8 2. 56 . 58 . 58 
Price to residential customer for typical cooking, water 

eating, and home-heating use,? dollars per thousand cubic 

eet 1. 38 1 19 14 

2.59 M ec. f. per month is quantity estimated to be used by residential customer for this use 

219.00 M c.f. per month is quantity estimated to be used by residential custo for this 

NOTE Cambridge Gas Light Co. filed natural gas rates effective Dec. 1, 1953 All prices t 
ustomers are on a 1,000 B. t. u. natural gas equivalent ba 

Source: Annual reports to the Federal Power Commission by the pipeline ny f Am (i 


Association Rate Book, Moody’s Publie Utility Manual 
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Senator Pasrore. Senator Potter? 

Senator Porrer. Senator Fulbright, I listened to your remarks with 
a great deal of interest. I assume that Michigan is located in that 
geographical section which is referred to as the Yankee section. But 
it is sort of refreshing not to have the word “damn” preceding the 
“Yankee.” 

Senator Fuvsricur. Since the freight rate discrimination was 
ended, we have dropped the “damn.” 

Senator Porrer. Our State is a consuming State. L think I can 
echo what Senator Pastor has said, that I have an open mind on this 
question. I am interested in knowing, if your bill does become law, 
what effect it would have upon the price of gas in our State. 

Senator Futpsricut. Those figures whic i Il have been discussing 
regarding field prices and consumers’ prices indicate that it would 
have a negligible effect, when you consider the relative amount, as | 
mentioned. 

Senator Porrer. You are familiar with the argument that has been 
used, that it would cost the consumers in the consuming States many 
millions of dollars. How do you counteract that argument ? 

Senator Fuupricur. I think the percentage of cost is negligible 
Carrying out the argument of the Senator from Texas, who is a much 
greater expert than I am, I think the discouragement of exploration 
and the effect upon the supply in the long run will have two effects. 
You will have less volume and much higher price. That is, I think, 
the soundest and best argument. 

I wanted to partic ularly emphasize what a small part of the cost 
to the consumer is the price of the raw material, as I have just 
mentioned. 

Senator ScHorpreL. I have one for Detroit. 

Senator Fursricut. I did not happen to have that. 

Senator Scnorrre.. Eighty-seven and two-tenths cents in Detroit, 
and the producer gets 8.9 cents. . 

Senator Futsricnt. Eight and nine-tenths cents out of eighty-seven 
cents. It is just approximately one-tenth. That isa little more favor 
able percentage than most of them. 

Senator Porrer. We are a fair State. 

Senator Futsricutr. You apparently have one of the most efficient 
distributors of any of them. You distribute in Detroit at 54.6 cents, 
¢ it. goes to the distributors, compared to that Boston figure of $3.11. 

I do not know what accounts for such a difference. Yours is one of the 
most favorable. 

But even so, supposing the field price of gas went up 10 percent, 
it would only mean a 1 cent rise that could be passed on to the con- 
sumer, you see. It could go up an awful lot before it would make any 
appreciable difference in the cost to the consumer. 

The real reason, though, and the point I want to emphasize, is the 
difference between the conditions under which this raw material is 
found, and the conditions under which electricity is generated. They 
are completely different. If you discourage exploration for gas by a 
rigid control of the price, I think you are bound to get a lessening of 
supply which will, in effect, have a greater impact on the price. 

Senator Porrer. Senator, basically I oppose Government regula- 
tion except where it is necessary. I do not think the public interest 
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is necessarily the producer, the greater public interest is the consumer. 
I hope as a result of the hearings that this committee may be able to 
determine what is the true public interest. 

Senator FutsricHr. Could I ask you a question? Why do you 
think, since you have coal and oil available for the same purpose, that 
the — ‘rnment should step in and say “We are going to assure you 
that gas, because it is a little better, because it is cleaner and better 
in ag same way that a Cadillac is better than an old-fashioned model 
A, we will see that you get gas at this price” ? 

Why should you step in and say that? Why should they not use 
oil? It is a fairly good and similar fuel, if that is what they want. 
Why should they not do that? Or electricity, if you want to go a 
little further ? 

I = not see why you think that this is the kind of a necessity that 
the Government should insure a supply delivered at a regulated price. 
Of course they cannot insure the supply, unless the Government itself 
will undertake to go out and do the exploration. Would you want 
them to do that ? 

Senator Porrer. No. I am bringing up these arguments for in- 
formation. 

Senator Futpricur. I am teo. I want to know what the other 
argument is. Why you would think that they should regulate the 
price of this commodity, when there are alternatives readily available 
for the same purpose. 

Senator Porrrer. I believe you mentioned there are about 8,000 
independent producers. Is that correct ‘ 

Senator Futsricur. That is right. That is the best figure I have. 

Senator Porrer. What percentage of the production is in the hands 
of a very few een 

Senator Futsricur. I do not have those figures available. I can 
get them for the record. What you mean is what percentage, say, 1s 
reduced to the 50 largest or something of that kind? 

Senator Porrrr. That is right. 

Senator Fursrieut. I will get such figures. 

Senator Porrer. I think that would be desirable. 

Senator Futsricur. I have seen the figures published often, that 
Phillips Petroleum has such and such an estimated percentage of 
the reserves. Those are all estimates, as you know, and Gulf Oil has 
a certain percentage, and certain others. I think one of the largest 
fields in the world is the Hugoton field in Kansas. 

The Senator from Kansas probably knows more about this than 
I do, because that is, I believe, one of the great fields of the world; 
is it not? 

Senator Scuorrret. The Hugoton field as it goes down Kansas, 
Oklahoma, the northern part of Texas, is the largest sweet gas reserve 
known in the world. Everybody wants it down there. They don’t 
want us to use too much of it. 

Senator Futsrient. That is right. I have seen these figures, but 

I did not think to bring them. I have seen the estimates published. 
They are readily available—as to which companies own the per- 
centage. 

Of course, the royalty and all of this is owned by innumerable 
people, as you well know. The way it is gathered up, there will be 
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hundreds of thousands of people who own one-eighth of all this gas. 
That is spread all over the country. 

Senator Scuorrret. Mr. Chairman, might I say at this point with 
reference to the Hugoton area so far as it relates to the State of 
Kansas, I think we can have, for the benefit of this record, some 
such breakdown that has been determined and made by the corpora 
tion commission of my State, which will show what the Senator from 
Michigan is interested in. 

Senator Furpricnr. I will see that some figures are supplied fon 
the record, indicating as nearly as we can how the ownership of the 
estimated reserves are held. That changes all the time, because there 
has been very great exploration and so on, as the Senator knows. 

Senator Pasrorr. When those figures are furnished we will have 
them inserted in the record at this point, for the sake of continuity. 

Senator Fulbright has furnished the committee with tables num 
bered XII and XIII by Dr. John M. Boatwright, Standard Oil Co. 
(Indiana), Chicago, Ill., and the following charts from the hearings 
on H. R. 4560, March 22, to April 18, in the House Interstate and 
Foreign Commerce Committee. ) 


HEARINGS ON H. R. 4560, Marcon 22—ApRIL 18, 1955 


The amounts shown in the column headed “Computed difference between field 
price and cost” represent computations by the staff of the Commission f1 
available data. More complete information may show that the figures are subject 


to adjustment. 


Pending rate inCredse proces dings which welude “market value” for pipel 
com miny's own production or prices paid to affiliated producers through I 


28, 1955 
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5 Not availabl 
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Vatural gas reserves of 


i Producing Co 
Stanolind Oil & Gas C« 
Humble Oil & Refining Cc 
Magnolia Petroleum Co 
hell Oil Co 
( hicago Corp 
Atlantic Refining ¢ 
hamrock Oil & Gas ¢ 
Skelly Oil Co 
Gulf Refining C 
sun Oil Co 
Gulf Oil Corp 
Texas Co 
Carthage Corp. plant 
Republic Natural Gas ¢ 
superior Oil Co 
t Gas Produci: 
unray Oil Corp 
on Oil Company of California 
tal Oil ¢ 
} 


Southwest Gas Producing (¢ 


( ervice 


I 


Continer 


Panoma Corp 

La Gloria Corp 

Pure Oil Co 

Ohio Oil Co 

Western Natural Gas Co 

Abercrombie, J. 8., Co 

lide Water Associated Oil Co 
lair Oil & Gas Co 

El Paso Natural Gas Co 

Panhandle Eastern Pipe Line ¢ 





Total 


Including affiliated compani 
Denotes data not availablk 
1.6 trillion cubic feet net 


Vot given 





TABLE XII 


First 4 companies 


lirst S companies 
First 20 companies 
First 50 companies 
First hundred companies 


TABLE XIII.—Concentration ratios in industry 


pared with extractive industries 


First 4 
Percent 
Copper x) 
Iron ore 62 
Lead 56 
Zine * 42 
Anthra 5 41 
Natur 17 
Bitur yu 16 
Yearbook Amer n Bureau of Metal Statistics; Moody's Industrial 
Not available 
U.S. Bureau of Mines; Federal Trade Commission, Report on ¢ 
f the University of Minnesota Mining Director, 1954 


* Yearbook American Bureau of Metal Statistics, 1953 
Yearbook American Bureau of Metal Statistics, 1953 
Moody’s Industrial Manual, 1953 


* Coal Mine Directory, Keystone Coal Buyers Manual 


ontrol of Iron Ore, 1952; 


Bureau of Mines 


GAS AC 


certain large producers 


Natural gas reserves 


Volume 


¢ (trillion 
As of cubic 
feet) 
Dec. 31, 1953 13.2 
Oct. 31, 1954 4.0) 
Dec. 31, 1953 9 
June 30,1954 16.0 
Dec $1, 1953 7 
Dec. 31,1953 2.2 
Nov. 30, 1954 Be; 
Jan 1, 1953 2.3 
Dec. 31, 1953 10 
Dec. 31, 1953 
Jan 1, 1953 1.5 
Dec. 31, 1953 2.1 
do 2.2 
do 


Concentration ratios of natural gas production 


‘ 3 
1953 2. 1 
May 31, 1952 1.4 
Dec. 31, 1952 Ls 
Dec. 31, 1953 Le 
Dec $1, 1952 3.8 
Dec. 31,1954 $3.5 
91.0 
Percent 


17 


92 
46 
ia _ 66 
a 78 
Natural gas production com- 
First 8 First 20 | First 50 
Percent Percent Percent 
9] : 
70 
60 (2 (2 
oo 82 
28 if 66 
24 37 3 


Manual! 


und Bulletin 


Mineral Yearbook, 1952; and 
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Senator Jounson. Mr. Chairman, may Lask a question / 

Senator Pasrorr. Yes. 

Senator Jomunson. The Senator is no doubt aware that the concen 
(ration of ownership among gas producers is much less than any othe 
major industry, such as motors, for instance, or steel. 

Senator Futsricutr. There is no doubt about it. Compare the situ 
ation in gas to automobiles in Detroit. 

Senator Jounson. If we are going to have price fixing on the theory 
that there is a concentration of ownership, that 8,000 people produce it, 
therefore we have the vovernmental rieht to go in and say to them, 
“We will let the Government tell you what you can get for it,” if we 
proceed on that theory, what would be the effect / 

We would reach gas way down the list, would we not 4 

Senator Fuisricur. Way down the line. IT would be very sui 
prised if any company owns as much as 5 percent of the estimated re 
serves in comparison to General Motors that has over 50 percent of the 
automobile business. 

1 would guess that the 10 first companies don’t approximate 50 per 
cent. I think they probably control much less than that. 

Senator Pasrore. Mr. Duff? 

Senator Durr. Mr. Chairman, I think that this business of regula 
tion is one of the most intricate and difficult problems that there is, 
when it concerns a commodity of this kind. In the first place, the so 
called wildcatter may drill an awful lot of wells before he hits some 
thine. To take a particular field that he might discover and base 
everything on the basis of that particular field cost would not reflect 
maybe 8 or 10 other ventures over the years that he had made before 
he is nble to do this. 

From the very nature of the enterprise, with the very fabulous ri — 
and the diffe ulty of opening up new fields, it presents the kind ¢ 
pro »blem that I think you have got to be careful about. 

On the other hand, I feel that while a producer of gas does not e Noy 
the right of eminent domain, I think it is true, however, that without 
using the facilities of eminent domain, he could not take to market the 
thing he has to sell. So while directly he does not enjoy that right, 
through the pipelines that do and are an essential part of the sales, 
in effect it is just the same as if he had it himself, although he does not 
enjoy it and does not exercise it. 

Personally, I think as the chairman has said, that the public interest 
cannot be overlooked. I have a very strong feeling against the Gov 
ernment interfering in any kind of business. But I think we have 
found out that as business gets bigger and the assemblers of capital 
vet greater, there are regulations necessary that normally should not 
and have not been used at all. 

One of the difficulties of this problem as I see it is this: That anys 
one who sells a commodity to the public is regulated by a public 
service commission of some character in the State where they are. 
Where you have regulation at one end, where it comes to selling to the 
public, and you have an open end at the other, it is very difficult from 
that point of view to see how the public interest is going to be served 
if the distributing companies have their price regulated by the com 
missions of the various States. 
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[ do not know whether they do in every State. I assume they do. 
They do in our State. And where there are escalator clauses in the 
sales of the gas by the producer to the distribuing companies, you 
have an anomalous situation — where you have an open end at one 
end and you have a fixed end at the other, de pending on the public 
service commission, 

That, in addition to the matter of assessing costs on exploration, 
which is extraordinarily intangible, extraordinarily difficult, as I 
know from experience it is very much easier to drill a series of dry 
holes than a series of producers. 

But on the other hand, I think it is enormously important for the 
group to have the data that the Senator from Michigan indicated. 
A definite statement as to what proportion of the potential supply is 
owned by a few large outfits, who in effect, as a result of the very 
great amount that they do control, would be much more effective in 
establishing a field price than a lot of disassociated and scattered in- 
dependents who would own only a very small fraction, as compared 
to those who might have concentrations. 

I think one of the purposes of this investigation ought to be to have 
definite figures to indic ate not only what the suppositious potential 
is, but also the degree to which that potential is controlled by units 
which would be large enough to set the field price irrespective of 
what the discoverer of a small new field might be able to do. 

I think those are some of the intricacies of the proble ms with which 
we have to deal, and by reason of that fact, it is going to be a very 
difficult thing for any agency to set a price. But I think, as the chair- 
man has stated, in the final analysis we have got to kee “p our eye on the 
consumer, because if there is not some way of protecting him, then 
surely it would be the duty of the Government to do something 
about it. 

I am not saying that there is, because we have got a lot of intangibles 
in here with which you have to deal. But those intangibles are very 
real, and they very greatly complicate the summation of what would 
constitute this very difficult problem. 

[ can thoroughly realize how anybody who has taken a great risk, 
as anybody does who is in the business, in spending money over the 
years, maybe 8 or 10 years, trying to find a field, would feel—once he 
has a field where he can really make some real money, which they 
ought to be able to do because many of them end up without making 
any at all asa result of not having the capital to pursue it—in having 
a Government agency step in and say, “You can only charge so 
much for this.” 

I don’t know how you are going to take into account all of the 
previous areas where he has not produced and he has nothing to con- 
tribute and therefore nothing to regulate. 

To my mind, that presents the complexities of the picture. But I 
think, in the final analysis, you have got to get back to what the chair- 
man said, that irrespective of our disinclination to have any prices 
fixed by Government agencies, you have got to bear in mind that the 
vast number of people who use this are unprotected unless they da 
have some regulatory agency. 

Senator Futsricut. Why do you think they are any more unpro- 
tected than the purchasers of General Motors trucks and automobiles, 
which are certainly a necessity ¢ 
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Senator Porrer. They operate in a free market. 

Senator Durr. They can take their trucks wherever they want. 

Senator Futsricgur. What is that? 

Senator Durr. They can take their trucks to sell wherever they 
want. 

Senator Futsricur. I am not the purchaser of them. 

Senator Durr. I think we are getting too much bigness in this 
country right now, myself. 

Senator Fu.sricut. But I don’t know why this great interest in 
protecting the consumer should suddenly arise with natural gas, when 
the control of the market of automobiles is concentrated far greater 
in General Motors than in any company in the gas business. 

Senator Porrrer. That is probably the most competitive field we 
have today. 

Senator Futsrienr. It isn’t competitive at all. Our hearings in 
t he— 

Senator Durr. I am not going into that at all, because that is 
super bigness. What I am saying to you is, not that this should be 
regulated. I am merely saying that it presents a vast complex of 
intricate problems of the kind we have not had to deal with before, 
and they are very difficult to deal with on account of the extreme risk 
the man takes who is willing to put his cash on the line and go out 
and drill for gas. 

At the same time I am very sure that with the vast complex of 
pipelines that do have the right of eminent domain, you cannot simply 
say to the public “You are not concerned with this, except in what you 
pay.” 

Where you have an open-end contract at one end and a closed at 
the other, it merely complicate the difficulties of the problem we have 
to deal with. Iam not saying anything finally about it. Tam merely 
saying that we have those intricate problems to deal with, and I 
think one of the essentials is that we be given complete testimony as 
to the degree to which certain large units control the potential 
supply 

Senator Futsricut. We will certainly be glad to do that. 

Senator Durr. I am not arguing about it. I am merely saying 
that is part of the data upon which we have to reach a conclusion. 

Senator Fu.srieHr. You made another point, properly, and you 
made it much better than I did—how you start to arrive at an equi- 
table price. Clearly you should include all of the dry holes that a 
man . 

Senator Durr. If you did not, he would be out of business. 

Senator Futsrient. It would be idiotic to say you could regulate 
only the price of the one he happened to hit. And in addition to that, 
if you are to preserve the industry, you should include all of the dry 
holes of the fellow who never did hit, in order to treat it as an indus- 
try. If vou did so 

Senator Durr. I would be willing to agree with that. 

Senator Futsricur. If you allowed a return of 6 percent, I would 
venture to say right now the price would be 2 or 3 times what it is 
today. The price of all of the wells that had ever been drilled, and 
all the dry ones put into a pot along with the good ones, I would dare 
say there would be a much higher price today if you allowed 6 percent 
on it. 
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Senator Durr. I would say out of essential equity all of those fac 
tors would have to be taken into account. That is one reason it is so 
difficult a problem. 

Senator Fursricur. | agree with you. 

Senator Durr. But I say. nevertheless, you cannot overlook the vast 
consuming public who cannot be protected any way except by regula- 
tory agencies. 

Senator Futsricur. Iam glad to hear the Senator say that. I hope 
he will apply it to our tariffs. You know I have always wondered 
why the consumer was not considered in our high tariffs. The con 
sumer certainly was left holding the bag for 100 years on that. 

That is what we also object to in the South. We have been subjec { 
to those tariffs and we are consumers. If I recall correctly, in that 
instance Jt was only the produce} who was concerned and not the con- 
sumer. 

Senator Durr. I might say I supported the President’s recent bill. 

Senator Fucericur. | know the Senator did, but he knows the policy 
that has been followed by some of his colleagues. 

Senator Dr re. What I have been trving to mndicate here are some 
of the intricate problems that arise in this question. I think they 
have to all be taken into consideration to reach a proper conclusion 

Senator Pastore. May I respectfully suggest to the members of the 
committee that we have 10 witnesses here today, and I should thinI 
we ought to keep it in mind. I think we ought to give Senator Thu 
mond an opportunity. 

Senator Monroney. May I put one thing in the record? You were 
asking about the concentration. Mr. H. B. Fell, of Ardmore, Okla., 
an independent petroleum producer, testified in the House that no 
single produce r produces over 5 percent of the gas marketed. Thirty 
seven of the largest p rroducers in the cou nts produced less than half 
of the total gas supply. 

Senator THurmonp. Mr. Chairman, the interest of the public is, 0: 
should be, of primary concern to every legislator, and should ever be 
borne in mind, 

I am interested in this question from the standpoint of the welfare 
of the public. I am also interested from the standpoint of our systen 
of government and the operation here under the swans gr Sen 
ator, you are a lawyer. I believe you have been dean of a law school. 

Senator Futsricut. Just sort of a lawyer. It has hiasin: so long since 
[ taught law that I don’t know whether I am a lawyer or not. — 

Senator THturmMonp. Do you know of any provision in our Con 
stitution that would permit Federal regulation of this kind? Under 
the Constitution. all] rights not specific rally granted to the Federal 
Grovernment are reserved to the States and to the people, under the 
l(th amendment to the Constitution. Therefore, unless there is 
specific grant of authority in the Constitution somewhere, to the Fed 
eral Government—that is, to the Congress—then all rights are re 
served to the States and to the people. 

Is there any provision for Federal regulation of this kind ? 

Senator Fursrienr. I said, I believe, before the Senator came in. 
that I thought the Court was in error in holding that this commodity 
is subject to regulation. I base that peenony upon their misinte1 
pretation, in my view, of the Gas Act of 1938 
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Whether or not it is constitutional, of course, is a much more in 
volved question to determine whether or not this industry is a public 
utility or an industry affected by the public interest in the nature of a 
public utility. I do not think the production of gas is, as 1 tried to 
illustrate here. But we have found it in many cases, the Supreme 
Court takes different views about many subjects. 

I know the Senator from South Carolina has disagreed with the 
views of the Court as to the constitutionality of a great many of such 
acts. However, I did not place my interpretation on that ground for 
a much easier reason—I mean, for a reason that seemed to be much 
clearer—and that is that the act itself under which that decision was 
given specifically prohibits the regulation of the producers. 

Senator THurmonp. I am completely openminded on the bill. But 
I am vitally interested in seeing that the rights of the individual and 
the rights of the States are protected under our Constitution. 

The questions I shall ask are not calculated to indicate my feelings 
or my trend of ogee 

Would there be any more ground for te ‘ling a producer of gas what 
he can charge for his crop. than telling a arora of coal what he 
could charge for his crop, or a producer of oil, or a producer of milk, 
or any other product that comes out of the aia or that is produced 
by an individual from holdings by him in a State. 

Senator Futsricur. I think the Senator is correct. I see no Way 
to distinguish between the commodities he mentioned, and gas. If 
you should do it here, I think you should do it in the other cases. 

Senator Tiuurmonp. Then if the precedent is set here, or if this 
decision is allowed to stand. as it has been handed down. would 
not be a dangerous precedent for Federal regulation of practically 
everything that is produced on the farm, or that comes out of the 
earth as a natural resource / 

Senator Futsricutr. In my opinion, it would set a very evil 
precedent. m 

Senator Pasrorr. Any further questions of Senator Fulbright ? 

We thank you very, very much. 

Senator Futsrient. Thank you very much, Mr. Chairman. 

Senator Pasvorr. We are honored to have here tod: ay our majority 
leader, the distinguished Senator from Texas, Mr. L yndon Johnson. 
I understand he will introduce the next witness, Gen. Ernest O. 
‘Thompson, chairman of the Texas Railroad Commission. 

Senator JoHnson. Mr. Chairman and my colleagues: First I want 
to say that [ heartily commend Senator Fulbright’s presentation on 
this very difficult question. 1 understand the statements made by my 
beloved friend from Pennsylvania, Senator Duff. 

I spent 7 weeks in hearings on similar legislation several years ago. 
I think Senator Fulbright has done an excellent job. He is alway 
a worthy advocate and a dangerous adversary. 

I have returned to this committee room, where I sat with all of you 
for many years, this morning for two reasons: One, I wanted to 
present to the committee the next witness; and second, I wanted to 
hear his testimony. 

I hope you will indulge me just for a few moments to give you a 
little background. General Thompson is one of my oldest and dearest 
personal friends. I consider him one of the great soldier-statesmen 
of our time. Almost Hi) years ago he was the youngest colonel in the 
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American Expeditionary Forces. Today he is a lieutenant general 
and commanding general of our National Guard. 

Almost 30 years ago he was a crusader in one of Texas’ most noted 
fights—the regulation of utilities and the telephone companies; and he 
led the way in the city of Amarillo as the young fighting mayor, Red 
Thompson of that town. He became a member of our Public Service 
Commission, our Texas Railroad Commission, some 24 years ago. 

He is pretty generally known, I think, throughout this country, and 
certainly the pe etroleum- producing sections of the wor ld, as the father 
of petrole um conservation in America. He has given to that program 
a vision and an intelligence and a stability that I do not think it would 
ever have obtained except for his presence. 

Ife has not a dime’s interest in oil or gas or petroleum or any fuels. 
Yet it consumes every minute of his day. I know my colleague, Sen- 
ator Daniel, who is a recognized authority in this field, appreciates 
General Thompson’s service to our State and our Nation as I do. 
Under three Presidents he has been a representative of this Nation 
to international conferences on petroleum. 

During the last war President Roosevelt called upon him for advice 
and counsel. President Eisenhower and the State Department have 
desginated him to go to Italy to an international petroleum con- 
ference in June of this year, all because of his outstanding knowledge 
of this subject. 

[ appreciate the courtesy of the committee chairman. I do not 
think there is a committee of the United States Senate that is com- 
posed of finer men, abler men, more moderate men; and I know that 
out of this hearing will come the best judgment of all of you— 
although there may be differences. 

I know that Senator Schoeppel will remember back in 1950 that 
for 7 weeks Democrats and Republicans sat around the committee 
table and heard every witness who wanted to appear; and 2 or 3 of 
them appeared 2 or 3 times. Then, without a dissenting vote, the 
subcommittee reported the bill. 

Then propaganda took off. Some minds were changed, and some 
men reviewed their decisions; and finally the Senate in its judgment 
passed the legislation. 

I feel sure that is what will happen this time. I do not want to 
prejudge the case, but I have already—like Bob Taylor’s goat—voted 
off General Thompson and I pre judged him. 

I thank the chairman for the opportunity to come here. I am no 
longer a member of the committee, but our State is well represented, 
[assure you. I know I shall enjoy his testimony. 

Thank you, sir. 

Senator Pastore. We are very happy to have you here. 

Senator Dane. Mr. Chairman, I thank the Senator from Texas 
and certainly join in his remarks concerning Gen. Ernest O. Thomp- 
son. I had the honor of representing General Thompson and his 
commission, our conservation commission, for 6 years as their attorney 
while I was attorney general of Texas. 

I will say to the committee that General Thompson is one of the 
best known and most expert gentlemen in this field. He is recognized 
to be so not only by Texas, but by the Presidents of this country and 
by the leaders in the movement for conservation in other countries 
of the world. 
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I certainly am happy to join in the introduction which has been 
given by our distinguished senior Senator. 

Senator Pasrore. It is nice to hear these nice things said about you, 
General. But in my book, the one thing that attests for your great 
ness is the fact that you have been able to command the presence here 
of Mrs. Johnsan. Anyone who can get her to come to a committee, 


in my book must be good. 


STATEMENT OF GEN. ERNEST 0. THOMPSON, CHAIRMAN, TEXAS 
RAILROAD COMMISSION, AUSTIN, TEX. 


Mr. ‘Tuompson. I appreciate that, sir. May I proceed ? 

Senator Pastore. Yes. 

Mr. Tuomrson. Naturally I wish to express my very deep gratitude 
and apprecit ition of these kind words from my distinguished Senators 
from Texas. We think lots of them because we elect them. That is 
why we elect them. 

I can sympathize with what I have been hearing here this morning 
because I am a member of a regulatory commission that is elective. 
It has 3 members, with a 6-year term—1 elected each 2 years. Having 
been before the electorate so many times—almost too long to talk 
about—and always keeping in mind that in our State even the con- 
sumer against the producer of oil and gas is about 1,000 to 1—it may 
be 10,000 to 1—I always keep in mind t} ey also vote because I have 
to go to the polls every now and then. So our whole work has been, 
as our friend Governor Schoeppel will attest, in the interests of the 
consumer and the producer. 

I shell talk here today—and that is my whole purpose in coming 
about the conservation of oil and gas, which, after all, is the thing 
that is most vital because without the gas and the oil we would not be 
worried about the regulation—as I believe the Governor said over 
there a minute ago. 

Approximately one-half of the oil and natural-gas reserves of the 
Nation underlying known discovered producing fields are in Texas. 
We have been vigilant in the enforcement of waste prevention in the 
conservation of our oil and gas. We take conservation to mean wise 
use of these resources, not the locking up or hoarding of these resources 

The price of oil and natural gas in our State has always been on a 
competitive basis. We have no price-fixing laws. 

We had always though that by free competition the price of gas 
would reach a level which would justify the exercise of good conserva 
tion and oe tion practices. However, the United States Supreme 
Court decision in the Phillips case gives us concern in rage this de- 

cision brings even independent gas producers under the utility gas 
rate regulation by the Federal Power Commission if their gas ulti 
mately goes into an interstate pipeline. 

This creates, first, an almost impossible rate-fixing task for the 
Federal Power Commission, with the thousands of operators’ costs 
each presenting a separate study. I can fully appreciate the enormity 
of the task; - and what is more important to me as a State conservation 
official is that this dead-end of enter prise leads to less gas for the con 
sumer by reason of discouraging drilling, and eventually higher prices 
for gas to the consumers. 
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Ther wig this is that oil and ¢ gas operators will be less inclined 
to venture their money in | azardous dri lling for oil and gas when they 
have Ria awe cont hngency that if they should have to market 
their gas in interstate commerce, or if the gas they produce finds itself 
going into interstate commerce, they will become a public utility and 


would be subject to public utility rate regulation by the Federal Power 


Commission. Even though they never dreamed they would be a utility 
when they drilled : ag as well. 
Much of the gas that used in this country has been found as an 
il ent to the se 1 for oil, and also large quantities of the gas that 
go into pipelines were vi iced with and as an incident to the pro- 
duction of oil. Oil operators are fearful that if their gas operations 
namely, the selling of gas that is produced as an incident to oil produc- 
tion from an oil well—are subject to public utility reg gulation, their 
oil operations will become al o subiec ‘t to public utili ity recul ati ion on a 
cost Das r giving no cred t for dry hole drilled j in the se: rch for new 


fields . but conside} ing only the cost of the wells drilled in producing 
fields. 

It should be remembered in this connection, as has been said already 
here this morning, that 8 out of 9 wildcat wells in search for oil and/or 
mas turn out to be ary oles—t { t you are look Ine’ Tor new 
fields—the risk being so great that it is only natural the producers 
would hesitate to drill on a public utility rate return basis, which is 
generally around 6 perce 

[ know and I am willin gx to state here that there is a very real 
fear in the hearts and minds of the o1] producers. The V could not 
explore and drill successfully on 2 6 percent cost basis, disregarding 
the cost of unsuccessful driliing—dry holes. 

There is something about an oilman—I do not know what it is- 
that if he drills a dry hole, as soon as he can get the backing he will 
go and drill another one and keep on drilling them. I have known 
many of them who have drilled 60 or ky dry holes in succession, 
alw: ays hoping they will hit it. ‘They go back and work at something 
else until they can find somebody to finance them to drill another well, 
or they find another lease they can drill upon. It is a fascinating 
business, I am sure. 

Another very important phase of this problem in my mind is that 
of national defense and national security. Oil and ~ are munitions 
of war. Without adequate oil and gas our Army, Navy, and Air 
Force could not move. All of my adult life T have been a member 
of the Armed Forces, both in the National Guard and in the Re- 
serves; and I served in the Federal Establishment during both World 
War I and World War IT overseas. 

I am now, as the Senator told you, in the National Guard of Texas 
and command that guard. So it is with the experience of a soldier 
that I must say we must have adequate oil and gas reserves in order 
to be secure in our national defense. 

It is my considered opinion that unless remedial legislation of 
some kind is passed which will restore gas production to the free 
competitive field, we will have less oil and gas reserves discovered and 
this will hamper and seriously retard our defense effort. We cannot 
entirely depend upon foreign oi! for national security. 

Last year for example. the first in my experience, we found in this 
country only 585 million barrels of new oil in newly discovered fields, 
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Mr. Troompson. T shall read it. It is very short. The point, I 
1a n, 1s that new reserves discovered in 1954 in new fields and i ( 
pools in old fields that is where they discovered new horizoi I 
an old field, they call that a new field itself—was 585,806,000 barrels 
That is the whole United States. e 

The production during 1954 from the then known reserve 

57,119,000. That is what we produced. In area to fill our 
need we imported about 1,400,000 barrel of oil per day. 

Senator rg Nab Let me ask you this question. Am I wrong 
when Lam of the epee that we drilled far more wells last year 
than in any year 

Mr. Tuompson. Senator, we drilled 54,000 wells last year, eepel 
ma a than ever before and at greater expense. Still we did 
not catch up in new discoveries with the production. Of course when 

ru “aay he extensions to the ne vi cli ‘overies, eXtTensIoNns oO] old field 


you still are not keeping up with your needs. 

Ss nator JOHNS N. Although we are drilling fs ter. 

Mr. THompson. And deeper. 

Senator JouHNsSOoN. And although we are consuming more, we are 
inding less 2 

Mr. Tuompson. During last year that was true. Of course —— 
the last 30 years, or since 1926 whe n the de ‘ple tion law was passe vl. 
had at that time 8 billion barrels in known discovered fields in the 
United States. 

By reason of the incentive furnished through the depletion allow 
ince through the wise provision of this Congress, we were able to 


Keep apace for 25 years, and then add to those 8 billion reserves up 
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to where they now stand at 28 billion—subtracting what was im- 
ported to supplement our supply. 

Senator Pasrorr. On that very point, General, I do not think I 
should put the question this way, but let me state it as an impression. 
The statistics you have just given impress me with the fact that you 
have done more drilling in the past year under supervision and regu 
lation than you did in the previous year when you did not have 
supervision and regulation, which refutes the argument that more 
regulation on the part of the Federal Power Commission would mean 
Jess production or less drilling venture. 

Senator Jounson. The Senator is not under the impression, is he, 
that drilling of an oil well is under anybody’s regulation ¢ 

Senator Pasrorr. No. 

Senator JomNson. That is what he is talking about. He is talking 
about the production of oil here. 

Mr. Tnomrson. I was talking about finding new oil. I say later in 
here that gas comes with the oil from some wells. <A large part of the 
gas comes incident to oil production. 

Senator Pastore. Have we any comparative figures to show for the 
same period of time just how much drilling took place insofar as 
natural gas is concerned during the period that we were under Federal 
power regulation as against an equivalent period before Federal power 
regulation 4 

Mr. THomrson. Mr. Chairman, the decision came down last June. 
The drilling of last year was pretty well planned the year before, be- 
cause in the appropriations everybody plans about a year ahead for 
his drilling. So the effect would not have anything to do with the 
drilling of ‘last year, 

But i as far as drilling for gas is concerned, hardly anybody drills 
for gas. They get gas acc cats ally when they are looking for oil. 

Sater Pastore. I see. In other words, the figures would not be 
available on the question that I raised ? 

Mr. Tuompson, It would be next year if you continue this regula- 
tion. It will drop off in my opinion. 

Senator Pasrore. That is all I wanted to know. The only reason 
I ask that, General, was because the argument is being made—and I 
am not disputing the argument nor agreeing with it—that if we have 
Federal regulation there may be less venture in drilling for natural 
gas. I think that is an important argument. If we have figures, it 
would help. 

Mr. Tuomrson. I say there is a very real fear ‘in the hearts of the 
operators, but I am not here proposing any legislation. I am just 
posing the problem as it affects our State. 

Senator Pastore. I understand. 

Senator Porrer. Mr. Chairman, I could ask a question along that 
point. General, you stated that at the present time we are discovering 
new fields which own about a quarter of our annual production. 

Mr. TuHompson. Much of our production ; ; yes. 

Senator Porrer. When did this trend start ? 

Mr. THomrson. This is the first year that has happened. 

Senator Porrer. Up until last year we had been finding more fields 
than we were producing ? 

Mr. THompson. Finding more barrels of reserves supplemented by 
Imports, 
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Senator Porrer. I understand that the present reserve now is about 
28 million barrels? 

Mr. THompson. 28 billion barrels; a little over. We built it up 
in 25 years from 8 to that figure. ‘This is the first year in my ex 
perience where it has shrunk like this. But I call attention to it as 
something I think that is important. 

Senator Porrrer. Do you have any way—and I assume you do not 
of looking toward the future to know whether this trend will continue 
or whether we will be able to rec oup ¢ 

Mr. THompson. We have not hit any big pools in the country lately. 
A good deal of drilling has been going to Canada, too, you know, be- 
cause they have had a great boom up there. No one can tell when you 
are going to hit. It is 8 out of 9 chances to say you are not going to 
find it. ‘That has been the e xperience 1n the past. 

Senator Porrer. If the Chairman will bear with me, if I could ask 
one further question. In your statement you stated that with this 
continued regulation by the Federal Power Commission, there would 
bea tendency of less venture on the part of produc er's to try to produce 
gas, 

Mr. THomrson. Yes, that is right—in my opinion. 

Senator Porrer. But is it not true that most of your gas is produced 
incidental to the drilling for oil? 

Mr. Tuompson. I am going to cover that point in just a second 
here. 

Remedial legislation is required to again make clear that mere pro 
luction is not a public utility function and should not be regulated 
except to prevent physical waste in the production of oil and gas. 
If we do not find a great deal of new oil, we shall be short of gas. 
Nearly all the as discoveries in my experience have been found in 
cident to the search for oil. Encourag: oil exploration if you want to 
find gas. ‘The governmental plans under which we have been working 
the last quarter of a century in oil and gas conservation and oil and gas 
mnceentive production have proved to be sane, wise and effective only to 
prevent physical waste in the production of oil. Let us have a remedial 
statute removing field price control through field regulation of gas. 

I mean if you are going to go down and fix the price at the well, the 
oil producer is afraid since this gas that comes up through the casing 
and tubing with the oil—and we have made them in our State shut 
down production unless they save the gas that is produced with the 
oil. ‘That means a separate pipeline to every well, a separator, then 2 
pipeline to a central extraction plant; and then the gas is either put 
back into the producing horizon to maintain pressures to lift more oil, 
or used for some lawful purpose. 

Senator Porrer. You do not waste it that way. 

Mr. THomrson. That is right, because it is against the law in our 
State to waste gas. 

I try to carry the analogy further. Gasoline today in the United 
States is far superior to the gasoline that we bought 25 years ago. It 
is rightly said that 2 ; gallons of 1955 gasoline will do the mileage in 
modern cars that was done by 3 gallons of gasoline a quarter of : 
century ago; and the cost of gasoline per gallon, excluding tax, is aie 
slightly higher—I believe it is about 11 percent—than it was 25 years 
«go for a much inferior product. 

This has been the result of a fair field competitive price for oil. 
Why put hobbles or shackles on natural gas when oil and coal, its 
competitors, are free of field price regulation? I say let gas have an 
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» 79 over there and start vour commerce at the bottom of you 
The oilmen have this fear. If that stic and if the Coner 
ect. for the C rt 


not clarify this very bad decisio1 I have all resp 

but I think a citizen has got a right to say, especially 
the duty of a State official of an oil-producing State to call attention 
to the fact that here is something that you are going to regulate just 
because the consumers are interested. The consumer does not owr 


that gas and never did. 
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Just at this time many big plants are coming to Texas. It is tine 
for us to have this free flow of commerce and interchange between the 
States. That is what has made the country great. But under the 
commerce clause, which J take it is what they based this law on, You 
must have commerce and it must go across State lines to be interstate 
commerce. Be realistic about it. 

This is a new theory when the Supreme Court tells the Federal 
Power Commission that it must reach down into the fields in the 
sovereign oil producing States and fix the price of gas at the well 
owned by people who have no interest in a pipeline engaged in inter- 
state commerce. These people have no interest on earth in the inter- 
state pipeline and never dreamed they would be classed as a public 
utility by selling gas to somebody who gathers it and extracts the 
gasoline and sells it finally to an interstate line. 

I listened with great interest to the Chairman of the Federal Power 
Commission when he testified before the House Interstate and Foreign 
Commerce Committee. I was glad to hear him say that the Federal 
Power Commission—4 of them out of the 5—were of the opinion 
that it would be unfair to regulate natural gas as to price in the field 
when it is competing with fuels—namely oil and coal—which are 
unregulated in the field of production out in the field where the 
fuels are produced. 

It has always been my opinion that the less price regulation we 
have the better. Especi: ally is this true in this instance where in my 
opinion the control or fixing of the price by the Federal Power Com- 
mission in the field will discourage the discovery of new reserves 
of oil and gas so much needed by the consumer of natural gas in this 
country and so badly needed for the national security. 

As I said, we have many times as many consumers in Texas as we 
have producers. We sit in on utility cases. We are the board that 
utility cases come before in our State. I find what consumers really 
want is an adequate supply of this clean, convenient fuel—an adequate 
supply. They want to know there is going to be plenty of it. 

So I think even the consumers themselves, if they understood that 
this unusual and unexpected and unheard of regulation is about to 
take place unless the Congress remedies it, will be greatly concerned 
about their supply. 

[ do hope that the old order or division of State and Federal powers 
under which our Constitution has so wisely brought our country to 
its present greatness and prosperity, comfort and happiness, will 
not be changed and that production of its natural resources within 
the sovereign States will be left to the conservation agencies of the 
several sovereign producing States; that interstate commerce actually 
crossing State lines by companies licensed by the Federal Power Com- 
mission under certificates duly applied for be regulated by the Federal 
Power Commission where they hold themselves out to be regulated 
by the Federal Power Commission under the act as we thought it 
was in 1938, and where it worked so well for 16 long years; and that 
local distribution of gas be left to the public utility commissions of 
the several sovereign States as has been our historic past. 

do not believe that the Congress of the United States wishes to 
interfere with the internal conservation control by the sovereign 
States of natural resources, oil and gas within those States. I am 
confident the Congress will correct the situation caused by the Phillips 
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decision. J am contident that when the committee hears the whole 
story corrective legislation of some sort will come to relieve the 
independent producers from public utility regulation. 

[ want to thank you. It has been a great pleasure to come here. 

Senator Pasrore. Thank you, General. Senator Johnson have you 
any questions / 

Senator JonHnson. No, 

Senator Durr. May I interrupt to say that | 
presentation, General. 

Senator Danie.. Senator Dutt, do you have any questions? I will 
yield to you. 

Senator Durr. No, sir. 1 would like to say that I am an how 
late. I have a lot of people waiting. I was very anxious to hear the 
General. 

Senator Daniev. General, I thank you for this fine presentation. 
I would just like to ask you this one question. We know that there 
are principles involved, as you have pointed out, and other con 
siderations other than thee iS public. 

But if we based our decision in this matter strictly on what is 
best for the consumers—and now I am speaking about consumers in 
the nonproducing States—do you or do you not believe that their 
interests would be best served by Congress restoring the law to what 
we thought that it was during all this pe wae of time that the supply 
of gas has been furnished to the nonproducing States ¢ 

Mr. THomprson. The consumers’ interests will be best served by you 
taking away this unusual regulation put on by the Supreme Court. 
The consumer, if he were properly informed—which he will be when 
he runs out of gas—will condemn you for not putting it back if he 
knows who did it. 

Senator Dantet. Why do you think that the consumers in the North- 
ern and Kastern States might either run out of gas or find what gas 
they get at a much higher price if we do not pass legislation of this 
nature ¢ ; 

Mr. Tompson. They will be short of gas. They would not like 
There is only one alternative. If you cannot get private e oan e 
and individual initiative to go hunt for this oil ‘and gas, then you are 
going to be forced with all of these people wanting gas to fix the price 
so high that you will put some more incentive into it. 

You will go down to where the people will not sell it and then the 
Government is going to have to raise this incentive because people 
after all work for some incentive. They seldom go out and work just 
for the joy of doing it. 

So you would either have to guarantee the price so high—which 
would come from the same consumer urge if you say * has to have 
gas—or else keep it cheap as long as it lasts and then say, “We will 
hunt for some later.” Your alternative would be a very high 
guaranteed price by the same kind of regulation—a subsidy. 

Senator Danie,. Do you know of some producers in Texas, inde- 
pendent producers, who have shut in their gas wells and their dis- 
covery wells, and rather than produce are waiting and holding their 
gas in the ground to see what Congress does on this matter 4 

Mr. THomerson. We have 11,000 producing gas wells in the State 
that are now producing. We have 3,540 more wells in the State that 
are not producing. We cannot look into the minds of every one of 


( 


rreatly enjoyed your 
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my and tell why it is, but we tried our best to do so. Some of them 
ill not connect up because the y have not got enough pressure to buck 
ae pipe line pressure and they do not get ee oy the gas to make 


IS economically feasible to pul nm a compressor » lift it up to line 
pressure. 
- is generally understood in Texas that one of the great producers, 


: Humb le Oil & Gas Co., tee about 18 trillion cubic feet of gas, 

: ie are not committing it to interstate sale, which they have a per fect 

right not to do. That is a sizable amount. I guess the *y are hoping 

that they would rather have it in the State of Texas. I am not 

criticizing. You were asking me a question. Eighteen trillion is a 
barnful of gas. 

Senator ds, I know of one independent a r who discov- 


ered a fine gas field and says he cannot afford to produce it if the 
Supreme Court’: — on is allowed to remain the law. He cannot 
afford to be regulated as a utility, and therefore he is waiting to start 


development of that fe ‘Id until he finds out what Congress is going 
to do. 

If Congress does not remedy the situation, his only alternative is 
~ go out “and find some industry in some other State that will move 

the location of the gas and furnish him a market for his gas. 

“ie: Tuomrson. In this new petrochemical industry, many new 
plants are moving to our State—enormous plants. I have one in 
mind, a $124 million plant. That is just one of many. They come 
down there into that fine climate where there are lovely people and 
there is gas, too. I am not a salesman. I am just answering the 
Senator’s question. 

Senator Pastore. That is a virtue of Texans; they never sell Texas 
short. 

Mr. Tuomrson. That is why we are a great State, sir. 

Senator Pastore. I admire you for that. | certs ainly do. 

Senator Dante... So you think the sup ply of natural gas to the 
nonproducing States will decrease if legislation of this nature is not 
enacted ? 

Mr. Tompson. I certainly do, Senator. 

Senator Danret. And that will make the cost of what they do 
get higher than what it is today ¢ 

uk Tuomrson. They will be out of gas. Then they will condemn 

.e people who did not keep free enterprise hunting for them. 

S! nator Pastore. Senator Schoeppel ? 

Senator Scnorrret. General Thompson, I want to tell you, sir, 
that it is a pleasure to have you before this committee. I might state 
for the benefit of these other members of the Senate committee here 
that I sort of started at the feet of General Thompson. He was then 
Colonel Thompson, of the Railroad Commission of Texas. 

[ served on the interstate oil compact with the General, and I know 
of his abiding and deep conviction and the great contribution he has 
made to the conservation of oil and gas, whic h if it had not been done— 
thank God it was done as early as it was—we would have had dire 
results facing this country in our times when we needed all the military 
potenti: il po ssible. 

So I know where your interest has been and the fine job you have 
done administratively speaking in rendering not only to your State 
but to the country « and the oil and gas industry y: 
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With your fine background in the conservation field and it has 
been great and it has been followed—do you honestly feel that Fed 
eral regulation, these interpretative situations laid upon the indus stry 
by the Supreme Court decision recently, would directly conflict with 
State regulation and do an injury to conservation? And could you 
give me some pract ices or examples ? 

Mr. ‘Thompson. Detinitely, senator. We have a specific Case at 
La Gloria where we have ordered the gas to be recycled until all the 
oil and liquids can be taken out of the sands. That gas has been 
contracted to go to Chicago. ‘There is a case on right now where the 
Federal Power Commission ordered it to continue; we ordered them 
to put it back. They finally get it when they get through the cycling 
So we are not depriving them of anything except at the moment. 

All the State of Texas wants to do is to get every barrel or ev ry 
ounce of gas and oil we can out of the reservoir, but not in a hurry 
only at that rate that will produce the greatest ultimate yield for 
mankind. ‘There is one specific instance rig Pht there. 

I can see where in many of the fields—when we reexamine them 
and find the pressures dropping and the gas should be reintroduced 
into the horizons to move the oil and where that gas is now being sold. 
but should be put back—there would be a direct conflict because the 
party who said he bought that gas does not care anything about the 
oil recovery. He just wants his gas. 

Senator Scnorrrent. That would prevent the ultimate highest recov 
ery from that oil pool in that oil field if that was compelled by a court 
decision or a change and a conflict in the conservation laws 

Mr. Tiiomrson. It would nullify the State laws. We have always 
thought that land in our sovereign States belonged to the people of 
the State. It started with the State and we homesteaded it out te 
the people to try to get them to live on it so they ‘could pay some taxes 
and help support the State. 

We fieured the State had an interest in it. Many of the State 
lands have mineral rights retained. So now to have arene Os) rome 
along and Suy, “No, you cannot do that an V more,” it would uke the 

right of cons servation in reserving the natural resources of 8 state 

away from the State and give it up here to Washington to a bureau 
that does not want to take over that sort of thing. I am sure the 
present membership does not. 

| heard Mr. Kuykendall, who is C hairma Nn. testify for the ederal 
Power Commission. I was sitting there. I listened to him all day be 
suse he — ver'y interesting. I got a great deal of comfort out of it 

I think the y are men harassed by these thousands of required apph 
cations pi iled into them by t hese inde spe ndents who cannot sell any @as 
unless they come in and make themselves a public utility. It will tak 
them 4 or 5 years to catch up with the applications filed on their desks 
how. 

Senator Scnorrrer. With your great experience and long tenure 
in your State, and being a member of the regulatory commission, you 
have had numerous applications come in for different types of legis 
lation or different types of regulation, I should say. General, let me 
ask you this question. 

I think honestly that some of these consuming areas—and there are 
a number of them in this country which are not blessed within th 
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borders of their States by having oil and gas, like some of us that 

are not blessed by having some of the other natural resources that we 

likewise have to use in our respective States—are fearful that the 

element of competition will be eliminated and prices will skyrocket. 
Do you have a judement factor to express here In your observation 

pel iod about the competition in the gas business / 

Mr. Tuomrson. In the finding of gas? 

Senator Scuorrpret. Yes: the finding of gas 

Mr. Tuompson. We have nothing to do with this interstate busi 


hess. There are men drilling all the time looking for oil. | have 
not seen anybody going out and looking for gas On purpose. That is 
going to have to be done. They will not do it unless they have the 


mecentive 

\s I said in the beginning, nearly all of the gas nae been discovered 
looking for oil. \bout the only place I know of w re they actu: ally 
drill for gas is up in Pennsylvania, where they got it. But there they 
get about 30 cents a thousand at the well because they know how yal 
uable it is. They have had it, you see, and they ran out. 

Senator ScHorerren. Is it not true there 1s a oreat deal of competi 
tion in the purchase of oil and gas / 

Mr. Tompson. Keen: ver Vy keen ¢ ‘OMpeblition. 

Senator SCHOEPPEL. Cert: ainly in your experience over almost 30 
years—which means a lot to me ‘ais you not actually found that to 
be the case / 

Mr. THompson. Very keen competition; very keen. I know of no 
other business where there is as keen a competition as in the oil and 
gas producing business. It is not so hot in the gas business 
because it is an incidental business. It used to be when you hit a gas 
well it was worse than hitting a dry hole because if you hit a dry hole. 
you could pull your casing, plug, and abandon. But under the State 
law of Texas and other States, if you found a gas well, you must cap 
it, wait for a market, and pay taxes on it. So oilmen just felt as if 
they had been doomed when they hit gas. 

So nobody hunted for gas on purpose. There should be an incentive 
to get them to hunt on purpose instead of the opposite effect of this 
unfortunate Phillips decision. 

Senator ScHorrpreL. I do appreciate your taking your time to come 
before this committee here. In the interest of conserving time, I 
want to thank you. 

Mr. THompson, It has been a pleasure to come. 

Senator Pastore. Senator Monroney, do you have any questions / 

Senator Monroney. With your statement that 50 percent of the 
combination oil and gas wells are produced—they produce gas as 
well as oil—is there any possible way that the Federal Power Com- 
misison could possibly fix a fairer price for the gas without also reg- 
ulating the pr ice of the o11 ? 

Mr. THompson. It would be inconceivable, Senator, to see how 
they could do it. That is what puts the fear here. They figure these 
auditors are going to come down and say, “You have made enough 
money on your oil. You will get zero for your gas, and we will give 
you 6 percent on zero”—which would be zero for it. 

Senator Monroney. In other words, you have to give some return 
basis for the well, that the oil which is produced would be at a firm 
figure and not subject to regulation. Therefore any profit that is 
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made from that would be paying a 6-percent return on the gas and 
you might be owing the pipeline some money before you got through. 

Mr. Trompson. That takes the incentive away, and it does not take 
a Philadelphia lawyer or a bookkeeper to figure it out, These oilmen 
can figure it, you see. 

Senator Monroney. Would not that kind of a situation, particularly 
where the gas and oil are produced together, greatly impair the State 
conservation enforcement 4 

Mr. Tompson. Senator, it would almost emasculate our laws. 

Senator Monroney. In other words, there would be more flaring 
or blowing into the air in order to avoid having to have your oil 
regulated along W ith the Was. 

Mr. Trrompson. Because they would get so little for the o 
ator, that it would be confiscation under the thinly veiled euise of 


aus, Sen 


conservation, It hist he reasonable na compensatory before vou 
can make aman do it. 

Senator Monroney. Yet vou have to enforce that conservation law 
to do something that would be detrimental to the producers of the 
state 


Mir. Titompson. Tothe man: and I do not believe it would go before 


acourt and they uphold th > law wien the nat \ . * Well. In Is A fine 
idea. but who is voll gto pay tor 1t/ Is Thompsot fone Lo pars lol 


t¢ Is Daniel cone tO par Fo) t¢* He has beer 1h lawye) ill 


these vears. 

senator MONRONEY. Ile has Wo) all thie Cases On enforcing COn 
servation down there, has he not 4 

Mr. THOMPSON. One hundred perce) tC: never Tailed He isa oreat 
lawver and a good gentleman. 

Senator Danie... Thank you. 

Senator Monroney. I do not want to delay any longer. 

Senator Pasrore. Senator Potter ¢ 

Senator Porrer. General Thompson, I am most reluctant to dis 
cuss this subject with you because of your great knowledge on “this 
subject and my very limited knowledge. But I do want to express 
my thanks to you for appearing before the committee and J say youl 
State is well represented here in the Senate and also on this committee. 

I was going to inquire into the question that Senator Monroney 
mentioned to you. Is it vou feeling that if the Phillips decision 1s 
allowed to remain on the books, it will destroy your conservation pro 
oram inthe State of Texas 7 

Mr. Trrompson. Yes, sir: that is exactly what puts the fear in the 
hearts of everybody. If the ¢ ongress passes by and does not clarify 
it and remedy it, then they will say, “Congress had an opportun t\ 
to restate and reclarify the law and did not do it. Therefore we v ill 
vo ahead and doit.” 

Senator Porrer. Do othe producing States have similar conserva 
tion laws? 

Mr. THompson. Oh, yes 5 ~6 States have them. Some States have 
put them in ahead of discovery of oil, just when they are looking for 
oil, because it is very difficult to get these Jaws in after you get people 
producing wide open. 

They want to wait until they exhaust the field before they get any 
conservation. I was talking to a man who used to be Governor of 
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Lilino ; We were ab ut to help Gove) or Horne t the time at his 
request, to work upa model] law for Illino 


I nrortun tely (7overnol Horner cied and the Pr utehnant Governor 


imme in. He did hot vo alone With the conservation, Phat Was ZU 
years ago. I saw Governor Still on the way up here, and he said, 

lurnest, you were rioht, Those wells that used to produce 2500 
barrels are down to 20 barrels now, and the pressure has gone. I wish 

»y goodness we had passed that law.’ 

He said he thought they were about ady to have one. ‘Twenty 

x States have good laws and the enforce) ent is wonderful. 


By the way, Senator Fulbright’s State has, I believe. the finest model 


law of all the States, perhaps even better than ours. Of course, Okla 
homa pioneered in it: Kansa me right along at the same time. 
, 1 

( ' | cond, We came alone later. But the 





Senator .Jonnson. As so 7 a ator Potter is t! rough, - want to 
refre General Thompson’s 1 ry if it needs refreshing. Thi 

itural dans Let VAS] din I ~ | i t not correct 4 

Mir. ‘Titom Right. 

Senator -foruNs It st the House of Representatives. Thi 
Pious 1dered it les it ! D s of the recommendation 
1 the state Commissions. | that correct 4 


Mr. Toomrson. Correct—to fill a gap. 

| aa » at 4h 
Senator Jounson. You were a member of the Texas comm on at 
ti) / 


1) 


Mir. THompson. Yes, sir. 
| 
; 


Senator JoHnson. I think this is portant Senator Potter and 
thers, Senator Pastore, who have not sat in on these hearings. The 
onservation commission—the Public Utility Commission in this coun 
try—came to the Congress in 1938 and said, “A new thing has devel 


ped here, an interstate pipeline.” 

(;eneral ‘Thompson snd, “We cannot ontro] it in Texas if it is an 
nterstate pipeline; we have no control over their rates in Oklahoma 
Ol wherever that line Is GOING, That Iisa Federal function. The Fed 


eral Government should exercise that function and should regulate 


hose interstate pipelines for the benefit of the consumers. 

It was on their recommendations that the legislation was drafted. 
It was on their testimony that the legislation was passed In 1938, 
almost 20 years ago. The papers carried the story that this legislation 
was being presented. The producers from the various States came to 
fhe committee heal cv, 


Che (‘ommiss oners testified. The el 


airman then presiding asked 
rhe vel eral cou se] ol t} e Keds rial Power ( omMmission, who had 
drafted the proposed legislatioi . “Tlow does this proposed bill affect 


the producer (a), the transporter (}), and the distributor (¢) ?” 
| quote almost verbatim that question. The general counsel who 
had written the proposed bill replied to the chairman and said, “Pro- 
, ] 


ducer (a) is not affected. He is not concerned with it. It does not 
touch him. He just has a well down there on a farm. This legisla- 
flon eX ept: pr buct nad gathe. cy So he is out of it. It does not 


They then said, “Can we go home?” “Sure.” Not one witness tes 


{ fied. j i ley left t| e committee ror 1. beeat se il did not affect them 
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Tl 
the long | 1 the interstate line. That is the purpose of It does 
not touch secon tae that aan C does. That is a State fun 
tion, a city function. 

On the basis of that history, on the basis of that testimony, on the 


lis proposed legish avy affects ever vthing th: at trans vr had B does, 
| E 


basis of those assurances, the then members of the Congr from 
the producing States were the strongest advocates of that legislation, 
the same law you have got today. Not a hair has been touched on 


All through the years gas has been transported. ‘The producer ha 
not been regulated. Men come and go on that Commission. ' 


< 


change. Some of the men on the C i] n changed thelr m i 
and said “Open end, here, and aka :ps it is desirable to reguiat 
The man that advocated that for many years had taken a position 
officially and unofficially in testimony before the Congress that the law 
did not apply to the producer. But he changed his mind, and the 
were changed ap ypointments. 

At one time there was a majority that said “We believe we can 


tretch it to make it apply to the producers.” Now the Supreme 
Court by a clo e vote uphold { eP ry thrift ¢ Cy) ti } 
that production and gathering shall be exempt and is exempted, even 


though the testimony shows that, a majority of ni Supreme Court 

1 believe it was Justice Douglas that wrote a vigorous dissent in the 
case, Incidentally but the 1 nay rity « f them sal ‘d *You can str D 
it, and that will be the law of the land.” 

Now the gene ral finds himself here this morning almost 20 years 
later, on the same subject. Twenty vears before he was here a king 
is to regulate in a proper regulatory function, one that the Federal 
Government has the power and responsibility to regulate, interstate 
pipelines, if you please, period. 

He finds himself here now saying “Well, we were misled. Faith 
was not kept.” Congress kept the faith. Every time the Congress 
had it up, it has passed it. Isat here with 7 men on the subcommittee, 
and heard the testimony, and all 7 of them said “We will report,the 
bill.” 

It seems to me a very strange situation that the member of a public 
—— finds himself back in this town 20 years later asking you 





to clarify a bill that he recommended we enact to protect the public 
20 years : fore. 

l thoneit that was an interesting history. : think the record will 
bear it out. I think that the people that “Well, now, we can’t 


have a closed end on one end and an open e od on the other,” oug! 
realize what they are doing, because I have an oi] burner, and there 
is no regulation on oil. Maybe if I had the power and if Congress 
would agree with me, we could go down and say that the price of oil 
will be held to this price, so I could always get my heat at th ume 
price that I am getting it at now. 

Maybe electricity could do the same thine. If we could vo to the 


coal miners or to the coal owners and say, “The Federal ( rome 
is going to say, because vou have a coal furnace, that that pr of 
coal shall be the cost. of it piu 6 percent. or not over ' by 


maximum price, my utility bills could be lower.” 
5a 2) years ago‘we had SAL “All the ( il that woes ito tnat te; 
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seems to me patently unfair, as the general I think has pointed out, 
to come in here and say to one competing product “Here are three 
people running a race, oil and gas and coal”—and as the general says, 
you are going to hobble the gas producer and say, “Wait a minute, 
hold | ack, don’t get up here to the line and have an even chance 
to run eats them and compete with them. I want to hobble you, 
and you go up there and talk to this bureau.” 

Thank you, Mr. Chairman. 

Senator Pasrore. General, you raised a very interesting point, I 
think, in a remark that the present members of the Federal Power 
Commission have no pleasure in this responsibility of regulating 

Mir. Thompson. Independent producers. They refused to do so 


. 


and wer sued and lest the suit. They were refusing to take this 
Sas! ; 

msenarcol PASTORE. ‘| his may not be a proper question ot you. | 
think we o rohit to ask it of members of the Commission when they 
ome here. But are you familiar at all with what success has been 


hieved in regulating, and that responsibility, since the decision of 


au 

the Supreme Court # 
Mi. Trompson. IL just heard Mr. Kuykendall testify 
Senator Pasrorr. Of course that is a very aw kward situation. It 
a hard thing to vive are ponsibility to a Commission that has 


no heart in it. 

Mr. Thompson. 7] hye story of the case was they refused to exercise 
the jurisdiction and one State came in and sued them and they lost 
the case in the circuit court and the Supreme Court sustained it. 

Senator Jonunson. I might say to the chairman that every Com- 
mission, with the exception of one short period of time, the majority 
under the Roosevelt administration, under the Truman administra- 
tion, under the Eisenhower administration, has taken the position 
that they did not want the authority, they did not have the authority, 
and it was impractical, 

There was a period of time there when a shift of appointments gave 
a majority in favor of regulation, but that was only a short period. 

Senator Pasrore. Let me ask you this other question. Do you see 
any fault w ith the local authorities in supervising the cost of natural 
gas to the consumer on the State level 4 

Mr. THomeson. Do we encounter any trouble? 

Senator Pasrorr. No; I say do you see any harm in that 4 

Mr. Tuomrson. We just do not do that in our State. 

Senator Pasrorr. Do you not control the price of gas to the con- 
sumer ¢ 

Mr. Thompson. We are a utility commission. We find out what 
they pay for gas in the field and what it costs to get it into town and 
what it costs to distribute, and we fix a burner-tip rate. 

Senator Pasrore. But any cases that are to be raised do apply to 
the utility commission ¢ 

Mr. Tompson. They come in and show us that they have run out 
of gas, have to go into a new field and hunt some more gas, dig deeper 
These fields play out, you know. Sometimes we increase them, some- 
times we reduce them. We have had 540 cases since I have been there. 

Senator Dante.. You are speaking about distributing companies 
now. 
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Mr. Tompson. Yes: distributing companies. But the price of gas 
in the field is a fact that is ascertained by what did you pay for it, and 
what the man pays for it is the best evidence of what is the going 
price. We have never had any trouble on that score at all. It never 
occurred to us that we had any right to regulate the price of the com 
modity in the field. 

It is the public utility that holds out as such that it has the regu 
lator) power imposed upon it by the people. .A man says, “IL want to 
be a utility. Krom my traiming, the first element of being a utility 
is he ding out to serve and rece ving therefor some extraordinary 
power, like a franchise. 

mwenator MONRONEY. Going back to the turn of t he century, when 
natural gas was first put in the pipelines, it has never been conceived 
by any regulatory body that you could fix the price of the natural 
resources that came out of the eround, 

Mr. ‘THompson. Not to my memory, never na sihnele Case 

Senator MoONRONEY. They accepted the field price and they heured 
the utility return on all the equipment and lines and thi ws tO a 
ibute it after the cost in the field was calculated. 

Mr. THompson. That is correct, clear out through West Virginia 
Senator THurmonp. Mr. Chairman. I have got to leave. Could 


1 


i just ask him one question ¢ 


Senator Pastore. Yes. 


Senator THurmonp. General Thompson. I want to congratulate 
you for your fine record, civilian and military. I have read and 
enjoyed your testimony. I value highly your opinion. 


[ would like to ask you this question: Do you feel that Federal regu 
lation is in the best interests of the national defense ? You area mili 
tary man, as well asa civilian. 

Mr. Tuomeson. Of this ge as aad 

Senator TrturMoNbD. Yes, s 

Mr. Thompson. Not at ail “li is contrary to the national see urity 


and would undermine it as far as oil and @as is concerned, and oj] is 
the first munitions, because without proper oil and gas, the s hips 


couldn't set sail, planes couldn't fly, and trucks couldn't move 

Senator Trurmonpb. In other words, you feel that there will 
hetter conservation program pursued if we do not have Federal r vu 
lation’ 

Mr. Trrompson. By far. 

Senator Tuurmonp. And therefore that will enhance the national 
security of the country ? 

Mr. THompson. Yes, sir. Otherwise it would impair it. 

Senator Pasrorr. General, are you talking of the producers and the 
gatherers, now, or are you talking also of transporting ? 

Mr. THompson. I am just talking about production, and as a publi 
official. I have no brief for anybody. I have no bills to offer. 

I just came at the Senator’s request. 

Senator Pastore. We thank you very, very much fer your statement, 
General. 

Mr. Jounnson. Mr. Chairman, I certainly appreciate your courteous 
attitude. 

Senator Pasrore. It is also a pleasure to have you, Senator Johnson. 
It is an added pleasure, Mrs. Johnson, to have you today. 
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It is now 25 minutes till 1. I think we should recess until 2 o’clock. 
Is that satis factory to the members ? 

We will meet again at 2 o’clock at the same place. 

(W hereupon, at 12:35 the committee recessed, to reconvene at 2 


- 


). 11). ) 
AFTERNOON SESSION 


(The meeting was convened at 2 p. m., Senator Pastore, presiding. ) 
Senator Pasrorr. The meeting will please come to order. 
Our witness is Mr. David T. Searls. 
Wi n't you sit down. please ? 
Ir. Searzs. | would pre fer to stand, if I may. 
Senator Pasrore. All right, you may proceed with your statement. 


STATEMENT OF DAVID T. SEARLS, HOUSTON, TEX. 


Mr. Srarts. Mr. Chairman, and members of the committee, my name 
David Searls, I am from Houston, Tex. I am an attorney, engaged 
n the general practice of law, associated with the law firm of Vinson, 
Elkins, Weems & Searls 

[ appreciate very much this opportunity of appearing before this 
committee. I have had the opportunity on one other oc casion, and I 
am fully cognizant of the very Important | roblems that are prese ited 
to this committee, and I know that you have before you some of the 
most important problems affecting the economy of this country. 

Therefore, I do consider it quite an honor to appear before you. 

As you gentlemen know, on June 7 of last year, the Supre me Court 
of the United States, by a 5 to 3 decision, decided the Phillips Petro- 
leum Co. case, and brought the producers of natural gas for the first 
time under the Natural Gas Act, and subject to the jurisdiction of the 
Federal Power Commission. 

Prior to June 7 of last year, it was generally recognized that the 
producers were not subject to the jurisdiction of the Federal Power 
Commission, and the Federal Power Commission had so held on 
numerous occasions. 

As a result of this decision on June 7 of last year, the Federal 
Power Commission then issued a series of orders affecting the pro- 
aucers, 

Ve refer to those orders as orders 174 and 174—A and 174—B. 

The first of those orders was issued on July 16, 1954. The net 
effect an ! result of those orders was ny First, the producer could 
not sell his gas in interstate commerce, or to anyone transporting the 
vas in interstate commerce, or he ae not sell his gas if it would 
ultimately move into interstate commerce unless he came before the 
Federal Power Commission and obtained a certificate of public con- 
venience and necessity under section 7 (C) of the act. 

Now, the Natural Gas Act provides that a certificate of public 
convenience and necessity would only issue after a hearing. I have had 
the opportunity of attending several of those hearings and I know 
the Commission goes into these matters in the greatest detail, and 
extensive evidence is introduced. 

Sometimes those hearings last 5 and 6 months, continuously. Some 
of them have lasted more than a year, and so the producer under this 


; of orders, which was issued pursuant to the Phillips Petroleum 





AMENDMENTS TO THE NATURAL GAS AC Oo) 


case, 18 required to go before the Commission, Have a heal < { 
offer evidence before he can obtain the right to sell the g that he 
yroduces. 


That is the first important consideration. 


The second important consideration in these orde1 which we 
issued as a result of the Phillips case was that the pi were fro7 
as of June 7 of last year, and the producer can’t increase his price, } 
no price increase can take place under an eXisting conti _ 
though the contract provides for the increase, unless the produ 
proceeds under the Natural Gas Act and files what we s LV, ll eifect, 
is an application for an increase, which is true with the natural-g 
pra gar wt and eee companies that are subject to the jurisd 
tion of » Federal Power Commission. 

The third alae point 1s with respect to the pr ice 
result of this series oO; orders issued | \ the Con i) Oh, 1 it Oo ( 
tarts selling his gas, he can't stop st ling his @as ex pt \ 
express appro' il of the Federal rows r(ommission. in otnel 
he may have a contract that 1s a 20-year contract, but when th eri ol 

ene ees expires, he can’t stop se iijee the gas, he has got to continu 


peter at the » price fixed by the Federal Power Comm on. des 
the aaccelens ot his contract. 


I » other we d ‘ these produce ha e entered to mnared ot 
housands of contract s, and all of those contracts were atlected y the 

ilips decision and {he series of orders issued pul lalit O 1 il 
ision. 


That is the position the producer finds himself In, today, a d that 
s why he is coming before you, asking you to confirm the fact that the 
ongress did not intend in 1938 to bring the producer 
Natural Gas Act. 

Phat is not an unusual matter, that you find the Congress making 





elear wh it 1ts intention was 1n an act, as a result « f tl cle "sion by the 
Supreme Court of the United States. ‘That has been done, of com 


us 
ym many occasions. Only last year you passed the so-called Brivker 
shaw amendment to the Natural Gas Act, because in 1950, 

Supreme Court of the United States held that the East Ohi 10 Gi is C 
vhich was located wv holly within the State of Ohio, wa ibject to t 
Natural Gas Act because it was receiving gas which had been ti 
vorted in Interstate Commerce, and then it distributed that ga 
onsumers within the State of Ohio. 

\pparently the Coneress believed last year, when it Dp ed 1 
Bricker-Hinshaw amencdiment, exempting the distribut Ing compante 


from ene Act, that was not the intention of the Congress 


in te » bring the distributing companies under the jurisdiction 
f  iatoeal Power Commission, and within the scope of the N 
seat tle het 

We think it was clear that it was not the intention of the ( ry S 
to do that in 1938, and likewise it was not the intention of the Con 

ess in 1938 to bring the ! roducers within the scope of the Natural 
Gas Act. . ; 

Now, our purpose in appearing here and t * purpose of t] bill 
which |] as been introdt iced by Senator Fullbright 1s not to bring 


acnange in our economy, something that may i no about dire 1 
nd serious effects upon the consumers. It is not to engage 


nt, if is not to create something ne\ The \ that ¢] 
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bill introduced by senatol Fullbright seeks to do, is to restore the con 
dition that existed prio to June 7 of last year. 

It is to put the producer back where he was prier to June 7, and that 
is the purpose here. We have had the experience of the producer 
operating under a free enterprise system. We know what the results 
are of a producer selling his gas in a free competitive market. 

We do not have to imagine or speculate as to what might be the 
results of the producer selling his natural gas in a free competitive 
market. 

Now, I say it is not necessary for us to speculate what might be the 
result 1f this bill is passe “cd. because the whole experience in the econ- 
omy of this indu stry has been that the producer up until June 7 of this 


st vear, was selling his gas ina free, er market. Therefore, 
if th; bill | Ss passed, I think we would be right back where we were 
prior to June 7, and we know from experience what the results are 
of the producer selling his gas in a free, competitive market. 


Now, what does that experience show! The Natural Gas Act was 
signed on — 20, 1938. During the 16 years up until the time of 
the P hillips case, after the passage of that act, we had the greatest 
expansion in the gas industry that we have ever had in the history 
of this country. I doubt that we have had any industry that has 
experienced the expansion in that period of time that we had in the 
gas industry. 

Prior to 1938, natural gas, outside of the Southwest producing 
States, was only existent in a few sections of the country. It is true 
a line had been built into the Chicago area, I think it was just about 
that time that a line was built into the Detroit area, but they didn't 
have a large supply of natural gas. 

Despite the fact that gas had been discovered in the State of Penn- 
sylvania, 70 years ago and piped into Pittsburgh, gas didn’t reach 
Philadelphia until 1948, and then is was gas not from the Pennsyl- 
vania fields, it was gas from Texas and Louisiana. So, we find in 
this period of expansion in 748, Philadelphia receiving gas for the 
first time; we find New York City receiving the gas for the first time 
in about 1951. 

Providence and Boston received gas only 2 years ago, in 1953. 
There was no natural gas in the New England market until recent 
vears, the last 3 or 4 years. 

The natural gas in the Middlewest, the supply has been greatly in- 
creased by the increased capacity of the lines, the delivery capacity, 
building new lines, and so we find Michigan not only being served by 
Panhandle Eastern Pipe Line, but also by Michigan-Wisconsin, and 
Panhandle Eastern has greatly increased the volume of gas it is 
now delivering into Michigan. 

We find the State of Pennsylvania now being served by several 
lines—Tennessee Gas, Texas Eastern, Trans-Continental Gas Pipe 
Line Corp., all extending from Texas and Louisiana into Pennsy]l- 
vania. 

A line extends from Texas—one of the largest systems, to California 
and serves San Francisco and Los Angeles. Denver is served by gas 
from the Southwest and the last area to receive natural gas of course, 
is the Pacifie Northwest, and now we have that line certificated, and 
I just learned vesterday, construction of that line will begin on June 1, 


We 
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and that will take gas from one of the Southwestern States, New 
Mexico, to Oregon and Washington. 

Therefore, we find during these 16 years a free enterprise, and com 
petition. Gas has been produced from the States of Kansas, Okla- 
homa. Texas, Louisiana, Arkansas, and New Mexico, and has been 
delivered practically to every section of the continental United States. 

Prior to 1938, that wasn’t true. We kept most of our gas in ‘Texas 
except for certain amounts coming in from the Middlewest, and that 
was true in Oklahoma, that was true in Kansas, but now we find these 
Southwestern States serving all of these different sections of the 
country. 

Now, in doimg this, in increasing this supply, the Southwestern 
States have taken on quite a responsibility, and I say that responsi 
bility isa matter of maintaining that supply, and L want to emphasize 
very sincerely to you that the important matter in the public interest 
is not price, the Important consideration in the pub lic interest is sup 
ply, supply will control the price. Supply is the important thing. 

The reason why this problem has become so intensified here in 
recent years Is because we have these few Southwestern States ser Ing 
practically the entire United States with natural gas. That is the 
important consideration for the consumer, and I say to you that those 
who oppose this bill and who make an argument about price to you, 
are overlooking the main consideration, and that is supply. 

Are we worried about price? Should we be concerned about price 
in the free-enterprise system for the producer’ We have had it all 
along, up until June 7 of last year, we had a free-enterprise system 
for the producer. Hfis price wasn’t fixed. He wasn’t required to 
come up to Washington to get a certificate before he could sell some 
gas, and go through an extensive hearing. He had a right to make 
his contract down there in the field and sell the gas, and what 
happened ? 

We were able to supply practically every section of the country 
during that 16- year period, increase the volume tremendously, and 
while we were having all this big growth in the gas industry, what 
happened to price? Why, the average price in the United States in 
1938 was 4.9 cents. In 1953, at the end of 1953, it was 9.2 cents. You 
hae an inerease in price during this period of the greatest expansion 
in the industry of 4.5 cents per thousand cubic feet, for natural gas. 
That is the average price to the producer throughout the United 
states, 

Now, we talk about price of gas selling in Boston at $5, in New 
York City at $2.42, and we are talking about gas in the field that has 
increased from 1938 up through the vear 1953 4.3 cents to the 
producer. 

What has happened t © the value of the dollar during that same 
period of time? That increase of 4.3 cents has not kept up, even, with 
the devaluation of the dollar, while we were e xper iencing the greatest 
period of inflation this country has ever experienced. The gas pro 
ducer was better off in 1938 with the price that he was getting then 
than he is today with the prices he is getting now, when you conside1 
the value of the dollar. 

I say to you, free enterprise has worked. We have had experience 
with it with the gas producers, and it will work again, and your main 
consideration is to help us maintain that supply. 
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We in the Southwest have a responsibility to the whole Nation 
and we want to maintain that responsibility. We want to carry it 
through. We want to find more natural gas, we want to deliver more 
natural gas to interstate pipeline companies, and we think that is 
the real problem in the public interest and to the consumer, and 
should be recognized as such. 

I would like to refer, briefly, to the history of this Natural Gas Act, 
which was touched on by Senator Johnson, this morning, because I 
think it is most significant in considering the present matter that is 
before Ans 

Senator Danrev. Before you leave that matter of supply, do you 
think that we can maintain the supply that we have today, or increase 
it in the future, unless legislation of this nature is passed ? 

Ir. Searzs. I do not think we can, Senator Daniel, until the legis 
lation of this char: % ter is passed. I would like to go into that more 
fully a little later, but I do not think that we can maintain the supply 
under the principle of the Phillips case, and I think the reason we 
can't is just a anole business problem, that the businessman isn’t 
going to spend his money developing a product where he is subject 
to the regulation he is subject to here, when he can spend his money 
over here in a free-enterprise system in the production of oil. He 
is going to develop the oil reserves. If he has two products, oil and 
gas, he is going to spend his money in the development of oil, and 
thatisa simple business economic problem. 

I think it follows as a matter of course; that he is going to do 
that, and I don’t think the producer can be criticized for doing that 
if he is going to be a good businessman. 

if I may refer briefly to the history of the Natural Gas Act, I do 
think it is most important in considering the problems before you this 
afternoon. 

It was in 1924 that the Supreme Court of the United States decided 
the Kansas Natural Gas Co. case. The State of Missouri had under 
taken—the public service commission—to fix the price that the Kansas 
company Was getting at the city gate. The public service commission 
undertook to do that in regulating the rates of the distributing 
company. 

The Supreme Court of the United States said, “No, you can’t do 
that, that gas is moving in interstate commerce. When it is delivered 
at the city gate by the interstate pipeline company to the distributing 
company, that is in interstate commerce, and that is not under the 
jurisdiction of the States, that is only subject t » Federal control.” 
And, the State of Missouri was prevented from bo that. 

Three years later, the Supreme Court of the United States held 
the same thing with regard to electric energy. They held that where 
there was an interstate line, and electric energy was delivered to the 
distributing company, there was no right to determine or regulate 
that price—that it was not vested in the States—that price at the 
city gate, because that was a matter that the Federal Government 
would have control over. 

As a result of these two decisions by the Supreme Court of the 
United States, the Senate of the 70th Congress in 1928 passed a reso- 
lution in which it directed the Federal Trade Commission of the 
United States to make an investigation of these interstate electric and 


gas companies. 
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Now, the Federal Trade Commission took quite a bit of time in 
making that investigation. ‘They took about several years, in fact, and 
made a very e “xtensive investigation. ‘The y mi ade a very detailed re 
ort as a result of that investigation, and the Federal Trade Comn 
sion filed that report with the Senate on December 31, 1935, and 


briefly that report was to this effect : 


The gas industry ia divided into three segments. The report stated 
there is the produci ing segment, there the interstate pipeline com 
pany segment, and then there is the an tributing ene eoment: 
the report stated that competition exists among these producers in 
the discovery and sale of natural gas. 

The report also concluded that competition existed 2 ng the d 


tributing companies and in the distribution of natural ga 

Then the er says: 

But this middle segment, this interstate pipeline, is not subject to regulation 
and there does not exist the competition that there exists at each end of the 


interstate pipeline 


and the Federal Trade Commission recommended to the Senate that 
the interstate pipeline company should be regulated by the Federal 
Government. 

The only problem posed to the Senate and to the Congr by the 
Federal Trade Commission report was the regulation of the interstate 
pipeline. 

On the contrary, they made no regulation as to the prod 

recommendation to re culate the distributh vy company, but just the 
interstate pipe line company. 

To the contrary, it 1s clear from the report they were not in favor of 
regulating the producers because they found that competition existed 
in the dis overy and eka for oas reserves, and that w Oo! ly 
about 2 months after that report was filed we had a bill introduced in 
Congress, and on March 6, 1936, Congressman Lea from California 
introduced the bill, which with certain changes ultimately became t 
Natural Gas Act. 

Extensive hearings were held on that bill in the Hlouse, and befor 
the House Interstate and Foreign Commerce CC — and as wv 


mentioned by Senator Johnson this mornil ow the (rener: | Solicitor of 

Federal Power Commission appen dl h ‘fore the committee and 
testified: s to what that bill meant, and I want to refer just briefly to 
this testi lon because he was asked the fic question as to whether 
or not the producer was covered 1) that b , and whether or not the 
produce! would be subject fo the yu) tio} oft the Kederal Powe » 
Commission. 

Senator Pasrore. Are you reading from vour statement, now 2 


Mr. Sears. Yes, sir, from the testimony on page 7. 

Congressman Cole, from Maryland, said : 

Does this bill give anywhere the Commission power over the source of natural 
gas in the different fields in a manner which we might call comparable to that 
which your Commission now has over hydroelectric generating plants? 

Mr. DEVANE. It does not. No. It does not attempt to regulate tl] 
ering rates, or the gathering business 


Then Mr. De Vane said: 


The real question we are dealing with here is this: There is a complete hiatu 
in the regulation of rates charged by these pipeline companies to the loca 
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distributors of gas throughout the United States, and we are trying to augment 
State regulation by conferring authority upon a Federal agency to fix those rates 

What rates / 

The rates charged by the interstate pipeline company to the dis 
tributing companies. That is just what the Supreme Court had 
pointed up in the Kansas Natural Gas Co. case. 

There was no jurisdiction over the prices and rates charged at the 
city gate. Mr. DeVane said that is what we are trying to do here with 
this bill, vest jurisdiction in the Federal Power Commission over 
those rates, not the producers or gatherers. 

Then Congressman Lea of California said : 

Mr. De Vane, I would like to go back just a moment. Of course, it is a question 
of regulation. Suppose that the A company owns a gas supply and the B company 
transmits it to another State, distributes it to a local company for distribution 
Now, suppose the question arises as to whether or not the charges which the A 
company makes against the B company for the gas is reasonable. What, if any 
authority, would the Commission have on that question under this bill? 

Do you get my question? 

Mr. DeVANe. Yes, if I understand your question, concerning the price paid to 
the A company, there is no control of the gathering rate. The Commission 
would not have jurisdiction. That price is fixed by competitive conditions that 
exist in the field 

What could be clearer than that? That price is fixed by competitive 
conditions in the field. This bill gives no jurisdiction to the Com- 
missioner over that, and so the testimony continued along that line. 

When the bill was before the Senate, and also before the House, on 
the floor in debate, it was repeatedly stated by sponsors of the bill 
that this bill follows standard lines, regulation of interstate commerce. 

Would it have followed standard lines if it said, “We are going 
back and regulate the producer, the price he poe ”° 

Immediately that would have caused a question in the minds of the 
various Senators and Congressmen, but the sponsors all said this bill 
follows standard lines of regulation, there is nothing unusual about it. 

Now, if there is any question as to what Congress intended, I submit 
to you that the congressional history which I have set forth in my state- 
ment is perfectly ¢ lear on the matter. 

Senator Pasrore. Now, may I interrupt you at this point, Mr. 
Searls ? 

Mr. Srarts. Yes, sir. 

Senator Pastore, Wasn’t that argument made to the Supreme 
Court ? 

Mr. Searzs. The argument was made to the Supreme Court. The 
majority rejected it, and the minority said, three just said, “It is clear 
that Congress never intended to regulate the producers.” 

I think that what the majority did in the Phillips case, and I have 
studied that opinion very closely, they just said that the Natural Gas 
Act covers a sale in Interstate Commerce, and we are going to say 
that when the producer sells to the interstate pipeline company, that 
is a sale in interstate commerce. 

That was not the concept of interstate commerce in 1938. It is clear 
that what they meant by “sale in interstate commerce” was when the 
act was passed in 1938, was this: 

When the interstate pipeline company makes a sale to another pipe- 
line company, that is a sale in interstate commerce. 
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Now, that language “sale in interstate commerce” was not in this 
bill at first, and the general counsel, whom I knew at that time 
Booth, from Illinois—appeared before the committee and pointed 
out—he was the general counsel for the Illinois Commerce Commis 
sion—he appeared before the committee, and he pointed out that here 
up in the Chicago area, this gas pipeline company that extends from 
the Panhandle of Texas and Oklahoma, and through the Hugoton 
field in Kansas, Natural Gas Pipe Line Co. of America, brings this 
gas up into Illinois, it makes a sale to another pipeline company that 
is known as the Chicago District Pipe Line Co., and that Chicago Dis- 
trict P ipe Line Co. makes a sale to the distributing company in the 
city of Chicago. 

Now. we want to be sure that we are reaching these sales by the 
Natural Gas Pipe Line Co. as well as Chicago District Pipe Line Co.., 
so he proposed that it cover a sale in interstate commerce. 

In other words, this interstate pipeline company, making the sale 
to another pipeline company, would be in interstate commerce. 

Now, by reason of the decisions which you gentlemen are familiar 
with, or more so than I am in the past 10 years, you know how the i 
terstate commerce concept has been expanded by the Supreme Court 
decisions, and what is interstate commerce today is not what we law- 
yers thought it was back in 1938, and it is not what the Senate thought 
was interstate commerce back in 1938. 

I say that the Supreme Court was influenced and the controlling 
thing was that particular language in the act. 

The Supreme Court really brushed over what was the congressional 
intent, which I say was very clear at that time. 

Senator Scnorrren. At this point, I think it would be well to re 
emphasize one phase of the thing, Mr. Searls, which you may cover 
later with reference to the State and regulatory body’s interest in 
these gas-producing States, who were alert to the States prerogatives 
and responsibilities that they were wanting to guard, and they would 
be interested in, namely with reference to the history, the legislative 
and congressional history on this thing; many of the State regulatory 
commissions who were alert on the position of the producers in their 
Mitates, or, in other words, the producing and gathering of the natural 

gas before it went into the pipeline, when they had the assurances, as 
mi uny of them did, when they had representatives here, and observers 
here, I don’t know whether it was in this room or not at that time, but 
certainly around the Capitol Building here some place, they went out 
of this city of Washington, went back and reported, as many of them 
did, to their respective governors and the respective commissions of 
their States that it was not the intent, it was stated that it was not to be 
covered, namely the producing and the gathering of that gas, and 
thereby those States, had they known, those regulatory representatives 
of the States, would have been before this Congress probably clarify 
ing and ni tiling that down without any preadventure of a doubt. 

By reason of the Phillips decision, a broadening of that entire pi 
ture—and I am going to agree with you, sir—wherein the Supreme 
Court brushed over, without, as I view it, adequate consideration, that 
part of the historical background history upon which the States relied, 
and upon which the States contend that they had a very definite in 
terest because of the States rights angle to this thing. 
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Mr. Srarzs. Of course, no one knows that better, Senator, than you 
nd General Thomnaon, 
Senator Scuorepren. I will defer to the general. 


Mr. Searvs. I think another fact of significance is that not a single 
Senator appeared before the committee, that is a Senator from a pro- 
ducing State, opposing this bill, and not a single Congressman from 


t producing State appeared before the committee opposing this bill. 

No producer appeared before the committee opposing this bill and 
no | iwyer for a produce r appeare d before a committee opposing this 
bill because they believed, just as the representatives of the State, 
epresentatives in the public service commissions of the various States 
believed that it did not affect the production and gathering of natural 


Senator Danie... I would like to interpose at this point, I know you 
will cover it later, but out of an abundance of caution they also wrote 
into the bill the provision, a part of which I will read, section 1-B: 

The provisions of this Act shall not apply to the production of natural gas. 

Mr. Searus. Yes, sit 

Senator Daniex. That was written into the bill originally, and then 
the words, “or gathering” were put in later out of an abundance of 
caution. 

Mr. Sears. That same language, or substantially the same was in 
the Lea bill introduced in 1936, and it was in all the modifications 
of that bill, and it was in the bill as finally passed, so the producers 
we . put on notice from the beginning, as you have just stated, that 

he bill—and I am now quoting from the act 
does not apply “to the production or gathering of natural gas.” 
I just ‘ant conceive how the Supreme Court could brush over that 
expressed language, the expressed intent. It was all complacent 
back in the Southwest and in the producing States because we thought 
it was clear that Congress was not intending to reach the production 
wes gathering of natural gas, and wrote it into the statute which 


became saree 

It has bee in there all along and has never been taken out. It 
was in the first bill that was introduced, the Lea bill, and either that 
or some modification was written in. 


That is the way it reads under the Natural Gas Act. 

The way the Taereie Court held, they said that means the physical 
act of producing and gathering natural gas. They limited that lan- 
guage, and that is how they got around that express language. 

When you take this congressional history, how the question was 
presented to the witness, what about the price the producer gets. 
Does this bill give any jurisdiction over that, and the general solici itor 
for the Federal Power Commis: ion says, no. This bill was intended 
to reach the price the interstate pipeline company gets from the dis- 

ributing company. That is what is intended by this bill, bringing 
thkene interstate pipeline companies under the jurisdiction of the 
Federal Power Commission. 

It does not reach the price of the producer. With that testimony 
before the House committee, with this express language, you can cer- 
tainly understand why our Senators and our Congressmen, and why 
our own producers, and why we, as lawyers, did not appear up here 
in Washington and ask to testify in opposition to the bill. 
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| know that many ot our Conere smen voted in tavor of 


‘1 
and | Sa Lo you very frankly, if | had been 1h) th ('o) cry "¢ AG ul 
time, I would have thought | would have bee hh Ve pres nit yr] ( 
stituents by voting in favor of this bill, beeause [| would vr 


considered that it applied to the production and gathei 
gas, 
senator PASTORRE. Llow qo vou account ror the ACT. \} 


that after all the Supreme Court was having the “second bite 
cherry” ?¢ This Phillips case came up before the United Stat ( 
cult Court of Appeals for the District of Columbia 
had a majority of 2, with 1 dissenting opinion, that reached ( 
conclusion as the Supre ne Court on appeal, later On, 

ime arguments that you are making now reached by a vote of 
3. with all this history being e lled to the attention of t \ ll 

] would like to have you comment on that \ lot o 


with that viewpoint—this isn’t the judgment of one court, t 
the judgement of two courts. 
Mr. Searus. You had then a totul of 7 voting in the Phillip se 


to bring the producer under the Natural Gas Act, and you { 
Justices holding that he was not subject to the Natural Gas Act, 1 
the Court of Appeals for the District of Columbia, and 1 
Supreme Court, 5 in the Supreme Court voting with the major 


o 
and 2 in the court of appeals. 

senator PASTORE. | don’t mean to group them in that v . he 
case first came up on appeal from the Commission to the Cir it Court 
if Appeals for the District of Washington, and they sustained 
position that was likewise concurred in by the Supreme Court later 
on. Am [right or wrong in that? 

It was argued twice. 

Mr. Searus. It was argued in the court of appeals and also in the 
Supreme Court of the United States. 

Senator Pastore. The same case? 

Mr. Sears. I think, Senator, they brushed over the congressi& 
history. 

Senator Pasrore. You mean both courts brushed over it 7 

Mr. Sears. I think unquestionably, they did, and they lim 
language I have just read, and they placed that emphia on that 
language “sale in interstate commerce for resale.” and said tl 
the producer within the scope of the Natural Gas Act, and ect 
the Commission’s jurisdiction. 

[ don’t believe they would have held that in 1938, because I believe 
t is due to this expanded concept of what is meant by Interstate Cor 
merce, that we have seen in the last 10 vears in the Supreme Court 


decision that has brought that about, and I think they have in effect 
said, “It is up to Congress to decide what its real intent was t] 
Natural Gas Act.” 

I think that intent was clear, but the Supreme Court held the same 


thing in L950, in the East Ohio Gas Co ase. as to the distributoy 
They held the distributors came in under this act, despite the 
express language that the distributors do not come in under it, and 
then the Congress last year exempted the distributors, and T say you 
confirmed what your original intent was back in 19538 when you 
exempted the distributors only last year, and I think, now, the same 
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thing is presented here just as it was presented by the Supreme Court 
decision in the East Ohio Gas Co. ease. 

It is for you to decide whether you wish to confirm your intent back 
in 1938 with re spect to the produc ers. 

Now, what has been the opinion of the Federal Power Commission 
all along? This act was signed signed by the President on June 20, 
1938. A case was brought before the Federal Power Commission in 
1940, which we refer to as the Columbian Fuel Corp. case, and the 
question was directly raised, Does the producer and gatherer of 
natural gas come in under the Natural Gas Act? 

Columbian Fuel Co. was getting ready to sell natural gas to an 
interstate pipeline company, and it wanted the Commission to deter 
mine that it was not subject to the Natural Gas Act. 

Now, the Commission decided that case in a 4 to 1 decision, hold- 
ing that the Columbian Fuel Corp. case, by reason of making sales 
to an interstate pipeline company, was not under the jurisdiction of 
the Federal Power Commission, and the most significant thing about 
that decision of 1940 is this: 

Three of the four Commissioners who voted with the majority 
were on the Federal Power Commission in 1938 when the act was 
passed. One of them, not only testified, but helped the House com- 
mittee in drafting the bill. Now, that is what you might call a con- 
temporaneous decision, a decision at the time of the passage of the 
act by the men who were on the Commission at the time of the passage 
of the act, by one of the men who helped write the bill, and they said, 
“No; a producer or gatherer selling gas to an interstate pipeline com- 
pany, does not come within the scope of the jurisdiction of the Fed- 
eral Power Commission, and is not subject to the Natural Gas Act.” 

I think that decision by that Commission at that time is most im- 
portant, and should have been given weight by the Supreme Court 
of the United States. Those men knew what was intended back in 
1938, because they were rendering a decision just 2 years after the act 
was passed, and by men who were on the Commission and helped 
draft the bill with the House committee. 

Now, not only in that decision, but the Commission has repeated|y 
decided, up until the Supreme Court decision last year, that the pro- 
ducer and gatherer is not subject to the Natural Gas Act. They have 
held it in 13 or 14 cases brought before them. The Natural Gas Act 
doesn’t apply to the producer, it was never intended. They held a 
general investigation of the natural-gas industry, and in their report, 
they found the producer and gatherer was not subject to the juris- 
diction of the Federal Power Commission. 

They wrote a letter to Senator Schoeppel back in 1944, Senator, 
when you were Governor of the State of Kansas, and this was a letter 
from the Federal Power Commission to vou, as Governor of Kansas, 
in which they made this representation to you: 

We wish to assure the representatives of all the gas-producing States that 
the Federal Power Commission has no desire to extend its jurisdiction to cover 
the production of natural gas, or otherwise invade what are properly regarded 
as the functions of the conservation authorities of the several States. 

Not only that letter to Governor Schoeppel, but in an order, a for- 
mal order issued by the Federal Power Commission in 1947, they 
stated : 
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The Commission gives its assurance to independent producers and gatherers 
of natural gas that they can sell at arm’s length and deliver such gas to inter 
state pipeline companies, and can enter into contracts for such sales without 
apprehension that in so doing they need become subject to the assertions of 
jurisdiction by the Commission under the Natural Gas Act. 

In other words, the Commission says there is no reason to have any 
apprehension about this, you producers and gatherers go ahead and 
sell your gas to the interstate pipeline companies, and you can do so 
without any fear, without any ap prehension that you are going to be 
subject to the jurisdiction of ‘the Federal Power Commission. 

Senator Pasrore. What is the date on that, sir? 

Mr. Searzs. 1947. 

Now, the Commission decided the Phillips Petroleum case. It first 
started, you know, with the Federal Power Commission, and the *y held 
the Phillips Petroleum Co. was not subject to the Natural Gas Act. 
That is one of the latest decisions. They have repeatedly held that by 
formal order, by representation to Governor Schoeppel, by 10 or 15 
decisions by the Commission they have held that, and what have the 
producers done 4 

Why, they have entered into contracts with these interstate pipeline 
companies, they have relied upon this express language that Senator 
Daniel quotes. They have relied upon the decisions by the Federal 
Power Commission, they have relied upon the orders of the Commis- 
sion, they have gone out and borrowed money from financial institu- 
tions. You know the producer doesn’t make a gas contract and sit 
down and produce his gas. Most of those contracts provide you have 
got to establish a daily delivery capacity of a certain amount, you have 
got to go out and drill additional wells to establish that delivery 
capacity. Therefore, the producer, when he makes one of these con- 
tracts, or most of them, have to go out and drill additional wells. Some 
of those wells cost three and four hundred thousand dollars, and many 
of these producers go to the banks and insurance companies and bor 
row the money, and those financial institutions have loaned mbney 
based upon the gas-purchase contracts. That is the collateral for the 
loan. The reason they are collateral for the loan is they are assured 
the producer is going to get income. Sometimes the producer is re- 
quired to assign ‘the payments to be made under a gas-purchase con 
tract. to the bank until the bank is paid the amount of that loan. 

Senator Pasrorz. Would you mind another interruption, Mr. 
Searls ¢ 

Mr. Searts. Not at all, sir. 

Senator Pasrore. If the Federal Power Commission gave the pro- 
ducers assurance in 1947 that they did not come under the Natural 
Gas Act of 1938, and there were, because of those assurances. certain 
contracts negotiated even with an escalator clause, you say under 
this order 174-A and 5 they froze the price at June 7, 1954, even 
under the terms of the existing contracts. 

Mr. Sears. Yes, sir; they did that. 

Senator Pastore. Could you elaborate on that, somewhat / 

Mr. Searts. I think the Commission thought, when they issued 
order 174 on July 16, that they had received a mandate from the 
Supreme Court of the United States, and that mandate was that they 
should regulate the prices of all producers, so they froze the prices 
as of the date of the Supreme Court decision, June 7, 1954. 
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Senator PASTOR I} at 1s not regi lat On. freezing of prices Is not 
eoulat 
\I Sear | that placed the burden Upol the Pp roducer TO Come 
9 ; : : 
Ol ncerease in his price. He had to then go before the 


Federal Power Commission and ask for an increase. 


Now, bi ontract might have provided that on August 1, 1954, his 
price would jump, would increase to a certain amount, because, as 
you know, most of these contracts provide for fixed escalations, and 
many times favored-nations clauses are in these contracts. 

nator Pastore. Now, what kind of procedure was initiated by the 

( ! ray t that point é Did there have to be a substantial show 

rw tT more | a matter of merely) Huhne a petition, showing 

the ence of the contract, 1 wo a faith, some time back, and being 
owed to proceed under the contract ¢ 

Mir. Searts. No; you would have to come in under what they call 

t (an) and (d) of the Natural Gas Act, and you would file 
what is known as at rease in rates. Then the Commission, within 

2) ley e Cat pe! d t| L rate. The hi the (Commis ion Cah orde a 
hearing, and require you to come before them, and try out the whole 
mattel 


t 


Now. there have been cases since June 7 where the Commission 
allowed increases to vo into effect. There have been other cases where 
llowed them to go into effect, and where there will have 
to be a hearing. 

ly otner we ds. t! C have taken jurisdiction over the price s under 
existing contracts by reason of the Phillips decision. 

Now. this matter, of course, has been before the Congress before. 
In 1947, Congress passed the Rizley bill—not the Congress, but the 
Liouse passed thr Ray ley bill which complete! \ exempted the pro- 
ducer of natural gas. In 1948, the Congress passed the Harris bill, 
and then in 1950, the (Congress passed the Kerr bill, and so the pro 
ducer thought his problems were solved, but then President Truman 
vetoed the Kerr bill. 

This matter has been before the Congress before, and each time it 
has been before the Congress, Congress has taken action, and, as I 
say, the Congress in 1950 passed the Kerr bill, which was an exemp- 
tion of the producer, but it was vetoed by President Truman, and 
now the Phillips case has been decided, and so we are now back before 
you in regard to this matter. 

Now, the question was raised, I think by Senator Duff this morning, 
and I would like to touch briefly on it, and that is if some phases of 
an industry are affected with the public interest, and are public utili- 
ties, should the entire industry be yublic utility? The mere fact, 
for instance, that the interstate indies companies have a right of 
eminent domain, or that the distributing companies have a right of 
eminent domain, should the producer be subject, then, to the Natural 
Gas Act? 

Now, as was pointed out by Senator Fulbright, the producer doesn’t 
have the right to go out and condemn a man’s farm and say, “I want 
to drill on that, and will pay you a reasonable price which I am re 
quired to pay under the Constitution of the United States.” He 
doesn’t have the right of condemnation. 

Now, I don’t think the mere fact that one segment of an industry 
may have the characteristics of a public utility should make all of 
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the segments, Senator, public utilities, and particularly in this par 
ticlular case, because the producer is about as far removed from a 
public utility operation as it is possible to conceive. 

Now, what happens with the gas pipeline company or the « 
tributing company? They make an investment in pipe. ‘They ca 
immediately start charging to get a 6-percent return on thia est 
ment. There is certainty of return, and it is by reason of that public 
itility characteristic that the courts have repeatedly held that a rate 
of return to a public utility should be less than that in ord v1 
facturing enterprises, or any other business that is subject to the up 
and downs of the economic cycle, because the public utility operation 
is supposed to go along with a steady return, and therefore, the rate 
of return is less. 

What is true with the producer? Only 1 well out of 9 is successful. 
In other words, he drills 8 wells, and he - a complete loss. He 
gets no return. Many of them never get to drill that ninth well 
because they go into bankruptcy or they cae all their money before 
they get to that producing well. The producer not only has that risk 
and that hazard, but even if he finds oil or gas, he is subject to all 
of the hazards of production. Water encroaches. He has to rework 
his well. Many times he finds oil or gas and it just equine s him to 
put more money in the investment, and he never comes out even, 
because he does not get his money back. 

It. is difficult to conceive of a more hazardous enterprize than the 
drilling for oil and gas, and that is why I say it is so far removed 
from a public utility operation. How could you regulate him as a 
public utility? Here is a man who spends a half a m ilo dollar 
drilling a well, and that is not uncommon these days in ' South 


west. Are you going to allow him to get 50 cents per M c for hi 
gas, whereas the man who drills down 2, 000 ae — spends fifteen 1 O1 
twenty thousand dollars drilling a well, is he going to get, say, 5 
cents per M. ¢. f. for gas? 2 

In other words, public utility standards can’t be made to apply 


to the producing end of the industry. I think clearly that is what 
the Federal Power Commission recognizes, that is why they have 
ppeared before the House committee, and 4 out of 5 of the Commi 
sioners have endorsed the Harris bill pending in the House, and have 
stated that free enterprise should be restored. They have done that 
for several reasons, and I think one of the most important reasons is 
they recognized that the important consideration is supply. 

Gentlemen, I can’t emphasize that too much. The important 
consideration today is supply. That is the important consideration 
in the public interest, and for the consumer, and the Commission 
recognizes that to be true. 

Second, the Commission knows that the producer does not have 
any of the characteristics of a public-utility operation, and should 
not be regulated as such, so they have come out and endorsed the 
Harris bill that is pending in the House, and by doing so I think they 
recognize that the producer should not be regulated, and that the 
Congress should confirm what I say was its intent in 1938, and that 
is that the producer should be exempt from the Natural Gas Act. 

Now, I would like to discuss, briefly, some of the provisions of this 
act or this bill that has been introduced by Senator Fulbright. 
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Senator Pasvore. Incidentally, Mr. Searls, I notice you have been 
speaking extemporaneously. Would you like for your prepared 
tatement to become a part of the record ? 

Mr. Searus. I would, sir. 

Senator Pasrore. The stenographer will take cognizance of that, 
please. 

(The prepared statement follows :) 


THE NATURAL GAS ACI Its HISTORY AND THE NEED FOR AMENDMEN1 


My name is David T. Searls, I am a partner in the law firm of Vinson, Elkins, 
Weems & Searls, Houston, Tex. 

My appearance in support of S. 1853 and in opposition to S. 1248 is primarily 
because of my conviction that S. 1853 is in the national interest and S. 1248 is not. 

S. 1853 assures the consumer of an adequate supply of natural gas delivered 
to the city gate at a reasonable price. It affords the independent producer the 
ight to receive the reasonable price for his gas arrived at competitively in the 
field, thus giving to him the incentive to undertake the risks and hazards which 
someone must take in order to insure an adequate supply. 

It allows the interstate pipeline transmission company to charge as an operat- 
ng expense the reasonable market price of natural gas produced by it or pur- 
chased from an affiliate, thus treating fairly and without discrimination all who 
assume the risks of exploring and drilling for gas, to the extent that they engage 
n the risk phases of getting gas from the reservoir to the city gate. 

Iam also in favor of this bill because it now specifies clearly and distinctly 
the jurisdictional extent to which I am satisfied the Congress intended to exer- 
cise its power under the commerce clause when it enacted the Natural Gas Act 
n 1958. 

The Supreme Court having determined by a 5-to-3 decision that the intent of 
Congress was otherwise (Phillips Petroleum Company v. Wisconsin (347 U. S. 
673)), only Congress can say authoritatively that the Supreme Court misinter- 
preted its intention. Not only has Congress the power, but it is its duty, to 
amend the Natural Gas Act to make its intention clear if the Supreme Court 
did not correctly interpret the act. 

The Supreme Court has repeatedly recognized the power and the duty of 
Congress to overturn its decision by holding that the failure of Congress to 
amend a statute after an interpretation by the Supreme Court will be deemed 
a confirmation of the Court’s interpretation. 

Congress has frequently asserted its power in this regard. One of the latest 
nstances is the Hinshaw amendment passed last year amending the Natural 
Gas Act to exempt certain activities by distributing companies which the 
Supreme Court, in Federal Power Commission y, East Ohio Gas Company (338 
U. S. 464) held were subject to the act. 

But, of course, it is not necessary that Congress find that its original intention 
was misinterpreted in order to amend the act. It is sufficient that it now 
believes that the act so interpreted is not in the public interest. 

vents leading to the adoption of the Natural Gas Act in 1938 and develop- 
ments subsequent to the act make it apparent that Congress did not intend the 
stutute to apply to field sales and transportation at the production and gathering 
end of the natural-gas industry any more than it intended the act to apply 
to the distribution and consumption end of the industry. It is equally true that 
the same national interests and constitutional safeguards which prompted the 


(C‘ongress, in 19358, to leave the production and gathering end of the natural gas 
business to the States exist as well, if not more so, today as they did then. 
IS LEADING TO ENACTMENT OF THE NATURAL GAS ACT 


a) United States Supreme Court decisions 


In 1924, the Court decided Vissouri ex rel. Barret vy. Kansas Natural Gas Com 
pany (265 U0. S. 298) In that case Missouri sought to prevent an increase in 
price of gas sold by an interstate pipeline company to local distributors. 

The Court held that because of the commerce clause, Missouri was not con- 
stitutionally empowered to regulate the rate charged the distributor by the 
pipeline company because the sale was an inseparable part of the interstate 
transaction. Three years later, the Supreme Court applied the same principle 
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to the interstate transportation and sale of electric energy in Public l 
Commission \ Attleboro Steam & Hlectrice Company (275 { S. So) 

The Natural Gas Act came about as a result of these decisions, because whi 
the States could regulate the rate charged by ocal distributing com) t 
onsumers, even though the distributing company bought the gus fron pipe 
ne company which had transported it from another State (the Suy ( rt 
had decided this in 1919 in Public Utilities Commission \ Lando 249 | s 
“36)), yet the States were precluded from regulating the rate at w 
los di tributing companies purchased their from hie nite i ( 
ompanies. So there existed this “gap” which precluded effec l 

Suming states 
Kederal rade (0) wis 0} } ext hion a 

In 1928, the Senate of the United States adopt Senate Re 

ng.. 1st sess.) which directed the Federal 7T le ¢ n v 

gs, to inquire int ind report t he Sennte } 
Ch vth of the d cay I of l 
sd 1 interstate or internation busine S ne ‘ ele 

ergy , gas, natural or artif 

Pursuant to this regulation, the Federal Trade Com - 

( estigation of the entire gas industry, and on Dy Ly? 

he Senate its final rey of the rede! Trade ¢ l te 
State pursuant to Senate Resolution $3, and designated as Docume N 92 
S4-A, consisting of more than 600 pag 

The report (p. 601) explained that the natura iS indus 
eparate and distinet phases, each with its own unique ope *, p 
nd economie functions. The first is the production and gatheri of 
field by the independent producer (i. ¢« one who produce 1 
he ld but does not o ‘ opel in el e trans! 

is is moved from the field to consuming market and n 

pany which owns such a line 
The second is the interstate trans yn of the \ pe ( 
consumer markets. The third is the local distribution of the g 
s Che report of the Federal Trade Com sion was d ted 
gulatior f on the pra ces of the e] t n ! 
ch were transporting the gas from the field to consumer 

he middle segment of the industry. 

It was only that segment of the industry in which the evils existed 

pictured as occupying a dominant and monopolistic position in the 
WW ! respect to the two-end segements, whieh the report find vere ffi i 

» dominant position of the pipeline phase, tl frade Comm m rey eds 

“A most striking characteristic of the natural-gas industry ; ! 

nducted is that it is strongly competitive both in procurement of the 

in sale or disposal It is highly competitive at both ends and in 2 of 

roups of functions” (FTC Report, 112) 

However, with respect to the middle or transmission phase of the dustry, 

as said: 

‘The function of transmission of natural gas * * is, on the other han 
f the least competitive situations to be found” (id. p. 112). 

After observing that “the interstate pipeline companies * * * are at present 


virtually free of regulation” and “the movement of gas in interstate comme 
cannot be regulated by the States * * *, and has not been regulated by the Cor 
gress,” the Trade Commission concluded: 

“The need for Federal regulation of the activities of such interstate pipeline 
companies appears too evident to require further discussion * * *” (id., pp 
613-614). 

The only regulation pertinent to independent producers suggested by the Trade 
Commission was to protect them from abuses by transmission pipelines, and 
related to “State compacts and State laws for ‘unitized’ operation in each field 
with fair and equitable prorating of payments for gas or of distribution of net 
earnings, or State common purchaser or equitable ratable taking law 
(he Commission suggests these may be emobdied in State legislation reinforced 
y a Federal statute prohibiting the introduction of gas into interstate com 
merce in violation of such State acts” (id. p. 616). 

That the true scope of the Trade Commission report was leveled at the middle 
segment of the industry, that is, its interstate transmission phase, is probably 
best summarized in this general statement : 


} 


B3057 DD 7 
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“So, broadly speaking, we have in natural gas a situation which no matter 


ho fully and prope integrated w present at both ends problems which are 
either entirely of local concern, or which are of both local and general publi 
concern, and in be een a field of interstate transportation where only throug! 
the exercise of Federal jurisdiction can proper solution be obtained” (id. ,p. GO2 

Thus, it appears that the Federal Trade Commission presented to Congress onl 
the problems created by the acti ies of the interstate transmission companie 
which were t insporting the is from the producing fields to consumer markets 
and whose sales to the local distributing companies had been held by the Supreme 
( irt as beyond the constitutional powers of the States to regulation, and hence 
whose activities were free of all regulation because of the absence of congres 
siona ion 

It as that phase of the industry—and that phase alone—which was single 


i i ‘ i 
out as requiring Federal regulation. And subsequent legislative developments 
hat segment of the industry to which Congress d 


rected its attention in enacting the Natural Gas Act. 


establish that is only 1 


(c) Committee hearings and reports 


On March 6, 1936, Congressman Lea, of California, then chairman of the sul 


committee of the Committee on Interstate and Foreign Commerce, introduced 
in the 74th Congress, 2d session, H. R. 11662, a bill to regulate the transportatio1 
and sale of natural gas in interstate commerce, and for other purposes. 

For a comyp: n of the jurisdictional coverage of this bill and H. R. 6586 
vhich became the Natural Gas Act, see appendix to this statement. 

In the hearings before the House Committee on H. R. 11662, the first witne 


was Dozier A. DeVane, then Solicitor of the Federal Power Commission, wh 
appeared at the request of the chairman of the committee, and testified on thi 


e of the D ri testimony 18 oL particular signilcahce pecause represen 
‘ f the Fed Power ( mission had participated in the drafting of tl 
proposed rislation (See De\ é Highlights of Legislative Iiistory of th 
oer | ! } s Act 1938S, 14 Geo Was! L,. Re 
~ ) 145 
In explainil the bill Vir. DeVane expres Sih stated that under section 1 (b 
the Com : d have n urisdiction over the rates for natural gas tha 
re paid il e gathering field. The fol ng discussion took place: 
Mr. DEVAN mw, section 1 (b) also provides that the Commissi 
shall have no jurisd n over the gathering rates for natural gas. 
Cooper. What do you mean by gathering rates? 


“Mr. DeVANE. The rates that are paid in the gathering field, Mr. Cooper 
(Hearings before subcommittee of Committee on Interstate and Foreign Com 
merce on H. R. 11662, 74th Cong., 2d sess., p. 28 (1936).) 

He made the same point again in the following colloquy with a member of 
the committee (id., p. 34): 

“Mr. Cote. Does this bill give anywhere the Commission power over the souree 
of natural gas in the different fields in a manner which we might call comparabl« 
to that which your Commission now has over hydroelectric generating plants 

‘Mr. DeVANner. It does not; no. It does not attempt to regulate the gather- 
ing rates, or the gathering business.” 

And at page 41 he stated: 

“Mr. DEVANE. * * The real question we are dealing with here is this: Ther 
is a complete hiatus in the regulation of rates charged by these pipeline com 
panies to the local distributors of gas throughout the United States, and we 
are trying to augment State regulation by conferring authority upon a Federa! 
agency to fix those rates.” 

At another point in the hearings the chairman of the committee again raised 
the point, and Mr. DeVane again explicitly stated that the legislation did not 
authorize regulation of field prices (id., pp. 42-48) : 

“Mr. Lea. Mr. DeVane, I would like to go back just a moment. Of course, 
is a question of regulation. Suppose that the A company owns a gas supply and 
the B company transmits it into another State, distributes it to a local company 
for distribution. 

“Now suppose the question arises as to whether or not the charges which th: 
A company makes against the B company for the gas are reasonable. What, it 
any, authority would the Commission have on that question under this bill 
Do you get my question? 

“Mr. DeVANE. Yes; if I understand your question concerning the price paid 
te the A company, there is no control of the gathering rate; the Commission 
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would not have jurisdiction. That price is fixed by competitive cond ns that 
exist in the field. But it matters not how many different ownership ere Ly 
be between the time the gus starts to move in int 

the city gates. Ownership might change a dozen times—A company sell to B 


erstate commerce and Zel Lo 


i fs company sell to ¢ all those rates would be subject to regulation 
“Mr. Lea. Well, when the supply company is brought befor e ¢ 
action to regulate its rates, and t ey say, ‘We h e vot oy ‘ ik 
for gas; we cannot control that price which they charge us, at 
charge a higher price delivered to the buyer,’ does the Commissiot 


powe ‘over that? 
“Mr. DEVANE. No; not the pr e that is paid to th eatherer, to tl 








produces it; that is binding if the transaction i at arms lenetl If 
transaction is not at arm’s length, of course, its reasonablene n b lired 
into, under the decisions of the Supreme Court.” 

Until last summer, this testimony of Mr. DeVane had always been recognized 
having great significance in any discussion of the intent of Coligress n iSSIn 
the Natural Gas Act. The Supreme Court had so recognized it 

In Federal Power Commission v. Panhandle Hastern Pipe Line Ce (337 I ~ 
198. 505, footnote 7), the Court gave great weight to M DeVan t ! ny, 
quoting part of that which I have just quoted. It described the bill wl Myr 
DeVane was discussing as “substantially similar to the Natural G: \ 

In Phillips Petroleum Con pany Vv Wisconsiv (546 | S. 67 >»), The ¢ 
the first time, refused to give any weight t Ir. DeVane stimon ( 

{ iris Vi i id I ut sald rs: J 
2 had I si it t) ib 
eme Ce ( t ae ence hich M el 
I alway} ni al pr Ir. DeVa 
On Apri tt on | it i ¢ 
ted H. ath I ( | ( 1 ‘ [hit 
‘ ral ( ped e] $ 
Substantially iden l with H, R, 12680 wi 
| ted by the Committee on Inte! and koreign 
Congress, 2d session * * *” (Report of the House Committee on Inte 
Foreign Commerce on H. R. 6586, T5th Con p. 1 (1937 

H. R. 12680 ferred to in the re} t wa the ended b port he 
| f the hearings had on H. Rk. 11662 at the same session of tl] t4 ( 

H. R. 12680, like H. R. 11662, purported to give the Federal | ‘ ( 
urisdiction over “transportation of natural gas in inters l 

sale of such gas for resale to the public, but does not 

of natural gas, or deprive a State of any lawful authorit l 

the distribution and sale of natural gas local): (House Repott « 
H. R. 12680). 

And the report proceeds 
the present bill would for the rst time provi for tl a 

of natural gas companies transporting an elling natura s; in tel 

mimerce” (p. 1). 

That language leaves little doubt that the committee thought is reg 
lating only the unregulated middle segment of the natu ¢ industi i 
the interstate pipelines, and particularly their sales at the city ite 

The report states that the bill (id., pp. 1, 2 

‘* * * confers jurisdiction upon the Federal Power Commi n over the 


transportation of natural gas in interstate commerce, and the sale in interstate 
commerce of natural gas for resale for ultimate public consumption for domest 
commercial, industrial, or any other use. 

“The States have, of course, for many years regulated sales of 1 





to consumers in intrastate transactions. The States have o | ible te 
regulate sales to consumers even though such sales are in intersta i ( 
such sales being considered local in character and in the absence of congre 
sional prohibition subject to State regulation (See Pennsylvania Gas Co 
Public Service Commission ((1920,) 252 U. S. 23.) There is no intention in 
enacting the present legislation to disturb the States in their exerci of such 


jurisdiction. 

“However, in the case of sales for resale, or so-called wholesale sales, in inter 
sate commerce (for example, sales by producing companies to distributing com 
panies), the legal situation is different. Such transactions have been considered 
to be not local in character and, even in the absence of congressional action, not 
subject to State regulations. (See Missouri v. Kansas Gas Co. ( (1929), 265 U.S. 
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298) and Public Service Commission v. Attleboro Steam & Electric Co. ( (1927), 


m3 U. S. 83) Thi asic purpose of the present legislation is to occupy this 
field in whic the Supreme Cou h eld that the States may not act.” 

Phe report the pointe ) ( “) 

The bill takes no ; hori from State mmissions, and is so drawn as to 
mplement d ! ner usurp State regulatory authority, and contains 
ovisions for cooper: e actiol hS e regulatory bodies.” 

It l 
Che bill provide f regulation alo recognized and more or less standard- 
d line There j ing } ( pro ns, and it is believed that no 
iOl ‘ nre ‘ 
I submit that the committee would hardly have said that the legislation con- 
tained “nothing novel” and provided for regulation along “recognized and more 
. lay f cl be that was for the first time extend 
is a high-ri f ive business having none of the characteristics of a 
It differs radically from the business of the interstate transmission companies 
vhich consists chiefly of providing a transportation service and which closely 
resembles the industries historically regulated as public utilities 
There were no hearings in the Senate on the bill, as the Senate report adopted 
ma re ed he | port on H. R. G586 (See S Rept. No. 1162, 75th 
Cong IST SESS. ) 
d) The debe 
H. R. G5S6 vy passed by both Houses of Congress without extensive debate, 
the bill being described in both Houses as noncontroversial in nature (81 Con 
gressional Record 6726; 83 Congressional Record 8347). The debates reflect 
the same views about the purpose and scope of the legislation that were expressed 
n the earli f the leg tive his J 
Thus the bill was regarded as directed at the practices of the interstate trans- 
mission lines that were engaged in moving gas by pipeline from the producing 
fields to the consuming markets. The bill’s sponsors made this point specifically 
in their descriptions of the bill and referred particularly to the necessity for 


ederal regulation of the prices charged by the interstate transmission com- 
panies at the city ites (81 Congressional Record, 9316 (1937) ). 
There was no reference in the debates to any problems created by the activities 


of independent producers or gatherers and no assertions that the bill was in 





gulate their activities or the prices that they charged in the field 
produced or gathered. 
was told that the “only provision in the bill which seems to look 
ition of the natural gas resources of the country is that contained 
n the provision relating to the State compacts (sec. 11)” (81 Congressional 
Record 6726 (1937) ). 


In Federal Power Commission v. Panhandle Eastern Pipe Line Co. (337 U. S. 
198, 512, n. 16), the Supreme Court pointed out that in 1937, while Congress 
vas considering the passage of the Natural Gas Act, another bill was introduced 
in both Houses of Congress which would have extended the authority of the 
Kederal Power Commission “to the procurement of natural gas’ for inter- 
tate transmission. The Supreme Court commented: ‘The provisions of this 
bill, however, failed of adoption; instead Congress enacted section 1 (b) with 
its specific exemptions from the coverage of the act.” 

In the House the chairman of the House Committee on Interstate and Foreign 
Commerce took the lead in presenting the bill. He stated that the report of 
the Federal Trade Commission provided the “statistical background that gives 
the setting for this legislation”; that “the city-gate rates in an interstate ship- 
ment could be controlled by the Federal Power Commission under this bill” 
and that the “State commission does not have that power now”; that “this bill 
takes nothing from the State commissions”; and that the bill “does not apply 
to the production and gathering of gas” (81 Congressional Record, 6721). 

Other members of the committee that reported the bill repeated and enlarged 
upon the same themes. It was said that the “State commissions have had no 
power over the interstate activities of the pipeline companies” (id., p. 6726) 
and that they were “charging what they please at the city gate” (id., p. 6724). 

Congressman Halleck of Indiana explained that “in many instances the trans 
portation Company, transporting in interstate commerce, has charged a rate 


rey 


which is higher than is deemed fair and reasonable” (id., p. 6723). 





ay 
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Congressman Halleck explicitly stated that the bill would authorize regulati 
af the prices at the city gates in the following passage (id., p, 6723) 


“In the past few years the interstate transportation of gas in large pipelines 
at high pressure had been growing by leaps and bounds. Gas is brought from the 
producing areas in these pipelines and sold at the city gates to the publie utilities 
which distribute the gas to the consumers It is obvious that distri 


gas by the local distributing company is subject to State regulation and the 


interest of the consumers are protected by State regulatio! 


“However, the transportation of gas in interstate Commerce in the pipeline 


aud its sale to the distributing companies for resale is not subject to Stat 
regulation, and as a result, we have had a situation under which the pri 

charged the distributing company at the city gate has been fixed wholly by the 
judgment, discretion, or action of the interstate company It is charged th: 
in any cases that price is excessive. This bill seeks to regulate those prices 


Another proponent of the bill stated its purpose as Tolow (id., p 6726) 


It gives the Federal Power Commission power to fix the cost of the Uns] 
tation of natural gas shipped in interstate commerce and the wholesale pi 
Which may be charged for it at the Consuming centers 

In the Senate, where there was even less debate than in the House thre 
scope of the legislation was similarly explained. ‘The chairman of the Committee 


on Interstate Commerce, in explaining the bill, said (id., p. 9312) 

“Mr. WHEELER. It does not attempt to regulate the producers of natural g: 
or the distributors of natural gas; only those who sell it wholesale in interstate 
commerce 


t + * * 4 * 


“Mr. AustTIN. Is the bill limited in its scope to the regulatic of trans 
portation ? 

“Mr. WHEELER. Yes; it is limited to transportation in interstate Commerc 
and it affects only those who sell gas wholesale.” 

At a later point in the debate, Senator Wheeler framed the problem to which 
the bill was directed as follows (id., p. 9314) : 

“The purpose of the bill is to help the State commissions and the people 
the country find out what is the cost of transporting natural gas to the larger 
cities, such as Detroit, Chicago, Cleveland, and New York City, It does not de 
any good to give the Illinois Commission the power to regulate the price of 
in the city of Chicago if they can be held up—and that is all that if 
by pipeline companies which ship the gas to Chicago and be t 
cost the city of Chicago so much at wholesale for this gas... What good doe t de 
the people of Chicago if they cannot reach the wholesale pr 
thing to regulate the pipeline companies which transport the gas into the @ 
Chicago?” 

In voicing agreement with Senator Wheeler, other Senators expressed the 
problem in similar terms (see 81 Congressional Record, p. 9315) : 

As the Senator says, when an effort is made to regulate the price o 
gas, we will say, by way of illustration, in Terre Haute, Ind., just across the 
[}linois line, as far as the public service commission of the State of Indiana 
can go is to ascertain what the wholesale price is to the gas company in Terre 
Haute. 

“That may be 50 or 60 cents a thousand; but when they say, ‘Produce you 
contract and let us look into the cost of getting that gas to the gateway at 
Terre Haute, Ind.,’ the companies replies, ‘Oh, no; that is interstate commerce 
and you cannot enter into that field.’ 

“Therefore, as the Senator has pointed out, our Public Service Commissior 
‘annot determine whether or not the people of Terre Haute are being charged 
a fair rate for their gas, because it cannot determine the fairness of the whole 
sale rate that is charged at the gate at Terre Haute,” 


‘ice, and do some 


2 THE NATURAL GAS AC 


The intention to confine the regulation to the interstate transmission con 
panies and to exclude producing and gathering, including field sales, from 
regulation, would appear apparent on the face of the statute. Section 1 (a) of 
the act describes the business to be regulated in terms that are applicable to 
interstate transmission and not to producing and gathering. Section 1: (b) 
says it shall apply only to transportation and sales “in interstate commerce 
The concluding clause of section 1 (b) expressly excludes “production or gath 
ering” from regulation, 
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Subsequent sections of the statute defining the regulatory powers conferred 
upon the Federal Power Commission provide additional support for this inter- 
pretation of the words. The description of these powers shows that they are 
designed to apply to the interstate transmission companies and not to producing 
and thering 

For example, the rate regulation pres« ribed in sections 4, 5, and 6 of the act 
provides for the traditional form of public utility regulation—a kind of regu- 

tion that historically has been applied to common carriers and to electric, 


gas, and Simila uublie utilities. 








These section over in the classie language of utility legislation the matter 
f rates and charges. The words used these sections set standards for rate 
making which are appropriate to the transportation services performed by the 
interstate t ns! sion companies but which would be inappropriate and un 
uitable to the economic problems and special characteristics of producing and 
iy li 
uld normally and naturally be applied to regulation 
f ‘ are inconsistent with the 
Z| tir duction or mining industyi uch as producing and gather 
¢ ( } he 1 e! vers conferred upo 1e ¢ 
l amination of the provisions of the act authorizing 
© % i will ( qa sery Those provisions, f nd 
i | ) 
vive he ¢ ! ithority to direct a natural-gas 
{ i ad ft cline 
! he insport 1 facilities” of a 
g ( ‘ person or mu ipality engaged 
g Py Lie l n of nat ui a a i 
hie } 
‘ 7 ( ! sion Col t for t] al doninent of “f ilities 
ol the ¢ mn m, or any vice rendered by means 
{ l I l s 

sect 7 (¢c), as origi y enacted, provided that no natural-gas company 
ould, w 0 obtaining a certifics f convenience and necessity, undertake 

he n or extension of any fa ties for the transportation of natural 
gas to a market in which natural gas is already being served by another natural- 
gas « pany.” 

In 1942, subsectior ) was amended to provide generally that no natural-gas 
compan) el e in the transportation or sale of gas subject to the jurisdic 
tion of the Conimission or undertake the construction of extension of any facili 
ties therefor without a certificate of convenience and necessity. 

These provisions cannot be construed as giving the Commission any authority 
whatsoever over the facilities used or the service performed in the course of 
production and gathering. The Supreme Court rejected such a suggestion in 


Fe er? ] Powe rtonvm S207 V. Pai hay Lh Rast 7h Pipe Line Co. (337 az ». 408 ) 


This limitation on the Commission’s authority is of substantial significance in 


the present discussion. The sale of gas by an independent producer or gatherer 
involves more than a price or rate. It also involves such matters as the avail- 
ability of facilities and continuity of service. 


If congress had intended to regulate the business of independent producers 
or gatherers it would hardly have authorized regulation of one aspect of that 
business, i. e., the prices charged in sales, and at the same time denied authority 
to regulate an equally important aspect of sales, i. e., facilities and service. 

The fact that the latter power is not conferred is persuasive evidence that 
the statute was not intended to authorize regulation of any aspect of the business 
of independent producers or gatherers. 

Notwithstanding this evidence to the contrary, the Supreme Court in the 
Phillips case said that by the language used in section 1 (b) of the Natural Gas 
Act, Congress extended its intent to regulate independent producers. The lan- 
guage relied on by the Court, and by those who have favored jurisdiction by 
the Federal Power Commission over independent producers, is the term “sale in 
interstate commerce for resale.” 

Considered in its widest application, that term may be broad enough to 
encompass the sale by a producer to a pipeline company which thereafter trans- 
ports the gas to another State and resells the gas to a distributor. 
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I do not believe, however, that Congress used that term for that purpose 
(hat term was inserted in the Natural Gas Act because of problems entirely 
inrelated to the regulation of independent producers and without any thought 
that such language would ever result in such regulation. 

The language of H. R. 11662, which was the first bill considered in the passage 
if the Natural Gas Act, did not use the term “sale in interstate commerce for 
esale.” H. R. 6586, which ultimately became the Natural Gas Act, did use that 
term 

In the Phillips case, the proponents of jurisdiction over independent produ 
irgued that the change in language reflected not only a change in wording but 

change in philosophy as well that somewhere between the two bills, Congress 
letermined to regulate independent producers and. accordingly, changed the 
ancuage in the bill 

Chat view was apparently adopted by the Supreme Court in the Phillips case 


rhere is nothing in the hearir s before the congressional committe Ol e 
ittee report, however, which substantiates that supposed change in put ‘ 
Phere is nothing which would indicate that the testimony of Mr. De\ e | 
heen repudiated or discarded or that the supporters of H. R. 6586 Cl 
affect ind pendent producers to any greater degree than Mr. DeVane’s 
imony on H. R. 11662 had indicated 
The pposed change in purpose nh t rest s 1 n the difference 
1 not upon any expressed desire or need to reg 
nvthing, the bills considered subsequent to H. R. 11662 broadened 
exemption for independent producers by addi 
H. R. 11662 had exempted only “production.” 
\ ! er of fact | differe i l t\ . 
t about by problems whic had nothi vith inade nade 
ne the inguage of t >i fb? oO ) ropose ft t 
lid not intend to broaden the 1 liction of the Federal ] er ¢ 
I believe, had not the slightest thought that the different n ld 
any effect upon independent producers 
The change in language grew out of testimony in the hearings on H. R. 11662 
d H. R. 4008. The language of H. R. 11662 was criticized on the grou that 
sing the Commission’s jurisdiction upon gas in “high-pressure mail ich 
the language used in that bill, might result in Federal regulation of some 


listributcrs who made sales to consumers at high pressure. 

Apparently to satisfy this objection, the language of section 1 (b) was changed 

hen H. R. 4008 was introduced, deleting the reference to gas in high-pressure 

ains and substituting “the sale of natural gas at wholesale to the publi 

That language also met with some objections, however, again wholly unrelated 
to independent producers. Testifying before the House committee, Mr. #. R 
Booth, acting counsel for the Illinois Commerce Commission, expressed the fear 
that the language of H. R. 4008 might not give the Federal Power Commission 
jurisidction over sales by one transporter to another. 

He pointed specifically to the situation at Chicago, where there were sales 
between affiliated transmission companies before the gas was sold to the local 
listributor. He requested that there be no loophole in the bill whereby these 
sales between transporters could escape regulation. 

He suggested that the language be further modified so that it would apply to 

sales in interstate commerce at wholesale for resale, so that it would cove 

e transactions between the Natural Gas Pipe Line Co. and the Chicago District 
Pipe Line” (hearings on H. R. 4008, p. 46). 

Chere was no suggestion by him or anyone else that the purpose of the change 
vas to extend the jurisdiction of the Commission to independent producers 

In making the revisions requested, I submit that Congress had no thought that 
the term “sale in interstate commerce for resale” would be broad enough to 
apply to independent producers. This was because Congress undoubtedly felt 
that a sale by a producer, within the same State in which the gas was produced, 
was not a sale in interstate commerce, even if the pipeline company later trans- 
ported the gas in interstate commerce. 

I do not mean by this that the Members of Congress were ignorant of the law: 
many Members of Congress and some of those on the congressional committees 
were eminent lawyers who had given up successful law practices to serve in 
Congress. 

But the law as to what constitutes a sale in interstate commerce was not 
then crystallized. Most of the broadening of the power of Congress under the 
Commerce Clause has come from decisions handed down by the Supreme Court 
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since 1938S. Even today, there are proceedings pending before the Commission 


to determine whether certain types of sales are “in interstate commerce,” so 
that this question is still subject to vigorous debate. 
At the time of the hearings on the bills which became the Natural Gas Act, 


there were perhaps a few decisions which portended the broad sweep of the 


power of Congress under the Commerce Clause jut the yvreat majority of 
awvers would have advised their clients that such a sale would not be in 
Interstate Commerce 
The decision of the Supreme Court in Champlin Refining Company v. Corpora 
on Commission of Oklahoma (286 U. 8. 210), for example, tended to indicate 
that such sales would be considered a part of production, and, therefore, local 


and not vet in interstate commerce, 

Even Mr. DeVane, in a memorandum which he prepared in support of the 
constitutionality of H. R. 11662 and which was filed with the House committee 
(hearings H. R. 11662, pp. 12-16), did not indicate that sales by independent 
producers would be “in interstate commerce.” 

If anything, he left the impression that they would not be. The thoroughness 
of that memorandum indicates that if he had had any thought that such sales 
night be in inerstate commerce, he would have discussed that question, 

It was not until the decision of the Supreme Court in 1946 in Interstate 
Natural Gag ¢ onpann Vv. Federal Power Commission (331 U. Ss. 682), that the 
Court first determined that sales of gas within the State where produced could 
be sales in “interstate commerce.” Even at that late date, the Court found 

ecessury to devote half of its opinion to resolving that one question 

With the doubt existing that sales by independent producers would be in 
nterstate commerce. Congress had no hesitation in the use of the term “sale in 
interstate commerce for resale Such term did not require explanation to 
how independent producers were to be exempt from the jurisdiction of the 
Commission 

As Congress viewed it, independent producers were not included within the 
cope of that term and so exemption was not required. This is made clear by 
the language in the House report that the exemption of production and gathering 


was “not actually necessary, as the matters specified therein could not be said 


fairly to be covered by the language affirmatively stating the jurisdiction of the 


Commission” (H. Rept. 709, 75th Cong., Ist sess., p. 3). 
Nevertheless, to be doubly sure, and possibly in anticipation of the fact that 
some producing fields might cross State lines, Congress expressly exempted 


production and gathering 

We have a situation, therefore, where words used by Congress which were 
thought to exclude a certain business have been construed to constitute an intent 
to include the very business which was thought to be excluded, as a result of the 
changing concepts of constitutional law. 

The bill which is presently before you is designed to define the term “Sale in 
interstate commerce of natural gas for resale” in words which will convey the 
thought that was originally intended. 

As so defined, the control of production and gathering will be returned to the 
States, the place where Congress thought it would remain at the time the Natural 
Gas Act was passed 


EVENTS SUBSEQUENT TO THE ACT 


(a) The Federal Power Commission 

rom the date of the passage of the Natural Gas Act in 1938 until the issuance 
of its order 174 on July 16, 1954, a period of 16 years, the Federal Power Com- 
mission has consistently construed the act in a long line of decisions as not 
authorizing the regulation of sales by independent producers. The first case to 
present this question came before the Commission just 2 years after the act 
was passed. 

In the Matter of Columbian Fuel Corporation (2 F. P. C. 200, decided June 29. 
1940) : In that case Columbian was engaged in producing and gathering natural 
gas and selling and delivering the gas at the termini of its gathering lines to an 
interstate transmission company. 

The question was whether the Commission was authorized by the statute to 
regulate these sales. In the words of the Commission the issue was “whether the 
Natural Gas Act confers on the Federal Power Commission, jurisdiction over a 
company engaged solely in the production and gathering of natural gas when 
such company is also engaged in the sale of such gas in interstate commerce.” 
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After a review of the terms of the statute and its legislative history the Com 
mission, with one member dissenting, concluded that Congress intended 
regulate only “pipeline” companies and that it was (id., p. 20S) “not the intentio1 
of Congress to subject to regulation under the Natural Gas Act all persons whose 
only sales of natural gas in interstate commerce, as in this case, are made as an 
incident to and immediately upon completion of such person’s production and 


gathering of said natural gas and who are not otherwise subject to the jurisdic 
tion of this Commission.” 
It is noteworthy that 3 of the 4 Commissioners who joind in this decision 


vere members of the Federal Power Commission at the time the Natural Gas 


Act was pas ed and that one of the 3, Commissioner Seavey, had been designated 


by the Commission to assist the congressional committees in drafting the bi 
that ultimately resulted in the passage of that statute (DeVane, Highlights 
Legislative History of the Federal Power Act of 1935 and the Natural G: Act 
of 19838 (14 Geo. Wash. I. Rev.. pp. 30, 39 (1945)): Re Phillips Petroleum Co 

(1951), 10 F. P. C. 246, 247.) ) 

Other decisions by the Commission to same effect are: Repollo Oil Co 5 
F. P. C. 1004 (1941) ) : Sinclair Prairie Oil Company (2 F. P. C. 1009 (1941) ) : The 
Fin-Ker Oil and Gas Production Co. (6 F. P. C. 92 (1947)): Tennessee Gas 
and Transmission Company and the Chicago Corporation (6 FB. P.C. 98 (1947) ) 
Kansas-Nebraska Natural Gas Co.. Inc. (6 F. P. C. 644 (1947)): R. J. and D. ] 
Whelan (6 F. P. C. 672 (1947) ): Hassie Hunt Trust (6 F. P. GC. 8385 (1947)): 8 
lair Prairie Oil Co. (6 F. P. GC. 1059 (1947)) +: LaGloria Corp. (7 F. P. 4 49 
(1948)); The Superior Oil Co. (7 F. P. C. 627 (1948) ) : and Phillips Petroleum Co 
((1951) 10 F. P. C. 246) In this last opinion the Commission said (266) 


“Tn no case in its history has this Commission held that the act gives it juris 
diction over a company solely by reason of its movement of gas in interstate 
commerce or sales in interstate commerce for resale, where such movement or 
sales take place in the process of production or gathering.” 

In connection with its natural gas investigation, Docket No. G—580, the Com 
mission released its staff report on section 1 (b) of the Natural Gas Act with 
reference to production and gathering (March 1947) in which at page 3 it is 
stated: 

“The exemption, in section 1 (b), is complete and would clearly seem to 
exclude from regulation under the act, sales made incident to or immediately 
upon the completion of production or gathering and before interstate trans 
portation begins.” 

And, after discussing the legislative history of the act, it proceeds (id., p. 12) 

“Specifically, it was understood as the act took final shape that arm’s length 
sales made by producers or gatherers who are not natural-gas companies and 
do not move gas beyond the point where gathering is completed were fo be 
exempt from regulation under the act.” 

It is also observed (id., p. 41): 

“However, since the conclusion herein is that the act, both as to its intent 
and the language of section 1 (b), is already definite on the point, that sales by 
independent producers are exempt, there would seem to be no fundamental 
need for an amendment of the act * * *” 

And, finally, in referring to the adoption of procedure “to confirm the mean 
ing of section 1 (b),” the staff recommended that it should be made clear that 

id:, mp: 44): 

“All activities, including sales made at arm’s length, by those who only pro 
duce, gather, or process natural gas prior to its transportation or sale by others 
for resale in interstate commerce, are exempt from the jurisdiction under the 
provisions of the Natural Gas Act.” 

The staff report of March 1947 contains a section on public statements by the 
Commission (pp. 24-26) wherein is reproduced, among others of the same tenor, 
a letter dated December 30, 1944, from the Commission to Gov. Andrew F. Schoep 
pel, then Chairman of the Interstate Oil Compact Commission, wherein it is 
said (p. 24): 

“We wish to assure the representatives of all the zas-producing States that 
the Federal Power Commission has no desire to extend its jurisdiction to eover 
the production of natural gas or otherwise invade what are properly regarded 
as the functions of the conservation authorities of the several States * * *” 

On August 7, 1947 (shortly after the Supreme Court decided Interstate Natural 
Gas Co. v. FPC (331 U. 8S. 682)), in which the Court used language which some 
people feared might subject sales by independent producers to Federal regulation 
under the act) the Commission issued its Order No. 139 in Docket No. R-106, 
in which it announced that it would: 
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oS) ha 


“* * * construe the exemption contained in section 1 (b), to the effect that 
the provisions of the act shall not apply to the ‘production or gathering’ of natural 
gas, as including arm’s-length sales of natural gas by independent producers and 


gatherers, made during the course or upon completion of production and gath 


ering * * so that there may be no basis for misunderstanding or continuing 
expressions of fear and uncertainty regarding this matter, which is noncon 
troversial. The Commission gives its assurance to independent producers and 
gatherers of natural gas that they can sell at arm’s length and deliver such gas 
to interstate pipelines and can enter into contracts for such sale without appre 
hension that in so doing they may become subject to assertions of jurisdiction 
by the Commission under the Natural Gas Act 

“The rule herein has this specific purpose and is issued at this time because 
the Congress has not yet reaflirmed such exemption by amending the act. It is 
also our intention, in keeping with the position heretofore taken, to continue 


to recommend to the Congress that it take appropriate clarifying legislative 








action regarding this matter.” 

However, apparently in view of the proceeding then pending before the Com 
mission to determine whether it had jurisdiction of the rates being charged by 
Phillips Petroleum Co., the Commission revoked the foregoing order 159 on 
July 11, 1950, by the issuance of order No. 154 

Thereafter, however, on August 16, 1951, the Commission decided Re Phillips 
Petroleum Co. (10 FPC 245) again holding: 

The facts of this case convince us that we have no jurisdiction over Phillips 
We find that its operations, so far as relevant, consist of production and gath 
ering, or incidents of or activities related to these functions, thus requiring 
their inclusion within the act’s exemption.” 

The Commission thereafter itself argued the Phillips case before the Supreme 
Court in an unsuccessful attempt to have its conclusion upheld 

The Commission for many years has required interstate pipelines, in applying 
for certificates of public convenience and necessity, to submit copies of the con 
tracts under which they purchase gas in the field, as evidence of reserve. 


And in rate cases involving these pipeline companies the Commission has re¢ 





peatedly accepted as operating expenses of the pipelines, the prices actually paid 
by them to producers and gatherers for their gas. Desipate these full disclosure 
over the years, the Commission had not attempted, until after the Supreme Court 
decision on June 7, 1954, in the Phillips case, to regulate the producers 01 
gatherers. 

This consistent construction of the jurisdictional provision of the act by 


administrative agency designated to carry its provisions into effect is of utmost 





significance. This is particularly true when it appears that 3 of the 4 Commis 
sioners who decided in the Columbian Fuel Corp. case, 2 years after the a 
became effective, that the sales by independent producers were not covered b 
it, were also in office When the act w Ss passed. 

in f one of th three Commissioners had presented testimony for the 
Col s ( e Tk e committee 

Since the decision bl he Supreme Court on June 7, 1954, in Phillips Petrolew 
Co, v. Wiscons t ie members of the committee are no doubt aware of the 
174 ser of order rder 174 sued l M54: order 174-A issued Augu 
6, 1954, and order 174—b 3 ed n December 17. 1! !), issued hy the Federa 
Powe! mim ! rhe eifec f these orders is to hr r independent produce 
under comple ( I of the Com ion by freezing their prices as of June 
1004. reauirit the fili of rates schedules and obtaining of certificates of pul 
ice convenience and necessity Independent producers are told they cannot 


terminate their contracts, even though the right to do so is expressly conferred 
unless the Commission agrees, that they cannot abandon service or facilities unles 
the Commission first consents unless they prove that they must do so to comply 
with a valid conservation order of a State agency. 

And, of utmost portance, price clau in existing contracts are not pe 
mitted to operate without prior applications for price increases to the Con 
mission. 


On April 5, 1955, one of the Commission’s presiding examiners issued a de¢ 


sion in the matters « Deep South Oil Co., docket No. G—2952, Shell Oil Co 
docket No. G-4671, and Humble Oil & Refining Co.. docket No. G 5261, holding 
that under the Phillips decision the Commission even has jurisdiction of wel 
head sales of raw casinghead gas by a producer to a processing plant operator 


where the latter sells any part of the resulting residue gas to an interstat 
trausmission pipeline company for transportation out of the State. 
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Phese Commission orders have caused untold confusion i ¢ 
Many lawsuits have been filed challenging their validity In the meantime, 
many producers are withholding their gas from interstate outlets until t] 
phere is Cleared and they have some assurance of getting fair market value f 
their gas. 

S. 1853 will accomplish that end and permit this essential industry to resume 





normal functioning with the consumer assured of ample supply of ie oc 
mable price. 

D tction before Congress and the courts 

Briefly, the legislative history dealing with the jurisdictional] f 


is as follows: 

l 1947-48: Rizley bill (HL. R. 2185) passed by the House (HL. R. 40 

2) 1949: Harris bill (H. R. 1758) pa ’ 
1950: Kerr-Harris bill (H. R. 1758) passed by ith Hou 

President Truman, 

Chese bills were all designed to prevent the courts from givin to the \ 


Gas Act, the interpretation placed upon it on June 7, 1954, by the + ( 
he Phillips Petroleum case. 
short, the House has said so three time d 
ice Clark summed it up his dissenting opinion the Pl 
The Court has acted contrary to the intention of Congress, the unders dil 
he States, and that of the Federal Power Commission itself.” 
And he could have well added, “all the independent producers the gas 


business.” 








On August 8, 1946, by a divided Court, the Circuit Court of peals for the 
Fifth Circuit decided the case of Interstate Natural Gas Co. v. I’ P¢ 156 1 2d) 
949), holding that the price at which Interstate sold gas to of r nat as 
companies was subject to regulation by the Commission Interstate i if 

natural-gas company under the act 

Che sales in question had previously been declared not sub t ‘ t 
by the Louisiana Public Service Commission, because they were es nte1 

te commerce, Some of the language employed in the mi t l 

neertainty in the minds of some as to the possible effect of the decision up 
he production and gathering exemption of the act. The disturbir anguage 
was (951): 

“We think (Interstate’s) difficulties in construction and interpre I e 
out of the fact that ” it tries to read the exception with respe 
tion or gathering as an exception to sales.” 

f equal concern to the industry was the position taken by the Con 
vii it filed its brief in the October 1946 term of the Supreme ¢ Dy] 
ion to Interstate’s petition for certiorari. 

The Commission quoted with approval from the ! ( 

d then also said: 

The act clearly provides that a sale in interstate 
‘or resale for ultimate public consumption is a trar tion to \ 
apply’ whereas the actual production or gathering of 1 i 
tivity to which the provisions of the act ‘shall not apply’ Lo 
the whole, as the principles of construction require, the two a it x 
interpreted as being mutually exclusive and t] e second nu ( 

However, when the Commission filed its brief on the merits in Ap LDAT 

there was no repetition of this interpretation of section 1 (b) I) thet 
emphasis upon the substance of the Commission’s f ings that Inte é 
iS engaged in transporting the gas here involved after it had ! d 
prior to the sale”; that one of the disputed sales was to a 
Interstate was admittedly a “natural-gas company” by reason of sal ! 

ose in dispute and thus subject to Commission regulation anywa d tl 
these considerations distinguish the Interstate case from the deci m 
bian, Billing, and Peoples (prior Commission decisions), the brief cor 

‘A careful analysis of the facts of these three cases and of the pre { LS¢ 

ws that the Commission has never sought to extend its ridict r the 
sales of natural gas made by independent producers and gatherers, bu I 
sales made by one otherwise a natural-gas company or where affiliation betwee 

ler and purchaser is involved or where there is transportation in interstate 
commerce by the seller after completi of gathering prior to the wholesal 


Realization of the possible impac t of the fifth circuit's O} inion caused 
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i an ¢ independent producers and gatherers, so far untouched by Com- 

SS1O reculation In t rn, came a rap d succession of allaving moves 

rh in F lary 1947, several b were introduced in Congress, which, 
renerally speaking, would have nullified the effect of the fifth circuit’s opinion 

vy amending the Na ral Gvaas Ac so. as, amon other things, specifically 10 
leny jurisdli Ol 1 nies engaged onl in the production and gathering 

f t il g mad ale ompanies transporting for resale out-of-State. 

H. R. 2185, H. R H. R 292 and S. 734, all SOth Cong., Ist sess. (1947). 

iStil f eq i ntroduced bills and relevant hearings, see Re 

ps Petroleum Co., 10 F. P. C, 246, 268 n. 32 (1951).) 
Ss rtlvy thereafte March 6, 19047, the Con ission released certain por 
{ its iff r t on Natural Gas Investigation, docket No, G—5S0, to 

hich I have prey l ferred (p 23) 

On Ay 10, 1947 e Cor on submitted to Congress its reports (hearings 
e the House C mittee on Interstate and Foreign Commerce, on H. R. 2185 
i . Cor Ist s« 10-12 (1947 m the aforementioned bills introduced 
ebruary 1947, sa their enactment at that time would be premature 
‘ mnie le | 0) repo had been released for industry comments, 
bers ( mpletec 1 since the view f the Commission 

1 not ve el ed wit] ¢ M to the tters being investigated 
It was als 1 ed t e Inte se Was pending in the Supreme Court 

During May 1947, while the foregoin roposed amendments of the act were 

Congres nd h relevant H se and Senate hearings partly con 

eC ! ed j eve jurisdictional proceedings, some pend 

( eA Re TI in-Ke Oil and Gas Production Company, 6 FL. PLC 
1947 Re |} s-Nebraska Gas Co., IT) et al., 6 BF. P. C. G64 (1947); 

Re R. J. and D. BE. Whelan, 6 P. F.C. 672 (1947) ; Re Tennessee Gas and Trans 

ssion Compann and t Chicago Corporation, 6 F. P. C. 9S (1947).) 

Mach of its orders disavowed jurisdiction over arms-length sales by producers 
ind gatherers to unaffiliated inter te pipeline companies. One of them ex 
pressly relied on Columbian and distinguished interstate. (Re The Fin-Ker 
0 and Gas Production Compa? 6F. P. ¢ 92, OF-O97 (1947).) 

On May 27, 1947, the Commission issued notice of proposed rulemaking, 

hereby section 1 (b) ild be interpreted as exempting from its jurisdic- 

on arm’s-length sales made by producers and gatherers to interstate transmis 
ion pipeline Colnpanies 

Not long afterward, on June 16, 1947, the Supreme Court handed down its 
lecision in the Interstate case, unanimously affirming the Commission’s juris 
diction over that company’s sales (3831 U. S. 682) However, in so doing, the 
Court said: 

“Clearly, among the powers thus reserved to the States is the power to regu- 
ate the physical production and gathering of natural gas in the interest of con 
servation or of any other consideration of legitimate local concern. * * * It 
vas the intention of Congress to give the States full freedom in these matters 
Thus, where sales, though technically consummated in interstate commerce 
re made during the course of production and gathering and are so closely 

mnected with the local incidents of that process as to render rate regulation by 


the 


Pow 
the by 
Federal Power C« 
Within a week 
unanimously sub 
the 


Federal 


exercise 





interference with 
the jurisdiction of the 


or of substantial 
functions, 


er Commission inconsistent 
the its regulatory 
mmission does not attach.” 
after the Interstate decision, 


mitted 


State of 





the Commission on June 2 
oposal to exempt those en 





1947, 
aged only in 


to Congress pr g 


al 


he production and gathering of natural gas and sale thereof to transporters 
in interstate commer (See hearings before a subcommittee of the House 


In 


Committee on 


terstate and Foreign Commerce on H. R. 79 et al., 81st Cong., 


sess.. 4-5 (1949 

\ eek later n analyzing a committee print of proposed amendments 
ased on one of the bills introduced in February, H. R. 2185, which conteined 

nu er of provisions additional to those exempting independent producers 
nd gatherers, the ¢ mission on July 1, 1947, urged postponement of action 

xcept with respect the one pressing matter of independent production and 
rathering (See hearings before a subcommittee of the Senate Committee on 
Interstate and Foreign Commerce on S. 734, et al., 80th Cong.. Ist sess. 95 
1947 ) 

\ few days later, H. R. 4099, with provisions substantially the same as those 
ontained in the Commission's proposal, was introduced by Congressman Priest 
on July 7, 1947 (SOth Cong., Ist sess (1947) ) 
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Three days later, the Commission unanimously urged enactme f an 
bill “to make it perfectly clear that independent producers and gathers of 
natural gas are exempt from provisions of the Natural Gas Act,” dispel 
the uncertainty “created following the recent decision of the Supreme Court 
the Interstate case.” (See hearings, note 14, page 5.) 

On the following day, July 11, 1947, the House passed H. R. 4051, a vi fies 
version of the bills originally introduced in February (983 Congressiol Record 
S751 (1947)), having on the floor rejected H. R. 4099 as a substitute d. at p 
S749 (1947) ). 

But further action failed when the Senate Committee on Inte) te a 
Foreign Commerce refused to report out S. 734, one of the bills it luced ji 
February and a companion bill to H. R. 2185 

On August 7, 1947, by general rule in order No. 139 vhich I] e | 
referred, page 24, the Commission stated that it ould not assert ju aict 
over sales by independent producers, 

By February of 1948, thet ppeared to have developed a sp he 
four-member Commission this became apparent during the second n of 
the SOth Congress in hearings held on H. R. 4051, the b passed e I] 
before a subcommittee of the Senate Committee on Interstate 1 Fore 
Commerce 

Commissioners Smith and Wimberly subse bed to eertau propose ] end 
ments of the act, which, among other things, would make clear the exemptior 
of independent producers and gatherers (Hearings before a subs f 
he Senate Committee on Interstate and Foreig Commerce ¢ H. R. 4051 it 
Cong., 2d sess. (1948), pp. 98, 131, 132.) 

Commissioners Draper and Olds, on the other hand, took the view tha 
amendment of the act was needed and further that jurisdiction ove ( ite 
sales by independent producers and gatherers was clear and should be etaines 

nd exercised when warranted by unreasonable rate charges to interstate tran 
porters (id. at pp. 148, 150, 198-201). 

Legislative efforts having failed in the SOth Congress, little time wa & 4 
resumption of the battle in the Sist Congress See comment, 59 Yale L. J. 146% 
1481-1484 (1950).) 

\ number of different bills received attention, including Senate he ngs ol 
the Kerr bill, S. 1498S (hearings before ibcomimittee of the Senate Ce mittes 
on Interstate and Foreign Commerce on S. 1498, Silst Cong., Ist s¢ hear 
ings before a subcommittee of the House Committee on Interstate koreigr 
Commerce on H. R. 79 et al., Sist Cong., Ist sess. (1949) ). 

Finally, there was favorably reported an amended version of the bill whicl 
would clearly exempt independent producers and gatherers (S. Re OT, te 
iccompany S. 1498, Slst Cong., Ist sess. (1949) ; see also H. Rept. 1140, to a n 

inv H. R. 1758, Sist Cong... Ist sess. (1949) ) 

On March 29, 1950, this bill finally passed the Senate as an amendmen 
H. R. 1758 (96 Congressional Record 4304 (1950) ). 

And on March 31, 1950, the House pus ed H. R. 1758 as amended by eC Sé 

d. at pp IGS (1950) ) 

But, on April 15, 1950, it was vetoed by President T: in (H. D . 
Cong., 2d sess. (1950) ; 96 Congressional Re ra 5504 (1950) 

On August 22, 1951, the Federal Power Commission handed dow1 

the Matter of Phillips Petroleum Company (10 F. P. C. 246), 1 | 
Phillips’ sale of gas at the outlet of its processing plant t nter é I 
I S1Ion compa es was covered b the prod tion and gathering exe 
section 1 (b) of the statute and that, therefore, P} | \ i 

rhea ind its rate ror s n les We { bye reg t n b 
( m 0 

Several of the intervenors appealed tl de Nn e United & ( 
of Appeals for the District of Columbia and on May 22 th f 
2 to 1 split, reversed the Commissi and held that the luctior | 

e! tion of the statute did not apply to t e ‘ 

State of Wisconsin et al. v. FPC (205 F. 2d 706). On June 7, 1954, the S ( 
Court, in a 5 to 3 decision (Mr. Justice Jackson was absent (affirmed the ¢« t 
( appeals, holding that the production and gathering exemption did n 
apply to these sales. 

Mr. Justice Douglas dissented on the ground that the sales were integral part 
of production and gathering which were excluded from the statute. He’ cor 





cluded that the construction given to the statute by the Commission, 
since it was contemporaneo is”? was entitled to great weight 








Qh AMENDMENTS TO THE NATURAL GAS ACT 


Mr. Justice Clark, with whom Mr. Justice Burton concurred, dissented on the 
ground that the legislative history clearly shows the statute was never intended 
, by independent producers. In commenting on the majority 
opinion that “production and gathering” should be restricted to “the physical 
activities, facilities, and properties” used in production and gathering, he ob- 





ser ed 

“Suc gle trips the wor if their substance If the Congress so intended, 
then it left for State regulation on a mass of empty pipe, vacant processing 
plants and thousands of holl wells with scarecrow derricks, monuments to 
‘ vt , fT . is ” 

IS ew eXte Silo! tie ‘ alp er 

And he concluded by quoting the words of Mr. Justice Jackson from Federal 
Power Comn sion \ t Ohio Gas Company (33S U. S. at 490) as follows: 


ervance of good faith with the States requires that we interpret 
this act as it was represented at the time they urged its enactment, as its terms 





ead, an we have, until today, declared it, viz., to supplement but not to 
supplant State regulation.” 
Phat, gentlemen, brin to S. 1853 which you are now considering. 
IND ENT PRODUCERS ON ACTION BY FEDERAL POWER 
co SSION 
For 16 years following the enactment of the Natural Gas Act, the administrative 
harged with its enforcement has, by its orders, decisions, and public pro- 
n cements, col tently announced that it had no jurisdiction over sales by 
As a sult of this assurance, thousands of independent producers of natural 
s]} e « ed into untold numbers of long-term contracts dedicating their gas 


to interstate gas transmission companies at prices arrived at in arm’s-length 
transactions in a free and competitive market 


With thi issurance from the Commission, 


the independent producers have 
invested vast sums of money in exploring for and developing huge reserves of 
natural gas now available for the ever-increasing consumer markets. 

By the enactment of this bill, the assurance which these producers received 
for so long from the Commission, and upon which they relied, and which has been 
so suddenly withdrawn from them, will be restored, thus inducing these pro- 
lucers to continue the hazard of searching for this essential product. 

I would like to emphasize that neither regulatory bodies from the producing 

tates, nor members of the production and gathering segment of the gas industry 
ippeared in 1938 in opposition to the bill which became the Natural Gas Act, 
nor did Members of Congress from the producing States interpose any objection 
lescribed on the floor of both Houses, without 





ection, as being! ( troversial, as providing for regulation “along recognized 
nd more or less standardized lines,” as containing “nothing novel,” and as 
presenting no constitutional questions, 

As practical, intelligent lawmakers, you gentlemen know far better than I 


] there been the slightest question back in the late 1930's that this pro 
ed legislation undertook to reguiate the production and gathering end of the 
s busine 1 to subject to Federal regulation on a public utility basis 


ild be sold in the field by independent producers, and 














! ( the I ‘ lles” and obtain certificates of 
nveniel | ld legally sell their gas, I would 
} re t i 1 confusion now existing in 
f l ( lave been passed unless it had 
\ ‘ ! i Ss were not covered. 
. p faith 1 ! ( ilent then. 
I, of e, do! ve that what the 75th ¢ in 1938 when 
Natu Act binding upon this Congress or that such intent 
e only ue course to be followed in resolving the problem which 
0 mit, however, t the very reasons which prompted the Congress in 
) ve te tl ( nt produ exist with equal if not greater 
vy than ft) 117 years ago. The evil which the Natural Gas Act 
minat is, bringing under regulation the sale in inter 
I nterstate pipeline transmission company to the distrib 
No 1 has been created by the field sales of gas by the producer. Not 
tre dous increase since 1938 in the demand for natural gas 


fields has kept the field price of this commodity 





AMENDMENTS TO THE NATURAL GAS ACT Q7 


at an amazingly low level. This is reflected in the fact that the field price of 
natural gas today represents only about one-tenth of the cost of that 


to the consumer 
I would like to leave this thought with you. The very nature of the busi 
of exploring for and producing natural gas makes it unsusceptible of receiving; 


the benefits which normally flow to a public utility. It is startling even to con 


plate the Government attempting to give any producer the exclusive right 
to acquire gas leases or rights in a given field or 


area, or the 1 
private lands and mineral rights for 


the production of 
franchise to market gas in the producing field 
The independent producers do not seek and do not 








want any such spe privi 
eges even if they could be granted. Fair play and nondiscriminatory tre 
vould, therefore, seem to dictate that the independent produce} uld not be 
shackled with the burdens of public utility status when they cannot be g 
nd do not seek the offsetting benefits which vest in that statu 
ANALYSIS OF 8S. 18% 
General purposes 
One of the purposes of o terms used in the Nat il Ga 
Lct which were not in ection of th i Phe 
‘ ransportation of n e « ( a l 
Pas n interstate Commerce.” 
The act, as it was passed in 1958, applic “to the transportatior f 
n interstate commerce and to th in 1 Stale ‘ el 
It was generally thought that “transportatic the ransp ! 
which oceurred after the gas had been delivered erstate pipeli d 
that “sale’’ meant a sale made by the interstate ind 1 i ( 
by the producer The failure to define these tw caused the § eme 





Court, in the Phillips case, to interpret the Natural Gas Act 
contrary to what I believe Congress intended. 
Under S. 1853, as these two terms are defined, the Nat 


I, 


of 1938 in a way 


ural Ga \ct 

the future apply only to such transportation and sales as occur after tl 

as been gathered, proces ed, and sold by the independent producer t 
y, the bill will exempt ir ‘ 


pipeline company. Consequent ndependent 
ind gatherers from regulation under the ] 


Lull { i 





Another purpose of S. 18538 is to permit th pipeline ¢ | to re 

he gas produced from their own wells, the reasonable mark ce of ( 

the field where produced However, it will permit the ¢ \ d 
termine what is the reasonable market price of such gas a 

The bill wi i not free the inte tate pip line ipanic from FPPC , I 
Che Commission will continue to have jurisdiction over the transportation of 
itural gas b i companies, and the { ‘ 
when they sell It, in no wise, takes away fr the ¢ 





under the Nat 








l 
Line panies 
Another purpose of the bill is to give the FPC j ] 1 ove 
h the pip line ~ 1 ¢ mA nav t } duce : 
\ oO! renegoti ted ( racts I \ ll thoy . | ( 
il ove the pl Mducel it will. thi 9 ~] ) r f ] 
‘ } ble to effecti | egulate tl | e ] 
Chis pre re ft} { { ’ 
} 1 
Ww be ( ' w 
i i? rive ] 
clio 
Sect 1 of § define ( ’ 
Lor > of the act > whi iT ? 1 \ { 
= i 
defined when the t \ lin 1 I f 
nh WH if section » e 4 ( 
ite my pe ns en! } ) 
n or wit! th n f l 
tr t r 1 de ¢ 
I D eng ed D ‘ ! 
e vicinity of the field where produced. 
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The second, which will become paragraph 11 of section 2 of the act, defines 
“sale in interstate commerce of natural gas for resale” to mean a sale in 
interstate commerce which occurs after the Commencement of “transportation 
of natural gas in interstate commerce” as defined in paragraph 10. 

2 Section 2 of S. 1853, in addition to redesignating subsection (b) of section 5 
of the act as subsection (f), adds three new subsections to section 5. The first 
if these, subsection (b), deals with the situation where a natural gas company 
applies for a rate increase based in whole or in part upon a “new or renegotiated 
contract for the purchase of natural gas from a person other than an affiliate.” 

In such case, the Commission can allow the natural gas company to charge 

an operating expense for such gas no more than the reasonable market price 
if the gas in the field where produced 

In determining the reasonable market price, the Commission is required to 
consider whether the contract price was arrived at competitively; the effect of 
the contract on the assurance of supply; and the reasonableness of the contract 


provisions as they relate to existing or future market prices 
Determination « L price j iccordance with provisions of an existing contract 





which operates to create a different price will not constitute a new or renego 
ated contract within the meaning of this subsection 
The second addition, subsection (¢), requires the Commission to make au 
advance determination, upon application of a natural gas company, whether the 
ice to be paid by such compat y Inder a new or renegotiated contract meets 
he test of reasonableness as set out in subsectior (bh) 
The third additio ube n (d), requires the Commission, in regulating 
rate to allow a natural gas company as an operating expense on its own pro 
ct is, the reasonable price thereof in the field where produced, and, 
illo the natural gas company as an operating expense on gas purchased 


from an affiliate, the amount paid to such affiliate up t but not in excess of the 
reasonable market price of the gas in the field where produced, plus a reasonable 
gathering charge when the price is determined before gathering is completed. 

The fourth addition, subsection (e), defines an affiliate of a natural gas 
company for the purpose of section 5 as one who controls, is controlled by, or is 
under common control with such natural gas company 

3. Section 8 amends subsection (e) of section 7 of the act by adding as the 
ast sentence a provision that the Commission, in passing upon an application 
or a certificate which is supported by a natural gas purchase contract, shall 


consider whether the contract price is the reasonable market price of the gas in 


f 


the field where produced. In so doing, the Commission is required to consider 


the same factors which it must consider under subsection (b) of section 5. 


In the hearings before the House Interstate and Foreign Commerce Committee 
on H. R. 4560 and related bills, attacks were made by representatives of certain 
distributing companies and others upon escalation clauses in contracts between 
producers and pipeline companies It is fair to assu 


Wiil be made before this com nittee 


that similar attacks 





I believe a ri f description of these various Clauses and a statement of their 
purposes at this early stage in the hearing will be helpful to the committee 
i much confusion and misunderstanding 
set, permit me to say that the producing industry is reconciled to 


i 


i 


by the FPC over these clauses in new or renegotiated producer 





| 
This is not because the industry recognizes such control as neces 
' 





sary or desirable in the public interest, but because it is one of the recommenda- 
tions of the President’s Advisory Committee on Energy Supplies and Resources 
Polic 

Moreover, these « trols ill leave the producers free of regulation They 
will regulate only the pipeline companies and affect the producers only in 
direct) They may result in modification of proposed contracts hetween pro 
ducers and pipeline o meet objections of the FPC 

But the producer re free to refuse to sell their gas on terms specified by the 
FPC They have a choice of acceding to the demands of FPC as to the price 


terms of contracts or withdrawing from the proposed sale of pipelines and sell- 
ing their gas elsewhere, or holding it in the ground 


Quite a different situation is involved in the proposal of some distributors 
and ot ‘xtend FPC control over escalation clauses in existing contracts 
Phat ation of the producers’ prices It means holding the producers 
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to their obligations and removing the reciprocal obligation of the pipelimes which 
induced the producers to commit their gas to interstate commerce 

The proposal is downright unfair. It is no answer to say that the PPC will 
be reasonable. Under that theory, all industry could be regulated and free 
enterprise would be gone. Reasonableness is a matter of opinion, and the 
opinion of FPC would be substituted for that of the parties to the contract 
And the redtape and the cost. of MI’'C regulation alone are such that the pro 
ducers want none of it. 

Gas sold to interstate pipelines in most instances has been sold under 20-yea 
contracts. Many contracts are made for the life of the producing field. These 
coutracts were entered into before the Phillips decision, and at a time when 
the FPC was disclaiming jurisdiction over producers, 

Long-term contracts were essential to the construction of transmission lines 
In view of the tremendous cost of long-distance pipelines, investors would not 
risk their funds in a pipeline which had no assured source of supply of 
for a period long enough to amortize the line and pay a protit’ on the 
vestinent, 


The Federal Power Commission would not grant a certificate of pub con 
venience and necessity without such a showing of adequate supplies of 
The terms of the contracts between producers and the pipelines were known 
by the FPC and by the distributing companies who were to be supplied | the 
pipelines. 

These contracts were received in evidence in certificate hearin before the 
FPPC and in many cases the distributing Companies supported the certificate ay 
plications 

These contracts have been recognized by the FVC as in the publi nterest by 
granting certificates for the construction and operation of the pipelit who 
vas supplies were based upon such contracts 

Many of the contracts were entered into before World War Il Phese earlie! 
contracts in some instances provided for a fixed price which remained unchanged 
during the term of the contract. They were made before the local and inte 


state markets had fully developed, when many billions of cubic feet of gas were 
being flared into the air. Consequently, the prices now being paid for gas dé 
livered under these earlier contracts are very low and do not reflect the com 
modity or market value of the gas on the day it is produced In fact, due to 
inflation, the low prices specified in these contracts are now substantially 
lower in terms of purchasing power than they were when made under the dis 
tress conditions then existing. 

The later contracts entered into after World War II contain clauses whic 
have eliminated some of the inequities and injustices of the earlier contracts. 
These clauses in general can be grouped into the following categories :, 

1. Step-up clauses.—Clauses which provide for lower initial prices, with fixed 
periodic increases (usually 1 cent or less per thousand cubic feet) for each 
specified price period (usually each 5 years). 

2. Taz-adjustment clauses.—Clauses which provide that the pipeline companies 
will, in addition to the price being paid for the gas, reimburse the producer for 
a certain part of any increase in taxes borne by the producer and imposed 
the production and sale of the gas. 

3. Commodity-inder clauses.—Clauses which provide for periodic adjt 
of prices, downward or upward, in proportion to the decreases or i! 
the commodity index of certain commodities, or the cost of living, as shown by a 
Government index, such as that published by the Bureau of Labor Statistics 

1. Increases based on pipeline increases (erroneously labeled “spiraling” 
clauses).—Clauses which provide for increases to the producer in prop 
the increases in rates received by the pipeline company. These 
usually (the only contracts of this type that have been brought to my attentior 
and I believe the only ones brought to the attention of the FPC, 
between Phillips Petroleum Co. and three of its purchasers, Panhandle Easter 
Pipe Line Co., Michigan-Wisconsin Pipeline Co., and El Paso Nat 
All of these contracts are a modification and a limitation upon the commodity) 
index clause, and have operated to keep the gas prices well below the 
would have reached under the commodity index clauses alone) a mor tion ¢ 
commodity index clauses whereby they limit the price adjustments under thos« 
clauses to the period during which the purchasing pipeline company 
either an increased or decreased rate as compared to the rate i 


upon 


tment 


rtion to 


CLAUSE are 


are contract 


is receivi 
te in effect or ex 
pected to be in effect at the time the contract was executed. Because t] ase 
to the producer is delayed until the pipeline company receives an increase in its 
rates, some persons have called this clause a spiraling clause. The . clause do 
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1ed 


result 


ain reaction as clain They in only one price change. 
ynpany knows and takes into consideration, when it applies for 
the additional amounts to be paid to the producer, just as it 


rect t 


equested 


ration and gives e o additional income taxes to be paid 


CLAUSES Clauses which vide 


1id to the pi 


pre that the pipeline 
ducer to a sum equal to that which 


se the price pi 





to anv other producer 1n he sume area, under com- 
parable quantities. In some cases the application 
t o those instances in hich the pipeline pays 
( f I su l portion (h f or more of the total 

if ( s ( whit provide that the pipe 
( h e ] ad | oducer to a sum equal to that 

a Ve t] oducer fo ras delivered 1 the 
) t sin t } and nditiens C)the t of 
men t periodic it rvals to the end that the 

‘ tin dinte Di thre } | ers { I’ 

( -e iree highs price paid othe 

unde! sta \ i erms and conditior 
Clauses which } vide for renegotiation of prices 

I i \ with a provision fo bitratie 

i ( ile l 1 eT « n th ney ! e { these 
\ ibstal il par he ract ter ims ¢ c 

PI POSES F< SES 

r S s are to provide the pipelines, and in 
ind col rs tl ssured supply of gas « ra g 
me time avoid the hardships to producers that have resulted 
y-term contracts at fixed prices. These claims tend to provide 


compensate the producer for increased costs of developing 





erties and delivering gas after the period of flush production ; 
centive to find and develop new reserves to replace those being 
protect the producer against inflation and the consequent 
ie of the dollar; and the favored-nations clauses tend to assure 
u nt market value of his g it the time it is produced 
| ) e ¢ anv that require the ne-term contrae it Ss 
th should ng to provide ample means for paying 
the ; Ove he pei f the contract in return for assurance 
of Ls No other commodit § 1 on such long 
Other commodities are generally sold for the current 
1 e tot t I 1 in the related field of crude oil, the pro- 
1 S pay the « ent irket value of th from 
t ( A tis ver ) a OF { irs Fut A 
tl e and his oil to another purchaser 
( e ] price hich any purchaser will 
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Producers in many cases are willing to make concessions in gas prices in order 





ssist the pipeline Company to build a new line or enlarge its fac ties the 
ik of the pipeline company’s expenditures must be made in the early years of 
\ ontract Its rate base is high and the volumes handle¢ ometiime 
the unit cost to the pipeline Company is relatively high. Howeve1 
init costs decline progressively as the contract continues. The disappearing rate 
ise method used by the Federal Power Commission and the i ‘ease In VOLUME 
indied Combine to gradual reduce the unit cost to the pipe le in ) 
he other hand, ¢ to the producer increase as the contract cont les More 
must be drilled, often in marginal and less producti ireas Eexistin 
must be reworked more frequently to maintain production. Field pre ( 
With continuing withdrawals and field compresso must be il ( n 
er-increasing number to maintain the required delivery pressure Phu thie 
ipeline Company's costs decrease, the producer's costs increase But 
ssisted the pipeline by lower prices iii the early stages of tl 
e producers expect that they will be repaid in some measure in late! 
en t pipeline is better able to pay higher prices for gas. 
The market price for gas in the field, if it rises, rises usually when \ I 
nade The FPC in practical effect will have control der S. 1853 ove 
s paid for gus under new or renegotiated contracts Therefore, it w 
igh i direct control over prices under new contracts, a lirect contro 
‘ ices under favored-nation Clauses in old contracts. Favored-nation clauses 
d contracts can be activated in only three way a) higher | es 
r renegotiated contracts, (0) inerensed pl Ss paid inder fixed 
rovisions of existing contracts, and (¢c) higher prices paid under 
Vv intrastate buyers 
Since the FPC will have control over prices to be paid under 1 


egotiated contracts under section 2 (b) of S. 1853, the exercise of that con 


ill antomatically affect the prices to be paid under favored-nation clau 
xisting contracts insofar as such prices may be higher in the new or renegotiated 


ntracts 


Even though this control will not extend under S. 1853 to favored-nation and 
tep-up clauses in existing contracts, any increase under a favored-nation use 
n an existing contract on account of a step-up price in another contract, ll 


e limited in amount to the increase of the step-up in the other contract 
Therefore, if the fixed step-up is proper, and it is, the favored-nation clause 
rease is also proper. Intrastate sales have been excluded from the pro 

isions of most favored-nation clauses, and will not tend to increase price 

inder such clauses. However, if gas is to be available for t 





er 
he interstate purchasers must be willing to pay as much for the gas 
bring in the local markets. . 
Clauses such as those discussed above are included in contracts for the sale 
f gas in local markets. Consumers who receive their gas requirements through 
nterstate pipelines should not expect to receive their supplies on yndi 
re favorable than the local consumers receive their supplies throt the 


trastate pipeline companies. 
In the case of the local consumers, their supplies are purchased 
y intrastate carriers at unregulated prices, and under contract 











ese Clauses. There is no discrimination by t d by t 
States ;: interstate pipelines, or against consumers whose 
‘ived through interstate carriers, 
Competition can be depended upon to establish f I si f 
ier will price himself out of the market Increases und 
vill not result in gas bringing a price in excess of what tl 
ket on the day it is produced. 
If in isolated cases some inequity may result to consumers und 
on provision, it is probably that such inequity is more than of 
ered under early-day low-priced ntrac ith no adeq ‘ 
CTeASE 
Moreover, ‘ongress should not be expecte | rislate 
very detail ved in interstate transact If : l 
st ] ( that tl e may be occasio | 1 
ecti at n time should not prom] 1 
if 1s ) Y) ty eEeNnrerryy ‘ t y tt 
riven time, competition will restore the b nee ( 
ederal regulation is to be adopte he price f 
9 IC ¢ line, the ¢ ) | ( em W he 
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It is enough here, and the producers think more than enough, that new and 
contracts are to be controlled. It would be going much too far 


{ 


renegotiated 
to control existing contracts. 


APPEN DIX 


11662 AND H. R. 6586 


COMPARISON OF SECTION 1 (B IN H. R 


H. R. 11662 died with session June 20, 1936 (Lea Bill 74th Cong., 2d sess 


introduced March 6, 1936) 
Section 1 (b). The provisions of this act shall apply to the transportation of 
natural gas in high-pressure mains in interstate commerce and to natural-gus 
ompanies engaged in such transportation, but shall not apply to the distribu 
tion of natural gas moving locally in low-pressure mains or to the facilities 
used for such distribution or to the produc tion of natural gas: Provided, That 
nothing in this act shall be construed to authorize the Commission to fix rates 
or charges for the sale of natural gas distributed locally in low-pressure mains 
or for the sale of natural gas for industrial use only. 
H. R. 6586, enacted June 21, 1938 (Lea Bill, 75th Cong., 1st sess., introduced 
April 22, 1937). 
Section 1 (b). The provisions of this act shall apply only to the transporta 
of natural gas in interstate commerce, to the sale in interstate commerce 
r resale for ultimate public consumption for domestic, com 
mercial, industrial, or any other use, and to natural-gas Companies engaged in 
( I rtation or sale, but shall not apply to any other transportation 01 
sale of natural gas or to the local distribution of natural gas or to the facilities 
d for such distribution or to the production or gathering of natural gas 
Mr. Srarzs. The first two provisions of this bill constitute defini 
tions, and probably if the Congress had defined what was meant by 
transportation of natural gvas in interstate commerce, and what was 
meant by sale in interstate commerce back in 1938, we wouldn't have 
this problem here now, but, of course, our hindsight is always better 
than our foresight, and I think Members of Congress and certainly, 
members of the industry thought the matter was perfectly clear 
back in 1938. 
ri insportation of natural vas in interstate commerce Is defined as 
meaning. only 
ui transportation of natural gas in interstate commerce as occurs after the 
completion in or within the vicinity of the field or fields where produced of 
all production, gathering, processing, treating, compressing, and delivering of 
such natural gas into the transportation facilities of the person engaged in such 
transporting in such facilities for sale in interstate commerce beyond the field 
or fields where pre duce 
] ° . > . . ) . 
In other words, it is defined to mean, you might say, just what it 
Says, that that transportation begins after the interstate journey 
commences, not while the gas is being gathered in the field. not while 
it. } pelng gathered from several fields and brought to a processing 
] ] . . 
plant, and there to be processed, that that is not interstate com 
merce that alter processing has been completed, after production, 
r have been completed, and delivery is made over to the 
interstate pipeline company, then that is transportation in interstate 


gativerll 


¢ 


Likewise, the sale in interstate commerce 1s defined : 


A sale in interstate commerce of natural gas for resale means only such sale 


in interstate Commerce of natural gas for resale as occurs after the commence- 
ment of the transportation of such natural gas in interstate commerce as defined 


in paragraph 10, but does not include any sale which occurs in or within the 
vie nity of the field « fields where produced at or prior to the commencement 
of such transportati n interstate commerce of the natural gas 
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In other words, the producer who makes his sale in the vicinity of 
the field or the oatherer, or the processor who makes his sile n the 
\ lcInIty of the fields where the vas 1S produced, ie would hot be maki O 

sare im mnterstate commerce under the terms of th proposed wena 
nent 

hut after the interstate journey beens, and a sale ts subseqt ently 


made, that would be a sale in interstate commerce. 

Now, if I may illustrate that in this way, we have a number of 
ields. of course, down in the southwestern part of Texa Now, 
there might be a processing plant, } or: 3 ol those fields bik olit by 
onnected with a processing plant, and that gas is brought into the 


ylant and, atter all, processing 1S a conservation measure ver 


{ takes the liquids out of the was, and absorbs those liquid ilo} 
ne Ous, and then delivers at the taliloate of the plat By a V oa 

Now, this snle that is made at the tailgate of that gasoline pla 
0 the interstate pipeline company would not come within t bill 
is a sale in interstate conmmerce, but if that p peline company 1 LKeS 
ne @as down In southwest Texas, and woes across the State of Lexa 
to Texarkana, Tex., or to eastern Texas, over to Orange, Tes | 

in the eastern part of the State, he would, of course, co ro abo 
three or four hundred miles. 

If he does that and then makes a sale to another > peli eC 
that would clearly be a sale in interstate commerce, once the ntel 
tate lourney has commenced, und the mere fact that int pipeline 
Onpan might be located wholly within the State of Texas, vould 


hot prevent nu sale by that pipeline company to anothe Jip brane OM 
panv from being in interstate commerce, so that the purpo 
Senator ASTORE. What is the reason for that distinction / I dom 


P 
ee that. If the gas that comes ont, the dry gas that comes out a 


ine tailgate IS FOIng to pass 1m Interstate Conmmmerce, WV hy =n't that 
being sold for Interstate Commerce purposes ¢ \\ hy ire Vou ta 1o 


that fine distinetion 4 

Nha SEARLS, | don’t conside it to he ‘l fine distinction what Cever, 
Senator. That sale at the plant is a sale within the vicinity of the 
field. If you are going to say the producer should be exempt, and 
the processor and the gatherer of the @as should be exempt hefore the 
interstate journey begins, and you are going to find that he should be 
exempt for certain reasons because you do not believe product On is 
iffected with the public interest, and is not subject to regulation in 
vecordance with the public-utility standards, that is the reason for 
the distinction. 

Where a pipeline takes that gas three or four hundred miles and 
delivers that gas to another pipeline company, the interstate journey 
has started. That is not a sale by a producer, that is not a sale by a 
vatherer, that is a sale by a transporter. It is a sale by a transporter 
which is not made in the vicinity of the field, and we think the distin 
tion should be made so that the producing end, which is not subject to 
publie utility standards, and should not be regulated as such, I say 
that to be the reason for that distinction. 

That would be what I think would be the effect if the Congress 
should adopt this particular amendment. 

Senator Pasrorr. Are you prepared to explain subsection B on the 


ame page ¢ 








104 AMENDMENTS TO THE NATURAL GAS ACT 


Mir. Searts. Yes, I will come to that, and I think, Mr. Chairman. 
you mentioned that this morning. 

Senator Pasrorr. Yes, I should like to get the explanation for that 

the record. 

Mr. Searus. This subsection B which would be an amendment to 
section 5 of the Natural Gas Act, provides: 

When an increase in any rate or charge of a natural gas company is based in 
Vhole or in part upon any new or renegotiated contract for the purchase of nat- 


ral gas from a person other than an affiliate, the Commission shall consider 
whether the price at which the natural gas company has contracted to buy suc} 


natural gas is the reasonable market price thereof in the field where produced 
considering whether such price has been competitively arrived at, the effect of 
the contract upon the assurance of supply, and the reasonableness of the provi 
sions of the contract as they relate to existing or future market field prices 


‘J l en it goes ahead and provides : 


And if the price at which the natural gas company had contracted to buy suel 


natural gas is found to be in excess of such reasonable market price, then the 
( mission shall allow the natural gas company to charge as an operating ex 
pense for the natural gas purchased under the contract only such market price 
plus a reasonable gathering charge, and so forth. 


Now, what I understand that to mean is this: A pi ipeline company 
mes before the Commission for a rate were The Commission 


«*¢) 

looks at the prices that that pipe line compal Ss paying to the pro 
ducer. If the Commission finds that that pips Jin ie COMpany is paving 
yrices 1n excess of the reasonable market } pri . that pipeline company 


| 

will not be permitted to pass that on to the dis tributing company , and, 

of course, to the ultimate consumer. That is in there for the protec 

tion OF the consumer, It is to assure the consumer that there will 

be passed on to him any pric e pi id to the producer that is in excess of 
l 


the rensona le market P ice a the held where tine was 18 produced 
} 


That is in there strictly tor the protection of the consumer. 
Senator Pasrore. The pipeline « ‘company i come in and petit 
for al nere: rates only | use 10 1S paying more for gas unde 

i] ce l ¢ 
Mir. Searus. Under a new or renegotiated contract. 
If you will take a look at section (c) you will notice th 
| vide 
Com! ior hall determine upon application made by a natural-gas 
compan hether the price or prices to be paid under such new or renegotiated 
ntract mi the foregoing provisions of section (b) of section 5. 


This gives a protection to the pipe line company. Instead of tl neue 
line company paying a price, the Commission might find to be in e 


} reasonable market price, the pipeline company IS given 
the right to come before the Commission and ask the Commission to 


deter whether the price it is going to pay to a producer isa 
re aauiiile market price 

mae the reason fol that is clear, of eourse, because the om 
company doesn’t want bi heoaneee hawecht ) pay the producer a certain 
price, and then later have the Commission determine that th: r pri e 


above the reasonable market price, because then the pipeline com 
pany would sustain that ci between the price it is required to pay 
and what would be the reasonable market price, so this puts the 
Commission In a position to aneiie at the inception of a gas-purchase 
contract, whether or not that contract, and the price provided for in 
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that contract, exceeds the reasonable market price in the field where 
the gas is produced. 

Now, the way I think that would work out as a practical matter, 
would be this. I think the pipeline company and the producer would 
make a contract. They might say this contract shall be placed 
escrow until the pipeline company determines from the Commis 
whether these prices are in line with the reasonable market price 
the field, or the contract would provide that it is conditioned upo 
the pipeline company obtaining approval of the prices from the 
Federal Power ( ‘ommission. 

In that way the pipeline company can protect itself so it will not 
become bound to pay a certain price. 

Now, on the other hand, he producer Is nol being reculate ad, becau 
if the price is not approved by the Federal Power Commi on, thi 


ss 
Senator Durr. Why isn’t the producer being regulated by the very 
thing you deseribe 7 
Mr. Srarzs. | agree, Senator, he is being indirectly limited 
pr e he can vet, 
~ Senator Durr. In other words, he is being regulated. 
Mr. Srarzs. His price isn’t being determined by the Commi 
because he doesn’t have to accept that price. 


producer does hot have to sel] his Cas, 


Senator Durr. It is just a question of whether it 1s done the 
st instance, or is done later. Tle is still being regulated. 
Mr. Searus. He is beine indirectly limited, or ye Hn 
rt lating” 
Senator Durr. VW ( vords vou eall it. in eff { 
happening. 
Nii Sy LS Ile 1 bene na ecth ! culated LO e 7 ' 
( ( ar doesn’t | \ LO ae ept | | pp i 
el 1) re} ] er fe Co rier 
if vor \ iF t ] revu {107 
Senator Dur! As a condition of making a 
price it the 4 MISsion V ld fix 
\Ir. SEARI if wants t ell | ( yes 
Senator DANtgeL. Or { the }) peline company dot ! \ 
t dilfers ct 
Mr. $ 7 oe Phe pipe comp uld to al 
f as el AUN Looe i | ( 
rotection to the I ner, % i on] I 
i| ie to i { it tl President ! ty 
enator Durr, Let me interrupt you, plea In 
le COMpany doe not see fit 1 accept that increase, W it prot 
has a distributing company when its prices are fixe 
tory body 1f it has no control over the other / 
Mr. Srarus. If the ] line companv does not elect { e} 
ive to assume al o the produ er do it elect to ae ept 
Senator Durr. Let’s suppose that the producer does elect te 
the price that is fixed. 
Mr. Srarzs. Then the price is limited, 
Senator Durr. Then the pipeline company decides that 
going to pass it on to the distributing company, and the distribat 
company s } ri es are fixed by the re ol latory DD dy \e) 


they sell it. 
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How ire they to be protec ted / 


Mir. Sears. Senator, if I understand vou, the pipeline company 
ould not pass it on. 1 the prod Ce] elects to accept the price fixed by 
the Federal Power Commission, then there would be nothing to pass 
on above the rensonable market price, if the prod eer accepts that 
price, 

Senator Dur [ Itimately, isn’t the increase i price FOInNg to be 
reflected in thi price that the distributor has to pay for the @as that 
he selling it retail 7 

Mir. Searus. No. sir:t a price will not be passed on above the reason 


ible market price. 

Senator Durr. Then what becomes of the increase ? 

Mr. Srarvs. There would be no increase above the reasonable 

irket price 

Nov 9 let’s assume the produc ragrees to sell his gas [ think I can 
Illustrate it if I may, in this way. 

If the produ renters into a contract to sell his eas at 15 cents per 
MI f.. and the pl] eline company agrees to that, and the pipelit e com 
boehl \ woes ay fore the Federal Powel (‘ommiIssion to vet approval, and 
the Commiussio} LVS, “We find, after considet Ing all of the evidence. 
na reaching a decisiol is a trier of the facts, that the reasonable 
market price is 12 cents.” 

Well, that sall, that is the only price that the pipeline company ean 
expense in the rate case, and that 1s the only price that can be passed 





on to the distributing company. 

The ditference between 12 and 15 can’t be passed on to the dis- 
tributing company. 

Now, the producer might elect to 270 along with the 12-cent price, 


but the distributing company is protected, because the pipeline com- 


pany can’t pass on more than the reasonable market price under this 
language, 

Senator Durr. Then the distributing company is obliged to go 
before the regulatory body in the State in which they sell their gas. 
\ren’t they in the position of having one end of their price fixed by 
the Commission in the State where they sell it, and hav Ing no control 
over the situation where they purchase it ¢ 

Mr. Srarvs. Unless you say this is control, and I believe, Senator, 
you stated this would be regulation of the producer, you thought, 
under this language. 

In other words, it isn’t open-ended at the producing end, because the 
producer can’t get more than the Commission finds to be the reasonable 
market price in the field where the gas is pre duced. 

Senator Durr. Then as I understand your position, you believe that 
there ought to be regulation in the field, because if there isn’t regula- 
tion in the field, the distributor has an open end at one end and has a 
‘losed end at the other. 

Mr. Srarus. No, sir: I don’t agree with that whatsoever, Senator, 
ind [ will tell you why. 

[ don’t think there should be any regulation. My own view is this 
section shouldn’t be in the bill. I think the producer, and I think it is 
in the public interest just as Senator Fulbright said this morning, 
that the producer be completely exempt, because I think you have got 
a greater assurance of supply. 
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But, the producer is faced with this problem today : 

President Eisenhower appointed a Cabinet committee, a Policy 
(Committee on Knergy Supplies. This committee filed its report o1 
February 26, and this language in section (b) states, almost verbatim, 
the recommendation of that committee. 

The committee found the producer should be exempt, the produ er 
and eatherer of the natural Mas, but then the committee went on to 
sLY that in order to protect the consumer, the pipeline company shot lc 
not be allowed to expense in a rate Case more than the reasonable 
market price for natural gas, and that is the reason for this provisiol 

Now, the producer, it is my opinion, should be completely exempt, 
but the produce ris in this positiol that he feels lke as a pract 


matter, this is th e bes hat he ea h get 
Siata ion: Siieiese. Then if the produce is completely mi Hy nb wh 
position will the distributor be when the distribut: does have its 


retail price fixed by the regulatory body in the State where it sell 
its product ¢ 

Mr. Srearts. The distributor will be in this position: The price in 
the field will be determined by competition, like it has been fixed 
throughout the history of the eas business, until June 7 of last year. 

It will be fixed by competition, and we know from 1938 to 1953, 
the average price in the field rose 4.3 cents, which wasn’t equivalent 
to the devaluation of the dollar. 

In other words, the distributor is sure that competition in the field 
will fix the price of the producers, and it has been a very etfective 
factor in the past in limitin @¢ the price of the producer, despite the 
tremendous growth in the gas industry during this time. 

Mr. Dr FF. How would the prices he affected by the escalator clat 
in some of these contracts / 

Mr. Searus. In some of these contracts, I am coming to that 
regard to the provisions of the escalator clauses, but we have ditferent 
types of escalator clauses in existing contracts. 

We have what Is known as a fixed escalator or Sstepup provis On. 
Most gas contracts provide for an initial price, then they provide 
for an increase after a certain period of time. 

Those that I am familar with usually provide, after 5 years, the 
price will increase 1 cent per thousand cubic feet, and so on dur ny 
a 2U-year period. 

Now. the producer Was confronted with this proposition : He was 
required to sell his gas over a 20-year period. The pipeline companies 
require that in order to finance. The Federal Power Commission 
requires that in certificate cases, so the producer was met with this 
problem, because the procacer would prefer to sell his gas like he 
sells his crude oil, from day to day. 

The produce r has the right under most crude-oil contracts, to cancel 
the contract at any time, and the purchasing company has the right 
to cancel it. He can kee »p his price abreast of the market, because it 
is sold just like cotton is sold on the market, just like wheat is sold or 
corn is sold on the market; that is the way crude oil is sold, but that 
is not true with natural gas. 

The pipeline company comes to the producer, because the Federal 
Power Commission requires it, and because financing requires it, 
and says, “You have got to agree to sel] to me for 20 years, and we 











LOS AMENDMENTS TO THE NATURAL GAS ACT 


have got to agree now upon the price we are going to have for 20 
ears. 

Well, here the producer found himself in this position, in the past 
15 years. He knew that back in the thirties, many producers sold 
their natural gas in the Panhandle section of Texas, and I assume in 

ie Hugoton area in Kansas, for the life of the field at one fixed price. 

Senator Scuoerren. That is correct. 

Mr. Searzts. Maybe it was 3 cents, 2 cents, or 4 cents. ‘Then they 
found that in a few years thereafter, the price was more than that, 


1 


the market price was increased, but they had no relief, no way they 


could get relief. ‘They were bound for the life of the field. 
That gas, sir, was dedicated to that pipeline company at that low 
e 
NO . the proat ers have had that experience, They knew that 
e in a period of inflation. They knew that they were selling 
(ry ] rk i. SO t] y wid. OWN I. if | am Ol) oY to bine | ly elf 
l \ ‘Ss to Vi it i gas, i Want some kind ot provision 
re that will Keen th price avrea t of the market.” 
5 e\ roviad ! ome cases Tor xed escalation. They pro\ ided 
fo! red-nati ons 
We have two ditferent types of favored-nations provisions, we have 
yandas rty . two-party is where the buyer agrees that 
er price for natural gas in that’ area, he will give 
that same price to the seller of the natural gas. Some of those favored- 


nation provi ions only became operative every 5 years 5 they take a 
look at it every 5 vears and see whether or not the purchaser 1S 


Lying anyone else in that area a higher price 
Phat is known as the two-party favored natio 
! hree-party favored nations provides, an Ga usu ally at the lapse of 


certain time, if anyone else in the area is paying a higher price, 
this alge icer will get the higher price. 

Now, that was the only way the producer could figure that he could 
keep his price : abreast of the market, and, of course, there is nothing 
unusual in that. ~The Government, the Department of the Interior, 
provides in all of its Government leases that the royalty to be paid 
the United St: ites Government will be the highest price being paid 
in the field, not just the price that this producer wants to pay, but if 
anyone else pays a higher price, that producer has got to pay that 
royalty price to the Government, and, of course, that is a common 
provision in Government contracts where the Government is selling 
anything. It is a common provision today in rentals. 

[ am sure you gentlemen, when you were practicing law, had the 


experience of renting prope rty r buildings, and you know many peo- 
ple were caught maki 1g ais eo DOTEO AK Ah a period of 20 or 30 years, 
and now it is a very common provision in most rental contracts to 


provide that this rental provision shall be adjusted every 2 years, or 
every 5 years, depending upon what happens to the commodity price 
index, the wholesale commodities, as published by the Bureau of Sta- 
tistics of the United States Gove rnment. That is a common provi- 
sion. 

That provision we find in some gas purchase contracts. 

In other words, the point I want to make is this: The producer had 
to sell his gas for a firm period of 20 years, he was selling on a rising 
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arket. Tle didn’t want to agree to the price that was then the going 
price, and say, “I will ; rive you this price for 20 years to come.” 

lle wanted to say, ° ‘Tf I am vroing to be bound aoe 20 vears, there 1s 
ome Way J should be oer on pl ice? and the hest wav the pro 
lucer could figure it out wa . this favored-nation provision, ind 
hat is the purpose of the SD eacel nation provision in the existing 


ontracts. 


Some of those provisions were criticized before the Hlouse com { 
by some of the distributing companies. We don’t think just bly 
We think they serve a real p Ppose. Lhe distributor, y ; He 
in Increase in price, can eo before the State Public S ( 
ion, and ask for a crease to the cor mer 
| ( nterstate pi ne ¢ MATL eC] e | wh { 
| Ldn l ‘} ce oO \ | ! ( { l'¢ ( ( 
| ] } Po l { ! —=!¢) 1 | ) ‘ 
Y S'] I Could 4d \ < ( ( 
ar ao \ 1] iy L wlth () { } 
ae | \ az i} ( ! | } 
‘ } PVE) | { { 
that \ » file ay { 
( missic ti if that 1 
] a O] | r cere ] ‘ 
‘i a S sel i | thi tha I'¢ | } ( 
l 1¢ 1 ) I nere eC L\ eV i! ) | ! 
nl eul f vou would determine it at the o 
l | we rls { »Col O} mid nels ike TO tel 


Senator Pasrore. Under a 20 year contract 
Vir S] ARLS. Yes: is this a re asonable 1h reanre. 


Suppose the step-up Is 5 cents. The Commission might \ We 
think that is a reasonable provision to place 11 he conti tC at 
Is weir ol 
It just hike when you are making a rental agreement, and say 
uu are going to renta building for $200 for 5 vears, and incredse it 
S100 at the end of 5 vears, and at the end of 10 vears, it woes up So0 
ire, , 
Senator Pasrore. Well, usually it isn’t the case. Usually in the 
ental contracts it 1s a question of arbitration. You arbitrate be 


‘auise it ig go up or down. 
The rental market might be lower at the termination. "There is a 
J re tection there as to the lessee and lessor, too. 
Mr. SI RLS. I have seen number of t} eM where they provide for 
fixed amount of increase in the rental. 
Senator Pastore. But in all of these contracts we are talking about, 


ll of these provisions actually provide for an increase in rate. 
Mr. Srarus. Yes. I think under a favored-nations clause. under 


section (¢c), if there is an increase under a favored-nations clause. then 
the pipeline company would come in and determine whether that i 
crease re presented the reasonable market price, so it would be neces 
ary for the Commission to pass on this matter, and the bipetin e could 
have that determined by filing an application with the Commission. 
Senator Pasrore. I notice, too, under (c) there is no obligation 
upon the Commission to determine these cases within any specified 


time. 
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What have you got to say about that? What if these cases are just 
filed md there are so many of them that the Commission can’t be 
abreast of then what happens then ¢ 
Mr. Searus. Well, of course, you could limit the Commission, but 
| would think the Commission should be Yiveha little broader discre 
tion. 

Senator Pasrore. I am not opposed to that, but I am wondering 

hat kind of responsibility we are throwing on their shoulders. 

Let’s assume vou have thousands of these contracts. How can they 
Keep up With 1t¢ 

Mr. Srearvs. I think they can do that. I don’t think you would 
come in with each individual contract. 1 think a pipeline company 
would come in with maybe 15 or 20 contracts at one time and have the 
matter determined. 

In other words, every time you execute a contract, vou wouldn't 
come In. , j , 

Now, this is the way it works out from the standpoint of a new pipe 
1@ company, or an increase in the delivery capacity of an existing 
pipeline, 

These new contracts are usually executed, because the pipe line com 
pany wants to expand the capacity of its line, or it is going to build a 
new line, or some other reason. 

What the pipeline company does, first, it aoes out and tries to rel the 
gas. At the other end it knows whether it has the market tor the 
natural gas. It goes up and signs all of its contracts before it comes 
in and files an applicat ion for a certificate of public convenience and 
necessity with the Federal Power Commission. 

I think most of these matters would be decided in the application 
for the certificate of public convenience and necessity. If you will 
turn over to section 3 of the bill. you will see how it prov ides for this 
matter to be determined in connection with the issuance of a certifi 


} 
i] 


cate of public cohvenlence and necessity. so I say these contracts, that 


is the great Majyoricy of the contracts, would be passed on in the cer 
tificate cases when there is a regular hearing before the Commission. 

Now, there would be Cases, undoubtedly, where an application tor 
a certificate would not be pending, but in most cases, a great majority 
of the cases, I feel sure, it will be passed on in certificate cases. 

Senator Porrer. Mr. Chairman, could I ask a question about sub- 
section B, you were discussing. 

The purpose of this legislation, if I understand it, is to exempt the 
producers from Federal regulations by the Federal Power Commis- 
sion. 

Then we have in subsection B, which I discussed, it seems to me the 
producers can be just as well regulated, although it may be more 
indirect, as you are at the present time. 

Mr. Sears. Well, the producer—— 

Senator Porrer. In the language of this subsection B you leave it 
for the Commission to determine what is the reasonable market price, 
what is in excess of the reasonable market price. 

Now, what may be a reasonable market price to a producer may not 
be a reasonable market price in the minds of the Commission, so it 
would seem to me that with this subsection the very thing you intend 
to do by the bill is provided in that section. 
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Mr. Sears. I don’t think that is true, Senator, for this reason 
and the point was brought out by Senator Dutf, that vou are, i 
directly, as Senator Dulf says, regulating the producer. I say you 
ire indirectly limiting the price the producer can obtain on a 


interstate commerce, but 1f the Commission issues the order and 


avs the price is below what the produce r thinks the re nable 
arket price is, the producer doesn’t have to sell his gas 11 terstate 
on merce. 

Senator Porrer. He doesn’t have to sell it in interstate cor e 
ow. cloes he? 

Mr. Srarus. Today, if he makes his contract. he ibjeet 
federal Power Commission holding that the price that he h isreed 
upon Is not a just and rea onable price | der the Natural Ga \ 

| then he must take 1t whether he likes it or not, a pl 

esser amount 

Senator Porrer. If he sells in interstate commerce ? 

\Ir. SEARLS. if he sel |s n i terstate commerce 

Senator Porrrr. It seems to me it i small shading twee 

e tl conditions now and hat \ ed Tol ‘ 

\in. SEARI I believe there is a substantial dif 

In the fi pla under the ac L yu 

ible price ind that terminoiog : i th 1 Cb te 
il C\ eoulation This savs renasol ible market pl i ‘ 
producer the assurance that h will get | Lcomp | ( 

price determined in th market, a isonable market pi e. I 

ier words, the controlling point is market, whereas unde1 


a | LEU, 
eXISTS today. he 1S subject to publie utility reou 


nd reasonable” is the terminology which we use with respect to 


yublic-utility regulation, 
Senator Danieut. In accordance with the Supreme C 
retation ¢ 
Mr. Searts. Yes. sir. That standard of regulation imposed» 
respect to public utilities is not imposed under this bill Phe produce) 
issured o getting a competitive pr e, a reasonable n 
=\ itor \VIONRONEY. (ne et, by pract e ih tiie hield i eel 
lepen ie] tly arrived at over the vears. The other would be a matter 


f evaluation and a return on investment subject to utility oper 
sthat not correct ? 

Mr. Sears. The latter one you mention, Senator, is a price dete 

‘ined in accordance with public-utility standards, whereas, as you 

iv, the other price, the reasonable market price, is a price determined 

n the field by competition, and by the forces of competition because 
is the market price, and not a price that is going to be determined DY 
public-utility standards. 

Senator Monroney. And there is no way you can fix the evaluation 
on one gas well as differing from another. One will have five times 
the life of another, with different sands and in different portions of 
the field and things of that kind, would it not ? 

Mr. Srearus. Yes, and this gets the producer away from a publi 
utility regulation. 

Senator Pastore. Let me ask you another question, Mr. Searls. 
Was this section B in the act that was vetoed by President Truman ? 

Mr. SEARLS. No, it was not. That was an ¢ xemption of the produ er. 
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sSFenatol Pp STORE. It Wil pul i\ inexemption ¢ 

Mr. Searus. Y¢ 

Senator PAasrori Ph unadaits ( 

Mr. Searzs. 7] in addition inserted in this bill for the protectio 
Oo] ( ! ( 

Senator Pasrore. Based 01 © report made by the President's 
Com g 

Ming S Ri Lhd ransport erbatim the language ot the Pi 5] 
dent s Com e. and that is the renson 1t Is in this bill, I am sure, 
beca he 1 { ’s Committee has made that recommendation that 
t should be ny Q lation that S pa sed, and the producer thoug! 


tLoat was the best he could vet, 


Senator Pasrori Pherefore, is it fair Tor me to say insofar as the 
mite OT Tt! Con e 1] concerned, this 1s a vast Improvement Ove] 
the b that was pa d recently by the Congress and vetoed by 
p 7 I "9 h ‘ 

Mr. Srarzus. I think you could say that. Speaking personal] ac 
would ft complete exXel ptior WOuld ve Dett 

Senator PASTOR! | understand your po {10 

Mr. Sears. F the standpoint of those representatives of thi 
CO! ers, | of mers feel ]i] 
pl ( ci ve under the bill vetoed by I) 
(i ] Ty ] 

= r Pe EI If Le ‘ sk one more questioi I be ( il 
state \ i.regu { ( 1lOh Wh regulates thi 
of natural gas ¢ 

vi RLS \ 

‘ ( r. Wh ne es the rate fixing 4 

The Federal Power Commission regualtes the pipelines / 

Mir. Searzs. That is right. 

hnatol POTTER | interstate commerce, Now. how ean what 
diffi lt for me to understand is how the State commissions can ¢ arry 


out their functions of rate fixing for the distributors, the Federal 


Power Commission having regulatory power over ~ pipe lines al 
the top of the funnel, where the natural gas is fed in, if that is { 
regulated 7 

Mr SEARLS. Well, the comm iss ONS in tl 1e producing States have had 


no trouble with that, they have allowed the pipe ‘line company to ex 

pense the cost of the gas in the field, which is determined by the laws 

of competition, and that is just what has been done up — June 
7 of this past vear by the Federal Power Commission, and it appar- 

ently has posed no proble m to the Federal Power Commission. 

In other words, our commission in Texas, and I am sure the same 
thing is true, Senator, in Kansas, and in Oklahoma, and in Louisiana, 
they regulate the distributing cOmPANe but the price received by the 
producer in the field is an expense that is allowed in regul: ating and 
allowing the dis agai kaoaye- tan A fair return on net investment. It 
has not, as I say, posed any problem in the producing States. I am 
sure that Senator Schoeppel i is more familiar with that than I am, 
but it has not up to this time. 

Senator ScHorrren. It has not been in my State, because it is 
prefaced upon the competitive field prices. 
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Senator Porrer. Is there anything comparable to this AS Pp by le 
where it Is regulated by a state agel Vor scontrolled by tl | 
Power Commission in the movement interstate, but is not regulat 

the source’ Is there anything that compares with t 

Mr. Sears. I don’t know that there is anythir Oo eXa thy COM] b 
dealing with a commodity. Of course, al] public utilit buy pipe 
upplies which is nonregulated, and which forms a part of thi 
base, or which is expensed in a rate case, in other word 
many nonregulated products and the prices are determined b 
pet CION), 

The sales by the steel companies to the distributing Wipanie 
pipe, for instance, those prices are not regulated, and yet the p. 
paid by that di tributi fF company go into that distribut 
pany’s rate base, and the products that the distributing companies bu 
expensed in a rate case, are nonregulated prices. 

Senator Porrer. Let me use a hypothetical case. We will 
the producers raise the price of their was at the pro tucing end | 

ould he prac tl ally mal datory Uy on vour State com! to 

yer to the cor mers, as it would ‘arry all throug! t ( 

Mii SEARLS If 1 t price 1 nNAssed vh h | | I 
f it is passed on by the pipelin yi} : e rit 

\ ] hink it would be t SS rf res | 
there nothing new an that. Th as bee yu Y e ul 
} / of last ul We kno \ rie \ ( 
De¢ nad we ( fro 1958 thro t | 
ents on the average to the producer. That v 
crease In pl 

a itor Pa ORI VV l tter of 1 ( 

here the ( pane Phichl I ae | | y\i y ( | 
price of il 20 up, they ipply | in} 1'e nl 

Mr. Searzs. I am olad ye mentioned that, beeau | 
more compar ble th: n the one I mentioned { ] rit c I 
the production of manufactured gas, which they produce fron» 

ere 1s a commodity which is the very basis of the production of 
manufactured gas, or fuel oil which is used in manufactured g 
Prices are unregulated. The prices of coal and fuel oil are 
lated, and yet the manufactured gas is made from that, and the ma 
factured gas is regulated. I think that is much more comparable a 

ituation. 
| Senator Pasrore. Are there further questions, Senator Daniel / 
Mr. SEARLS, There Is one other Drovision of the bill that I | ac rie 


mentioned, Senator, if I may. That is (d), which provides tha 
where the natural-oas Company produces Was it shall be allowed thi 
reasonable market price, and likewise where it produces gas from a 
affiliate, it shall be allowed the reasonable market price for the ga 

I think that concludes everything I want to say, unless there ar 
some other questions. 

Senator Pastore. Senator Daniel has requested that there be in 
serted in the record at this point a copy of the report made 
White Hlouse on the energy, supplies, and resources poli y. ‘| ul 


the Cabinet committee that Mr. Searls has mentioned. 






















‘> 
| 

\ 
We 
TMT 

Ind 
] ra 
ppre 
In 
eS 
cti 
( licy 
ssur 





NDMENTS Q NATURAL GAS ACT 
DQ tO hoy 
j D¢ J ( Hag ‘ 
| R } y S I RESO ( POLICY 
ut ) 
( 2 1 ( I 1 I As 
‘ I PSE ( ( md natura < more nd 
! ( ‘ eq Y nts ) e mol ( nto Lor the 
, f ‘ f(y { (] ‘ Kil T TN) 
’ ) nresent 
} VW Ti a I el \ D e | 
T ( l iis ( ad 4] 
t vi ( l J ( ol Ae ( 
. ( Cre 1 Whi ©] a 
( dust Ov 
g ‘ ( s of enha 
‘ il defense? More , 
“ rt el ( n I Orit resea t7over!l nit 
le 
| I \A ( } } 
Kk ‘I di] ( Def eM 
l 9 hele rved 
; t I} 
\ { € ( he 
I { ‘ i} 1] 
’ ed ! 0 n 
| } t1 2 he } 
° nd Su ‘ 
I ! i t i I ‘ 
e | ( ‘ ! nd ) 
( ( 
1 . ( 1e1 ind 1 
( ig ‘ eT 
Pre n ( ee’s recon 
' } ‘ } oS ! v ad be ipproacl 
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‘ nport such pplic nterests of na l « 
! nd ( es ‘ Vv, and re e prices to consumers 
hese ol ( l = ESS¢ ) e due consideration to (1) the 
tions known : he production of natural gas, (2) the transportation of gas 
s transmission lines, and (3) the distribution of gas in municipalitic 
( ompanic vy engage in more than one of these activities Kach 
tion of such companies should be treated by like criteria according to its 
priate industry inction 
the production of natural gas it is important that sound conservation pra¢ 
be continued. This area of conservation management is under the juris 
m of State conservation commissions In the interest of a sound fuels 
and the protection of the national defense and consumer interests by 
ing such a continued exploration for and development of adequate reserves 


as to provide an adequate supply of natural gas, we believe the Federal Gov- 
ernment should not control the production, gathering, processing or sale of nat 


ral 


and t 


or 


The 


as prior to its entry into an interstate transmission line. 
inte 


he subsequent sale of such gas for resale is a public-utility function and 


state transmission of natural gas by the interstate transmission lines 


should be under the regulation of the Federal Power Commission. In considering 
he certification of new lines and applications for increased rates based on new 
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egotiated purchase contracts, the Commission should consider, in ordet 
provide protection for the consumer, not only the assurance of supp I 

whether the contract prices of the natural gas which the applicant h 
mtracted to buy are competitively arrived at and represent the reasonable 
irket field price, giving due consideration, in the interest of Competitio to 
e reasonableness and appropriateness of contract provisions as they re e 
existing or future market field prices 
Phe several States or their political subdivisions should continue to provide 


e public-utility regulation of distributing companies in accordance with usua 
ity practices 
Thus the complete cycle of natural-gas production, transmission, and utiliza 
on will be appropriately regulated: The production and con 
s by the State conservation commissions; the interstate tra 


‘rvation of natural 






nsSinission of natural 
s by the Federal Power Commission; and the distribution by the local public 
ity commissions 


Nales below cost by interstate pipel ne COM PANES 


The basic principle regarding the regulation of natural gas and the use 
ternative energy sources should be as far as possible that of free choice b 
he consumer and free and fair competition among suppliers. This, it is cor 
lently thought, will provide most effectively for the assurance and flexibility 
rgy supply, both for economic growth and strong security readiness But 
iles either for resale or direct Consumption below actual cost plus a fair pn 
ortion of fixed charges which drive out competing fuels constitute unfair con 
etition and are inimical to a sound fuels economy 
Che committee recommends, therefore, that appropriate action be taken tl 

prohibit sales by interstate pipelines either for resale or for direct consump 


ene 
l 


n. which drive out competing fuels because the charges are below actual cos 
is a fair proportion of fixed charges 

Eminent domain for natural gas storage 

rhe power of eminent domain for the acquisition of surface and mineral rights 
1 the development of underground storage reservoirs should be granted subject 


appropriate safeguards to protect the public safety, including the minit 
nad tr 
dustry. 


Crude oil imports and residual fuel oil imports 


\n expanding domestic oil industry, plus a healthy oil industry in friendly 
intries which help to supply the United States market, constitute basically 
portant elements in the kind of industrial strength which contributes most to 
strong national defense. Other energy industries, especially coal, must also 


iintain a level of operation which will make possible rapid expansion in output 
ould that become necessary) In this complex picture both domestic production 
nd imports have important parts to play; neither should be sacrificed to the 
ther 


Since World War II importation of crude oil and residual fuel oi] into the 
United States has increased substantially, with the result that today these oils 
ipply a significant part of the United States market for fuels 

rhe committee believes that if the imports of crude and residual oils should 

ceed significantly the respective proportions that these imports of oils bore to 
ie production of domestic crude oil in 1954, the domestic fuels situation could 
he so impaired as to endanger the orderly industrial growth which assures the 

itary and civilian supplies and reserves that are necessary to the national 
efense. There would be an inadequate incentive for exploration and the dis 
ery of new sources of supply 

In view of the foregoing, the committee concludes that in the interest of 
ational defense imports should be kept in the balance recommended above. It is 
highly desirable that this be done by voluntary, individual action of those who 
are importing or those who become importers of crude or residual oil. The com 

ittee believes that every effort should be made and will be made to avoid the 
necessity of governmental intervention. 

The committee recommends, however, that if in the future the imports of 
rude oil and residual fuel oils exceed significantly the respective proportions 
that such imported oils bore to domestic production of crude oil in 1954, appro 
‘iate action should be taken. 

The committee recommends further that the desirable proportionate relation 
hips between imports and domestic production be reviewed from time to time 


63057—55 9 
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in the light of industrial expansion and changing economic and national defense 


requirements ; : 
In arriving at these conclusions and recommendations, the committee has 


taken into consideration the importance to the economies of friendly countries 
of their oil exports to the United States as well as the importance to the United 
States of the accessibility of foreign oil supplies both in peace and war. 


5. Petroleum refining capacity 

The Departments of Defense and the Interior should have studies made by 
their staffs and expert advisors as to the adequacy of present and prospective 
refinery capacity, both as to amount and dispersal, as well as other factors, to 
determine the need for any measures to maintain refinery capacity necessary for 
defense purposes, particularly the capacity operated by small, independent 
refineries. 
6. Tar incentives 

(a) Present tax provisions on coal, oil and gas production have been an im- 
portant factor in encouraging development of energy sources at a pace about in 
keeping with demand. Further analysis and study by the appropriate branches 
of the Government should from time to time be made to review the amount and 
method of making such allowances to maintain proper relationships with contin- 
uing changes in other features of the tax law. Any changes which may be pro- 
posed in the future must be analyzed in terms of their probable effect on devel- 
opment of domestic resources needed for economic progress and national defense 
as Well as the fiscal and tax policies of the Government. 

(b) Retroactive tax legislation and special relief provisions should be avoided 

(c) Accelerated amortization should be used only to insure the maintenance 
of a sound mobilization base for energy supplies. 


7 Re S¢ arch and dere lopn ent program for coal 

We recognize that coal is a great national asset and endorse a cooperative 
study to determine what research and development could be undertaken. The 
coal industry and both Federal and State governments should participate in 
this study and its cost 


8. Unemployment and business distress in the coal industry 

We recognize that serious unemployment and business distress exist in the 
coal industry and recommend that the interdepartmental coinmittee on the 
soft-coal industry be continued for the purpose of developing for Cabinet consid 
eration specific action programs to alleviate these conditions. 


9. Coal freight rates 

In order to maintain coal’s vitality as an instrument of national defense by 
improving currently its ability to compete with other fuels, the railroads, by 
voluntary action, and, in the absence thereof, the Interstate Commerce Commis 
sion, by compulsory order, should adjust freight rates to the extent necessary to 
remove the excessive and disproportionate contribution that coal rates are mak 
ing to meet the cost of other unprofitable services of the railroad industry. Train 
load rates should be established to reflect the lower costs of such service. 


10. Coal exports 

(a) The Government should urge foreign governments to reduce unreason 
able discriminatory restrictions against imports of United States coal. 

(6) The Government, when making foreign loans, should use its best efforts 
to obtain provisions to prevent discrimination against United States coal. Dis 
crimination would be judged to exist when United States coal imports are dis 
allowed despite its availability at costs no higher than foreign coal. 

(c) The Government should expedite efforts to establish credits through the 
Export-Import Bank to foreign banking institutions in countries where there is 
reasonable prospect of repayment so that American coal exporters can offer more 
competitive payment terms to foreign customers. 

(d) Where United States coal can be supplied competitively with other avail 
able coal, the Government should use its best efforts to enlarge the participation 
of United States coal in the foreign-aid program. 

(e) The Government should compensate for higher shipping costs when in 
curred as a result of the requirement that 50 percent of all shipments be in 
United States ships at fair and reasonable United States market rates. 
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i] Vobilization requirements for coke 


The committee believes that present and prospective rates of shutdown and 
dismantling of slot-tvpe coke ovens will leave inadequate coking capa 
support full mobilization production of steel and other essential wartime indu 

On the basis of national security, coke requirements can only be met if the 
Office of Defense Mobilization is directed to prepare plans to make the necessary 
arrangements and tests to expand coke production rapidly in the case of an 
emergency. 

12. Government fuel pure hasing poli u 

In working out a more consistent and equitable coal purchase policy, the fol 
lowing steps should be taken: 

(a) The Secretary of Labor under the Walsh-Healey Act should pursue his 
present policy of making determinations of wage standards applicable in the 
coal-producing areas and should establish these standards at the earliest practi 
cable date. 

(b) The Government agencies should, to the extent practicable, purchase not 
less than 75 percent of their estimated annual coal requirements on a contract 
basis. 

(c) All Government agencies purchasing coal should, prior to and after the 
award of the contract, verify the quality of the coal offered and supplied to the 
agencies. 

(d) All Government contracts for the purchase of coal should contain appro 
priate escalator clauses which protect the buyer and the seller 

(ce) In instances where it is not possible for a Government agency to take all 
the coal for which it has contracted, the deficit should be apportioned equitably 
among all participating contract suppliers without penalty to the Government. 

(f) Coal suppliers should be required to submit, along with their bids, proof 
of their ability to produce the requirements at the time specified 

(7) All coal suppliers to the Government, regardless of size, should comy 
with the Federal Coal Mine Safety Act. 

(i) All transactions with the Government relating to coal purchases and sup 
ply should be public information. 

(i) The domestic fuel purchasing policies set forth above should be applied 
to purchases of coal by companies acting as agents for the Federal Government, 
as Well as to purchases made direct by Government agencies. 

Prior to the purchase of any fuel by a Federal Government agency having a 
large annual use of fuel, that agency should request advice from the Office of 
Defense Mobilization as to how this purchase can contribute to the maintenance 
of a strong mobilization base within the domestic fuels industry. The Office of 
Defense Mobilization should be directed by Executive order to develop a mecha 
nism for accomplishing this objective. 

Senator Pasrore. Incidentally, for the purpose of the record, do 
you appear as a citizen, or represe nting some interest ? 

Mr. Sears. I appear as an attorney with a firm that represent 
both producers and pipeline companies. I am appearing at the re 
quest of producers. 

Senator Pasrore. Would you want to state the names of your 
clients ¢ 

Mr. Searis. [ am not appearing at the request of any specific c 
ents. The representatives of producers asked me to appear, but I 
am not appearing for any particular company. 

Senator Pasrorr. We have a list here of the witnesses and intend to 
run until 4:30 this afternoon. We will take on a witness for another 
three-quarters of an hour. We won’t cut anybody short. If there 
is no one present who will take three-quarters of an hour, at the most, 
we will recess until tomorrow morning. 

Mr. Oren. Mr. Chairman, I am Clayton Oren; the next witness 
is Dr. Boatwright, and he can’t present his testimony in three 
quarters of an hour. It would be better if he could present it at a time 
when it wouldn’t be interrupted. 
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p. m., the committee adjourned, to 








AMENDMENTS TO THE NATURAL GAS ACT 


WEDNESDAY, MAY 11, 1955 


UNrIrep STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washinaton, D.C. 

The committee met, pursuant tocall, at 10a. mM. 1N the Senate Office 
Building, room 318, Senate caucus room, Senator John C. Pastor 
(acting chairman) presiding. 

Present: Senators Pastore (presiding), Monroney, Daniel, Er 
Phurmond, Schoeppel, Potter, Dutf, Purtell, Butler, and Bricker. 

Statf members assigned to this hearing: Frank Pellegrini, chief 
counsel; Wayne Geissinger, assistant chief counsel, and William 
Kohler, assistant counsel. 





Senator Pasrorr. The hearing will please come to order, 
Our first witness this morning is Dr. John Boatwright, econom:! 


of the Standard O11 Co. of Indiana. 

| ro you havea prepared Statement, Mr. Boatw right 6 

Mr. Boarwrieur. I have prepared a statement, and I thought that 
copies were available to all members of the committee. 

Senator Monroney. I have a copy, Mr. Chairman, but TI think be 
fore Mr. Boatwright begins his prepared statement, it would be prope 
to qualify him as a witness. 

From this data TL have had a chanee to look thro ih, ft seen to be 
his basic economic studies on the whole program, and I wonder if 
Dr. Boatwright would give us some statement about his background ? 

Mr. Boarwrigur. | graduated from William Jewell College at 
Liberty, Mo. I did graduate work at Kansas University at Law 
rence, Kans. | recelved a fellowship In ec onomics at American Un 
versity in Washington, D. C. I received my master’s degree at that 
nstitution. 

I was appointed lecturer in economics at Northwestern University 
I received my doctor’s degree from that institution and remained on 
the faculty for 3 years. 

I have served for 1 year, approximately, as an industrial examine! 
for the Federal Trade Commission. 

During the war I was on the Economic Advisory Committee to the 
Petroleum Administration for War. 

Senator Monroney. That was here in Washington, was it / 

Mr. Boarwricur. Here, in Washington. 

During the war also I conducted several studies on a national scope 
on behalf of the oil industry and the defense effort. One of those 
studies was the allocation of crude among refineries to allocate the 
output of critical war materials. 
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Another such study was the complete analysis of all overland 
transportation facilities so as to result in the maximum delivery of 
military products to the east coast. 

A third such study was the pera of tank cars, so that they 


could be freed from the rest of the Nation and made available for 
transports ition of pe ‘troleum — ts to the east coast. 
\ ft r the war, I was assigned as a member of the Economic Com 


mittee, Adviser tothe Military Petroleum War Council. 

Following that. I was appo 1] = DY the Secret: uy of the Interior to 
make a study as a consultant to PAD on mobilization of the oil 
dustry in the defense effort. 

‘The next assignment was when I was appointed a member of a com- 

by Secretary Weeks to undertake a comple te analysis of all 
economics and statistical information proy ided b\ the Department of 
Commerce, the Bureau of Census. 

[ have served asa consultant to that Department. also. 

[f am a member of the American Statistical Association, Advisory 
Committee to the Bureau of Census. 

Does that meet your request, Senator / 

Senator MONRoN! I believe it does. I would just like to have that 
for the record, and I think it is helpful to members of the committee 
to know the background you have had in order to qualify yourself for 
this statement you are making. 

Senator Pasrore. Now, Doctor, I would like to ask a question or two. 
Are you here representing the Standard Oil Co. of Indiana ? 

Mr. Boatwricut. No, I am not. 

Senator Pastore. Whom do you represent / 

Mr. Boarwricur. My company loaned my services to the American 
Petroleum Institute, and I prepared the economical analysis that I 
am going to testify on this morning on behalf of all producers of 


5 

i 
' 
i 


petro! wm and i itural was, 

Senator Pasrore. Are you prepared in any way to tell us how many 
producers we have in the United States, of natural gas? 

Mr. Boatrwricir. Yes; that is covered in the testimony that IT shall 
present. 

Senator Pastore. All right, sir, proceed. 


STATEMENT OF JOHN W. BOATWRIGHT, STANDARD OIL CO. OF 
INDIANA 


Mr. Boarwricur. I think that the question you have raised, Senator, 
[ would like to state clearly the testimony that I shall present is not 
the testimony that represents my company’s points of view. It may 
or it may not. 

These facts that Iam voll ig Me pre sent to the committee this morning 

facts that ha . been. developed by a group of economists working 

on this quest ogy ‘We have relied upon well-recognized sources for all 
of our data. 

I have been assisted by several very capable economists in the 
nalysis, and I present only the findings resulting from that study. 

These findings result in the following conclusions as we reached 
them from om analysis. 
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| should like to state in a brief sentence or two, the prin 


ngs of the analysis, and ther present t the committee, the borma 
tion leading us to that conclusion. 

My first general conclusion is that the potential consumer ce 
for natural vas is far from at) fied. iD idence abounds to ind it 
the scope the market would amount to Pro ided there were : quate 
supplies and fa litiés, al cl these per pri not now erved bv 1 1 | 
gas st: nd ready and willing to pay a price to provid the frac { 
and the services necessary fo mia ce Ht vill ble 

Secondly, there is a distinct econom advantage Tor consumers 


Third, realization from the sales of natural gas by main line cat 
riers when sold to industrial buyers is higher than the realization 
obtained from natural gas when sold by the main line carriers to 
utility companies for distribution. 

Next, the assurance of future supplies of natural g 
ceonceri ot the consumer. expansion ot reserves Wa very rapid In 
the immediate postwar period, and there was no question raised until 
the results of the 1954 exploratory efforts became available It might 
have been mere chance that our discovery results in 1954 were as Ww 
satisfactory aus the y were. 

No. 5. in one case where there has been regulation of 1 


to use natural gas iInmany parts of the country. 


7 l 
1 l the rst 


l 1 
Hié ! | rt) 


gas industry production on a utility basis, production not only de 
elined im an expar ding market, but the actual volume of output «le 
c! ned. ieWorts to discov ir ne reserves by t] ese compan es were 
reduced almost to the vanishing point. Regulation, as practiced, 
did stifle exploratory efforts to discover new reserves. 

No. 6, the total number of natural gas producers 1s something ove1 
S.000. These individuals sell both in intrastate and in interstate 
The industry is vi ry widely held, and is less concentrated in owne 
ship than any of the other extractive industries, and less concentrated 
than most of the manufacturing industries of the Nation. 

No, 7, the gas producing industry is very widely held if we study 
the degree of concentration on a regional or State basis. 

No. 8, the independent producer of natural gas 
put for a smaller real income for the entire time period of 1945 
through 1952. It was not until 1953 that the price received 
equivalent of purchasing power at which the transactions had beet 
entered into in 1945. 

No. 9, the current competitive price as evidenced by the contract 
signed during any given year have increased or decreased 
ing supply-demand relationships. They have behaved as any com 
petitive prices should. 

No. 10, the various adjustment clauses included in the sales contracts 
between the independent producers of natural gas and the natural gas 
carriers are designed to insure to the seller the competitive market 
on date of delivery. 

Through 1953, such price adjustment clauses have not achieved this 
result. Deliveries of natural gas were being made during 1953 at ap 


sold his daily out 


Wil ié 


with vary 


proximately 90 percent of the current market value as indicated by 
new contracts on contracts that had been signed in prior years. 

No. 11, the price behavior of natural gas shows none of the tendencies 
or symptoms of monopolistic control, and analysis of prices with re 
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spect to flexibility through time, variations among producing areas, 
variations within the same producing area at the instant of time, gas 
price as ——— W ith competitive fuels, and the producers price of 
natural gas as a part of the total bill paid by the consumer, all fail 
comp ylete ly to adic ate any symptom of monopolistic control. 

Senator Pasrore. Could I interrupt you for a question at that 
point 4 

Mr. Boarwricur. Certainly. 

Senator Pasrore. If it is true the producers were receiving only 90 
percent for the was in 1953, that was before the Supreme ¢ ‘ourt decision, 
how do you account for it? 

Mr. Boarwricur. I have a substantial amount of evidence in the 
testimony that I can give to you when we come to it. I would state 
this, however, that the 1948 contracts, to use a single year, were signed, 
and these various contracts include various clauses attempting to com 
pensate the producer on the basis of the delivery price, on the basis 
of the current price at date of delivery. 

The contracts provide for various escalation clauses, which was 

‘xplained yesterday by Mr. David Searls. Those contracts in the 
aggregate W) th all of their esealation clauses fail to meet the complete 

purpose of the clauses when originally inserted, as we trace the identi- 
- contracts through time, so that at the present time the net result 
is that deliveries were bei Ing made about 10 percent below the current 
price being offered by new contracts for natural gas. 

Now, the causes of that are severalfold. No. 1. some contracts are 
step-up clauses, and the current price may move up more rapidly than 
a step-up clause provides for. 

No. 2, a contract may call for an adjustment that would _— a 
price to the producer equal to any other price that he may be paying 
in that field. 

There may be a time lag of a year in which the adjustment is not 
made from day to day, but hes re m: iv be a time lag when the adjust- 
ment is made at spec ified periods, 

There may be a clause providing for the renegotiation after a cer 
tain time period, and that may not, as yet, have taken place. 

Senator Pasrore. The question I am going to ask is not meant to be 
impertinent, I as . it in full honesty and sincerity. 

Would it be a case of the big lines exploiting the small producer 
who didn’t have I ‘ederal protection / 

Mr. Boarwrienr. I don’t think so. I don’t think there is exploita 
tion on the part of the big lines, nor do I think there is exploitation 


on the part of the producers. Il h: a explored the data provided to 
the Federal Power Commission, the Natural Gas Association and the 
Bureau of Mines. We have honestly looked for some indication or 


sign of exploitation on the part of either the buyer or the seller. 

The data and the behavior of that data is completely symbolic of 
competition at both sides. I do not anticipate 

Senator Monroney. In other words, it Just proves the point that 
the competitive condition that exists does give you the lower possible 
rate than one that would be under strict regulation / 

Mr. BoarwricHr. Oh, yes; I am thoroughly convinced of that 
point, and shall present evidence on it. 

Senator Pasrorer. All right, you may proceed. 
Mr. Boarwrieur. Thank you. 
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No. 12, prices at which natural gas is sold to natural gas transm 
lor lines have heen responsive to comipetitive conditions. When if 
Wils a byproduct, it Was sola as a byproduct ana pl iced ads a byprodu { 
\s it grew out of this classification, it sold on the basis of the con pel 
tive demand ina free market. 

No. 18, the principal Interstate Gas Transmission lines, with one 


»a wide number of producet 


ngle exception, have connections wit] 
Many fields and Ink DANY states. ‘| here is also | large number of 
terconnections between the pipelines. such v idely scattered Uppy 
sources have the etfect of producting a veritable steel blanket of tran 
portation all over the Southwest producing states 
No. 14, under a system of Federal regulation of natural ga price 
the cost to the consumer would be increased more than will result from 
the prices that would prevail in a competitive market. 
These are the primary conclusions that we have reached and are pre 
pared to document and shall document. 
\Iy comments will be directed first to the demand side of the market. 
\fter discussing the demand side of the market, we shall turn to the 


upply side of the market. Following the description of the supply 
de. we shall then turn to the various an lyse ot price be Viol ! 
that market. 

\fter the consideration of price, we shall then turn to truisi in 

ndustry that lead to the last conclusion that if prices are regulated, 

he price to the consumer will be higher than it would be in a com 
ye ve condition. 

Phis entire report and our entire analysis has looked at this fron 
the snime point ot view expressed so well vest rday, Waly times, that 
th onsumers rmterest must remain paramount In our consideratiol 


ql this yroblem. 

Ni WwW. | would like tO make ul few Comments abo It & Con pel tive 
market so that I can be sure that our thinkin 
this fact. 

| think the ordinary principles of a competitive market den 
that the buyer should work for the promotion of his own self-interest. 
IIe seeks tO buy his requirements at as low a price as po sible. 

Qn the other hand, the seller of a commodity likewise works to 
promote his self interest. ats seeks to secure as cood a price il possible 
in the market, or he may adopt as a procedure a willingness to sell 
at a lower price so as to secure and retain more customers by that 
pros edure. In either ca se, the men are motivated by their self-interest, 


r win accord ol} 


‘ 
_ 


and the promotion of their economic well-being, and it is the haggling 
and bargaining that takes place between the buyers and the sellers that 


results in the corrective factors in our economy. It is this oive and 
take between the two sides of the market and the millions of decisio 
that are made from day to day, that is the self-corrective condition of 
our total economy. 

Senator Porrer. Doctor, you have a competitive market as far a 
possible between the pipeline and the producers, but after it gets into 
the pipeline there is vers little competition left in it? 

isn’t that true / 

In other words, the consumer has little choice other than to pur ha 
lis gas or use some other type of fuel. 

Mr. Boarwricur. That is the choice. However, I am presenting 
evidence about the production phase. We muct recognize ihat there 
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are three phases of the gas industry. The distributor is subject LO 
regulation of the local State or municipal authorities. The long 
distance transmission lines are subject to the regulation of the Federal 


Power Commission. 

Now, to the extent that they are granted their certificates and have 
the rights of Way, and place the Mains in the streets of the cities and 
communities, certainly they are given a mo nopoly 

To the extent that they must compete with alata itute fuels, conipe- 
tition borders on their services, but it is not a direct form of conmipe- 
tition such as an alternate gas supply. 

Now, the third phase of the natural gas producing industry has 
been a completely competitive industry. | heard the question yester- 
day as to whether natural gas could be regarded as a very highly 
competitive industry, the exploration and development of natural gas. 

Gentlemen, that is an economic textbook writer’s dream. There 
is no more perfect illustration of competition in the concepts and 
principles as outlined by Adam Smith in 1776 than in the quest for, 
and search for, natural gas and oil reserves. 

Senator Porrer. Doctor, did I understand your testimony, that if 
producers are not regulated that the price of gas would be at its 
lowest or cheapest level to the consumer 

Mr. Boarwricnt. I think the consumer not only in natural gas, 
Senator, but the consumer receives his greatest economic protection, 
overall, from a eo market. 

I think the laws of the Nation insistent upon the retention and con- 
tinuation of competition are excellent, and I think that I can show 
and will show this committee why, if regulation is imposed, the con- 
sumer will pay a higher price for negative results. 

I shall at least attempt to. 

Senator Porrer. I shall be interested in your testimony on that 
point. 

Mr. Boatwricnr. Now, I would like to apply what I regard as the 
first and foremost test of the public interest in the natural-gas in- 
dustry. That is that the market should be large enough so that there 
should be no need for waste of this vital, irreplaceable raw material. 
Certainly there must be an adequate demand for that purpose. Such 

. demand did not exist in the thirties and the producers found it 
necessary to promote pipeline systems to carry their products to a 
market where it could be consumed. 

Partially, that same condition existed during the war, and continued 
to exist in certain section of the Southwest, immediately after the war. 

Now, the expansion of the demand for natural gas is a reflection 
of three primary considerations. First is the technological progress 
in developing the large-diameter pipelines which makes possible the 
long-distance movement at economic rates. 

Second, the consumer has a very great desire for the cleanliness 
and the ease of heating the homes and utilizing natural gas, and third, 
when you can heat your home with this desir: able fuel for fewer total 
dollars than you can with competitive fuel, very obviously the demand 
will grow very rapidly. 

I think the end results of these three factors can be seen very clearly 
by the number of customers reported by the American Gas Associa- 
tion. Here you see a chart which is merely a count of the total num 
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ber of gas customers reported | Vv the distributors to the American 
(jas hte iation. The solid blue area at the bottom represents the 
imtural-oas customers, 

You will notice that it is just a milion. 

The yellow line represents the manufactured gas. You will notice 
that it has been reduced to has one-third of the number that 
existed in 1988. 

The mixed gas, “= ich is a combination of manufactured and natural 


vas, would ap pea to be PTOW INE in width at the 1953 level. 1 shall 
explhi Lin that in jus a moment, 

The LPG gas. which is that gas made | ry utilities from liquet ied 
petrole um gas, and thence distributed through its mains, is quite nat 
row in its indication on the chart, because there are compat itively 
few such customers. 

Now, I wanted to comment just a minute about the diminution of 
the manufactured gas and the expansion of the mixed gas. 

The mixed gas concept, or that portion of the chart, is a transition 
stage. It is well represented right now in the New England area, in 
the New York Metropolitan area, Philadelphia, where the capacity 
of the carrier lines are not adequate to maintain a flow into the market, 


ompletely adequ ite to meet thre » total needs of the community. 


Consequently, the utilities maintain in a standby capacity their 
manufactured-gas facilities so that during the period of peak demand, 
the manufactured-gas facilities are opened up, and they produce from 
manutfactured-gus facilities a part f the require ments of the area, so 
that the total number of customers using gas in the community 
served with their total needs, but it is a transition stage. 

Already, ( Consolidated Edison in New York has stated that they 
will go entirely to natural gas by the end of 1957. Other compan 
hs ave like »WiIse done so, as we shall see ~ bd & eC ranscont nental 
Pipe Lines are requesting additional capacity, and it will be possible 
for us to look forward to the time when the mixed-gas segment of 
that chart will diminish to a vanishing a. . 

This brings me to the next point in my consideration. 

Natural-gas customers have not only increased in number, but have 
increased in the intensity of utilization of the product. ‘Fae, you 
will find the residential consumers of natural was, 

The lower line, the blue, again, represents the natural-gas consump 
tion by residential consumers, and you will notice it represents approx 
imately 16 million therms. A therm is a unit of sale followed by 
most utility companies. I represents 100,000 British thermal unit 

There are approxime ife ly 10 therms to each thousand ecubie feet of 
as. 

On the other hand, mena tencaned gas customarily will run a little 
over 5 therms per thousand cubic feet. The heat content of natural 

gas is approximately double that of manufactured gas, and as it 
fk led, one of the principal economies that has been introduced 
through recent vears becomes in evidence. You can distribute to 
practically twice the number of customers and carry twice the energy 
load through a city gas main if you are delivering natural gas as you 
can if you are delivering manufactured gas. That is a tremendous 
economy to the distributing companies, and must be recognized. 

Now, the manufactured gas, you will notice there, in terms of 
therms—I spoke of its diminution. You will notice there that in 
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teri ol the « ergy delivered, It has tremendously reduced. The 
xed ous 1) is SHOWN some mcrease, Dut. o1 the other hana, we must 


recognize that is the transition stage 


Now. the third factor that I would like to consider about this market 


the cost factor The competitive cost to consumer IS perhaps 
the most impel Ing reason Why customers have turned to natural was, 
why we have had the expansion of the market in terms of customers, 
i! d why we have had the expansion of the market in terms of number 
f heat units consumed 

Consumers obviously desire the cleanliness feature. Again, i 38 

en more desirable v ie! they can get it at lower cost. 

The Bureau of Labor Statistics maintains a continuous analys 5s ol 
ommodity prices und price changes. From that series, we have 
prepared the following chart. 

Starting in 1938, you will notice—and using the base period of 
1935-59 as LOU percent we have charted the Bureau of Labor Statis 
tics prices quoted on anthracite coal. bituminous coal and No. 2 fuel 
il, You will notice that they behaved IN) keeping with the cost-ol 
ving index which I will show you in just a minute, they have gone 


The solid line at the bottom is the price index as prepared by the 


lsureau ot Labo Statisties On Gas, 


Ip W th the general price raises that the whole nation has experiel ced. 


Now, that 1s the « omposite ng@ure on gas, mixed, manufactured. a 1d 
itural, but as natural has represented an ever increasing portion of 
rie total is the ! rket has bu It. as the lines have reached full ut Zi 
on, as the distribution con panies have reached fuller utilization 
the price of gas in the aggregate has maintained a position where it did 
not get back to the 1938-39 basis until 1953, and in 1954 it went slightly 
bove the LYo5o ) Das 

This is one chart where we are able to carry our analysis throug! 
54. Tam sorrv we cant carry all of them through. We have tried 


Many OT the ahalyses made are dependent on the annual reports oft 
the carrier coi panies to the Federal Powe (Commission. M inv of] 

ose annual reports Tor the year 1954 are not as vet filed. They are 

ie, bul fo { ( easoh or al othe eXTeNSIONS have been oranted, awa 
consequently ve must dlepe nd in ow Suvsequent price analysis and dis 

ission, entirely upon 1953 data in this particular case. 

Senator Durr. What was the ex field price of gas in 1938 / 

Mr. Boarwricutr. Ih 1938, the average held price In the Un 
States was 4.9 as reported by the Bureau of Mines. 

Senator Durr. What was it in 1953 / 

Mr. Boarwricur. In 1953, it was 92. 

Senator Durr. And what was it in 1954 7 

Mr. Boarwricur. 10, even. 

Che first point I would like to pont out about this chart is that the 


ne 


vas series which represents the aggregate pl ice paid by the consumer 
Ps 
i 


for the three phases of the industry stribution, transportation, and 
production has not reacted to the same price influences that all com- 
petitive tuels lave. 


Now. admitted|y TWO phases of Thiat mdustry are regulated. The 


third is highly competitive, and it is the aggregate influence, as re 
flected here, of the three and the efficiencies introduced all along the 


ne that has ennbled the price to the consumer to hold uta constint 









evel. 
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Vi 


Ne Ww. We have mentioned ea })1 


. ] ? 
Senator POTTER. Before you leave that chart. could I \ 


question 


i ‘ 1 

Mr. Boatwrisut. Certainly 

Senator Potter. In response to Senator Dutt s questio To the 
price in the field increasing from 4.9 In 1938 to 10 in 104, 


chart shows that the price to the eonsumer has mMcrensec 


‘ ] } { } ’ 
doesn t reflect the Same ratio as the price n tne ft iq] wh | corre 


Mr. Boatwricutr. Actually. I shall give vou the exact amount 1 
1 : 1 ] ‘ " \ } | 
the price to the consume has inereased, and I ¢ OlVe 
re] itiol ship between the mcrease ot thie fic ld }l C@ al a The ! te ( 


tothe consumer. That W Il be preset ted, iy 
Senator PorTrer And is it nh Ute ame ratio é 
Mr. Boarwrteut. You can’t talk in ratios on this problem for 
reason. In 19388, natural gas was a surplus product in which the } 
ducers were promoting and developing the lines, trying to get 
to a market where there would be co) sumption It wa t byprod 
fuel and was sold on a byproduct price basis. It isn’ 


1ust be concerned with, it is cents per thousand eubie feet 
Senator Porrer. What was that increase from 1938 to 1954 


/ 


? 
I 


I 


onsumel 


Mr. Boatwrieut. How much was the increase 7 

Senator Porrer. Yes. 

Mr. Boatrwricut. IT have the index here 
chart there. [am not sure I have the consumer prices for that entire 


In 1938, the average price paid by residential consume! wa (4.2 
cents per thousand cubie feet. In 1953, it was 86.5. The 1954 data 
are not vel available, as I have explained, on the consume! ry} 
so vou have an increase of 12.3 cents 

Senator POTTER. The increase in the field from 1938 to 1953 i 
approximately double. The increase to the consumer during that 
pel iod of time was approx mately 12 cents. 

Mr. Boatwricur. That is right. 

senator PorTrer, My next question is, who absorbed the difference 
Was that absorbed by the distributing companies, or was that absorbed 
by the pipelines, the additional cost in the field 2 

Mr. Boatwrieur. It isn’t a question of absorption, really it 
You have several things that you must realize concerning tl erie 
of prices paid by the residential consumer. 

There wasn’t natural gas distributed to the e tv of New York in 
he early years. It wasn’t in New England. The entire complexio1 
of the market, the scope of the market reaching out additional hun 
dreds of miles to vet to the market, is ch inged, and it costs money to 
transport GAs the same as it costs to transport anvthi ov, Phat is the 
hrst difficulty when you talk about a national average, 

Your market scope, SIZe, and the reach, I) is been vastly Cy} inged, 

The second thing that you must realize is that when you switch 
a company that is distributing gas from manufactured gas to natural 
gas, vou are able to buy the natural gas at the city gate for a fraction 
of the cost of manufacturing eas, that the distributor has been abl 
to introduce substantial economies. 

The third thing that must be recognized is that when vou are pro 
ducing in a field and selling natural gas at a low price vou are e} 


/ 
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couraging the pipeline carrier to build a market so that you can sell 
more, so that he can get lower unit costs, and so that you can get a 
better price, 

Many, many contracts were signed on natural gas that were pro- 
motional contracts, helping to build a market so th: at they could get 
a market that the \ could get a price for that produe te 

Consequently, if we take only the national averages, you must look 
behind them if you are going to study competition. 

Senator Porrer. That is the reason I asked the question, because 
your charts reflect the national average. 

Mr. Boarwricur. Yes; we go from national average; we will go 
to the States and down to the individual fields in this testimony. 

Senator Pasrorr. Mr. Boatwright, would you answer this question 
for me; if you know ? 

Do the pipeline owners and operators who are under governmental 
control, prefer to have the producers supervised or not supervised ? 

Mr. Boarwricur. I do not know a single pipeline operator who de- 
sires to see the national market production subject to Federal regula- 
tion. They have been the most cooperative group of people when we 
have asked them to send us copies of their annual reports; we have 
asked them for any data. It has been complete cooperation, because 
they, on their behalf, do not wish to see regulation on the part of the 
Federal Government, of the producer. 

My statement is predicated upon an observation of about 5 months 
working on this problem, but I am not authorized, on behalf of a single 
pipeline company, to make that statement. It 1s merely a complete 
cooperative attitude expressed throughout. 

Senator Pastore. Are you prepared to tell us, if you know, how 
many pipeline ¢ omp: anies there are? 

Mr. Boarwricutr. Yes, there are over a hundred. You see, the 
Federal Power Commission classifies any utility that moves a product 
across a State line, as being subject to Federal Power Commission 
revulation, and that is as it should be. 

Actually, I think that your question could best be answered this way : 

By far, the m: ajority of the volume on interstate lines with which 
you are concerned, is handled by 14 companies. There are a hundred 
in total, but the big carriers are 14. 

Senator Pastore. Is there any association that you know of between 
the carriers and the producers, I mean in extent of ownership ? 

Mr. Boarwricur. Yes, there is association. Many of the 
carriers—— 

Senator Pasrore. In other words, what I am trying to get at is this: 
Are any of the carriers actually producers, the mselves? 

Mr. Boatwricut. Yes, sir, the carriers in 1953 supplied approxi- 
mately 11 percent of the natural gas marketed in this Nation. 

Senator Pasrcre. Well, now, if a carrier is supervised by the Fed- 
eral Power Commission, and he must state a base cost in order to pred- 
icate his rate, and he is a producer, also, selling the production to him- 
self which he conveys to industry in commerce if the production and 
gathering is not supervised by the Federal Power Commission, isn’t 
he in a position where he can rig his price up at the bottom and con 
stitute a larger base upon which to predicate a higher rate? 

Mr. Boatwrieut. Until the Panhandle case in 1954, the productive 
energies of the carrier utility companies were subject to regulation by 
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the Federal Power Commission on the same basis as their trai sporta 
tion facilities. 

The Panhandle decision in 1954, however, was handed down by the 
Federal Power Commission, and it was to this effect, that hereinafter 
the carrier company shall be permitted a price for his produced gas in 
his rate base that is equal to “the fair field price 

The Federal Power Commission does review the prices that are in 
cluded in the rate base of the carrier companies on their own 
production. 

Senator Pasrore. But, will you admit this, as an economist. If ou 
transporting line companies are permitted to get into the production 
and the gathering business, which is not supervised by Federal con 
trol under this bill, wouldn’t you find that the more ownership they 
aequired, the less competition you would have ¢ 

Mr. Boarwriciut. I wo oe | admit this as an economist, that if they 
reach the position whereby they are produce ing SO much of the was 
that they are in a position to control- please recall that the sum total 
of their efforts now is about 11 percent of the marketed eas—it would 
be a possibility for that group to reach a position of control. 

That is just inevitable. 

In other words, if my company or any other company got into a 
position where it had such a control over the major portion of the 
amount that enters into the market, certainly it would be possible to 
uitempt a control. 

Senator Pasrorr. Do you see anything inconsistent with the whole 
philosophy of Federal Power Commission control over this natural 
gas that ultimately comes to a consumer through the process of inter 
state commerce, if the tr: ansporting line company was in fact, a pro 
ducer, where would you cut off the supervision? If aman who trans 
ports the gas, or the company that tr: re, Sea the gas actually drills 
the hole to find that gas, why shouldn’t he be controlled to the ultimate 
source / 

Mr. Boatrwricut. The reason that I don’t think he should be con 
trolled to the ultimate source at the present time is that the protluction 
and the discovery eiforts—ccertainly the discovery effort is predom 


ras 


inant! vy beyond the seope of their activity, which T shall establish. 
Seco ndly, their production is such a small part of the area of pro 
due ion in any eiven State or area that you wish to enter int« ». that 


there isa perfectly valid fair field price basis of determination. Does 
that take care of it ? 

Senator Pasrore. Well, it doesn’t satisfy me. 

Senator Monronrey. Is this the case, that while the long lines are 
perfectly happy with the 6-percent return on investment in their pipe 
lines for the carriage of the gas, to be realistic, no one can go out and 
search for an adequate supply of gas or oil on a 6-percent return on 
cost of the operation ? 

Mr. Boarwricut. That is true. I think that perhaps I could meet 
the question a little bit better in this way. 

The carrier companies can never get control of this market. The 
exploration for natural gas reserves is primarily a by-product of the 
exploration for oil, and the oil ene are going to continue to find 
the gas. The oil companies are going to prove-up the reserves, and 
the oil companies are never going to 3 willing to turn these reserves 
over to the carrier companies. They would prefer the development 








of the propert ( Ol) then OWT) behalf, and sel] the dry Zas, after 
tripping out the liquid hydrocarbons, to the carrier companies. It 


Ist a physi \ HN possibil ty fo. a Carrier coOnipany on a 6 percent 
return to do the exploratory work that the oil companies have to do, 


ind gas is found when you are going To! oll. 

Senator Pasrori I think that comes nearer to answerme my ques 
Lion 

Mr. Boarwrigur. I shall establish that and document it for you. 

Senator Durr. Arent some of the very largest reserves of gas com 
pletely disassociated with oilfields / 

Mr. Boatwricit Yes 

Senator Durr. For ex unple, one of the bigvest Is the Hugoton held, 
sn tit / 

Mr. Boarwricut. That is correct. 

Senator Durr. And you don't deve lop any part of that reserve as 
a result of looku Y tol oil ¢ 

Mr. Bo IWRIGHIT. Oh, but t was found that way. 

Senator Durr. poeaee of how it was found, that 1s one of the 
biggest gas reserves in the country, isn tit / 

Mr. Boatwricur. Vee 3 > 


Senator Durr. And has ther been any substantial oil in connection 


with t! e product on oT @as in that field ¢ 


Mr. Boarwricur. Senator, the amount of oil as such is very small. 
Phe amount of liquid ivdror arvpons stl pped from the gas produced 
the Hugoton field is quite large. I shall discuss that point when 


ve get tothe supply side of the market 

} ou see, the Ga ma the oil sne ther. nh any Case, purely one or the 
area, that Was 1s brought from = ground, 1t must be dehydrated, the 
liquid hydrocarbons must be stripped out of the gas, and it is that 
stripping out of the liquid hydrocarbons that provide the quantity 
of liquids obtained from the Hugoton and many other areas. I think 
there are about 18 or 1) wasoline plants StTrippmg that material out 

ie HLugoton gas. 


othe Le Now, when we have what we eall a gas well Gas produ Ine 


Senator Durr. But, nevertheless, the main or almost the whole pro 
duction there is natural owas, however, isn’t it 4 
Mir. Bo WRIGHT. You are correct, sir, it is the main production. 
Senator Pasrorr. Now, another question, Doctor. Do you ever en 
m1 «| i) ssSuInInNYg that this law is passed, and production and 
wathel Y oF natur ous Was exempted from Federal Power Supel 


do you envision the time when producers would be exploring 
ror aa nd finding oil incidental to it I mean reverse the field / 
Mr. Boarwricur. It is of course a possibility. We must recognize 


~ Th it, whe Lt an expl res for liquid hvdrocarbons, he hopes 
fo get Ss compensatiol from the two products that will be produced 
from that well. Tle hopes to get his compensation from liquid hydro 
hoe ind the gaseous hydrocarbons. This is a joint cost type o1 


discovery effort ana Compensation. 

Now, obviously if the gas is sold on purely a byproduct. basis, 
then the oil must carry the economic burden. If, on the other hand, 
the gas increases 1n value, then the oil will « carry a reduced part of 
the total economic cost o t deve apne sup p lies i“ and competition will 
earnings in a basis that is in an equation, o1 








leant visualize, frankly, at the current time, the time when prod 


t1oh oO} exploratory effort will be designed prima l\ to find 
might come. 

Shall I proceed, sir é 

Senator Pasrorre. Yes, please do 

Mir. Boarwricgur. The next chart that we have produced 


based UpPOl the Bureau of Labor Statistics. Ller you w 
uppel line the jnerense ih prices as Ire lected 1) \ tiie Bureau 
Statistics on cost of living. 

We gather information im the Bureau of Labor suflicient 
seoregate out the natural ga and the nuda ired og 
rackets von which the manufactured oas nal thre bursa 


been assembled by the Bureau of Labor Statist nave not 


Onstuant t roughout all of thet brie pel od, hich Ce se ently 
the prices reflected wcord he to the lp per tha towel hin 


<n pling procedure of the Bureau of Labor Statistics. 


| wish that you would notice that the index of prices of 
eas, when sold as natural eas o1 ly to the residential consi 
the 1939 base period throug@h 1953, has actually declined, 
portion of the total Cus that is natural was | it a lower level 
than it is at the heoinn ng of the base period. 

On the other hand, manufactured oas, which represet \ 
it is made from other fuels. has tended to increase with tl 
ve other fuels 


Ni V. | Wo ile like to turn my attention trom lis serles 


pe. eXpansion, ahd Comparative cost, TO a consideration of 
i 


‘ 


itishied consumer demand. The unsatished portion of the n 
natural Gas 1s of just as great a concern to the member QO] 


mittee as those who are |] Ving mm markets that are now c 


itural eas distributing facilities. 

We have said that there were 25 million customers for @a 
mately ZO milhon ot these were for natural Was, There Lr 
ustomers in the ¢ hicago metropolitan are tL alone waiting to oe 


lomes connected so they can heat them wit 1 OAs, 
The distributors reporting to the American Gas Associa 


mate that 1.200.000 homes would he connec ted for hent ne with 


vas in each vear, 1955 and 1956, but it isn’t just the custon 
ive in communities where there are connections already 
that constitutes the concern. We are liv hv’ inanage of ul 
rion. (yas maims do hot reach out to the hev ib irbar “al 
nany of our metropol tah Communities. Phey vant hat 
There are communities that are not now at all connected 
omewhere near the area served by natural Wis lines. 

When the Northern Natural Gas Co. requested certificate 
(‘ommiussion to connect 7 other communities along its system 
mately 100 communities came before the Federal Pow me 


and offered testimony of why connections should be made 


communities. 
‘There is, about that 1 system, approximately 90 commu 
are asking, or have indicated an interest of that system 


gas into their communities. It represents a population of 1,600, 


people, and there are 370,000 customers adjacent to that 
Then, there is the entire Pacific Northwest. There are 
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of New England, Florida, Alabama, and Georgia that are petitioning 
for natural gas. 

Here is a market that represents millions of additional customers 
in an area where we already have 25 million, with additional millions 
waiting for the opportunity, and to be given the same economic ad- 
Vahtages and pry ileges as those who are now connected. 

The total market for natural gas is divided between haves and 
have nots. There are millions of disenfranchised consumers for natu- 
ral gas waiting anxiously to receive the benefits of this fuel. I insist 
that that Part of the market is just as vital to the governing person- 
nel as those who are not connected. 

Senator Porrrr. Could Ll ask a question at that point ‘ 

Mr. Boarwricur. Certainly. 

Senator Porrer. Will we ever be able to supply the total demand for 
vas ¢ 

Mr. Boarwricur. Oh, I think so, if it is competitive. With regu- 
lation, | doubt it. 

Senator Porrer. Could I explore that a little further ¢ 

Mr. Boarwricirr. Surely. 

Senator Porrer. Of course the competition is between the men 
selling the gas, the producers. The normal competition we have to- 
day is not with the man who buys, the man who makes the final 
purchase. 

Mr. Boarwriciur. May I be sure I understand ¢ 

Your statement is that the competition is among the sellers, it is 
not among the buyers at the south end of the carrier systems ? 

Senator Porrer. Yes. 

Mr. Boarwricur. The competition is on both sides. 

Senator Porrer. Where is the competition among the buyers? 

Mr. Boarwricur. Among the buyers? The buyers are competing 
with each other for such proven reserves as may be in existence. 

Senator Porrrr. You are speaking of buyers as pipe lines? 

Mr. Boarwricur. Yes, sir; they are competing actively and vigor- 
ously for reserves in known, developed areas. 

Senator P orrer. I believe you stated that because of the competi- 
tion gs felt that the ultimate price to the consumer will be cheaper 
than if it were regulated by the Federal Power Commission. 

Now, can you cite any examples where that has been true, in the 
past, where the buyers, or the sellers, where you do have that com 
petition which has brought down price, and on the other hand where 
the } verson who buys doesn’t have the choice of buying from different 
cacao to make a selection, as I know it is impossible to do that, 
but he has no selection other than the selection of different fuels. 

Can you give me an example where by allowing free competition 
at the producing end that will bring down the price ? 

Do we have history to back that up? 

Mr. Boarwricur. Oh, yes, you have a great deal of history with 
the termination of OPA. Prices of a great deal of commodities after 
the termination of OPA, prices did go down. 

Senator Porrer. That feat ition was regulation to the buyer as 
well as to the seller. The price was fixed for all. 

Here, you have a commodity where the price is fixed which is regu 
lated to the consumer, and the consumer has no choice. If he buys 
it, he buys it at a certain price that is fixed. 
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Now, if the other end is not regulated, ‘an you cite me a sins 

rable example where not being regulated it will bring down the price 
to the consumer ¢ 

Mr. Boarwricur. You are asking me a question that can only be 
answered in a hypothetical case. To my knowledge in this Nation, 
there has never been a single case where an extractive industry has 
been declared to be a public utility. I have never encountered such 
a case, so I can’t answer the question as to what would or ane not 
prevail where there is no historical experience in back of 

This whole concept we are talking about is utterly differ rent from 
anything that has ever been done in this Nation before with respect 
to the total extractive industries. 

I know of no single case where any extractive industry in this Nation 
has ever been held subject to regulation on a public utility status. 

Senator Pasrorr. Doctor, doesn’t it amount to this, that if the de 
mand for gas on the consumer end remains the same, and the supply 
of gas on the production end remained the same, if you removed 
Federal control, you would expect the price to go up, wouldn’t you‘ 
You are only envisioning this hypothesis. You are saying if you 
remove these controls, you are going to have more initiative on the 
part of the exploiters, the producer's and the gatherers to go out and 
find more gas, and if you find more gas, you can find more markets, 
and you are actually getting into an academic question. 

If ‘everything remains the same, you are not trying to tell this com- 
mittee today, if you remove controls the price will go down ? 

Mr. Boatwricut. No; I am not. I live in a dynamic economy the 
same as you do, and everything will not remain the same. 

There is a large group of public representatives from your State 
appearing before the Federal Power Commission right now trying to 
get another large carrier to bring natural gas from the southwestern 
States up into Michigan. That is as it should be. Michigan doesn’t 
want to remain the same, I don’t want to remain the same, the Pacific 
Northwest doesn’t want to remain the same. The natural gas imdustry 
producing function doesn’t want to remain the same. We are growing 
by leaps and bounds. 

"Senator Pastore. I don’t want to remain the same. All Iam to ving 
to bring out is the fact that when you say you envision the consumer 
being better off without control, that is based upon the hypothesis that 
without the control there would be more ¢ xploration, more gas, and 
more markets. 

Mr. Boatwricur. Definitely. 

Senator Pastorr. Am I right or wrong ? 

Mr. Boatwricut. Definitely. 

Senator Pastore. For the moment, the minute Federal regulation 
is removed you would expect for a short while at least, the price of gas 
to go up at the lower end ? 

Mr. Boatwricnut. I have been asked a similar question before. | 1 
will not predict the price of gas. I have lived in our industry when I 
have seen large areas proved up rapidly, and I have seen a situation 
where everything indicated that the price would go up, an east Texas 
field would be discovered, and the price would go down. 

I do not know what the price is iat to be in the tideland section 
I don’t know what new fields are going to be produced. IT would : 
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swer you th Ss | would answel you that if competition becomes more 
ntense among the buyers than Ib IS among the sellers, it will gO Up. 
If « omMpetitlon becomes more intense among the sellers than the buyet S5 
il will eo down. 

Senator Durr. | nder existing contracts with the existing escalator 
lauses, won't that, in itself, be a definite assurance that the price will 


‘ / 
YO up: 


Mr. Boatwright. No, si 

Senator Dur What is the purpose of an escalation clause / 

Mr. Boarwricur. The escalator clause is designed and is intended, 
on the part of the buyer and on the part of the ae that the price 
paid for n itural was To the proaucer, day by day, shal] De compensated 
rorat the current market price, Phat is the primary purpose of Most 
of them. 

Senator Durr. How about the favored nations clause under exis 
ne contracts. 

Mr. Boarwricur. That is the favored nations concept. 

Senator Durr. Isn’t the purpose of those clauses under certai 
conditions, to automat ally in rease the price 4 

Mr. Boxarwricur. No. 

Senator Durr. What is the purpose 

Mr. Boarwricutr. The purpose is that they will pay to the early 
contract the same price that they are paying on the current contract 
Now, before thie escilatol clause cnn take that price upward, then 
there must be a current contract sloned ata higher price. If the cw 
rent contracts are signed at higher prices on the same quantity, in like 
“mount, under the same delivery conditions in the general area, then a 
rlier date with a favored nations clause in 


contract signed at an ea 
} 1 ] : : : : 
cluded, will move to the higher level. 


Senator Durr. Lutomotically it will move to a higher level ? 

Mr. Boarwrientr. Only if there isa new contract drawn at a highe 
price, , 

Senator Durr. a nevertheless it will automatically go up? 

Mr. Boarwricnur. That is right. 

Senator as = Isn't that the same basis upon which the Fed 
eral Government will insist upon sue ha clause in their contracts / 

Mr. Boarwricut. Yes. 

Senator Durr. The price will go Up under those conditions ? 

Mr. Boarwriciut. Provided the current contracts are drawn at a 

ohel price, and only under that condition. 

Senator Burner. Is such a el 
modities ? 

Mr. Boatwrienr. Yes, 1f you sold aviation cwasoline to the armed 
ae of — United States for a 6 sith period, you would have to 
eo clause which would prov ide that you would bond yourse ‘If as 

seller that you would not make av: ailab le like quantities of like fuel 
to any other buyer at a lower price without extending the lower price 
to any other seller. 

Secondly, there would be a clause in there that the pr ices hereinafter 
quoted may change only with an escalation relating the cost paid for 
the aviation casoline to the price sata for crude oil. 

very long-range contract of that type provides for some type of a 
lause of that nature. practic ally. 


ause usual in the sale of other com 
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Senator BurLer. Can you name any othe! ommoditie ot! tha 
gasoline, and gas and oil products / 
Mr. Boarwricur. Oh, ves \dmittedly, my experience has be 
the petroleum industry, but contracts to process crud late 
hereinafter with the cost of labor. th the cost of tetraeth I 
ind with the cost of power, 
Labor contracts are drawn so that they escalate her tel 
ie cost of living index as provided by the Bureau of Labor Stat 
Senator Monroney. Isn't it also fact that other intercompat 
ontracts fo. electric power, those all wt ! ealation ela » | ead 
the cost of the fuel. and that 1s exactly 1 int that e fuel { 
f the original gas going into the pipeline i variable t} 
nd the fixed determinatio s made on t turn o1 nvestment of 
tne delivering line. 
Mr. Boarwricur. That is correct. 
Senator Durr. I notice, in the report of Pe \ 
void any possibil ty oO unforeseen and expected price ( 
curring under existing contracts, we would ive no object { 
provision giving the Commission control over escalation 
existing contracts sim lar to the vuthorit oF el under ew Co?! 
ean? 
Mr. Boarwricur. | heard Chairman Kk il] 
ent, ves. 
Senator Monroney. Doctor Boatwrig t it a fact 1 one of 
he reasons for these escalation provist it at the tn pe 
he is putting together it supply ear-cont rt 
wits its gas at the lowest possible Ure CCHS hasn't built uy 
load factor, and after it gets its loa It » at ( ( 
of the line, it then knows that it will pay more iD 
rice for the gas. In the original stages of putting a pipeline to 
ether. d consideration for the ope g of that marke 
cers generally give an unusually low price at the beginning 
Oo iit as the consumers develop Ol the ve lL. they Y 
ore economic price paid them under tl lati ( 
Mir. Boatrwricur. Your statement Ol t. I havea 
a testimony that prepared that IT we «| bine ( | 1 “ 
ery happy if the committee wishes to jump from my pre 
ediate thought to that part and take » that se ( rhein) té 
the escalation clause. 
senatol Dt FF, Before vou leave t Dy if } ( 
f this recommendation by the FP¢ egarding th ontre I ( 
calation clauses / . 
Mr. Boarwricur. I do not like it. As an economist, Td 
Senator Pasrorre. All right, Doctor. vou mav proceed 
Mr. Boatwricur. Is it your wish that I move over 
Senator Pasrorr. No, Senator Monroney ha roreed t] V( ( 
proceed in order. 
Senator Monroney. I just thought we might have 1 o ord 
bout w hy those clauses are in there. 
Mir. Boarwrigut. I can give it to you briefly No. ] ie debt 
harge of the carrier company IS very heavy i the early years of thi 
ne. He wants as low a price as he possibly can di ring the period 


when his debt service charge is the hea 


est 
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No. 2, the producer Wahts some income SO he can do the develop 
ment of the properties so that he can make the deliveries in keeping 
with his future commitment requirements. 

No. 3, they want a price that will permit the carrier company to 
develop a mi urket to distributors, and the distributors in turn develop 
a market so they can get the lowest possible cost associated with full 
utilization of the line. 

With the development of the mat urity of the market, the distributor 

lower cost, the pipeline company has lower cost, and the producer 
expects and desires a reward for the development that he has under 
taken, and the pipeline carrier and the distributor customarily are 
very willing that he should have it. 

I think those three points will cover it ql ule kly. 

Senator Monroney. In the amount it ranges somewhere between 
2 and 8 cents every 5 years, isn’t that just about the escalation ¢ 

Mr. Boarwricur. The average increase in price has been 2.7 cents 
per thousand cubic feet from 1948 through 1953. 

Senator Monroney. And these are all 20- year contracts, so that the 
only adjustment of the income from that field, regardless of inflation, 
or anything else, must occur at the time the 20-year contract is being 
mt being written into the contract / 

Mr. Boarwricur. It must be written in the contract, or you come 
to the unfortunate situation that some of the earlier contracts put the 
producer in. They signed up and sold their gas for the life of the 
field at 3 cents per thousand cubic feet. Then came the period of 
inflation, and the man who committed his reserves is committed, and 
he is getting a 42-cent dollar or a 46-cent dollar for what he com- 
mitted at 3 cents per thousand cubic feet. 

Senator Porrer. re most of the contracts 20-year contracts ? 

Mr. Boatrwricur. Practically all of them. Wherever they are as 
sociated with any modification of the pipeline or the carrier company. 
There are a few short-term contracts, but practically all of the con 
tracts of any significance are for 20 years. 

Senator Monroney. Isn't it a fact, too, Doctor, that before you can 
get a license to build an interstate pipeline, they insist on these con- 
tracts all being 20-years, for the supply ? 

Mr. Boatwricurt. Yes. 

Senator Monroney. It is not for the convenience of the producer, 
it is the necessity of getting the adequate supply certificated by the 
Federal Power (commission. 

Senator Porrer. So that I can understand the escalation feature, 
in the contract: Is there a certain time for escalation, or does the 
producer have to make some showing as to the reason for escalation ? 

Mr. Boarwricnur. The various adjustment clauses contained in these 
contracts vary quite widely. Now, some of them do provide for a 
step-up of so many cents per thousand cubic feet. 

Senator Porrrer. Are they automatic / 

Mr. Boatwricur. Automatic at different time periods. 

Some of them do not proy ide for that, but provide that prices here 
inafter paid shall fluctuate with, let us say, the Bureau of Labor 
Statistics cost-of-living index. There are a few of those. Or, it may 
be that prices hereinafter paid shall be equal to the going market as 
reflected by current contracts being signed from time to time, and 
that is the most-favored nation. I won't pay anybody else a higher 
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price than I will pay you for your gas, in like amounts and in current 
quantities and similar conditions of de livery. 

Senator POTTER. | assume the re are a lot of variations in the cor 


racts on the escalation feature 4 


Mr. Boatwrignt. Oh, ves 
Senator Pi TrER. I am wondering if you can give the committee 
ts that are made in 


‘ny idea as to the number of escalation adjustme 1 
normal 2O vear contract ! 

Mr. Boarwriaiur. No, 1 can’t do that, but I can give you the results 
ot tracing, taking the 1948 contracts in the States of Louisiana and 
lexas, combined, and tracing the prices paid on all 1948 contract 
those identical contracts, through year by year thereafter, and com 
paring that with the competitive price. I can tell you the end result 
of the sum total effect of the adjustment clauses in the market 
behavior. 

Senator Porrer. Now, let me just follow through with another 
question. Whether the escalation feature is right or Wrong, the end 
result—whether justified or not is another question—the end result 
san Increase in cost to the consumer, isn’t that right / 

Mr. Boarwricur. Well, it is an increase in cost to the consumer if 


the competitive price goes up, and the escalator clause results In an 
upward adjustment. 
Senator Porrer. When an adjustment is made, it ends up as a 


increase to the consumer / 

Mr. Boarwricur. That is right, the es goes Up. 

Senator Porrer. The reason I questioned that feature is you stated if 
this legislation should be enacted, you env Sot that the consumer 
would be better off and could get his gas ata cheaper rate, and it is 
a little difficult to follow your reasoning there due to the fact that 
the contracts provide for escalation adjustment, and it is difficult 
to understand how when you make an adjustment it always goes up. 
You don’t have experience of any going down, do you? . 

Mr. Boatwricut. Oh, yes; not on these specific clauses, but you have 
definite illustrations of the market going down with the discovery 
of new reserves. 

Senator Porrer. Do you have in your contracts, provision for an 
adjustment lowering the price? 

Mr. Boarwricur. Not in the contracts that I have seen. 

Senator Pastore. Doctor, if you proceeded without interruption, 
how long would it take you to complete your statement? I am asking 
you that question be fore consulting with my colleagues. 

Mr. Boarwricur. It would take approximately 1 hour. I would 
finish by 12: 15 or 12: 30. 

Senator Pasrore. At the time of our decision as to whether we will 
come back this afternoon, we will either have you come back later 
on for questioning, or do that later on this afternoon. 

You may proceed with your statement, and we will hope you may 
conclude it by 12:15, we all have agreed not to interrupt you with 
questions. 

Mr. Boatrwricur. That will be fine. I sincerely hope, however, it 
will in no way restrict the questions. 

Senator Pasrore. Oh, no; we will do so at the conclusion of your 
testimony, and we will promise you we will bring you back later 
on for questions. 








Mr. Boarwricur. If you eliminate your questions, my eftorts are 
n val I hope it will not restrict the questions. 

I wanted to discuss with the committee next, the controversy and 
the question of main line industrial sales. Main line industrial sales 
ire those sales which are made by the carrier companies to large in- 
lustrial users. 

The President’s \dvisory Committee on nergy and Resources 
pol ted out that ippropriate action should be taken to prohibit the 
iles by interstate P pelines either for resale or for direct consumption 
ol 


l 


ich drive out competing fuels because the charges are below the 
ctual cost. plus a fan proportion of the fixed charges. 

I wish that vou would notice that that recommendation is directed 
wth to the reg iluted part, the CIty vate price, and to the con para- 

ve ly | reoulated part, sales to industrial buyers. 

Phe presuMmptiol naturally is that when the Federal Power Com- 

sion regulates a price it the rates that should apply at the gate, 
ind provides for earnings of 6 percent that it would not be below 
ost. This has tended to focus the attention of this recommendation 
entirely upon industrial sales, 

The first thin a that we did was to look at the series that are pub 
ta provided by the American Gas Association, and 
from that ar alys - we found t] e same result that everybody else did 
vhen they looked at similar data, and that 1 freq lently the industrial 


buyer on 


a national average is able to get his requirements of gas for 
ess than the 
I took the am ial reports to the Federal Power (¢ ‘OMMUSSLO und I 


inalvzed the point of sale and the types ot sale of several ot tl e 


price at the city gates. 


various companies, and I found the sale of natural gas to drilling 
operations in the field, and compressor operations in the field included 
n the industrial sales, where coal is not competitive and can never 
be competitive. ( onsequently, what I did at that stage, we took the 
total area north ot IX wmsas and Arkansas and east of Mississippi, ‘ nd 


we said this is the comnetit ive area among? the fuels. We listed every 


~ nole sale that was made to an industrial account by the 14 principal 
main line carriers of the country. We compared the price received 
from the industrial sale with the price received by the same carrier 


ompanies in the identical States in which the industrial sales were 
made, 

Now, there are 16 States in which industrial sales are made by 
these carrier companles, and they also sell at city vates. These 
14 carriers sold over 90 percent of the natural oas that was brought 
into this large competitive market. 

By tracing the sales, we found that of the 16 States where there 
would be a direct compal ison, in 12 States the average paid on indus 
trial sales, largely on an interruptible basis, was higher than the price 
paid at the city gates. Of the other 4. 1 of them was even. One of 
them droped down to where the industrial sale was higher when we 
djusted for the refunds of a rate that was collected by Panhandle 
nthe State of Indiana under bond. It was disallowed, and that put 
that State into the same classification as the 12. 

a ere were only two States in which the industrial buver secured 
his Was for less than the price of oas at the city ontes, That was 


; ‘ ‘ ati 
South Carolina and Tennessee 
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In I hnessee, 5. billion ( ubu feet out of a tot | - ile of 9.9 billio 
cubic feet were made to TVA. That sale has since been discontinued 
In South Carolina, the sales were quite small. 

Now, this establishes that if we take this total competitive market 
the industrial buyer who is interested in just one thing, and that 
enlorifie efficiency ot fue * he is interested 11) low cost, Is will ne ana 
does pay approximately 2 cents a thousand cubic feet higher for na 

| 


ural gas than is paid for natural gas mw der the regul 





| itory price 
tablished and the rates established at the city gates to the qdistribtutl 
company. 


It establishes, also, a complete refutation Of the concept. TI) il 
the sales of industrial gas in offpeak utilization periods that are mad 
at less than cost, provided the realization obtained at thi ty gale 


obtained under regulation, return 6 percent on investment, defray co 
It was decided to conduct this identical experiment by yeal Wi 
took the identical years, the identical States, and we traced then 


year DY Vear, listing each mdustrial sale made. 


The price paid by the industrial buyer has been higher t thie 
price paid at the « ity gates im the identical States every le? 
since 1948 to date. 1947 was the last year when the main ling (| 
trial sales were made at prices lightly below the prices charged 
the city gates. 


Now, 1f industrial sales are totally regulated. and f we ap) 
me principles of regulation to indu trial sales that have been an 
] ) . i 
on determining the rates at the city vate, then either of tv 


are im vitable. 





, the price to industrial buyers would have to be reduc f 
recdiuced, that ~ diam trically Oppe te To thrint which | (ie } i } 


‘ 4 . ] 
OhLpelLitilve ruels. 


Or. second. prices to the residential consumer would. } 
ncreased. Phat does not appear to be desired. 

Now, the last pha e of the demand for ru that I woul aw ‘ 
touch on, is the intrastate versus the interstate utilization. 1 ce 
mented a moment avo Upon the period of time when natural Pas 
In great surplus productiot and they sought to bald local market 
The hnrst thing they did was to seek to utilize local marke L| 
nvestor didnt want to invest in carrier lines. Tfaving promoted local 
markets as far as he could, he started to reach out at promote ‘ 
hie arriers, Asa consequence, the local markets have be eve 
oped so that at the present time of the total marketed amount of 
iral gas in this country, one half is consumed in the State of prod 


On. There was a total marketed production mn 1955 of S.4 tril 


cubie feet. 4.2 trillion was moved to other States, and 4.2 cr 
sumed in the State of produc tion. 

I think that it should be pointed out. in the | o}yt of t] 
yesterday, that natural GUS is offered free ly by the produ hh ¢ 
interstate or intrastate. 

They have sought an interstate market. I heard Senator Fully 
point out vesterday he thought it should be retained at hom i 
sure he recognizes, as all the rest of us clo, that such a protec oO 


attitude of a natural resource is detrimental to the total economy. a 
it should be available to others if we are going to have the growth o 
total econon \ has experienced in the past. 
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Now, directing lis attention to the supply vy side of the market, | 
would like to give you, briefly, a statement of supply so that youl 
understanding on it will be in accord with mine. 

We speak of natural-gas reserve as being associated gas, nonasso- 


‘lated eas, and dissolved eas 

Now, nonassociated gas is free natural eas not in contact with or 
dissolved in crude oil in the reservoir. Associated gas is free vas in 
Immediate contact with, but not dissolved in crude oil. Dissolved eas 
is In solution with the crude oil. 

Now, sup Pp lie S ( ‘OMe into e xiste nee only whe Nn oil i ls produced, whe re 
we have the associated gas. That is referred to as oil- well gas. The 
output of oil well gas is dependent upon the rate of production of 
crude oil. It is a significant part of the total. It represented : 
trillion cubic feet of production 1in 1953. 

Price does not ore tly eX} vind the availabil ity of the prod uction of 
oil-well gas. Price has its importance in that particular type of ga 
based upon the degree to which it 1s con erved and made available 
sss thee aaeaienl: 

Now, the second broad classification of these reserves I wanted to 
discuss was that category of gas-well gas, which Senator Duff inquired 
about just a moment ago, and that is gas that is produced relatively free 
from the production of crude oil. 

The amount of was produced from such sources in the United States 
in 1953 was 7.1 trillion cubic feet. That represented 67 percent of the 
total. Such gas has to be stripped from it qui d hydrocarbons. |! 

ant you to notice in each of these two types that are produced i in con 
june tion with liqui d hydroc arbons the joint co t prot blem is infinite in 
its scope, when you try to think of detern ing a basis of cost for 
determining rate regulation. 

Natural gas reserves are f iwitive. The ownership of the earth’s 
surface does not result in a compartmentalization of the underground 
reserves. eeumanthe feo of their fugitive nature, if I have a 
gas well in a field, and I produce more rapidly than my neighbor, I 
drain the reserves from under his area. This is pointed out to em 
phasize the significance of the fact that natural gas reserves, by their 
fugitive nature, tend to force themselves upon a market. You either 
produce in keeping with the rate of production in your field, and you 
market in keeping with the rate of production in your field, or you will 
have to pay a penalty to the owner of the earth’s surface as his re- 
sources are being drained. 

I have mentioned this brief discussion on reserves for just the fol- 
lowing purposes. First, absolutely all of these reserves are required 
and essentially if we are going to meet the market. The market is 
&pproximate ly 10 trillion e subic feet at the present time. 

Second, the price is essential for prevention in waste of that gas 
produced In conjunction with crude onl. It is absolute ly essential for 
the development of the prope rties that are pri arily mas properti s. 

Third, the joint costs present an 5 eerie problem in detet 
mining a regulated price based upon a cost formula. 

Fourth, reserves have a w: ay Oo f pressing o themselves upon the m: cen 
Now, th pe total of proven reserves in this country. as estimated a 
the end of 1954. were ?11 trillion eubic feet. I am not. so much con- 
cerned shout the magnitude of the 211 trillion. It represents approxi 
mately 21 years supply at the current rate of production, provided that 
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t could be drawn throughout the life of the interim period at that 
rate, Which it can't. 

I am interested in the rate of change of annual reserves. We spoke 
of the expansion of the market, and it is this rate of change of reserve 
that we must associate with the change of the magnitude of the 
market. 

I have prepared a chart in which the new supply of natural gas is 
compared with the net production. The underly ing solid band at the 
seer of the chart is the net production each vear. The perpendicn 

r lines, the columns, represent the net supply of na ‘al oas. i would 

SK you TO note, that during the period immediate ~ Said the w LY. 
the new production exceeded, quite regularly ~15 trill 1) 

iverage of the 1941, 1944, 1945, and 1946 period. It ranged there 
fter between 10 and 14 trillion cubie feet, and moved pin 1951, 1952. 
nd 19528 with the tremendous expansion of the market and the develoy 

ment of new pipeline sources, 


Now, we prepared an overlay chart on that so you ca e what 
appened to the field pri e@5 COIN identa] Vith these « hanges of the new 


supply aspect. 
{ would like you to notice during the period of the large consump 
nin 1941 to 1944, the price moved down, 1946 moved up, 1947 moved 


p, 1948 topped the upward movement. It moved down in 1949, held 
hout even in 1950, and the average field price continued to move up 
ti hereafter, represe ntine the flexibility of the market through time, nd 
{ shall discuss that in far greater detail a a 

Nive. it: is the price behavior through time, t ie flexi] lity of price 


throngh time, and the variations of the sup ply - mand relat hip 
viich will constitute the analysis that will be discussed subsea FULY. 
Remember, please, this is merely the average price on a national b 
hich tends, also, to smooth out and to not represent thy total } ture. 
Now, the producers incurred increased costs. Seismograph costs 
vent up. costs of drilling wells increased, and the degree of success in 
finding declined so that our overall costs went up. . 
Certainly, you can’t blame a  aecdiges for asking an increased price 
when he is fi ‘ed with increased expel es of production all or QO the 
Way. 
There is one other analysis of this part of the upply that I would 
like to d scuss, and that is the supp vies as a ratio to current produ 
tion. Ilere we have express “l the producti on, the new suppl: a 
percentage of the actual product ion. You will notice that the rat ( of 
ev supplies sa from 1941 through 1946 were at a bett than 
»-to-1 ratio. In other words, we were discove) ne and proving ) 


reserves at the rate of 3 trillion cubic feet for every 1 trillion phates 

We dropped, then, to about 2 to 1, which prevailed from 1947 
through 1953. 

It is 1954 that is disconcerting. Our ratlo of prove) l] pl @§ Nn 
154+ were equal to the supplies actually withdrawn from the ground. 

t can’t attribute that to any partic ular cause other than the vari 
ability of the luc IK in striking when we drill, and we drilled more 
vells last year than we had drilled in many early years. 

Now, the question naturally comes | Are ‘the (| scovery efforts of 
the smaller producers essential in this Sirens ¢ Will gas be found 
rrespect ive of price ? 
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( ert unly, it W I] be adiscovered \s people look for oil, they i}'t 


voing to find gas, and the rate of development of the eas properties 
vill be influenced by the price paid for gas. It isn’t a question in my 


nd asto whether we can find 10 trillion cubt feet, but can we tind 10 


t 


trillion feet consistently and move that discovery rate up to lL) trijlion 
cubie feet ina few years to come. 
Now, too often people think that large companies are the typical 


producers. That is a sad error. The typical producer is the garage 


owner ol the smal] business Man in a local community that develops 
t plece ot property. If he hits, he stays in production. If he doesn’t 


hit, he tries to get somebody else to stake him on a new venture. 

In 1953, there were 6.945 wildcat wells drilled. Of those wells. 
1153 new-field wildcats were drilled by so-called major companies, 
1.556 were drilled by so-called independents, or individuals. Ther 
there were 916 wells. VV lad ut yells. drilled by SO called indepe agents 
or individuals who were financed over 50 percent by larger companies. 


If I credit one halt of the discovery efforts from this large eroup to 
| 


the minors and independents, I find that the small producer brought 
nto existence approximately 500 of the 699 natural-gas wells drilled 


the vear 1955. 


ihe oas mdustry absolute l\ must have the efforts and the energie 


of this group of producers. The eas and the oil Industry MUST Nave 
them, and it is extremely vital that we continue to have this venture 
capital, and venture personnel entering ovr industry. 

Now, here is a tremendous problem, in case you were to decide to 
regulate a Lp ibic til EY. Here are 6,925 different wildeat well: 
drilled. A lot of those were single venture. If aman drilled a well 


to reoulate the price of natural 


ed a well and didn’t go broke / 


wid went broke, now are you going 


vas for that man who dad Is he going 


/ 


to get 6 percent times 9, 1-to-9 ratio you heard discussed vesterday 

The ratio, J ope you will Keep In mind, Is not the 1 to . but the | 
to 44. You get a show in 1 to 9. You get a paying producing opera 
tion in 1 out of 44 chances. That is the ratio that I hope you ge tle 
ment w il] keep In mind. 

Now, I would like to discuss the effect of regulation upon explora 
tory effort. In this particular analysis, we have an empirical test 
We have atest of the Federal] Power ( ‘ommMiSSION regulation of proc 
tion by carrier companies, 

I commented a moment ago that the production had not only de 


clined as a percent o1 the market. It has declined since 1945 from 
25 percent of marketed was to LOD percent of marketed Gas, 
It has declined s e 1951 from 1 trillion cubie feet to 882 billion 








cubie feet in 1953. 

Now, a oreat ian people have said to me, well, if you are pel 
mitted to earn 6 percent on your investment, and you vet a 27.5 per 
cent depletion allowance, and you add those two together, that is 3314 
percent; certainly that is adequate compensation for exploration. 

The statement is wholly fallacious. Because it is fallacious and 
misunderstood. I would like to take a moment to explain it. 

A 2i5 percent depletion allowance is a calculation against the out 
put as reduction of taxes paid. The 6 percent is applied to investment. 
They are totally different types of calculations, because the 6 percent 
is calculated after payment of taxes, and the utility company only 
receives that 6 percent over the actual taxes paid. Anything that is 
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one to reduce the actual taxes paid reduces thie ba e, (‘or CCU ntiv,. 
the Se ok eae gle payee totes Lutility-concept basis con 


nlete ly nullifies the he ne fit ot : ‘ dle ‘pletion uiiowance on a statutory 
Das s, and the rate payer gets the hinste nok the producer. 
Now, the 6.925 wildeat wells drilled in 1953 are deseribed in the Na 
tional Seout and Landmen’s Record, every single well, where it 
led, by whom it is dri Hed, for whom it s drilled, and a complet 
description. We read in this hook of 6.925 ditferent wells. Ie very 


ngle well that was drilled by a company subject to regulation wa 
sted Of the total of 6.925 wells, the regulated companies drilled 


16. That is less than 1 percent of the exploratory wells. That means 
that a segment of the natural-gas industry that is supplying approxi 
nately 11 percent of the total marketed gas in this Nation, drilled less 
than 1 percent of the exploratory wells in the Nation. That is why | 


nsist. that documentary evidence exists that regulation has and will 
tend to diminish exp lor: atory efforts, and I base the statement upon 
thie eHipiric: al test of what it has actually adone. 
Phe risk element of fin ding oll or vas clear ly cant be treated on a 
Ost plus return basis. There Isa clear need for sOlne riclu ement o1 
centive that is more than the mere restoration of capital, 

Now, the effect of the Supreme Court's decision in the Phillips case 
as TO hol that prices received by the inde *pe nadent producers are sub 
ect to regulation bv the Federal Power Commission. Le under that 
mandate, prices are determined on the basis heretofore app ylied in the 
nly history of regulation that we have, the exploratory efforts will 
diminish, the statutory depletion allowance is wiped out, and supplic 

il} decline. 

Now, I would like to turn from that question to the concept ot the 
istomer deserving the benefit of competitive prices. It has sometimes 
been alleged that the natural-eas industry is concentrated in the hands 
fa few. I heard questions on that subject yesterday. Now, cus 
fomarily, economists examine a oreat many other fnctors be fore they 
charge a monopoly than just concentration of ownership. T haved sted 
he customary tests applied here, but I will not go into the detail 
fit. Itisinthe evidence. 

It has been alleged that there are b1OO producers selling natural od 


nterstate <eerces companies. IT have been unable to verify 

that count. From the records submitted to the Federal Power Com 
mission, I can get a lst of 3.900 names. but I know that is far 
below the total. I know that the number reported in this mannet 
considerably below the total because the Feder il Power (Commission 
iuthorizes the distributing carrier oe to report in the aggre 
vate for many producers of less than 100 M.c. f. that they will have 

(setting a breakdown from some of the ‘particular Carriers, We 
in) find ap proximately 7.000, That eX¢ hides the Wis produce) ! 
California. On the other hand, we know it is even greater than 
that. 

If we interpret the figures correctly, as far as we can tell in 1953, 
t | 


ere were some thing like 6.000 se parate sliiads se lling to interstate 
lines, but the number of vendors is not the same as the number of 
producers. Many times one ve ndor will sell for Many —— 
Ordinarily, the meaning of the term, “producer,” is quite clear. 
l“nfortunately that isn’t true in our industry. Let us start with the 
landowner. He rarely drills for oil. He leases his property, and 
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secures a royalty. He can retain all of that royalty, or sell a part 
of his royalty rights. If he sells a part, cle litional members have 
interest in it, and that constitutes a wider base. 

Then, there are working interests. A well is frequently drilled 


not by one man, but by four or five in a partnership arrangement, and 
many Cases eXIst where exp ylorato ry efforts include over a hundred 
different ones, but in each of these projects there is some man that 
reports to the State authority, who makes the daily decisions. We 
have classified only that one man as the producer, the operator. 

We then went to the State records, microfilmed the records and 
played them back taking off the name of every single producer and how 
much gas he produced and paid a tax on. 

Wi have a list of 8,100 was producers on our basis of definition, 
which is the definition, incidentally, that is used by the Bureau of 
the Census. The Bureau of the Census is now using our list to 
check their list so that the next census of mineral industry can be 
more completely representative of the industry. 

It isn’t only the number, however, with which I am concerned. 
I am concerned with the ownership. You will recall I said we took 
the names, addresses, and the volume of gas produced. We then classi- 
fied those names and those producers from yt to bottom, and I am 
going to use exactly the same brackets used by the Department of 
Commerce in its study of monopoly power for the Celler eek gortl 
a few years ago. We have classified the producers of natural g 
according to the volume produced, 

I want you to know that ea four largest producers of natural gas 
in this Nation produced only 17 percent of the supply. The 8 largest 
producers of gas produced 28 percent. The 20 largest produced 
46 percent. The 50 largest produced 66 percent, and the 100 largest 
(5 percent. 

We then turned to a comparison of other extractive industries. If 
this is the concentration ratio—and I shall refer to this figure as a 
concentration ratio in the future—if this is the concentration ratio 
of natural gas production, how does it compare with other extractive 
industries, and from various published sources we derived similar 
figures on the other pr incipal extractive industries. You will notice 
we have used copper, iron ore, lead, anthracite and bituminous coal. 
You will notice we keep the natural gas columns underlined in the 
background. In the copper industry, the first 4 produced 80 percent. 
In the iron ore industry, it was about 62 percent. In the anthracite, 
it is about 42 percent. In the bituminous, it is 16. In natural gas, 
itis 1%. 

[ never heard the bituminous coal industry classified as one so con- 
centrated in the hands of the few that it represents a monopolistic ex- 
ploitation of the energy sources of this country. I have heard it on 
natural gas. Natural gas is 17 percent, bituminous coal is 16. 

We weren't satisfied with that, we went to manufacturing supplies 
and made exactly the same type of study from Government records 
as published by the Bureau of Census and = Department of Com- 
merce. The identical study was made for 452 different industries. 
I took only a few that represented the principal items of the consumers 
budget. I studied tobacco, motor vehicles and parts, steel, meat at 
wholesale, and woolen goods trying to represent the principal items of 
clothing, food, housing, transportation, and luxury. 
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You will notice that 90.4 percent of the production of Cigarettes 1s 
attributed to the 4 largest producers : motor vehicles and part - 55.7 
percent; steel, 44.7 percent; meat, 41.3: woolen, 28.1, as compared with 
LT percent for natur: s aS 

Then, we took the 452 different companies, and we studied each 
company. There were "382 leensaadiieiasiens industries in the report of 
the Department of Commerce to the Celler committee, where the 
concentration ratio on the first four was higher than it was on natural 
gas. I reached just one conclusion from this analysis. If natural 
aas is a monopoly because of its concentration of ‘ownersh p, com 
petition in American industry is dead. 

So we turn from the concentration on a national basis to the State 
and local Cases. 

Obviously if you study a small geographical area, it may be anti 
pated the ratio will increase. To illustrate, if you were to take the 
State of Minnesota and study the concentration of ownership of 
iron ore reserves in that State as com pared with a national study, 
would probably show a higher concentration. 

We studied the concentration of natural gas production in the 7 
southwestern producing States, and it moved from 17 up to 19 
percent. We studied it for the State of ‘Texas only, and it moved 
from 17 to 21 percent. 

If we even go down to othe single largest producing State, we have 
concentration ratios in that one producing area below the prevalent 
concentration ratios that prevail in other extractive industries on a 
national basis, and other manufacturing industries on a national basis. 

Some people say that you can’t move the pipelines and that as to 
pipe:ines, the concentr: ition ratio is much greater. 

Gentlemen, we took these 14 principal pipelines, and at this stage 
[ will ask you, if you will, to follow the testimony with me starting 
on page 57, because each of those pages give you a picture of the 
supply assurance root system of each of these pipelines. These are 
the feeding pipelines that move the gas. 

The first one I point out to you is U nited Gas Pipeline Co. United 
Gas Pipeline Co. gathers in Texas, Louisiana, and Mississippi, and 
extends over to faces Fla. I want you to notice the pipe — 
system, the root system that they secure their gas from. They buy 
from Lone Star, which is a dotted line, shown inte reconnecting, there. 
They gather gas from Mississippi, Louisiana, east Texas, and the 
Texas cai They get it from the Permian Basin, the western part, 
and they get it from the State of Oklahoma. 

There is one system that supplies natural gas to a part of this 
country, and it blankets, pretty well, the entire Southwestern States. 
They get 47 percent of their supplies from the 4 largest sellers. 

Northern Natural Gas Co., extending up into the eres st, you will 
notice comes down, is connected to the Hugoton area in Kansas, Okla 
homa, and northern Texas. It is connected to the | Cid Field, 
and it extends down into the Permian Basin. Its roots are in the most 
productive section, the largest producing section of our Nation. 

That company gets 67 percent of its supplies from the first 4 
companies. 

Texas Eastern Transmission, which is a conversion of the old war 
emergency pipelines, I want you to notice the tremendous root system 
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Thriat it S provi ded with. They secure 3) percent ot then supplies 
iri » largest t sellers to their lines. 
Then, if you will notice, Tennessee Gas Transmission Co. 


‘Tennessee (yas Transmission Co. depends upon its own cathering 
system and its own source of securing their needed supplies. Tennes- 
see gets from the Arkansas, north Louisiana, east Texas. It gets 
from the Louisiana oulf, and it extends clear down to the Rio 
Grande Valley. They get 40 percent of their gas from the first 4 
supp pliers. 

Cities Service Oil Co. gives a blanketing of the Hugoton, Pan- 
handle, and Oklahoma and Kansas fields, as it delivers to the Kansas 
City and other communities in the Kansas, Oklahoma, and Missouri 
area. 

Panhandle Eastern Pipe Line, you will notice in connection with 
Panhandle, Hugoton Texas, Hugoton Oklahoma, and Hugoton Kan- 
sas, it extends eastward through various producing areas. It is joined 
by the trunkline at Tuscola, Ill, and the siapilelleh extends down to 
the large asc ora ha areas along the Texas gulf coast section. It gets 
Ds percent of its supply from the first four producers, 

Colorado Interstate connects to Hugoton, Kansas, Oklahoma, and 
lexas Panhandle, and has a complete system there. It gets 53 per- 
cent of its supplies from the first four. 

Michigan-Wisconsin, serving the eastern part of the State of Wis- 
consin, the western part of the State of Mic higs an, secures 100 percent 
of its supp lies from the Phillips Petroleum Co. 

This is the one pipeline system that does not have a root system, but 
the P hillips gasoline p lant that does supply i t has that root system. 
They buy natural gas from many producers, ats it together, process 
t, and sell the dry gas to the Michigan-Wisconsin line at the tailgate 
of the gasoline plant. It has a 20 year contract. The contract. was 
reviewed by the Federal Power Commission and held to be in the 
public interest of the consumers in the respective States before a cer- 
tificate was granted. 

Gentlemen, it is in the public interest of those States. They are 
buying gas in that field now for less than 9 cents a thousand cubic 
feet. Competitive prices all around it are considerably higher. 

Consequently, they have a very advantageous contract, which I trust 
they will live happily with for the 20-year period that they have, 
because it is a very advantageous transaction for the buyer 

Natural Gas Pipe Line of North America, I want you to ‘know that 
it is connected to the entire western section of the Panhandle region, 
the Oklahoma production, the natural-gas production; it is joined by 
the Texas Illinois Natural Gas Pipe Line system that extends down 
mto Arkansas, Louisiana, east Texas, and the Texas gulf coast region. 

Southern Natural Gas Co., again, has a tremendous root system for 
its pipeline. 

I] Paso Natural Gas, the Permian Basin, Panhandle, it supplies 
the California market, and gets 46 percent of its supplies from the 
first four. 

Texas Gas Transmission Corp. has the wide root system and assur- 
ance of supply from all of the Southwest producing States. 

Transcontinental Gas Pipe Line Co. has its own root system and 
extends throughout the entire gas-producing gulf coast region. They 
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secure 50 percent of their supplies from the first four companies. 
They buy a tremendous amount from natural gasoline ] ylants. 
Now, the only purpose of developing this root an on eae 
these pipelines was to point out that each and every one of these pipe 
lines have been just as concerned with sound business precs aution of 


h of 


insuring competition among suppliers, as have been producers desir 
ous of selling to more than one buyer. 

With the single exception of the Michigan-Wisconsin line, every 
single one is connected either directly or indirectly with most of the 
producing areas of ie Southwest. 

The net effect of this whole system is that there is a steel blanket 
over the area of tr: :nsport: ition that can move natural eas from any 
of the surplus producing States of the Southwest into the flow in 
interstate commerce. 

That is why I say that Hugoton competes with Panhandle, and 
Hugoton and Panhandle compete with the gulf coast, and Hugoton 
and Panhandle and the gulf coast compete with east Texas, and each 
of these compete with production in Louisiana and Mississippi, and 
each of them in turn compete with the Appalachian area. 

To contend that the price in any one | ield is discrete from the price 

1 others, is to ignore the facts of marketing and of competition. 

Now, that concludes my section on supply, and I would like to turn 
quickly to the price behavior. 

Please reeall that with respect to price, we mentioned the price 
association of natural gas with new supply and increased demand. 
[ merely pointed out in connection with that that prices had a flexi- 
bill ty through time, that I cid not de ‘pe na upol that solely a i proof 
of competition. It was another building block indicating its presence. 

Chen we talked of the index of natural-gas prices as compared with 
competitive fuels. Again we cid not Say this fact alone established 
competition. We said it was an indication of the presence of compe 
tition and the independent behavior. m 

Then we talked of the price to industrial consumers, and again we 
said that this alone is not full evidence, but it does establish that the 
industrial buyer will pay more for vas than is charged for PAS al the 
city gates to the distributing company. 

Every single one of these prices and every single one of these d 
cussions have been based upon averaged prices paid by consumer 

Now, let us turn to price behavior in the field, and we have two 
ources of data that we can appeal to for that. One is published by 
the Bureau of Mines, and that is an average of all = ices in the field : 

reported by the producing companies. It ignores the date of the co 
tract. It isan aggregate throughout the entire time sade’. 

Now, if we study that series as compared with the price paid in 
nterstate commerce, it would appear that that series is, as publi hed 
by the Bureau of Mines, higher than the prices paid for interstate 
commerce, That is the difficulty with an average. It includes in 
the average the Appalachian region and the California area, neither 
of which contribute much to the interstate movement. and conse 
quently the average price as reported by the Bureau of Mines probably 
would be higher. 

Now. the second source we can appeal to are the a nual reports 
of the carrier companies to the Federal Power Commission. 
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Mach carrier company must submit a report every year, detailing 
each trahsaction, quantity and Pp! cf pala, ana pont of purchase. 


Phey also have to detail with equal t mroughness, each sale. 
We took eve ry nele transaction made by ly of the largest carrier 
coy s for the years 19 rough 1953, and each transaction 
pul On al Inter iwional Busin s Machine card so we could sort. 
roreoate, a iverage, and work with these prices. 
\ r Consequence, we ure able to Fe] details o1 prices that have 
rior to this time been available. We have used in our subsequent 
(| ussion, the sum total of the State of Louisiana and Texas in oul 
({} lO) Ne ; len Wwe conipare the price paid by interstate 
carriers there wit the price report | i” those two States Ly the 
Burenu of Mune . the price paid by iterstate carriers is slightly 
wgher. That to be completely understood. 
Now, the adjustinent Tor the pul hasine power is an Important 
factor in any analysis of prices. Actually the man who signed a 
contract In 1945 is delivering eas, day to day. 


He signed that contract at one time. Ile is bound for 20 years, 
and he received his compensation im terms of cents per thousand 
cubic feet. He gets 46 cents of purchasing power today as compared 
with what he committed for, 100 percent, 

Now, the average of the prices paid in Louisiana and Texas 
diminished from 14 to a low of 2.96 in 1948. 

In 1948 and 1949 came the period of the expansion of the pipeline 
systems, The buyers approached the producers, and sought to com 
mit the gas. The producer's actual realization in the heht of his 


ag 
1. 


increased cost, had diminished, and he was getting less for his eas 
than he had committed it for. He was loath to sign further contracts 
on that basis, and sought some means of getting the competitive price 
at the date of delivery. The buvers sought equally to secure a com- 
mitment of the Gas and pledged to him the payment of a competitive 
p! ice on the date of delivery. 

The only other escape would be to sell the property outright to 
the buyer, and actually the buying company, buying for a transmission 
line, was extremely reluctant to do that, because then he would be 
subject to the regulation by the Federal Power Commission on his 
productive activity, and he would get 6 percent return over actual cost. 

The individual producer, seeking to protect himself, and the 
individual buyer seeking to get a commitment of reserves, introduced 
the various adjustment clauses in the contracts. 

Now, I pe inted out a moment ago in response toa question that pipe 
line buvers seek a pl ice during the early vear's of the contract that is 
low initially. The primary objective of that was to get a low cost at 
the inception when the debt-service charge was the highest, and to 
get a promotional tool for building a market so that they could estab- 
lish a load factor that would reduce their unit costs. 

I also pointed out that the producer did not object to that too much, 
because he, in turn, needed income for the development of his prop- 
erty, and as long as he had the income for the development of his 
properties, and had the adjustment clauses in there so that his reali- 
zation would be higher in the middle term of his contract, that would 
be satisfactory with him. 

His transaction was the sale of the total package of 20 years. 
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Now. usually the highe { Price ire prov ded f« oo t he ‘ I venr 
ol the contract, and the reasons for that are very obvious. \t 
tage of the game, the utility distributing companies, and the carrier 
ompnrnie have developed their market ad ren ithe te ( 
cost, (Dn) the OTe] he id. Thi 1 lk l ren hed i J 
It tf lent e vv for him to rework | XISI ( | 
f peng enti hast 1) | | }] the veal i ( { | le 1} 

TI\ ie Pe mequently H) tO tir ) ~ rm Taco hy 
or 1 | ( live dtoth | it the requ rec OLLI TE Ol. 

Ilis costs are createst, while the buver’s costs are the low t, SO 
ney tably the two woul | vet togethe on ft ie tvpe of ti wmsaction 1 i 
they lid nal it { then nit it] advantage ‘that they were le t 
do : burt t | ner to vel mbet { ifm both th nivel ind tl { ( 


i package deal f ra vuo-veal period, 
! 


phaetat 
Now. as lone a those lo i-Term contracts prevail | thi k there mu 


be some recognition given to the desirability of self protection on the 


part of the buyer in this transaction and sale of his property, that he 
doesn’t deliver on 1 day. Hlis capital is tied up. He delivers that day 
to day over 20 continuous vears, and those long-term contract is | 
have pointed out, are absolutely common in practically all phases of 
business, and in transactions with the Government. 

Now, the next step was that we moved from the average, You will 
recall we have every single transaction on an IBM ecard. We then 
asked what are the flexibility of prices in the behavior from day to 
day in the market 2 

We classified the ecards according to the year in which the contract 
wis signed. 

In other words, those contracts that were signed new in the vear 
1945, were signed at a contract price of 5.9 cents per thousand cubie 
feet. Those contracts that had their origin in the vear 1946, signed 
new in that year, were at a lower price. 

The fact of the matter is, that price was 3.52. ‘ 

In 1947, the current contractual price moved up: it moved down in 
1948, held constant in 1949, and then proceeded to gain from that 
time on. 

Now, it is always difficult to rationalize any particular price change. 
Some of the facts stand out clearly about this particular series of 
current contracts. Actually the contract period, the weakening period 
that took place in 1946, followed a 19 trillion cubic feet new supply 
development in 1945, and an 18 trillion cubic feet development in the 
year 1946, 

Thirty-seven trillion cubic feet of new gas came in in a period of 
2 vears and inevitably the price weakened. 

We might wonder why in the subsequent year it strengthened. New 
production dropped to 1] trillion cubie feet. Texas Kastern Trans 
mission Co. must have been contracting for the reserves to back up its 
acquisition and conversion of the War Emergency Pipe Line. 

Prices weakened in 1948, remained soft in 1949. You will recall 
that new supplies moved up to 14 trillion and 18 trillion cubic feet 
respectively. There were no new pipelines developed mn that time 
period except the Michigan Wisconsin line that vot its supply from 
on seller. 

After 1949, new supplies came at a rate of approximately 15 trillion 
cubie feet, There Was a great eXpansion. It was dur 


_ 


yr this time 
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period that Texas Illinois Natural Gas Co., Transcontinental Gas 
Pipe Line Corp., Trunk Line Gas Co., Permian Basin Pipe Line Co., 
and many others of lesser size were in the gas producing field trying 
to show the reserves necessary to justify the request for a certificate 
of convenience and necessity from the Federal Power Commission. 

Here was an aggregate group of buyers coming into the producing 
area and collectively trying, individually, to commit their reserves 

Now, it is always difficult to rationalize any particular 

We must remember reserves are committed first. You don’t build 
up a pipeline and then go out and get the reserves. You get the 
reserves and then build the pipeline, if you get a certificate. Every 
one of these is reviewed as to the public interest before approval by 
the Federal Power Commission. 

Here was this conglomerate group of buyers, and a diminution of 
new reserves in an expanding market. Inevitably, the increase would 
follow in any competitive market. 

Now, there is one thing that is very obvious as we analyze these data 
on the individual transactions, and that is the introduction of a new 
pipeline buyer i an) given field finds a quick and early response. 
The new pipe line seeking to commit reserves will go and offer a higher 
price than the cme nt thane rand hope in that manner to get the reserves 
committed to his line. Then the old buyer will find it necessary to 
meet that offer, or he will lose the new sources that are being developed 
by some of his present suppliers. He doesn’t lose that which is com- 
mitted, he loses the new supplies being developed. 

A second thing I might mention is that any substantial develop- 
ment of new supplies, or new reserves, tends to affect the prices in 
the older fields. Thus the Appalachian prices were actually lowered 
by the discovery of gas in the Southwest. The price in the Monroe 
field was restricted by discovery in the Texas gulf coast, and the 
Louisiana gulf coast area, and the gulf coast prices have been re- 
strained by developments in southwestern Texas, Sparberry, and New 
Mexico. 

Now, if we adjust the current price again for the change in pur- 
chasing price of the dollar, we find that the price that was paid 
in 1945, of 5.9, declined sharply, and remained below the 1945 level, 
as you will see by the adjusted level, until the end of 1953. 

In other words, in terms of current purchasing power, the prices 
being paid on contracts at the end of 1953 were the same as that they 

ere contracting for in 1945. 

We then took the 1948 contracts, with all of their clauses, and traced 
the actual prices paid on the identical clauses through the time period 
of subsequent years, and we compared that price paid with the price 
paid on new contract commitments. 

That brings us to that chart which shows the cumulative effect of 
each of these annual year contracts. 

The 1948 contract is shown in the solid blue line. You will notice 
that in 1949, it moved slightly above the current price, but you will 
recall in 1949, the current price was kind of sloppy, and was weak. 

In 1950, it dropped, in 1951, it held below, in 1952 it held below, 
and in 1953, he who sold his supplies in 1948 with all of the protective 
clauses, he could think of to put in there, was being paid for his gas on 
the basis of 89 percent of what contracts were being written for in 
the field. 
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He who signed in 1949 is also being paid on the basis of 89. He who 
signed in L950, is being compensated on the basis of 90 percent. 

‘In other words, the sum total of all the escalation clauses and the 
efforts of adjustment of price have failed to accomplish the design 
of the seller and the declared purpose of the buyer. 

We have one other analysis of prices, price patterns in the market, 
that I would like to turn to next, and that is to eliminate the effect of 
time on prices we have taken those contracts signed in the year 1952 


and 1953. and we have classified those contracts, all of them, according 


to the prices paid, We have studied one group for the Appal ichian 
area, the second was the Panhandle-Hugoton area, the third group 
studied was the east Texas and north Louisiana area, and the other 1s 
the Louisiana-Gulf Coast area. 

Now, I wish vou would notice the chart. The pink line at the top 


is the price paid by individual contracts m the \ppalach i area, 
You will notice that there are a few contracts that were signed 


Appalachian area at about 22 cents. Then you wl cora 
to the nercentag at the bottom of the chart, there were a little bette 
than ZO percent at about ¥5 cents. 

Then the remainder of those contracts, excepting a few : it abou 
97 cents. 

In other words, the contracts in the field reflect vary gp 

Now, the Panhandle-Hugoton area iown by the yellow line 
You will notic a very r ort] ur’ setup there W th no | ire 
prevails inthe Appalachian are 

The Louisiana-Texas-Gulf Coast is the blue line, and t ( 
there reflects the range of prices in the Louisiana-Texas-Gulf, ran: 
from about 4 cents toas high as 16, 

In other words, as of one instant of time. there is clear] es abli hed 
here, evidence t] prices among the fields vary. That is as it should 
he. It perhaps reflects a difference in transportation cost of 1 1\OVING 
the gas from the different fields to the market. It likewise establishes 


clearly that there is no one price controlled or established by any seller 
in the market, but the contracts are drawn for a wide range of prices 
in the same producing area at the same time. 

This, I insist, is about as clear a piece of evidence of the lack of 
monopolistic control as could be requested of an economist. 

Now, I would like to take the question of prices and conservation. 

General Thompson spoke yesterday of the gas vented and wasted. 

Let us put with the gas vented and wasted, that gas price that pre 
vailed during the subsequent years. 

Here you will find the price associated with the vented and wasted 
gas in any particular year. I wish you would observe the blue line, 
representing the average price by years, and the yellow line, represent 
ing the total percentage of gas produced that is vented and wasted. 

[ can’t over-emphasize this chart. It shows the opposite movement 
of vented and wasted gas with prices paid. I wish you would 
observe that the amount of vented and wasted gas at the beginning of 
the chart was a little over 20 percent. Through this time period, the 
amount vented and wasted dropped to 8.8 percent. The difference in 
the amount of gas that is vented and wasted represents 11.5 percent. 

If we apply that factor to the total amount of gas produced in 1953, 
it represents over 1 trillion cubic feet. That trillion cubic feet would 
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be the amount wiequate to supply all of the customers who were recel\ 
ing natural gas, residential customers, in the year 1950. 
Price is a factor in determining the amount of gas that is vented 


and wasted. 
Now, I would turn to a last consideration of price, and that is price 


paid in the field iS a proportion of the price paid by the ultimate resi 
dential consumer. Here we wil oo back to the Bureau of Mines 
prices, as we are dealing with averag The average price paid by 
the resident al COnSUMe! a bg pedily, and reached its lowest 
point in 1948. You will recall the chart On the increase in cost of 


living, how it was moving up at that time. In 1948, the price paid by 
the average residential consumer in this country was 65.5 cents. 
Kventual lly, however, the increases in the cost of steel, labor. taxes, 
and all other items of expense erg up W ith and began to more than 
offset. the increased efficiencies that had been introduced by the was 
industry. Likewise, with demand increasing, natural gas started sell- 
ing on ae own value basis. It was selling in a competitive market. 

The changes that took place after 1948 gradually increased until in 
1953 the price was 86.5 on a national basis. That represents an in 
crease in price to the consumer of 21.2 cents per thousand cubic feet. 

During that same time period, the price received by the producer 
moved up from 6.5 to 9.2 in 1953. That is an increase of 2.7 cents 
per thousand cubic feet. Part of that increase was due to the in 
creased taxes in the States of production, so that the producer did not 
cet the total of the 2.7. 

If we assumed that every single bit of the price increase received 
by the producer had been passed on to the residential consumer, it 
would have repre sented less than one seventh of the price increase 
paid by the reside ntial buyer, and it would have amounted to a little 
bit more than 3 percent of the consumer bill. 

As the consumer prices started to increase, the consumers protested 
tothe regulatory commissions. The regulatory commissions naturally 
begwan to review all different phases of the three seoments of the in 
dustry. Each ef them would think that the other was a contributor 
to the increase in price. Actually, the higher prices charged to the 
consumer were not due to the increase in price in the field. It was 
due to the higher cost of steel, labor, taxes, and all of the other ex- 
penses of production, transmission, and distribution. 

I wish to point out that producers have frequently represented that 
the price received by the producer represents 10 percent of the price 
based by the residential consumer. Some have charged that this is 
misleading, that the price is > percent. Both of these figures can be 
mathematically correct. The 19 percent is correct when figured 
against the residential price paid. The 22 percent is against the 
average for all gas sales to all customers, residential, industrial, and 
commercial, representing interruptible as well as the demand load. 

The information on this chart was then broken down by regions of 
the United States. We studied the New England area, the Middle- 
Atlantic, the South-Atlantic, North Central, Pacific, and Mountain 
area, excluding the seven Southwestern States. When we exclude the 
7 Southwestern States, 91 cents represents the average price paid by 
the residential consumer, 28 cents represents the price received at the 
city gates by the transporting company, and the transporter pays the 
producer an average of 11 cents in the field. 
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We then turn to an analysis by individual cities, and we fou id t] 


the same general principle prevailed for the 40 cities analyzer ~and I 
would like to inquire, while we are at this point, I have here charts, 
evidence, and the actual vital statistics on each of these 40 cities | 
have the natural eas situation in each of the States. I have a chart 
prepared breaking down the price in each of these cities, and LT would 
he very happy to make this available as evidence to the committee I 


vou would so desire. 
~ Senator Monroney (presiding). We would like very much to have 
them. Doctor Boatwright. I don’t know whether we could print them 
all in the record, but if they could be filed for the committee record, 
it would be very helpful and very much appreciated. 

Mr. BoATWRIGHT. What | would like to do woul 
available to you for your consideration, 

Senator Monronery. We appreciate that, and we so accept 1t. 

Mr. Boatwricutr. Now, I have made the statement throughout my 


be to ni 


testimony that prices paid would be higher if re@ulated than would 
otherwise prevail, in a competitive market. I would like to turn to 


that consideration. 
Senators, if you are considering at all the possibility of a break, thi 
would be a convenient point to break. We have just finished the price 


analysis, and are talking now about industry truisms. From this 
point on I will talk about the problems of regulation, and why under 
regulation it is just inevitable that the price would have to be higher 


than would prevail in a competitive market. 

Senator Monroney. We know the Senate is busy at this time and 
legislation is coming up. The acting chairman has suggested that 
we meet again at about 2:30 in the committee room over the Capitol. 
I wonder if it would he possible, if we eould get the membet - oft the 
committee together, for you to testify at 2:30 this afternoon. 

Mr. Boarwricut. Certainly. 

Senator Monroney. I believe this is a logical break in your test 
mony. - 

We will meet in G—16 at 2: 30. 

(Whereupon, at 12:28 p. m., the committee adjourned, to reconvene 
in room G—16, at 2:30 p.m.) 


AFTERNOON SESSION 


(The committee convened at 2:40 p. m., Senator John O. Pastore 
presiding.) 

Senator Pasrorr. Mr. Boatwright, I understand you have your 
statement to conclude. You may proceed In your own fashion and 
then we will get into the questioning period. 

Mr. Boarwricntr. Thank you. 

I would like, with your permission, to summarize in a few sentences 
the material that we covered concerning the prices, after you found 
it necessary to leave the floor this morning. 

We applied all of the usual price tests in an effort. to determine the 
competitive nature of the market. We found that prices varied 
through time, implying a lack of control. 

Secondly, we found that the prices of natural gas had not gone up 
with competitive fuels during the period of the general increases of 
prices, again implying that competition in the gas industry resulted 
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in its prices being established in a free market, based only upon its 
direct competitive conditions. 

Next, we found that prices of natural gas vary among fields so that 
there is a reflection of the differences in cost of moving the gas to the 
ultimate market. 

Third, we found that the prices of natural gas in a given field tend 
to vary according to the indiv idui il contracts, representing quite a wide 
range of prices at which commitments were made. 

Next we “ec that there was a definite correlation, negative corre- 
lation, between the price paid for gas and the amount vented and 
wasted in the fields. The pc pay ay in the natural gas vented and 
wasted item, as rep rted by the Bureau of Mines, when we take the 
saving, the ratio of the saving of the vented and wasted to the total 


patural-oas product on, the increase in the economy is represented by 
a fi@ure of 11 » percent SAVING ot the vented ana wasted PAS which, 
when applied to the 1953 production would indicate that the amount 
that was vent and wasted in prior years 1n con trast with the current 
rate, was a difference of over 1 trillion cubie feet of natural gas. 
That an economy that is definit \ associated with the conserva 


: ee 
tion efforts of the States, and the fact that natural gas now can com- 


« 
tT 
t 


mand a price whe reby, as General 7 lOMipson said, he prod icer Can 
4 . ) 


vet his moi back out of the realization from the gas that would 
ot vi) bye d 

That 1 trillion cubie feet wo ild take care of the total residential 
market for 1] gas in the year 1950 

Then we found that there wa additional competition among the 
P pe line buy rs that reflected in the prices paid for natural e as, and 
then we summarized that each and every single price test that we 
applied indicated a free market and a very intense degree of compe 
titi 

At that stag was 12:30 and we adjourned, and I was just about 
to take up the point that under regulation, the price of natural gas 

ill be increased inevitably over what it would be under a competitive 
marl I was about to set forth the reasons for that, and [I will 


continue on that basis. 
If the price of natural gas and the total production of natural gas 
iS given a public utility status, the costs incurred will be staggering 


and the benefits will be negative. We must recognize that any time a 
regulatory effort is placed on an economy that the individuals in that 
economy surrender their liberties with great reluctance. 

They attempt to find ways of preserving their liberty of action, and 
as they seek to find those ways, some of them will succeed. Conse- 
quently the regulatory age mer must reach farther and farther out to 
perform what it interprets as its assigned responsibilities. 

That leads to the regulatory growth, and the term that is frequently 
used is that of the proliferation of Government effort at regulation. 
The expenses of this activity would be paid by the consumer because 
those expenses are paid out of the tax bill, and the tax would have to 
be incre: ised. 

In the annual rep 5 to Congress for the year ending June 30, 1954, 

. Federal Power Commission said, with reference to the P hillips 
Secktine 

It has been estimated that this decision will result in the regulation of Over 

5,000 independent producers as natural-gas companies (as compared with about 
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100 interstate pipeline companies). The number of separate sales made by these 
5,000 companies is not known at this time but the number of rate filings to be 
made by them in fiscal 1955 may exceed 20,000. 

Early this morning in my testimony I indicated there were probably 
at least 6,000 indepe sndent producers that had contracts for the delivery 
of natural gas with interstate carriers. There simply is not an accu 
rate count available. The Commission did say, however, that there 
would be approximately 20,000 filings. 

The Commission’s jurisdiction in the past has been largely exercised 
over about 100 interstate pipelines, with a volume of regulatory activi 
ties arising out of that authority, plus the fixing of reasonab le prices 
to be charged by natural gas and electric companies. 

During the year 1954 the year ending June 30, 1954—there were 
706 rate filings by natural gas companies of which 46 were fo ip 
proval ¢ of increased rates. In addition, natural Fas coinpanies filed 
with the Commission 283 applications for certificates of convenience 
and necessity. 

Please notice that the sum total filing for rate changes and for 
certificates of convenience and ne essity Was approxim: ute ly LOO. 

Those filings were the basis of the principal activity of the Federal 
Power Commission. Their budget was $4,300,000. They had a staff of 


5 acne ’ 
of 620 people. 


What will be the staff and what will be the budget if it is necessary 
to review contracts for the sale of gas where the number of ea pro 
ducers is 60 times the number of pi ipelines carried and the number of 
transactions to be reviewed is 20 times the total filings in the past ? 

I do not know what the cost will be, but I do know who will pay that 


bill. That bill will be paid in the taxes ot the consumers 

The next question is: low woul 1 t he © ommission caetermine the 
entries and exits in the producing sh a the natural-gas industry 4 
Would certificates be necessary for a man to enter the produ tion of 
natural gas, or would there be some type of supervision concerning 
the freedom of exit from the business if the man Was about tO vo 
bankrupt? Would a uniform system of accounting be required of the 
natural-gas system ? 

No matter how you break the problem down, it is a tremendously 
involved and complicated problem. The cost would be monumental. 
The task would be monumental, and the cost would be paid by the 
consumer, again in his tax bill. 

Something like 6,000 of these producers have contracts to supply 
natural gas to interstate carriers subject to the Federal Power Com- 
mission supervision. Deaths, transfers of properties, new discoveries, 
properties abandoned because of depletion, result in the producer 
group being an everchanging population. Additional thousands of 
gas-purchase contracts are being written each year. 

Imagine the staff, the time and the expense necessary to review and 
regulate that flow of business. 

No formula can be devised for determining costs or reasonable prices 
in the field for the commodity. I think, gentlemen, a book on futility 
could be written on that subject. These expenses, price fixing, will be 
paid by the consumer, again in his tax bill. 

The seller would seek to present arguments why the price that he 
would like to get under review, should be ap yproved. Some sellers 


= 


would prepare detailed statements of expenses, estimated life, by- 
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product realization, dry-hole costs, et cetera, and in their heart they 
would know that the real justification was that they had negotiated 
an arm’s length contract. The examiners would review and they 
would call for further evidence, they would defer, they would seek to 
find a ground to justify the substitution of their judgment for what 
the market dictates. 

They, too, would know that in the last analysis all that was really 
settled was the imposition of a third party’s judgment in the discus- 
SION. 

Legal fees, accounting costs, traveling e xpense , incurred by the inde- 
pendent spicy ers, as Well as the expense inc urred by the Commission, 
would go up in the meantime. No matter what it amounted to, the 
consumer aia pay that cost in his tax bill, as all of these items rep- 
resent a part of the rate base that would be determined in the prices 
( harged the consumer. 

Assume that a judgement is reached and handed down. If this ar 
bitrarily determined price is above that which would be based on 
supply and demand relationships, burdensome surpluses will be 
brought into existence. The consumer would pay the cost, both 
through higher rates immediately, and ultimately the cost of carry 
ing the surplus. 

If the judgment price is below the dictates of the market, different 
forms of cost to the consumer are brought into being. What is the 
social cost of stifling incentives? How long will present reserves 
feed that steel blanket of transportation facilities over the entire 
Southwest’ What happens to cost of transportation when supplies 
become ini idequate to sup yply the capac ity of the line? What happens 
to -_ cost of distribution companies when they have to rehabilitate 
their manufactured gas facilities to meet the market need. What 
cenit to the consumer trom this chain of events / 

The answer is obvious. He pays the bill. 

If these conditions develop because of judicial decree, I think the 
Federal P ower Commission should be granted immunity from blame 
if their judgment proved costly to the total economy. No five men 
and their staffs have been given the omnipotence of judgment that 
will permit their reasoning to be substituted for millions of individual 
decisions made from day to day. 

But, argue some of the proponents of the legislation to regulate, let 
us make it applicable only to the larger producers. Others may dis- 
cuss the legal, ethical, and moral problems of that question. I merely 
want to talk about some truisms of the industry that will be brought 
into being. 

Bear in mind that the individual does not surrender his liberty with- 
out an effort to retain it. Those producers who were below the mini- 
mum established by such legislation would probably individually wel- 
come the fact that they were excluded. They would chafe under the 
ceiling that had been placed on their growth. 

But, on the other hand, they would feel that they had been freed 
from many of the onerous responsibilities associated with regulation, 
and if they approached that ceiling, they would take steps so that 
they did not 970 over the ceiling. 

They would spin off the properties. They would probably require 
that the royalty owners sell their gas direct, ‘and the »y would take such 
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other steps as might be necessary so that they would not come under 
regulation. 

The medium-sized company—let us assume that those just barely 
over the margin, found that regulation was detrimental to their actiy 
ties and very burdensome—would in their turn take various steps to 
scape regulation. There, again, this could be on a corporate setup, 
division of properties, spinoffs of properties, sale of properties, a1 d 
such other steps as might be necessary to bring their total volume 
down to slightly below that minimum level. 

The larger producers under the contracts and commitments would 

nd that the conduct of their business was tremendou ly complicated 
and costs increased. The problems of the interstate carrier, already 
regulated, would be multiplied several fold, 

There are more natural-gas-rovalty interests than there are opera 


tors of producing properties, Is royalty interest gas to be included 
n the base amount subject to reoulation / If so. what is to prevent 


the producer now selling the royalty gas and his own gas, from request 
ng his royalty interest to make separate sales of their gas, thus reduc 
ing his amount and thus perhaps bringing him under the limit of 
regulation / 

Senator ScnHorrrent. Mr. Chairman, may I interrupt at that ques 
tion? Mr. Boatwright, I am glad you are getting into that. Already 
that is beginning to show up, that royalty-interest share of that pro 
duction. He has said, “What are they cong to do about us? \re we 
coing to be tied in with this thing’? Should we make some moves, 01 
innot we demand they deal with us separately and individually be 
ause our interest is affected 2” 

That is the thing I have not had anybody put his finger on yet, and 


come up with the riol it answer, How far are they voing to go with 
/ 


this 

Mr. Boarwricur. It just will happen. Now, the statement has been 
made that perhs aps only 10 percent of the gas would be produced by 
XN companies, and there would be no necessity of us regulating them. 
We will just regulate the big ones. But the big ones pay the royalty 

nterests eel they produce the gas, and the royalty interests cus 
tomarily get an elehth. 

So, if there is already 10 percent and then you add vs royalty in 
terests, you are up to 22 percent of the market, And: shall see 

when we go on, that 22 will grow, crow, grow, and grow, W with the addi 
tional efforts to preserve the liberty of the individual producer. 

It is, as you say, already taking place. 

Senator DANIEL. Let us vel it clear, the royalty owners are the 
farmers, ranchers, the landowners: who leases to the gas company ? 

Mr. Boarwricur. That is right. The royalty owner rarely drills. 
He leases his property to the company and he contracts for a percent 
age of the output. The customary percentage in most of the South 
west is one-eighth. 

Now there is another group of activities that would be vitally influ 
enced. Producing properties, as I said this morning, are frequently 
held by divided interests. But one man usually makes the day-to-day 
et ating dec ‘sions of this divided interest property. Would the tot: al 
of all of the interest be included in determining the a ae of the 
application of regulation of this one producer? If it would, what 
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would prevent him from say ing: “Each of these divided interests will 
sell his proportion of the output on a pro rata basis” ? iat 

Nothing would prevent him, and nothing would prevent the divided 
interest from saying “That is the way we want to do business.” Con- 
sequently, instead of there being 1 operator and 1 contract from this 
piece of producing property, there may be 5 or there may be a hundred 
separate contracts. 

The problem of the carrier is complicated by just that number of 
increased contracts, and the effort would be made to escape from the 
curbing of the liberties of the producer that he felt resulted from the 
regulatory activity. 

Senator Pasrore. Would that happen, Dr. Boatwright, in any case, 
or would that only come into play 1f you made a distinction between 
the big and the small producer ? 

Mr. Boarwricnt. Both the royalty interest aspect and the divided 
interest aspect are arguments that tend to show that these truisms of 
industry will come into existence provided effort is made to regulate 
only on the basis of size. 

Senator Pasrorr. I see. I think we should also consider the great 
constitutional question involved. 

Mr. Boarwricur. As I say, I will leave that to others to discuss. 
But I want you gentlemen to understand these truisms of the industry 
hecause they are economic factors that will determine what will hap- 
pen in this respect. 

The next general classification is, a gasoline plant is built, and the 
gasoline plant buys the natural gas, or the natural gas is fed to the 


gasoline plant by a large number of producers. As a rule, the plant 


> 


cells the dry residue gas at the tailgate of the plant in one sale, but 
what would be the preventative of each of those feeding natural gas 
to the natural gas plant, for them to say “We will sell our gas direct 
as a proportion of the dry gas emanating from the plant”? 

Actually, that practice prevails at some plants right now, and it is 
crowing. Again it would be an effort to maintain the liberties of the 
individual that were curbed by the regulatory activities. 

Those illustrations by no means exhaust the possibilities of those 
that could be mentioned. I hope I have offered sufficient evidence to 
indicate the chaotic conditions that would be set into force if an effort 
were made to regulate only “the large producers.” Costs of procure- 
ment on the part of the carriers would be tremendously increased. 
Cost of operating the industry would be tremendously increased. 
Cost to the consumer would be increased correspondingly because in 
the end the consumer would pay the bill as each of these expenses 
would constitute a part of the rate base in its application, and it is 
not 10 percent, gentlemen, we are talking about. 

It is 10 plus, an eighth plus, a lot of other plusses which would 
probably put it into the rather higher percentage factors before we 
were through. 

Considering the overall on this consideration of the cost of regula- 
tion, there is an increased direct cost of the service, the costs of rate 
hearings without end, the cost of gathering evidence justifying pro- 
posed prices, cost of destruction of incentives, cost of mistaken judg- 
ments on the part of the regulatory agency, the cost of atomization of 
an industry. 
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In the light of the total of “theres,” I just think there can be no 
vossible question but that prices under regulation in the lone run, 
paid by the consumer, will be higher than those prices that would 
prevail for the same commodity in the natural-gas industry, if left 
unregulated. 

The facts reviewed here have established, I think conclusively, that 
the consumer is best protected by competitive activity in the market. 

Now, Senators, | hope sincere sly that the analysis that has been re 
ported to you in the conclusions i have e xpresse dat the bi ginning of 
this discussion will be of aid to Congress in arriving at a correct 
solution to this complex problem. The consumer has far more at 
stake in this discussion than does the producer. We are talking about 
controlling one of the main energy sources of this Nation. 

© he economic progress of any soc ie ty is predic ate <] upon an adequate 
supply of low cost energy fuels. Likewise, the control of energy is 
usually the most vital step taken by any government on the road 
toward totalitarian control. 

I believe sincerely in the benefits of competition, as far as the con 
sumer is concerned, and I most sincerely hope that those benefits may 
be preserved for the consumers’ sake. 

Thank you very much. 

Senator Pastrorr. Doctor, I notice that at different times you have 
condensed and talked e xtempor% neously about different eee of youl 
tatement. Do vou desire that your fill statement in its entirety be 
made a part of the record ? 

Mr. Boatwricut. I do so desire. 

Senator Pastore. Will the reporter take cognizance of that. 

(The prepared testimony of Mr. Boatwright is as follows:) 


CONSUMER INTEREST IN NATURAL-GAS COMPETITION 


Senator Magnuson, members of the Senate Interstate and Foreign Commerce 
Committee, my name is John W. Boatwright. For more than 20 years I have 
served as an economist for the Standard Oil Co. (Indiana). Howevew, thi 
statement should not be interpreted as one made on behalf of my company. My 
company loaned my services to the oil and gas producers to conduct an economi: 
analysis of the natural-gas industry. In this work I have been assisted by man 
very capable economists. It is my privilege to present certain facts about the 
natural-gas industry developed from our analysis for your consideration. From 
the facts that I shall present we have drawn the following conclusions : 

1. The potential consumer demand for natural gas is far from satisfied. Evi 
dence abounds to indicate that the number of customers desirous of using natural 
gas would be tremendously increased if adequate supplies and facilities wer 
made available. Further, these potential customers are willing to pay a price 
which will bring into existence sufficient supplies and facilities to meet their 
needs. 

2. There is a distinct economic advantage to the customer using natural gas 
In many markets this superior fuel can be secured at a cost per million B. t. u 
which is about the same as or lower than the price of alternate fuels. 

3. Realization from sales by main-line carriers to industrial accounts in the 
area north and east of the. 7 Southwest surplus producing States is approxi 
mately 2 cents per thousand cubic feet higher than from sales made to local ga 
utility distributing companies for resale, 

#. Assurance of future supplies should be of first concern to the consumers 
Expansion of reserves has been very rapid during the postwar period Che 
ratio of new supplies to current production has declined, but no serious question 
was raised until the results of 1954 became available. We cannot assign 1954 
results to any definite cause. It might have been mere chance that the discoveri« 
were as low as they were. 

5. In the one case where regulation of production of natural gas on a utility 
basis has been practiced, production not only declined as a percentage of an 
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expanded market, but actual volume of output declined. Efforts to discover new 
reserves by these regulated companies was reduced almost to the vanishing point 
Regulation as practiced did stifle the initiative and reduce supplies 

6. The total number of natural-gas producers is something over 8,000. These 
individuals sell both intrastate and interstate. The industry is very widely held 
and far less concentrated in ownership than other extractive industries and 
most manufacturing industries. 

7. The natural-gas producing industry is very widely held even when analysis 
is limited to individual producing areas or States. There is complete freedom of 
entry of new competitors in the production of natural gas. In fact, the struc 
ture of the industry is such that producers are continually inviting and urging 
ew men, money, and materials to enter the producing phase. It cannot be 
urged that natural-gas production is so closely held that it is subject to control 
by a few. 

8. The independent producer of natural gas sold his daily output for smaller 
real income for the entire time period of 1945 through 1952. It was not until 
1953 that the price received was the equivalent of purchasing power at which the 
transactions were entered into in 1945. 

9%. The current competitive price as evidenced by the contracts signed during 
any given year have increased or decreased with varying supply-demand rela 
tionships. They have behaved as any competitive prices should. 

10. The various adjustment clauses included in sales contracts between inde 
pendent producers and natural-gas carrier companies are designed to insure the 
seller that he will receive the current competitive price for his output on date 
of delivery. Through 1953, such price adjustment clauses have not achieved this 
result Deliveries of natural gas were made during 1953 under contracts of 
earlier years at approximately 90 percent of the current competitive price in the 
Same area. 

11. The price behavior of natural gas shows no symptoms of monopolistic 
control. Analysis of prices with respect to flexibility through time, variations 
among producing areas, variations within the same producing area at any 
given instant of time, gas price as compared with competitive fuels, and the 
producer’s price of natural gas as a part of the total consumer payment all 
point to active competitive conditions, 

12. Prices at which natural gas is sold to natural-gas transmission lines have 
heen responsive to competitive conditions. When it was a byproduct, it was 
priced as a byproduct. As it grew out of this classification, it sold on the basis 
of competitive demand in a free market. 

13. The principal interstate gas transmission lines, with one single excep 
tion, have connections with a wide number of producers, many fields, and many 
producing areas. There is also a large number of interconnections of pipeline 
systems. Such widely scattered supply sources have the effect of producing a 
veritable steel blanket of transport facilities all over the gas-producing area. 

14. Under a system of Federal regulation of natural-gas prices, the cost to 
the consumer ultimately will be increased more than would result from a 
continuation of a competitive market. 

My comments will be directed toward competition in: 


1. The demand side of the market 


Here we shall show the development of demand for natural gas in terms of 
number of custemers and total energy consumed. Main line industrial sales will 
be analyzed. The competitive reasons for market development will be established 
The competition of potential users with present customers will be recognized 
In fact. competition among gas users is of great driving influence in the natural 
gas industry. 

2. The supply side of the market 

Here we shall show the number of natural-gas producers and the existing de- 
gree of concentration of control. This analysis will be presented on a National, 
regional, State, and individual pipeline purchaser basis. The extent of reserve 
development, the effect of price on conservation and increased supply will be 
considered. Competition among sellers becomes evident in this analysis. 

8. The price behavior in the market 

Here we shall demonstrate from price analysis the absence of price uniformity 
of presence of control in the market. In fact, this series of price studies will 
demonstrate the absence of monopoly. 

I will further attempt to show the committee that the consumer should not 
pay regulatory costs for negative results. This brief section will go into the 
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structure of the industry to point out reasons why consumer prices Ww n 
escapably be higher under regulation of natural-gas production than the. will 
be under competitive conditions, 


I A COMPETITIVE MARCET 


The presence of absence of competition in the natural gas producing industry 
is of paramount importance. However, competition is frequently misunderstou¢ 
or carries quite different meanings to different people. Hence T would like to 
comment briefly on the nature and behavior of a competitive market. | 
cussing either the demand for or the supply of natural gas 

In a competitive market each buyer and each seller is trying to improve |} 


own self-interest. The buver seeks constantly to get the same goods of rvies 


erore dit 


from alternate suppliers at lower costs In many cases ft 
resort to substitute products if it is to his economic advantage to a 
On the other hand, each seller is attempting to take advantage of ea 


tunity to secure higher prices, or he may use lower prices to secure ‘ d 
ustomers. He tries to decide upon prices and other business lb 

inner that in his judgment will best serve his own economic advantace 

The give and take on business transactions reflecting the idgm } 
buvers and sellers as to market conditions, is the balance wheel and the s 
corrective factor in our economy Mistaken judgments are quickly corrected 
It is the condition of the market with respect to the supply nd det 
determines the price behavior rather than the wisdom of tl] naivic 1 ‘ 
or seller 

No single test can be used to determine conclusively the effectiveness of 
competition or the absence of monopolistic control in the market Many have 
been used. Among these may be mentioned the freedom of entry or exit from 
either the buyer or seller side of the market; the flexibility of price behavior 
among sellers or the absence of patterns of price behavior: the number and 


size of firms among the buyers or the sellers: the shift of relative position ir 
the proportion of the market supplied by particular companies; the growth of 
the market both in terms of quantity and quality: and, the variability of profits 
The application of no one of these tests is conclusive It is only by weighing 
all relevant findings in the light of the particular industry and the character 
of consumers’ demand that valid conclusions regarding the prevelance of 
competition can be drawn. 


Our economy is based upon the belief that the consumer is best protected 
from exploitation by a competitive market For this reason the data were 
assembled on various criteria of competition in the natural-gas industry \s 
these facts are reviewed, each member of the committee will have eviden upon 
which to base a sound conclusion, . 


Il. THE DEMAND FOR NATURAL GAS 


Perhaps the first test of public interest to apply would be that of size and 
scope of the market. Certainly there should be a sufficient demand to assure 
an adequate market outlet for the prevention of waste of this valuable, irre 
placeable natural resource. Such a demand did not exist in the thirties whet 
natural-gas producers found it necessary to promote interstate pipelines to 
reach a market. Natural gas was sold on a byproduct basis This problem 
continued to exist in several sections of the Southwest into the forties and after 
the war. During this period, conservation efforts were made doubly difficult as 
producers frequently found it necessary to make greater capital outlay to 
conserve the gas than they could have recovered from its sale. Obviously 
waste ran too high for publie interest. 

The expansion of demand for natural gas represents the consumer's reaction 
to a multiple number of contributing factors. First, the technological progress 
in the construction and operation of large diameter pipelines made it possible 
to reach distant markets on a sound economic basis. Thus the markets in 
Connecticut, Delaware, Massachusetts, New Hampshire, New Jersey, North 
Carolina, South Carolina, Wisconsin, Rhode Island, and the New York metro 
politan area have been opened up to natural gas since 1946. Second! the 
cleanliness, convenience, and combustion efficiency make it a most desirable 
fuel for residential purposes. The transmission line must have capacity, or 
storage, adequate to meet the peak-load requirement for heating homes and 
commercial establishments, but these same customers cannot vse the capacity 
during the summer months. Hence, many industrial customers have been sold 
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natural gas on an interruptible basis. Thirdly, price of natural gas has been 
more attractive than that of competitive fuels. 

The end result of these factors can be seen in the average number of customers 
served each year as reported by the American Gas Association. 

(Table I, total number of gas customers (in thousands), reads as follows:) 


TABLE I.—Total number of gas customers 





Natural Mixed Manu- Liquefied Total 
i factured | petroleum oval 
l 911 & 
j ( 904 7 
1u t 4 020 x 0 
1438 6, 742 037 &, O97 
14¥3¥ t 4 &, 129 
104 7.3 2. 122 R 99] 
194 7 ) 2, 221 &, IRF 
1942 at 2,291 Rg f 
1943 &, 38 2.318 oR 
1944 8 57 2 407 &, 607 
M5 8.914 2, 400 &, ARQ 81 
194 9, 366 2,418 &, 730 123 20, 637 
104 ) 189 9 354 &, 642 232 21,417 
1948 11, 466 1, 962 &, 503 315 22, 246 
1949 12, 47 757 8, 454 352 23, 036 
1950 14, 267 1, 789 7, 618 $27 24, 001 
037 2. 803 5 R804 309 24, 9453 

18. 357 ONT 3. 901 305 25. 850 
1953 » O60 3, 653 2, 795 300 26, 708 
Sour A A G Fa } 84 


A few comments on facts behind these data are necessary. 

The growth of number of natural-gas customers is greater than the expansion 
of all gas customers, In 19538, natural-gas customers represented 74 percent of 
the total, mixed natural and manufactured gas 14 percent, while manufactured 
and liquefied petroleum gas the remaining 12 percent. In most cases where con- 
nection of a natural-gas transmission line has been made to a distributing system, 
total conversion to natural gas has followed rapidly. This is largely responsible 
for the decline of manufactured gas customers from 8,730,000 in 1946 to only 
2,795,000 in 1953. 

(Chart, Natural-Gas Customers Have Tripled Since 1938—Now 75 Percent 
of Total, reads as follows:) 


NATURAL GAS CUSTOMERS HAVE TRIPLED SINCE i938 
...now 75% of total 
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Customers for mixed gas appear to be gaining. 


NATURAL 


GAS 


SS 
06 


This is the transition phase 


of distribution and will decline as soon as transmission lines and storage capacity 


permit going entirely to natural gas. 


Programs already approved by the Fed 


eral Power Commission and others now pending Commission action will make 
a major contribution, converting most of the mixed-gas customers to natural gas 


by the end of 1957. 
Almost 25 million gas customers are 
nificant portion of our urban homes. 


that adds even greater significance. 


ing and water heating, but also approximately 
can 


homes with natural gas. But this story 


table. 


residential a; 
But it is the increased intensity of use 
Not only do they use natural 
12,300,000 customers heat 


be better 


users, 


This 


told 


“as for cook- 
their 
following 


(Table II, Residential Consumption of Gas (in Millions of Therms), reads as 


follows:) 


TABLE IT. 


{In millions of therms] 


Year Natural Mixed Manufac- 


tured 

v3 2,773 477 1, 194 
13¢ 3, 106 5OO 1,172 

7 3, 365 12 1, 110 
138 3, 356 501 1, 099 
439 3, 646 2. 1, 118 
1940 4, O64 87 1,172 
1941 4,113 600 1,149 
42 4 SOY 67{ 1,199 
43 5, 022 718 1, 261 
44 201 7 1, 309 


Source: American Gas Association, Gas Facts 1953, py 


A therm is a standard unit of heat measurement equal to 
There are approximately 10 therms per M ¢. f. 
do the cooking for a representative family for about 1 month. 

Consumption of natural gas has approximately 
35 importing States, 
has more than tripled while for the rest of the country consumption 
Consumption of mixed 
Utilization of straight manufactured gas has been reduced to abou 


rally the gain has been greatest in the 
better than doubled. 


the immediate postwar period. 


(Chart, Natural Gas to Residential Consumers Has Quadrup 


Now 90 Percent of Total, follows: ) 
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” NATURAL GAS TO RESIDENTIAL CONSUMERS HAS | 
QUADRUPLED SINCE 1938...now 90% of total 
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The cost ineent eto use natural gas 
Comparative cost to the consumer is perhaps the most impelling reason for 
the expansion of the market for natural gas. Consumers obviousiy desire the 
antages of efficiency and cleanliness in a fuel. It is even more desirable when 
they can heat their homes with natural gas for fewer total dollars. This is true 


in many markets since the substantial inflationary changes of 1946, 1947, and 
14S 

The Bureau of Labor Statistics maintains a continuous analysis of commodity 
price changes. From that series we have prepared the following table. 
(Table ITIL, Index of Retail Prices of Competitive Fuels (1935-39—100), reads 


us follows: ) 


TABLE III Indeag of retail prices of competitive fuels 
/ I J 





Year G Anthracite prenenees N ». 2 uel 
1438 4.3 99.3 101.8 105. 6 
1939 94.0 YS. 4 101. 1 96. 1 
194 93. 1 102.7 102.0 100.8 
194] 11.5 108. 5 108, 2 103. 4 
1942 89.8 112. § 113.8 118.6 
1943 RO 6 119.5 118.7 128.9 
1044 89. 1 126.8 123. 1 129. 1 
1945 SS. 4 130. 7 125.7 23.3 
194¢ 87.5 145.0 132. 4 124. 2 
194 8S. 4 157.3 156.5 148. 2 
44s 89.2 176.6 186. 2 188. 6 
1949 W).4 188.7 193. 1 178.8 
1950 90.7 195.9 200. 2 180) 
1951 91.6 214.9 204. 6 191.0 
1952 04.6 218.3 208. 6 195.4 
1953 99. 6 233. 4 212.9 205. 5 


Source: Bureau of Labor Statistics 


It is obvious why the consumer looks with increasing favor upon natural gas. 
Because of the relationship between supply and demand, the price of natural 
as has not shown the same reaction to inflationary conditions as have prices 
of competitive fuels 

The time series of natural gas prices is diametrically opposed to price behavior 
that would be anticipated on a commodity subject to monopolistic control. On 
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the other hand, the independent behavior of natural gas prices through 
an evidence of competition in the market 

It is not contended that competition with other fuels alone is adequate protec 
tion to consumers. However, it believed that is trols had 
been in effect, natural gas price behavior would not have moved so independently 
of prices of competitive fuels as revealed by the data. 

(Chart: Prices of Gas for Residential Heating Have Changed Little in 


With Other Fuels, Index 1935-89= 100, follows :) 
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We have mentioned the behavior of gas prices during the period of rapid 
general price increases. Again turning to the Bureau of Labor Statistics, w 


can secure the data for this comparison 
(Table IV, Comparison of Cost of Living 
1939= 100, reads as follows: ) 
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TABLE IV Comparison of cost of living {JL items with natural gas 
Year 
Py 
58 8 8 Q 
042 
4 
14 
Q4 ) ) 
4 Be 
is be 
444 
5 ) j 
) a9 & 
Source: Bureau of Labor Sta 
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Natural gas is one of the few items in the family budget for which price has 
remained comparatively stable. Certainly, as a series, the beginning of a price 
rise lagged approximately 10 to 12 years behind the other price series. This is 
evidence of the truly splendid accomplishment of the gas distributing companies, 
the transmission pipelines, and the producers. All have contributed to this 
result. Unfortunately, the increased load factor and other efficiencies introduced 
could not indefinitely offset the rising trend of all other costs of doing business 

The price paid for natural gas, no doubt, will tend to rise if the supply is not 
increased to meet the increased consumer demand. But it will increase even 
more if the producers’ prices are regulated. This will be discussed in a moment 
Let us now examine the unsatisfied portion of consumer demand. 

(Chart: Prices of Natural Gas for Other Residential Uses Have Changed 
Little—Compared With Cost of Living, follows :) 
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The unsatisfie d consumer demand 

We have seen that there are approximately 25 million residential consumers of 
cas. Of these, 20 million use natural gas and an additional 3.7 million use 
mixed gas. And yet the present connected market is not saturated. In fact, 
the degree of saturation of the home heating market is estimated by the Ameri- 
can Gas Association as only 50 percent. There are 250,000 potential customers 
in the Chicago metropolitan area alone, waiting for the privilege of heating their 
homes with natural gas. The distributing companies reporting to the American 
Gas Association estimate that approximately 1,200,000 additional gas house- 
heating customers will be added each year—1955 and 1956. These potential con- 
sumers are on utility distributing companies’ waiting lists, or would be on a 
Waiting list if they thought it would do any good. 

Then there are those countless potential customers who live in communities 
not now served by natural gas. These live in the new suburban developments 
not reached by gas distributing mains, in communities not yet connected to a 
natural-gas transmission pipeline, and in areas of the country to which natural 
gas pipelines have not as yet been built, such as parts of New England, Florida, 
and the Pacific Northwest. 

it was no surprise to the industry that when the Northern Natural Gas Co. 
applied in 1953 to the Federal Power Commission for a certificate to connect to 
7 additional municipalities approximately 100 other towns presented petitions 
asking that connections be made also to their communities. There is a total of 
{90 communities, representing a total population of 1,600,000 people and 370,000 
gas customers, who have requested gas service from this carrier or indicated a 
desire for such service. 




















There is no reason for wonderment why the Northwest is so anxious to have 
the Pacific Northwest pipeline constructed. Michigan communities are also most 
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iuxivus to have their supplies supplemented by a proposed new pipel 
Public Service Commission of Wisconsin: the city ol Detroit; the « 
Wayne, State of Michigan; the Michigan Public Service Commission, and othe 
who appeared against Phillips in docket No. G-1148 (FVC), protested a “mon 
listic” price which in 1953 was 9.48 cents per thousand cubic feet rhese si 
public agencies appeared before the Federal Power Comm 
certificate for constructing the American Louisiana pipeline (d 
when the gas-reserve commitments called for a price approx 
price paid to Phillips. 

These public agencies recognize that natural 
double that being paid. 

Considerable portions of Alabama, Georgia, and a 
will receive natural gas under certificates already is 
plans are completed, most of Florida will remain anxious fo1 

These homes, these customers, running into additional 

ranchised parts of the natural-gas market. ‘They too 

if this economic and clean fuel. They are willing to pay 

iodity that will bring into existence sufficient supp 

vant the opportunity of becoming a part of the compet 


iInarket for natural 
the “haves” and 


. supp! Ss al 


thought 


l eporter 

v industrial users, in 1953 is 5.8 trill 

tion reported that in strial sates of nat , 
trillion cubic feet, including both that gas moved interstate and 
industrial users in the State of production. The difference of 2.9 
feet represents sales by producers to industrial users in the State of 

The President’s Advisory Committee on Energy Supplies and Reso 
recommended “that appropriate action be taken that will prohibit 
state pipelines either for resale or for direct Consumption, w! 
peting fuels because the charges are below actual cost pl 

f fixed charges.’ Notice that this recommendation is directed 

ted (sales for resale) and largely unregulated (direct consumptio! 
The presumption naturally is that a regulated rate permitting a return of a 

ely 6 percent on investment would not be below costs. The ¢ 

ecommendation has been to focus attention on sales direct to industria 

For some years the Federal Power Commission has published a 

ional data on sales by interstate carriers of natural gas for resale and for dire 
consumption. Unit realization determined from this source results in the follow 
ing comparison—(Table V, National Average Realization From Sales by Inter 
state Natural Gas Companies of Natural Gas for Resale and for Direct Ind 
tial Consumption, reads as follows) : 


TABLE V.—National average realization from sales by interstate natural gas 
companies of natural gas for resale and for direct industrial consumption 


Realization per thousand 


cubic feet 


Sales for Industrial sale 
resale for direct use 


urce: Calculated from 
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This comparison, without analysis, would indicate that sales for direct use, 
largely on an interruptible basis, were made during 1952 and 1955 at prices 
below the regulated price of sales for resale. Like so many aggregates or aver 
ages, more is concealed than is revealed 

The first fallacy of the data is one of geography. Sales of natural gas for in 
dustrial purposes are very heavy in the Southwest producing States where coal 
is not an effective competitive fuel. In the heavy coal-consuming areas of the 
North and East, industrial sales of natural gas by long-line carriers are com- 
paratively small while sales for resale are large. Overall averages on a national 
basis do not reflect an accurate comparison. 

The second reason for the lack of significance of the comparison is that carbon 
black utilization, drilling operations, and many other specialized uses for which 
other fuels are not competitive are included in Southwest sales for industrial 
uses. Such inclusion renders the data noncomparable. 

The only valid means by which the true facts bearing on this problem can be 
revealed is to compare the realization by long-line carriers from sales for in 
dustrial uses with realization secured from sales for resale in the same State 
Because the Southwestern States do not offer much competitive opportunity for 
coal, they were excluded from our study. All States north of Kansas and 
Arkansas and east of Mississippi were included. 

The average actual price received for industrial sales made by 14 long-line 
carriers was compared with the average actual price received by the same lines 
from sale of natural gas for resale in the identical State. All data were taken 
from the annual reports of the carrier companies to the Federal Power Commis 
sion for the year 19538. Lines studied were: Mississippi River Fuel Corp.; 
Transcontinental Gas Pipe Line Corp.; The Manufacturers Light & Heat Co. 
Northern Natural Gas Co.; Texas Gas Transmission Corp. ; Texas Eastern Trans- 
mission Corp.; Cities Service Gas Co.; Panhandle Eastern Pipe Line Co.; Ten 
nessee Gas Transmission Co.; Southern Natural Gas Co.; Natural Gas Pipeline 
Company of America; Texas Illinois Natural Gas Pipeline Co.; Trunkline Gas 
Co.; and Michigan-Wisconsin Pipe Line Co. 

These 14 large systems made sales during 1953 of 2,786 billion cubic feet in the 


area under study out of a total consumption of 2,873 billion cubic feet. All main 
line industrial sales made by these carriers in these States have been analyzed 
and are included in the study. Results secured unquestionably are typical of 
the total market The results were as shown in table VI.—(Table VI, Compari 
son by States of Average Sales Prices in 1953 for Natural Gas to Industrial 
Users and to Other Utilities by 14 Long Line Carriers, reads as follows:) 
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TABLE: VI.—Comparison by States of average sales priees in 1953 for natural ga 
to industrial users and to other utilities by 14 long-line carriers 


t 
so 


i 
uth Dakota 
York 


I I 
consin 


Potal 


Represents average including about 6 cent 
tern and later d lowed by FP¢ Corre 


Indiana by all lines 26.95 cents per thousand cubic 
2 This figure heavily weighted by the le of 5,5 


per thousand cubic feet by Texas Ga 


1. Some lines do not make sales direct to industry for consumption. In 6 of 
22 States studied no industrial sales were reported. The average realiza 
tion per thousand cubic feet from direct sales to industrial accounts was 28.1 
cents, as compared with 26.5 cents when sold for resale. * 

2. In 12 of the 16 States where direct comparison was possible higher prices 
were realized from industrial sales than from sales for resale. When recog 
nizing the correction for refund by Panhandle, 13 States fall in this category 

3. Total direct sales for industrial use represented only 9 percent of the volume 
sold. When it is realized that industrial sales, a major portion of which are 
on an interruptible basis, are made at a higher price than that secured from 
sales for resale, it is apparent that the residential consumer of natural gas 
received substantial price benefit from industrial sales. This benefit was greater 
than the price difference. The cost of pipeline facilities is very heavy. Most 
of these costs are not affected by the extent of use of the line. If the line is 
not used during off-peak periods to supply gas to industrial users, all of the 
costs must be assessed against residential and commercial customers 

It was decided to test this finding for other years. Exactly the same pro 
cedure was followed for each of the States for the same group of carriers by 
years back through 1947. The results in terms of annual volumetric averages 
were: 

(Table VII, Comparison by Years of Industrial Sales and Sales to Other 
Utilities by 14 Long-Line Carriers, reads as follows:) 


the 
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Compariso by years of industrial sales and sales to other utilities 
} 


by 14 long-line carriers 
er utilitic 


Average 

price, Volume, 
cents per million 
thousand cubic feet 
cubic feet 


dings are « 


ntrary to common belief but are of extreme importance for 
termination. Attention is called particularly to: 


prices received since 1947 in the 22-State area by these 14 lines 
Tro! 


m main line industrial sales than from sales to other 


a in which natural gas meets coal in direct competition. For 


industrial buyers, who are interested only in calorific content 
ompetitive 1e1 and therefore are the 


most critical users, have been willing 

| gas than the regulated prices to utility dis- 
This would indicate that the regulated prices for sales to utilities 
ure lower than prices based on competition among fuels. It 


would also indicate 
at according to the acid test of purchase on the basis of economy onl) 


ivy higher prices for natura 


mutors 


ural gas is a bargain. 
If main line sales to industrial accounts to be made subject to regulation 
nd the same regulatory practices are applied to these sales as are applied to 
sales to utilities, prices of natural gas will be: 
a) Reduced to industrial buyers which wo 


id be diametrically opposed ti 
the interests of competitive fuels; and 


(b) Increased to sales for resale which would increase the cost to the 
dential consumer 


resi- 
] 


(Chart, Comparative Prices, Main Line Industrial Sales versus Sales to Dis- 
tributing Companies by 14 Long Line Carriers, follows:) 


CENTS PER MCF 
COMPARATIVE 30 


PRICES MAIN LINE 


INDUSTRIAL SALES 
MAIN LINE 


INDUSTRIAL 


SALES SALES TO : 
an DISTRIBUTING COMPANIES 
= . 


# 


DISTRIBUTING 
COMPANIES 


by I4 Long 
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Interstate versus local demand 

During -the period when natural gas was sold as a byprodu 
producers looked primarily for local markets. Natural gas t 
industry, local utility sales, energy for local ele power] 
other industry grew rapidly The production rate, however, 
needs, and the industry pushed out for more distant markets b 
economic income and to meet conservation requirement Local use a 
tion of the total national market has declined in recent years as the ex] 
assumed greater proportions tut the local market st { 
of the total marketed production of natural gas rhe 
and the breakdown of consumption during 1953 
table VIII. 

Table VIII, Estimated Distri 


{ 
reads as follows:) (on previous c¢! 


TABLE VIII Estimated dis 


Gross production 
Interstate Inovemen 
Intrastate cConsumpt 
Repressuring 


» and 


sf side | 
If Federal reg 
ittern of general in 
e vitally influenced. 
the intrastate competitivel 
wed to the detriment of d 
uthwestern States. However, 
bove the intrastate competitively determined va 
producing States will be stimulated, larger forei 
and the intrastate industries and employment 
difficult and unfortunate economic dislocations will result unless the 
authority is fortunate in all of its price reviews and reaches decision 
prevail in a free competitive market This is a virtual impossibility 
(Chart, Disposition of Marketed Production of Natural Gas in 1953, 


DISPOSITION OF MARKETED PRODUCTION 
OF NATURAL GAS IN i953 


TRILLIONS OF CUBIC FEET PERCENT OF TOTAL 


USED IN 
STATE OF 
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rs in the seven southwest exporting States 
They have offered the gas freely to both 

No one desires to change that course of 

‘'t conditions It must be recognized that 

nd could be greatly stimulated by a mistaken 


lral-gas price regulation, 


e the surplus 
] Walia i rr area vila large 
umber of customers have tripled and resi 

l ISU on as it a “dW almost five! ld since 1938 
demand for natural gas is far from the saturation point. The distributors 
ed gus desiring complete version to natural, the population growth 
ent connected inarkets, the extension of distributor systems to new 
uburban developments, and the extension of the carrier lines to new areas and 
communities will all contribute additional millions of customers and added 

trillions of cubic feet annual requirements 

In all areas, customers desire the cleanliness and convenience of natural gas 

} In most areas, natural gas offers the buyer a more economical fuel 

mpetitive substitutes. The disenfranchised buyer has just as much 

to the benefits and economies of natural gas as the more fortunate individual 
already being supplied 

Industrial buyers, seeking only calorific efficiency and lowest energy cost, have 
been willing and have paid higher prices since 1947 for natural gas purchased 
from main-line carriers than the regulated price secured from carrier sales to 
utilities for resale. The major portion of such industrial sales are on an inter 
ruptible basis. This is conclusive proof that natural gas is and has been made 
available at the city gates for years on a bargain price basis as compared with 
alternate fuels. 

The total demand for natural gas in 1953 divides equally between that quan 
tity moved to other States and that used in the State of production. The ratio 
of intrastate to total has declined in recent years as the interstate has grown more 
rapidly. Under continued competitive market conditions in both intrastate and 
interstate markets the ratio should continue to decline. There is a larger 
unsaturated market outside the producing States than there is within them 
What the situation will be if the interstate demand continues to be based on 
federally regulated prices while the intrastate demand continues to be based 
upon competitively determined prices is a matter of conjecture. It is a self 
evident truism, however, that the intrastate user will not be the one hurt if 
demand outstrips supply. He will be able to offer an unregulated price as 
may be necessary to secure supplies sufficient for his needs. 


Ill THE SUPPLY OF NATURAL GAS 


The present and potential consumers of natural gas are vitally concerned with 
the future of natural-gas supplies. The source of future supplies is proved recov 
erable reserves. It is necessary that we have an understanding of the nature of 
reserves. 

Gas reserves usually are separated into three classifications. ‘“‘Nonassociated 
gas” is free natural gas not in contact with, nor dissolved in, crude oil in the 
reservoir. “Associated gas” is free natural gas in immediate contact with, but 
not dissolved in, crude oil. “Dissolved gas” is the gas in solution in the crude 
oil. 

Let us consider two broad categories of gas production from these different 
reserve classifications. 

First, there are those supplies that come into existence only when oil is pro 
duced and whose rate of output depends entirely upon the rate of oil production. 
Such gas is referred to as oil-well” or “casinghead” gas. The volume of this gas 
available for market supply is dependent upon the production of crude oil. 

This type of gas production accounted for 3.55 trillion cubic feet, or 33 percent 
of the 1953 gas production in the United States. Natural gas is a byproduct and 
additional price incentives have no effect upon the availability of supply. How- 
ever, an unduly low price would hinder conservation of this natural resource. 
Prices for natural gas must be at least adequate to justify the expense of con 
servation. 
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f we were to assume an attempt to 


cost basis similar to p utilit 
ved for oil-well gas* 

Each well, each producer, : 
would show a different result. This just can’t be done 
mined upon a basis of cost Any arbitrary attempt wor 
compensation for the same end product side by side in 

Secondly, there is a category of gas production kn 
meaning of gas well is subject to statutory definition 
a well from which the production of gas is fixed by market de 
and liquid hydrocarbons recovered are a byproduct 


Gas-well gas production amounted to 7.10 trillion cubie 
the gas production for 1955 in the United States. Given 
received for this type of natural-gas production influences 
quite instrumental in determining the rate of development 
production. 

Again, the joint-production aspect looms as an imypx 
determination on a cost basis. The variables are as infinite 
the case for oil-well gas. Since accurate determination of 
substitution of judgment must inevitably take place. 

Natural gas in each of these categories is fugitive, in that 
of least pressure, The divided ownership of the earth’s surf: 
in a compartmentalization of the underground storage. This 
is produced more rapidly from one lease than another, the gi vill move ft 
adjacent areas to those of greatest production. 

If the surface owners are to receive equitable proportions of the underground 
reserves, it will be necessary for the gas to be produced ratabl) \ lessee of 
property cannot defer development or seek to withhold his gas from a market 
while adjacent properties produce. To do so would mean that his property 
would be drained by his rival, making it necessary for him to pay damages to 
his lessor. 

This brief discussion of the character of reserves was designed to empha 
size 

1. That all reserves are essential to meet future needs ; 

2. That price is essential for prevention of waste at one source of production 
and essential to promote production from another ; 

3. That joint costs present an insurmountable obstacle to determini 
regulated price based on a cost formula; and 

ft. That reserves have a way of pressing themselves on the market because of 
their fugitive nature. 

Total proved-recoverable reserves at the end of each year are eStimated 
jointly by the reserves committee of the American Petroleum Institute and the 
American Gas Association. This effort recognizes early estimates of new fields, 
revisions of estimates of fields discovered in prior years, and proven extensions 
to existing fields. 

The reserves committee has the assistance of the best geologists and engineers 
in the industry in preparing the estimate. As of the end of 1954, such reserves 
stood at the level of 211 trillion cubic feet. Roughly speaking, this is 21 years’ 
supply at the current rate of withdrawal. 

It is the annual change of reserves and new supplies developed compared with 
annual net production that gives us our greatest point of interest 

(Table IX, entitled “New Supply of Natural Gas Compared With Net Produ 
tion and With Field Price,” follows:) 
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TABLE IX.—New supply of natural gas compared with net production and with 
field price 


ons of cubic feet 


Total new Average 

Net supply field price 
produe- added (cents per 
tion 2 during thousand 
year cubic feet) 


ke in th timony of new buyers and potential buyers 
trying to secure gas supplies. irt brings out hte steady growth of de 
mand It emphasizes that new si lies proved each year tended to be lower 
relative to that 

The construction of fic Northwest pipeline opening new markets in 
the Northwest and iding outlet for reserves not heretofore developed for 
interstate markets should substantially modify future relationships between total 
demand and new supply development. 

The total new supply development responsibility of the industry will be 
magnified through growth of population in present connected markets, extension 
of distributors to new sections of their markets, and connections of new areas. 

In short, a 10 trillion cubic feet per annum discovery rate will not meet the 
needs of the future. Requirements will soon cali for accomplishments near 15 
trillion cubic feet each year 

(The graph entitled “New Supply of Natural Gas Compared With Net Pro- 
duction and With Field Price” follows :) 


AVERAGE 
FIELD PRICE 
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bi a tin cen a0 ae inc et a 
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The average field price as reported by the Bureau of Mines is superimposed on 
the chart in a dotted line. This line represents the average annual realization 
reflecting all contracts in existence, irrespective of the original date of the 
agreement. 

Greater detail on price behavior of contracts for natural gas sold in interstate 
commerce will be presented later. Such analysis will reveal the flexible be 
havior of prices on new contracts without the averaging influence through time 

Even with the smoothing influence resulting from ignoring the date of the 
igreements in the reported average field price, notice that weakening tendencies 
were evidenced in 1945 and 1949, after vears of substantial new supply develop 
ment, 

The surge of new line development that got well underway in 1950 and is still 
continuing, plus the unsatisfactory new supply development of 1954 has added a 
price strengthening to the market. The truly significant point to be made on 
prices at this point is the flexibility of behavior through time. It would be 
difficult to find market conditions and price reactions more accurately reflecting 
vhat is expected from competitive behavior. 

We must recognize that producers have also experienced increased expenses. 


It is insisted that unit of output cost cannot be determined accurately, but we 
can show what has happened to particular expense items 
1. Since 1945, the average cost of operating a seismograph crew has more than 


doubled, rising from about $12,000 to $26,000 a month. At the same time, the 
average number of crews in operation increased by more than 60 percent. Fre 
quently, millions of dollars of seismograph work is undertaken in an area before 
there is any amount of drilling, if it is done at all. 

2. Between 1945 and 1954, the average depth of wells completed in the United 
States increased from 3,489 feet to 4,036 feet. A report by the Mid-Continent 
Oil & Gas Association indicates that in the same period the average cost per 
foot of wells rose from $9 to an estimated $12.50. 

The combination of these factors of increasing depth and rising cost per foot 
indicates that the average cost per well rose by 60 percent. Industrywide data 
are presently being compiled on this subject by both the American Petrole 
Institute and the census of mineral industries. 

3. The ratio of producing wells to total wells drilled is declining, reflecting 
intensified exploratory activity. In 1945-47, the percentage of producing wells 
to total wells drilled was 64.4. In 1952-54, the successful wells represented only 
60.4 percent of the total. 

Certainly the producers cannot be blamed for seeking to secure a better price 
in the light of increased expenses of exploration and development of supplies 
This is particularly true when there exists such a tremendous unsaturated*market 
anxious and willing to pay a price for natural gas which, although higher, is still 
attractive. 

One other analysis was prepared on new supplies and current production. Total 
new supplies during the year were expressed as a ratio to the amount produced. 

(Table X entitled “New Supplies of Natural Gas Have Declined in Relation 
to Net Production” follows:) 


TABLE X.—New supplies of natural gas have declined in relation to net pro 
duction * 


[Trillions of cubic feet] 


New supply s . R 


: Net | 
Year 1dded duri 
ear 
1941-1944 16.2 41 10 
1945 19. 1 4. 8 { 
1946 18.0 
047 11.1 
1948 13.9 6.0 
1949 12.8 f } 
1950 
1951 
1952 1.8 4 9 
1953 ”).9 ,9 
1954 7 4 


1 Sources given in table IX. 
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! e never been disturbed b e declining number of years’ supply in terms 
current demand rhis was inevitably a consequence of the growth of de 
nd 1 ft satisiied that with competitive incentive, the supply could and 
lal bye re ( Ss necess to meet market needs | 
I Sau ome nteresting and disconcerting tabulation During the first 5 
following the war, the industry was proving up hew supply at an averag 
ite of almost 8 trillion cubic feet for each trillion produced During the last 
we h increased supply by less than 2 tri n cubie feet for each trillion 
| duced Kven 1 - ould not be too disturbing ere t not for the showing 
‘ nig I lt veal i 
Ls | ( s during the first vea f uncertainty regarding the future of a 
npetitive incentive are disturbing Fhe court of appeals’ decision in the 
I ps cuse Was hance down MM; \ 22, 1923 (205 I 2d TUG) The uncerta nity 
continued through 1955 as elforts were made to secure a review of this decision 
Lhe ise Vy gued ve l The Su eme Court 1 Apr | 1954. This Court's 
decision was rendered June 7, 1954 (347 1 5. 672) Hlas this period of 18 
tiis neertainty brought about the diminution n the ratio of discovery to 


rrent detnand revealed by the 1954 data’ I do not know 

i do know the industry drilled more wells than in prior veurs. Maybe our 

¢k Was just not up to normal last year I also know that the industry cannot 
ong continue this experience without eating into its bank account of reserves 

(The graph entitled “New Supplies of Natural Gas Have Declined in Relation 
to Net Production” follows: ) 
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Discovery efforts of small companies vital 


Naturally, the question arises—will discovery of natural gas inevitably con- 
tinue at an unabated pace because of the search for oil? Also, will the discovery 
efforts of a few large companies be adequate or will it be necessary to continue 
to have the contributions of the small wildcatters? 

Certainly, some gas will be discovered as companies search for oil. _ his will 
be true irrespective of the price of gas. The rate of development of gas proper- 
ties probably will be influenced by natural gas prices. 

But this isn’t the question. The real problem is whether or not discovery of 
new supplies will be at a rate above 10 trillion cubic feet per year to meet current 
needs and upwards to 15 trillion cubic feet per annum in the years to come 

Too often pe ple think of one of the larger companies as typical of produc ers. 
This is a grievious error. Actually, the average of the top 30 oil Companies pro 
duce only 50 percent of their crude and depend upon purchase for the remainder 
of their needs. Therefore, the typical producer is the individual, or group of 
individuals, who promote a project and, if successful, continue in producing 
activity 
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apprenension 
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would be so modified th: 
Fortunately, 
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Panhandle 


strengthened slightly 
portion supplied by all regulated companies has declined from 
marketed production it 
iven in table NT, 

(Table XI, entitled “Production of Natural Gas by Utilities” 


properties of natural gas pipelines were 


of 


state pipelines such companies had very substantial production and con 
nificant ratios of natural gas to total 
The production of regulated companies did not 
declined 
151, and ther 
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rketed product 


vestment, 
perhaps the most 
Clarification is correspondingly great 

“Return” used in utility-rate regulation is the amount 
allowed, and i 
ntage factor, 
property devoted to utility service 
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It has even been said seriously by some people, and apparently 
faith, that the usual utility return of 6 percent, plus the 
allowance would assure the producer of 

statement 
misunderstood 
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regulation 
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affecting 
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This is the normal rate base method. Rates are fixed so as to provide sales 
evenue equal to the total of operating expenses, income taxes, and return on 
capital at 6 percent. 

The return on capital is used to pay interest on debt and other fixed charges 
such as dividends on preferred stock. The remainder is available for distribu- 
tion to its common-stock holders. 

On the other hand, the statutory depletion allowance of 27.5 percent (but 
limited to 50 percent of net income) is the amount permitted under the Internal 
Revenue Act of 1926 (Internal Revenue Code, secs. 23 (a) and 114 (b) (8) and 
(4)) to be deducted from gross income from each unit of productive property 
solely for the purpose of computing Federal income taxes. It is a percentage 
factor applied to income, whereas return is a percentage factor applied to cost 
of property or invested capital. 

These two items are wholly unrelated and not susceptible to addition. Add- 
ing them together is no more logical than adding horses and apples. 

Furthermore, under the normal utility ratemaking regulation, the utility is 
permitted to include in its costs only taxes actually paid. The statutory deple- 
tion allowance serves to reduce the amount of income taxes payable and, since 
the utility is allowed to recover in its rates only the taxes actually paid, the 
benefit of the reduced taxes resulting from the depletion allowance would not 
accrue to the utility but to the rate payer. Hence, under standard utility rate- 
making procedure, statutory depletion allowance is nullified as far as an incen- 
tive toward exploration and development of new supplies is concerned. 

The Federal Power Commission recognized this inequity in the Panhandle 
case wherein it stated: 

“Finally, under the rate-base approach, allowance for taxes on the production 
property are made in accordance with the actual payments made, thus trans- 
ferring to the rate payer all the savings of the Federal income taxes permitted by 
statute to be enjoyed by gas producers through the allowances made for deple- 
tion and intangible well-drilling expense * * *, To follow this course would, as 
ve see it, clearly contravene the congressional policy and intent” (FPC opinion 
No. 269, Apr. 15, 1954, p. 10). 

This is one of several controlling reasons given by the Commission for its 
adoption of the so-called fair field price method for regulating the price of gas 
produced by pipeline companies. But in rejecting the rate base method for 
this purpose, the Commission did not add the 27.5 percent depletion allowance 
to return on investment. 

The fair field price is related to competitively determined market prices, quite 
independently of either return or depletion allowance. 

Natural-gas utilities, as a group, simply have not found it economically feasi- 
ble to go out exploring for new gas reserves. In 1953, they drilled only 46 new- 
field wildeats, compared with 6,925 drilled by all concerns. (Count based on 
National Oil Scout & Landmen’s Association, 1953 report.) 

With utilities drilling less than 1 percent of the new-field wildcats, it is clear 
why their production has declined so sharply in terms of total marketed pro- 
duction. That they have been able to hold their production as high as 10.5 
percent has been primarily due to drilling on proven acreage, not on the devel- 
opment of wildcat acreage. 

The risk element of finding and producing natural gas clearly cannot be treated 
on the same cost-plus-return basis as utility properties. There is a clear need 
for something more than mere restoration of capital, if adequate funds are to 
be attracted to this risk-type enterprise. 

The effect of the decision of the Supreme Court in the Phillips case was to 
hold that prices received by independent producers are subject to regulation by 
the Federal Power Commission. If, under this mandate, prices are determined 
on the basis heretofore applicable to public utility rate regulation, the statutory 
depletion allowance is wiped out and supplies will decline. 

Naturally, the consumers, or the consumer representatives, have been unable 
to evaluate this part of the problem. It is the primary reason why I feel greater 
concern for the adequacy of supplies to meet future consumer needs than for 
prices. Such prices as may prevail should be competitively determined. 
r'he consumer deserves the protection of competitive prices 

It is sometimes alleged that the natural-gas-producing industry is highly con- 
centrated in the hands of a few, and the allegation continues, because it is con- 
centrated, supplies are controlled by a monopoly, charging all the traffic will 
bear. 
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Then there are working interests. They are individuals or corporations who 
participate in cost of drilling on an agreed-upon basis, either a single well 01 
everal wells. Four or five such working interests are not uncommon, and 
illustrations exist where up to 100 such interests are involved 
Each has an entrepreneurial interest in profits or loss quite different from a 


royalty interest. For our purpose, however, not even all of these are classified 
as producers. Usually there is one of the group who makes the day-to-day 
decisions and reports to the State regulatory or taxing agency. For our purpose 


we have limited our count to these individuals or corporations. 

Using this definition, which includes only the reporting members to State 
agencies, an analysis was undertaken of Government records where available 
In a few instances we went to gathering systems, associations, and in some States 
to the known producers We secured the name, address, and the volume of 
natural gas produced for the time period required by the State agency for a 
month or by year. Where a single month was used data were secured for the 
month of December 1953. Where only annual data were available we secured 
the year 1953. 

On this basis there were approximately 8,100 natural-gas producers at the end 
of the year. It is preferable to state this was an estimate because of the difficulty 
of definition, the problem of getting a complete count, and the difficulty of 
estimating the number of entries or exits during the year. 

This is the producing segment of the industry that supplies both intrastate 
and interstate requirements. Anyone may be selling only for intrastate move 
ment today. He may be selling in interstate tomorrow. Or he may be in both 
markets today without prejudice to either. He may lean to interstate or intra 
state tomorrow, depending upon the relative incentive. 

The total net production by company by States was consolidated to secure an 
estimate of each company’s production. These were then classified by size to 
determine the degree to which production of natural gas was concentrated in 
the hands of a few 

Hereinafter, we shall refer to this as the concentration ratio. The same brack 
ets were used as those employed by the Department of Commerce in its similar 
study of all manufacturing industries submitted to the Subcommittee on Study 
of Monopoly Power, December 1, 1949. 

The following results were secured : 


TasLeE XII.—Concentration ratios of natural-gas production 


Percent 
Ist 4 companies__- ‘ — ene ne tin 17 
lst S companies be ’ j es ak 28 
Ist 20 companies_. - a a need ieee cs! aD 
Ist 50 companies ' ic chibi icin slg eR sites iets Sis Ss dubeNcie ciel itiomés OO 
Ist 100 companies peace area iaat " ee ei ea ete a! oe es 


It is clear from these data that the production of natural gas is not concen 
trated in a few large companies. In fact, production is very widely held and 
presents an ideal ground for competitive activity. Further, from an examina- 
tion of the array by size, there was a gradual gradation from one size to the next 
in order. 

There were no clear breaks to distinguish the large from the small. This con 
dition gives rise to comparative economic strength which is ideal for competitive 
behavior. 

(The graph entitled “Concentration Ratios in Industry—Natural Gas Pro 
duction” follows :) 
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We proceeded from this analysis to other extractive industries. Such data are 
not published by the firms or by Government sources. The concentration ratios 
referred to below are in part the author’s calculation based upon sources referred 
to in the footnote. 

(Table XIII entitled “Concentration Ratios in Industry, Natural Gas Produe 
tion Compared With Extractive Industries” follows: ) 


TABLE XIIJ. Concentration ratios in industry, natural gas production com pared 
with extractive industries 


{ ist 8 Ist 20 Ist 50 
- _ * 
} Percent Percent I ; 

Cor per SO )] 
Iron ore 2 62 7 
Lead 4 ‘ 70 
Zinc 4 42 60 2) 
Anthracite 6 ith a 41 60 82 
Natural gas 17 28 4 66 
Bituminous 7. 16 24 37 } 

Yearbook, American Bureau of Metal Statistics; Mooc Industrial Manual. 

Not | 

‘ot available. 
U. 8. Bureau of Mines; Federal Trade Commission, report on control of iron ore, 1952; and bulletin 


fthe University of Minnesota mining director, 1954, 
‘ Yearbook, American Bureau of Metal Statistics, 1953. 


No other extractive industry studied is as widely held or has as low concen- 
tration ratio as natural gas, with the single exception of bituminous coal. I 
have never heard the bituminous coal industry characterized as being “controlled 
by the few.” 

However, if the natural-gas-producing industry is to be characterized as 
monopolistic solely on the basis of size of the few, then all extractive industries 
in the country are operating in monopolistic markets. This I cannot accept. 

(The graph entitled “Concentration Ratios in Industry, Natural Gas Pro- 
duction Compared With Extractive Industries,” follows:) 
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There are 452 separate manufacturing industries, according to the standard 
industrial classification, which is observed by the Bureau of Census and other 
governmental agencies. 

The Department of Commerce summarized the degree of concentration of 
output in each of these industries for the Subcommittee on Study of Monopoly 
Power. This analysis was released December 1, 1949. 

I have selected, for comparative purposes, only a few industries, the output 
of which looms large in most consumers’ budgets. 

(Table XIV entitled ‘‘Concentration Ratios in Industry, Natural Gas Pro- 
duction Compared With Selected Manufacturers” follows :) 

(On reverse of previous chart.) 


TABLE XIV Concentration ratios in industry Vatural gas production compared 
with selected manufacturers 


{Pere 


\gain, the truth stands out clearly. Natural gas production is less concen 
trated than any of this sample of important manufacturing industries. But 
it isn’t just this small sample that shows such results. Counting the industries 
that had a higher concentration ratio of output of the first 4 companies, I find that 
382 out of the 452 total are more highly concentrated than is natural gas produc 
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If all such industries are to be classified as monopolies, then we must admit 
that competition among American industry is dead. 
Che outstanding reasons for measuring concentration on a national market 
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But still it might be contended that the concentration was much greater on a 


regional basis. Inevitably, the concentration ratios are higher, the smaller the 


market studied. ‘Thus, if you study only the State of Minnesota, with respect to 
. * * i 


concentration of iron ore, you get a higher concentration than exists on a national 
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basis. 

We cannot provide concentration analyses for other industries on limited areas 
of the Nation. We can, however, provide the analysis of natural gas praduction 
for the seven Southwestern States and for the State of Texas singly These are 
the States that supply most of the exportable interstate volumes of natura 


The results are as follows: 


TABLE XV.—Concentration ratios of natural gas production by areas 


lot t : xa 
Percent Perce 
ist 4 companie 7 
Ist 8 companies 28 
Ist 20 companies if 19 
Ist 50 companies 6¢ 69 
ist 100 companies (o - 


Thus, you will notice that the degree of concentration of ownership does tend 
to increase, the smaller the area analyzed. But, even if discussion be limited 
to the single State of Texas, the proportion controlled by the first 4 or the first 
S companies is below the extractive industries (except bituminous coal) and 
helow most manufacturing industries on a national basis. This emphasizes even 
more clearly the widespread ownership of natural gas production 

Concentration analyses for any industry must also recognize the size distri 
bution of companies other than the first four. Again, the series on natural gas 
was examined for the seven Southwest States and for the State of Texas alone 
and it was found that there was a very gradual gradation from the smallest 
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to the largest producer. As previously stated, this strength all along the line 
provides fertile soil for vigorous competition. 

It has been alleged that monopoly exists at the orifice of each of the several 
pipelines. Likewise, it is claimed that when a pipeline is laid, it is not subject 
to transfer of location and, hence, is at the mercy of the sellers. This general 
characterization is true only to a limited degree. 

1. Before a certificate is granted, in the first instance, it is necessary to have 
adequate reserves committed to meet the needs of the pipeline, as then con- 
templated. Usually, such commitments specify prices to be paid. The supply 
conditions and the market need have already been judged in the public interest 
before a certificate is granted by the Commission. 

2. There is a concept frequently held that a pipeline is built and that is the 
end of the construction. That is, of course, erroneous. Pipeline companies 
are never through building. Extensions to new and additional supply sources, 
new gathering systems, new loops, new compressor stations, new markets, et 
cetera, constitute a continuing parade of adjustments of the line location. 

Each time an extension or an addition is made, the Commission review and 
approval, based on public interest, is brought into play. 

3. Many pipelines are built to traverse many producing areas so that they may 
be able to secure natural gas from the most advantageous source. 

4. Pipelines have interconnections with each other which tend to spread out 
their roots to a wide producing area. Thus, United Gas Pipeline Co. is a sup- 
plier to six other interstate carriers. 

This, in fact, ties these pipelines directly to the numerous fields in Louisiana, 
Mississippi, Texas Railroad Commission Districts 1, 2, 3, 4, 5, 6 and offshore to 
each of these lines, in addition to all the fields adjacent to their particular 
lines 

Very few pipelines will put themselves in the position of being totally de- 
pendent upon producers in a single field or area. Sellers do not like to be 
dependent upon a single buyer. Frequently, both buyers and sellers have seen 
the price of gas go up when an alternate purchaser enters the field and seeks 
supplies for his particular market. There is an interplay of competitive forces 
that is strong and determining of price behavior. 

With this understanding, let us continue our concentration studies of indi- 
vidual pipelines 

(Table XVI entitled “Concentration of pipeline purchases among vendors” 
follows :) 


TABLE XVI.—Concentration of pipeline purchases among vendors 


Percentage purchased fron 


ist 4 | Ist8 Ist 20 Ist 5 


vendors 


vendors 





smission Corp...- 35.2 . 
Tennessee Gas Transmission Co 40.4 5R 81.4 95.6 
Cities Service Gas Co 61.4 80. 7 98. 3 100.9 


Panhandle Eastern Pipeline Co. and Trunk Line Gas | 





Colorado Interstate Gas Co 53.4 79.4 97.5 | 100.0 
Michigan-W -onsin Pine Line Co 100. 0 | 
Texas-Illinois Natural Gas Pipeline Co., and Natural 

Gas Pipeline Co. of America | 55.3 84.9 99.3 | 100 
Southern Natural Gas Co 75.2 90. 6 99.4 | 100 
EF] Paso Natural Gas Ce 46, 2 60.3 81.3 94.2 
Texas Gas Transmission Corp... i R63 97.0 100.0 bs aeila ae 
Transcontinental Gas Pipe Line Corp... 50. 8 72. 4 97.6 | 100. ( 






The affiliated producing companies have been included among the vendors in 
the above analysis, but purchase from nonaffiliated pipelines have not been 
included. 

In short, this is the breakdown of the first sale to determine the degree of 
control that might be associated with supply of each transmission company. 
The above companies offer conclusive evidence of competition without contem- 
plating moving the facilities. Let us consider the feeding source of each of 
them: 
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(Map entitled “United Gas Pipeline Co. Supply Assurance Root System” 


follows :) 
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United Gas Pipeline Co. blankets the entire gulf area from Mexico eastward 
through Texas, Louisiana, Mississippi, and along the coast of Alabama to Pensa- 
cola, Fla. 

It also covers the northern Louisiana and east Texas area with their large 
natural-gas fields. 

This pipeline connects with and makes deliveries to the Olin Gas Transmis- 
sion Corp., Mississippi River Fuel Corp., Southern Natural Gas Co., Tennessee 
Gas Transmission Co., Texas Gas Transmission Corp., and Texas Eastern Trans- 
mission Corp. 

It buys large quantities of natural gas from the Lone Star Gas Co., whose 
system, plus United’s, gives virtually a complete blanketing of the State of 
‘Texas. 

Thus, these six connecting companies are not only drawing supplies from 
tields adjacent to their line but also have the competitive advantage of sup 
plies drawn from practically any part of the State of Texas, Louisiana, and 
Mississippi. 

Northern Natural Gas Co. extends from the western portion of Kansas, Okla- 
homa, and west Texas up into Nebraska, Iowa, Minnesota, and South Dakota. 
Its roots are planted firmly in the entire Hugoton gas area that lies in the 
Panhandle of Texas, Oklahoma, and southwestern Kansas. In addition, it takes 
gas from the Texas Panhandle field and owns the Permian Basin Pipeline Co., 
which extends down to the large fields in southwestern Texas and New Mexico. 

Thus, the line is directly connected with the Kansas Hugoton area, the Okla- 
homa Hugoton area, the Texas Panhandle and Hugoton fields, the west Texas 
Spraberry area, southeastern New Mexico, and smaller fields too numerous to 
mention. Certainly Northern is not at the merey of any particular seller or 
sellers. 

(The map entitled “Northern Natural Gas Co. Supply Assurance Root System” 
is as follows:) 
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Texas Eastern Transmission Corp. system is a conversion of the war-emer- 
gency oil pipelines, greatly modified and expanded. This system reaches from 
New York to Texas and is in direct contact with fields in Arkansas, east Texas, 


northern Louisiana, Texas Gulf in the Houston area, and Texas Gulf in the 
southwest area. It connects with the Wilcox trend gathering system, which 
covers a considerable portion of southwest Texas. 
It also has connections with United Gas Pipeline Co., Texas Gas Transmis- 
sion Corp., Mississippi River Fuel Corp., and Transcontinental Gas Pipe Line Co 
(The map entitled “Texas Eastern Transmission Corp. Supply Assurance Root 
System” follows :) 
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Tennessee Gas Transmission Co. extends from the southernmost part of the 
Texas Gulf Coast Rio Grande Valley up through the gulf coast area to the 
Carthage field, northern and southern Louisiana ; thence northeasterly up through 
the Appalachian fields into New York, Massachusetts, New Hampshire, and 
Connecticut. This line has potential supply sources in the Appalachian region, 
Arkansas, northern Louisiana, east Texas, and the broad belt along the Louisiana- 
Texas gulf coast. 

(The map entitled “Tennessee Gas Tranmission Co. Supply Assurance Root 
System” follows:) ™ 
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Cities Service Gas Co. is a pipeline system based upon serving communities 
in Oklahoma, Kansas, and Missouri. Supplies are secured from the Hugoton 
and Panhandle fields. Connections also exist with practically all of the gas fields 
in the rest of the States of Kansas and Oklahoma, giving particular coverage 
to the production area between Tulsa and Kansas City. In addition, it has 
connections with the Consolidated Gas Utilities Corp., an interstate pipeline, 
from the eastern portion of the Panhandle field up into Oklahoma and Kansas. 

(The map entitled “Cities Service Gas Co. Supply Assurance Root System” 
follows :) 
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Panhandle Eastern Pipeline Co. is one of the earliest, large diameter trans- 
mission carriers. It serves primarily communities in Michigan, Ohio, Indiana, 
Illinois, Missouri, and Kansas. It originates in the Panhandle of Texas. It also 
gets supplies from the Hugoton field in the States of Texas, Oklahoma, and Kan- 
sas. It owns the Trunk Line Gas Co., which extends from the Rio Grande Valley 
right up through the heart of the Texas gulf coast area, Louisiana gulf coast area, 
thence north where connection is made with the Panhandle system at Tuscola, ILL. 

(The map entitled “Panhandle Eastern Pipeline Co., Trunk Line Gas Co., Sup- 
ply Assurance Root System” follows :) . 
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Colorado Interstate Gas Co. serves primarily the requirements of the State 
of Colorado. It is connected directly with producing areas in Colorado, Okla- 
homa, and Kansas, including that portion of the Hugoton field, and with the 
Texas Panhandle field. 

(Th* map entitled “Colorado Interstate Gas Co., Supply Assurance Root 
System” follows:) 


COLORADO IRTERSTATE GAS COMPANY 
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Michigan-Wisconsin Pipe Line Co. serves primarily the eastern part of the 
State of Wisconsin and western part of the State of Michi Its supplies 
are obtained almost entirely from the Philliy Petroleu ( Le 
Panhandle. In this particular case, there is a very high concen 
with over 99 percent of the total line requ en g ob 

ompany. A careful examination of prices reve tha 
has a long-term contract for supplies at prices m¢ favorable than ‘ I 
price paid by other lines receiving supplies fré the me | 
rhus, even though there is a concentration of supp ree, t p 
the transaction is made shows the effects of compet yn 

Further, it is within the power of the line to protect itself upletely b 
it makes connections at the south end of the Hugoton field in ! 
of the Texas Panhandle. The entire Hugoton produ g area lie 1 
to the north while the Texas Panhandle field es just to the the 
southern terminus of the line. 

(The map entitled “Michigan-Wi msin Pi I Co., Sup} \ 
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Southern Natural Gas Co. serves portions of Mississippi, Alabama, and Georgia 
and recently extended into South Carolina where it furnishes the total supply 
of South Carolina Natural Gas Co. The Southern Natural system was originally 
supplied wholly out of the Monroe field in north Louisiana but now extends 
across northern Louisiana into east Texas, and has built down through Missis- 
sippi into the prolific fields along the Louisiana gulf coast around New Orleans. 
In addition to its field purchases, Southern obtains about 20 percent of its 
requirements from United Gas Pipeline Co. and thus has access to supply from 
practically all the producing areas of Texas, Louisiana, and Mississippi. 

(The map entitled “Southern Natural Gas Co., Supply Assurance Root System,” 
follows :) 
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The El Paso Natural Gas Co. is the principal supplier of the California com 
panies serving the Los Angeles and San Francisco markets. The original EI 
Paso system originated in the Permian Basin area of west Texas and New 
Mexico and extended across southern New Mexico and Arizona to the California 
State line. A recent major addition also begins in the Permian Basin of west 
Texas and runs northwest to the San Juan Basin in northwestern New Mexico 
and across the northern part of Arizona to the California line. In addition to 
its widespread system in producing areas, Kl Paso is connected with and ex 
changes gas with Permian Basin Pipe Line Co., Northern Natural Gas Co., and 
Colorado Interstate Gas Co. x 

(The map entitled “El Paso Natural Gas Co., Supply Assurance Root System” 
follows:) 
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The Texas Gas Transmission Corp. largely serves the area of Louisiana, 
Arkansas, Mississippi, Tenneee, Kentucky, Indiana, and southwest Ohio. It 
secures gas from the Monroe field in north Louisiana and extends down to the 
large producing section in Louisiana gulf. In addition it makes connections with 
Panhandle Eastern Pipeline Co., Tennessee Gas Transmission Co., Texas Easter! 
Transmission Corp., and United Gas Pipe Line Co. Texas Gas obtains almost 
60 percent of its requirements from these 4 pipeline companies, and the suppl) 
sources of these companies make virtually the entire southwest natural-gas 
producing area accessible to it 

(The map entitled “Texas Gas Transmission Corp., Supply Assurance Root 
System” follows:) 
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Transcontinental Gas Pipe Line Corp. extends from the Rio Grande 
New York. Its marketing area lies north of Alabama with take-offs ir 


I 


field or natural gasoline plant residue gas purchases throughout the ¢ 
Louisiana, and Mississippi coastal producing areas, and more rece} 
field purchases in Pennsylvania. 

(The map entitled “Transcontinental Gas Pipe Line Corp., Supply 
Root System” follows:) 
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Each and every one of these pipelines would appear to have exercised the 
sound business precaution of insuring competition among vendors supplying 
its needs. With the single exception of the Michigan-Wisconsin line, every one 
of them is connected either directly or indirectly with most of the producing 
areas of the Southwest. 

The net effect is that the network of pipelines covering the large producing 
areas of the Southwest constitutes a veritable blanket of transportation facili- 
ties which result in competition between Hugoton and Panhandle; between 
Hugoton, Panhandle, and Gulf Coast; between Hugoton, Panhandle, Gulf Coast, 
East Texas; and between all of these areas and Louisiana, et cetera. 

Admittedly, the pipelines cannot be picked up and moved as a garden hose. It 
is equally obvious that the business acumen that built and promoted these lines 
has been just as cognizant of the desire for protection of their accounts and 
prices paid as have the producers in their desire to have alternate market 
outlets. 

To contend that the prices in the Appalachian field are absolutely unrelated 
to those in northern Louisiana, or in the Texas gulf coast, or the Hugoton 
Panhandle area is to ignore the fact that markets beyond the Appalachian region 
draw a portion of their supplies from these remote points and thus do compete 
with each other, both on main line transactions and on transactions with affiliated 
or connected lines. 

If tiie prices in northern Louisiana are too high, producing areas farther 
south will win away their markets. If southern field prices are too high, every 
intervening producing area will win away the markets. The backup of sup- 
plies is one of the most effective means of competition and is evident every day 
in the market for natural gas. 


Conclusions on supply 

For the decade prior to 1954 the total industry brought into the market new 
supplies at an annual rate considerably above the annual rate of consumption 
During 1954, our new supply development was barely equal to withdrawals. 

Total proved reserves of natural gas are now estimated at 211 trillion cubi 
feet. Production currently is approximately 10 trillion cubic feet per year 

At the current rate of withdrawal this would indicate approximately 21 years’ 
supply. We cannot view this reserve with too great complacency for two 
reasvbls: 
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(1) The deliverability of natural gas will unquestionably require a conside1 
ably greater time period for total exhaustion of present known deposits than 
the indicated 21 years; 


(2) The rate of demand continues to grow rapidly, and with facilities now 
projected by natural gas carrier companies we should be looking at an annual 


withdrawal in the neighborhood of 15 trillion cubic feet within a few yea 

Constant search for and development of new supplies is the greatest respo1 
bility of the gas industry. A competitive market in the past has provided the 
necessary incentive. 

The regulated portion of the market declined both relative to the total and in 
terms Of absolute output. According to the one empirical test available to the 
natural-gas industry, regulation of production stifled exploratory effort I 
s contrary to consumer interest. 

Incentive to explore and develop supplies must reach down to the smaile 
wildeatter. Such individuals make annually a very significant contribution to 
new supplies. 

The producing phase of the natural-gas industry represents over 8,100 oper 

tors. There is a wide diversification of ownership with present producers daily 
nviting new men and capital to enter the field. There is no evidence of monopo 


istic control based on concentration of ownership on a national, regiona stute, 
} 


producing area basis. 

The individual pipeline carriers have shown prudent management ¢ iceter 
tics by assuring supply from many fields and areas. Nearly all the ma line 
ave root systems or interconnections that make possible supply procurement 
from an adequate number of fields and areas to assure supplies for years to come 

It must be borne in mind that the supply terms and conditions ive been 
reviewed by the Federal Power Commission and pronounced as bein n the 
public interest before a certificate is issued 

The alternate supply sources of a given carrier result in interregior inter 
state, interarea and interfield competition. It is arguing contrary to fact to con 


end that pricing in individual fields, areas, States, or even regions is discrete and 
iot affected by supply conditions or prices in other producing sections 


t 
{ 
T 


IV. PRICE BEHAVIOR 


Having examined the demand for and the supply of natural gas, let us turn 
to a more detailed review of prices paid. It is price that serves as the constant 
equalizing and corrective coordinating force between supply and demand 

We have previously discussed the association of natural-gas prices with new 
supply and increased demand. There it was pointed out that although prices 
hehaved exactly as would be expected in a competitive market, I did not depend 
ipon this behavior alone to prove competitive conditions. Price behavior through 
time was but another building block indicating an absence of control. 

The index of natural-gas prices compared with those of alternate fuels was 
also discussed. Here again it was pointed out that such a comparison, standing 
alone, was not regarded as indicating an adequate competitive protection to the 
consumer because the alternates were not completely substitutable 

Again all that was claimed was that competition among gas producers was 
strongly indicated because the trend did not follow prices generally or prices of 
competitive substitutes. 

A price comparison based on sales for resale versus main-line industrial sales 
was also presented. This showed that industrial buyers have been and are 
willing and do pay more for natural gas than the average of prices received for 
cas sold for resale. It was not claimed that this fact alone proves the existence 
of competition among the producers. 

All of the above price comparisons were at the consumer level of the market 

Other price comparisons need to be made at the producer level. One such 
source of data is the Bureau of Mines reports of prices. These data are obtained 
from the producers and the pipeline companies. They represent aggregates of 
all sales, intrastate and interstate, and are based on all contracts under which 
deliveries are made. 

The other source is prices at which individual purchases are made by natural 
gas companies as reported to the Federal Power Commission 

These data include purchases made for both local intrastate delivery, and 
for interstate shipment by pipeline companies. The data are susceptible to 
detailed breakdown by individual transactions, by year of contract, by field or 
producing area, etc., so that the working pattern of competitive behavior may be 
studied. 
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The level of prices of both series has changed and may be expected to change 
n the future. But, because these data are averages for all contracts, they do 
not represent or measure the current competitive market price of nat 

n the field 

Bear in mind that production and delivery are on a day-to-day bas but in 
most cases the contract is for a 20-year period. To illustrate the significance of 
this fact, let us point out that in 1955 there was produced and delivered to 

ines at prices ranging from 2 to 4 cents per thousand cubic feet some 75 | 

ibie feet of natural gas contracted for largely before World War II 


idiustment toa comparable pure hasinga power 


Inflation is a second reason why a comparison of prices paid for nat 

‘ I | I 
over a period of years frequently results in invalid conclusions h the 1940 
1945 contract upon which delivery is st being made may repo the same 


number of pennies per thousand cubie feet but the purchasing power received 
J J ] 


vy the vendor has declined tremendously 


The producer who is delivering on a 1940 contract is receiving payment in 46 
percent purchasing power dollars in contracts with what was originally con 
tracted for. If his contract were dated in 1945, his purchasing power receipt 
would now be on a 62-percent basis 

The producer’s outgo has been increased with the higher level of price there 


ore, purchasing power must be recognized in price comparisons through time 
Valid comparisons through time require that changing purchasing power of 


money be adjusted for so that prices are stated in terms of constant purchasing 
power money. This is a common practice of the Bureau of Labor Statistic 
Department of Commerce, Federal Reserve Bank and others whe lee dd 
of trends of wages, prices and other time series analyses stated in terms « 


monetary units. 
This adjustment is shown in table XVITI 
(Table XVIII, entitled “‘Average Prices Paid by Pipeline Companies Under A 


Existing Contracts With Independent Producers Expressed in Money of Chat 
ng and of Comparable 1945 Purchasing ower” follows:) 
TABLE XVIII {verage prices paid by pipeline companies under all existing 


contracts with independent producers ¢ rpressed in money of changing and of 
comparable 1945 purchasing powe) 
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#458 1.50 2. OF ) R Re 
40 4. 8Y 4 
Sources: Annu por l pa al | er ! I 





200 AMENDMENTS TO THE NATURAL GAS ACT 


(The chart entitled, “Average Price Paid to Independent Producers by Pipe- 
line Companies—Texas and Louisiana Combined” follows: ) 


AVERAGE PRE 
PER ACE (GNIS) 


0 


UNADAISTED AVERAGE PRICE 


The above exhibit shows the average prices paid to independent producers by 
pipeline companies for the years 1945 through 19538 in the States of Texas and 
Louisiana combined. 

The average price as expressed year by year in cents of changing purchasing 
power is shown by the solid line. The broken line adjusts these data to place 
them on the basis of a comparable purchasing power of the dollar equal to what 
it was in the year 1945. 

The wholesale price index published by the Bureau of Labor Statistics was 
used in making this adjustment. 

The average price secured by the producer in 1945 was 4.14 cents per thousand 
cubic feet in Louisiana and Texas. The unadjusted price shows an appreciation 
from that level of 8.86 cents in 1953, but the average purchasing power sur- 
rendered in purchases of gas by pipeline companies declined from 4.14 cents per 
thousand cubic feet in 1945 to as low as 2.96 cents in 1948 and did not again 
reach the 1945 purchasing power level until 1952. 

In other words, for the entire time period from 1946 to 1951 the producer of 
natural gas was selling his daily output for a lower real price than in 1945 
Reasons for adjustment clauses in purchase contracts 

This experience was before the producer when substantial additional commit- 
ments of reserves were requested by new pipeline projects in 1948 and 1949. The 
owner of reserves of natural gas was anxious to sell his finding at the best price 
that would be secured. The pipeline buyer of the reserves sought to buy at the 
lowest possible price. 

The 2 parties naturally higgled and bargained over what the basis of the ex 
change should be, each realizing that unless the property rights were sold out- 
right it was going to be necessary to sell the daily production over a 20-year 
period in one contractual agreement. The carrier was loath to buy property out- 
right as to do so would result in producing operations being placed under public 
utility regulatory status. The burden of financing the project also would have 
been multiplied. He preferred to contract for reserves and daily output. 

The individual producer, though willing to sell reserves on the basis of future 
production, desired to protect himself against changes of the purchasing power 
of the dollar and desired to get for the output the current competitive price when 
delivery was made. 
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His experience with flat price contracts was wholly unsatisfactory. The earlier 
contracts with step-up clauses providing for fixed price increases, usually eve 
) years, and frequently providing for renegotiation of the last 5 years of 
ontract, did not provide increases equal to the rate of decline of the purcl 
power in which payments were made. That the standard of payment was a vari 


ible yardstick had to be recognized. 


To induce a commitment of reserves, the pipeline buyers assured the seller 
that he would compensate him on the basis of the value of the gas on the date of 
delivery. Thus was born the most-favored-nation clause type of adjustment 

It became widely accepted in the industry and permitted the sale of assets 

ver an extended period on a basis that was sound and justified to both partic 

Most pipeline buyers seek a contract with a low initial price with the f 
ealization that it will be necessary to increase that price at later periods of the 
ontract. A low initial price frequently has made possible financing a new 


peline project or building a larger market. 
Actually, contracts for natural gas have frequently been drawn between thi 


iver and the seller so that the low initial realization has constituted an e1 
ouragement for expansion of the line, aiding in the debt service charge during 
e early period of the facility and permitting building a market on a sound 


conomic basis. 

As the facilities are provided and the demand created, lower unit costs are 
chieved whereby the pipeline buyer can afford to pay a higher price than that 
alled for during the first period of the contract. 

Such an agreement also has an advantage to the producer. Frequent 
iscovery of reserves the producer finds it necessary to have a current income 
or the development of the property. 

He is anxious to sell reserves so as to provide current funds for development 
\t the same time he is unwilling to sell the total output for what m t be 
assified as a market development price. A contract providing for a low 


nitial price with higher prices at subsequent dates is completely acceptabl 


he producer, providing the low initial compensation per thousand cubic feet 
affords an adequate income for proper development in keeping with the producer's 
ncreased delivery responsibility to the carrier 

The highest prices are usually provided for in the last period of the contract 
The reason for this is self-evident. As the pressure in the field is reduced, the 
ost of getting the gas out of the ground increases. It is frequently necessary 

r the producer to drill more wells, often in marginal or less productive areas 
ework existing wells to maintain production, provide increased power by insta 
ation of field compressors and take other measures to maintain delivery rate 

The producer’s costs increase substantially. On the other hand, lowersprices 
in the earlier stages of the contract period assist the pipeline to build a market, 
improve the percentage utilization of his facilities and achieve lower unit costs 
of transportation, so that he is later in a position justifiably to pay the producer 
slightly higher unit prices. 

Each party to the contract recognizes full well that any exchange of property 
rights leaves no escape possibility to either the buyer or the seller. Reserves 
have been committed; the commitment has been reviewed by the Federal Power 
Commission and held to be in the public interest, both as to quantity and terms of 
the agreement. 

Each transaction, therefore, is a package that turns upon the estimated aver- 
age realization secured during the life of the contract. If it were not so, the 
producer probably would never have been willing to enter into the agreement. 

The requirement of a long-time commitment compels some recognition of 
variable value that inescapably takes place during the life of the agreement. 
Inability to discontinue service, once inaugurated, further complicates the prob 
lem to the producer as he feels that he may be placed in a position where his 
property is being confiscated. 

In addition to the most-favored-nation clause referred to, another form of 
securing current market value of the product on date of delivery is the so-called 
spiral escalation clause. 

Unfortunately the word “spiral” has become attached to this clause when it 
is not, in fact, a spiral at all. What the clause provides for is that if the car 
rier is able to secure the recognition by the Federal Power Commission of 
increased steel, labor, tax, and other expense through higher rates, then that 
recognition will serve as an indication of a justification for a similar need on the 
part of the producer. 

These clauses do not cause a chain reaction as claimed. 





NDMENTS TO THE NATURAL GAS ACT 
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exhibit following show the competitive prices of 


ombined, determined year by year as the prices 
ited in each current year. The solid line represents 
nadjusted price per thousand cubic feet under current contracts. Notice tha 
rice declines were experienced in the vears 1946 and 1948 
(Table XIX entitled “Competitive Prices Established By Gas Purchase Con 
icts With Independent Producers Dated Each Year 1945 to 1953 Inclusive 


1 in Money of Changing and of Comparable 1945 Purchasing Power 


TABLE XIX.—Competitive prices established by gas purchase contracts with 
ndependent producers dated each year 1945 to 1953, inclusive, expressed in 
money of changing and of comparable 1945 purchasing power 


Comparabl 
| 1945 pur 


} 
( is 


the Federal Power Commission; Bureau of Labor 


It is difficult to associate as a causative factor any price movement with 
a particular change of supply or demand. The decline of current contracting 
price in 1946 followed new supply development of 19.1 trillion cubie feet in 
1945 and current new discoveries of 18 trillion cubic feet in 1946. 

The chart entitled “Competitive price of natural gas—Texas and Louisiana 
combined, average price paid to independent producers under contracts dated 
in each current year expressed in money of changing and of comparable (1945) 
purchasing power” follows:) 
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New supplies were pressing for market outlet and soft prices became charact 
istic. 

In 1947 there was a strengthening of prices probably attributable to tw 

ctors. New supplies developed dropped to 11.1 trillion cubic feet Te 
E: astern Gas Transmission Corp. must have been contracting for reserves to bi 

acquisition and conversion of the old war emergency petroleum pip¢ 

Prices weakened in 1948 and remained soft during 1949. Now supplies moved 

ward to 13.9 and 12.8 trillion cubic feet respectively There were no new 
major pipelines during these years except Michigan-Wisconsin which, as pre 
viously observed, was based on one large commitment. 

After 1949 came new supplies at an annual rate of os pat cin 15 trillion 
cubic feet, a greatly expanded demand, a rapidly growing market geograp hi icall 
plus securing reserve commitments for the Texas-Illinois Natural Gas P ipeline 
Co., Transcontinental Gas Pipe Line Corp., Trunk Line Gas Co., Permian Basin 
Pipeline Co., and many others of lesser size. 

This surge for new reserve commitments, plus the actual and potential growth 
demand gave strength to the demand side of the market 

These observations based upon prices paid by carrier companies for put 
hase from independent vendors in actual transactions lead to two observations: 

(a) The introduction of a new pipeline outlet for a given field f 

d early reflection in prices. Usually the new company will offer 
incommitted gas which are higher than those of the earlier pipeline 
iver then tends to raise his offering prices to meet the new competif 

(b) The discovery of substantial new reserves may affect prices in older 
Thus, Appalachian prices were lowered by discovery of large new resery 
Southwest, Monroe prices were restricted by gulf discoveries, gulf 


restrained by developments in southwest Texas, Spraberry and New i 
Adjusting the current price to the constant purchasing power he 
igain permits valid comparison over the several years in average compet 
prices for Louisiana and Texas combined Thus the average adjusted pri 
».90 cents in 1945 declined sharply and remained below the 1945 level in term 

new contracts written until 1953 when it was 6.10 cents per M c. f 
It is apparent from these data that conditions of supply and demans 
it there was no runaway sellers’ market 
Over the postwar years the rise in current competitive prices 
scarcely more than compensated for the decline of the value 
vhich time payments were made for the gas supplied. The rea 
gas to a pipeline company was scarcely higher under contrac 


in 1953 than it was under contracts executed jn 1945 
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The effect of adjustment clauses on prices paid 

Considerable discussion, controversy and misunderstanding prevail concern- 
ing the equity and the behavior of prices received for natural gas under con- 
tracts containing clauses attempting to adjust prices to current market values. 
It was possible from our data to measure the sum total effect of such clauses 
on prices actually being paid. 

The specific contracts for natural gas signed in 1948 were traced each year 
through 1953. This was done on the basis of total deliveries and total dollars 
paid so that the results are a volumetric average. 

A simlar procedure was followed with respect to those contracts first signed 
in 1949. The 1950 contracts were traced in a similar manner and so on. Th 
prices thus traced for particular contracts through time were expressed as a 
ratio of the competitive prices at which agreements were being written each 
vear. The results of these analyses are shown on a changing and a constant 
purchasing power dollar in table XX. 

(Table XX, entitled “Effect of Price Adjustment Clauses on Prices Per M ec. f 
of Natural Gas” follows:) 


TABLE XX.—EFffect of price-adjustment clauses on prices per M c. f. of 
natural gas 


[Data based on Louisiana and Texas combined] 


1948 1949 1950 1951 1952 1953 


Cents Cents Cents Cents 
Prices paid under current competitive contracts_-_.-- 4.8 5.0 6.7 8.4 
Prices paid under contracts of prior years 
1948 agreements ‘ 5.8 ) .0 | 
1949 agreements 5 5 
1950 agreements . 7 i .0 
1951 agreements 
1952 agreements 
Adjusted to 1945 purchasing power: 
Prices paid under current competitive contracts 
Prices paid under contracts of prior years : 
1948 agreements 
1949 agreements 
1950 agreements t .% 
1951 agreements_.. : 6 5. § 
1952 agreements ‘ — 5.‘ 
Ratio of prices paid under old contracts to current 
competitive contract Percent Percent Percent Percent Percent) Percent 
1948 ct ‘ 100 103 87 83 83 | 
1949 100 97 80 8Y 
1950 : | 100 86 | 95 
1951 ‘ : ee 100 106 | 
1952 cea : . 7" ooneee 100 
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The chart entitled “Effect of Adjustment Clauses on Prices of Natural Gas, 
Louisiana and Texas Combined—Average price paid in each subsequent year 
inder past contracts dated 1948 to 1952 compared with competitive price estab 
ished in such yearsby contracts executed in that year representing 100 percent” 
follows :) 


‘he prices for all subsequent years from the original year of the contract 
reflect the sum total effect of all the efforts of the buyer and seller to provide 
djustments that will assure payment of the current competitive value of natural 
vas on date of delivery. 

The real purchasing power received by independent producers who contracted 
or the sale of their output in 1948 as of the end of 1953 represented SQ percent 
f the prices at which new contracts were being drawn during that year. The 
ontracts signed in 1949 with various adjustment clauses in them likewise repre 
sented only 89 percent of the current market value for which new contracts were 
eing signed. 

Those contracts originally entered into in 1950 represented 90 percent of the 
ompetitive value, while those entered into in 1951 represented 9S percent Con 
tracts entered into in 1952 were the same as competitive values reflected in the 
too Contracts. 

It is evident, therefore, that the different types of adjustment clauses con- 
tained in gas purchase contracts have not resulted in the producers receiving a 
price on date of delivery equal to the competitive price level being paid to inde- 
pendent producers by pipeline companies on new contracts. 

Within recent years distributing companies have strongly objected to the 
djustment clauses. This analysis shows that the sum total of the adjustment 
auses in these contracts has not resulted in price adjustments that would 
ender the prices paid for gas under earlier contracts equal to the current prices 

paid for gas under the current competitive contracting level. And the competi 
tive prices with which we are comparing the contracts are those willingly entered 


nto by pipeline buyers asking to increase reserve commitments and permit con 
tinued growth of their markets. 


{hsence of price patterns in the market 
Now let us look for the presence or absence of price patterns in giver 
see whether competition or monopoly is indicated If there is a lack 
nd each contract is a result of the higgling and bargaining in the mar! 
price differences will appear. 





f prices paid under contracts erecuted in 1952-53 by ma 


producing areas 


source Annual ¢ 


1. There is a distinct difference in price levels among the different geographica 


locations of supply. The Appalachian field indicates prices from 21 to 29 
cents per thousand cubie feet; Panhandle-Hugoton from 7 to 18; East Texas- 
North Louisiana from 4 to 13; Louisiana-Texas gulf areas from 3 to 16. 

These differences are reflections of all the varying determinants of market 
price such as local supply-demand relationship and distance the products must 
be moved to reach the market. They are such variations as are dictated by 
competitive recognition of costs. 

2. Prices even in a given producing area are not uniform, but substantial 
volumes are sold at widely differing price levels. Sound reasons why this 
should be so are apparent from examination of the data. 

Smaller volumes that must be reached out for by the carrier tend to command 
lower prices. This is again a competitive reflection of cost. Gas purchases fron 
the tailgate of a natural gasoline plant where the gathering, stripping, and de 
hydration have already been accomplished are worth more to the carrier than 
other possible purchases. Gas produced as a byproduct of oil production 
where supply is subject to fluctuation. with number of days of operation is less 
valuable to the carrier than noninterruptible supplies. 
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The most significant feature of this table is the rapid decline in ratio of wast 
to production. Notice that the ratio has fallen from 20.3 percent to 8.8 percent 
in 15 years. Notice also that this decline moved in an opposite direction to the 
field price trend implying a casual relationship. 

(The chart entitled “Conservation of Natural Gas and Field Price” follows: 









AVERAGE 
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VENTED AND WASTE 
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These gains would not have been possible if field prices had not firmed from 
the abnormally low levels of the late 1930’s. Conservation of oil and gas is 
difficult to achieve unless field prices are at levels which make the installation 
of conservation facilities economical. During the years of abnormally low 
prices, conservation authorities were reluctant to compel conservation of casing- 
head gas for the reason that the costs of conserving the gas were in excess of 
its value. 

The importance of the reduction in volume of waste gas that already has been 
accomplished can hardly be overstated. At the beginning of the period shown 
by the exhibit the vented and wasted gas was 20.3 percent of net production. At 
the end of the period it was 8.8 percent. The conservation thus amounted to 11.5 
percent of net production. Applying this percentage to net production in 1953 
results in more than 1 trillion cubic feet. Such saving is equivalent to the tota 
consumption in 1950 by all 18 million residential consumers who were then 
receiving the advantages of natural gas. 

Field price and consumer payments 

One last price analysis must be undertaken. How is the field price associate 
with the price paid by the ultimate consumer? 

The price paid for natural gas by the ultimate residential consumer is a 
composite of payments for distribution, transmission, and production. As such, 
it is a combination payment for both performing the regulated functions of dis 
tribution and transmission, and for the heretofore unregulated producing phase 
of the industry. 

During the past decade, prices of natural gas have not followed the pattern of 
price increases of other products. For many years, natural gas a commodity i! 
the field was in surplus supply, principally because the local markets for gas 
were saturated and such long-distance transmission lines as there were could 
not absorb all the surplus. AS a consequence, natural gas sought markets a 
whatever prices it could be sold for. 
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During the postwar period, new long-distance transmission lines were built 


nd existing ones expanded their facilities. These lines built up larger and 
arger markets, which enabled them to operate at higher capacity 1 
ower unit costs. The distributing companies in turn also increased their load 


and reduced their unit costs. 

Such efficiencies as these and many others, introduced one after another, 
benefited the consumer by enabling the gas industry to hold prices at constant o1 
reduced levels. This was true all during the period of rapid general price in 
creases, from 1945 through 1948. 

(Table XXIII entitled “Field Price Is Only a Small Part of Residenti ( 
sumer Price” follows:) 


T ABLE XXITTI. Fie ld price is only a small part of reside ntial consumer p 


1 Qt 
United State uted State United St 
average field Tees eee f 
, ste a paid by reside ‘ : 
Year ric ent tial const : r I 
ce l 
per thousand p = r tho 
ubie feet cents per thou } 
cub eet ubic 
: ind cubic et . 
g 1.9 1.2 194 
; 1.9 5 194 
i 10 4 71.1 1948 
1.9 2. ( 1049 
12 5. i 0 1950 
2 0.0 1951 
14 1 HY. 1 1952 s 
4.0 68.3 1953 ),2 


| | | 
ource: Bureau of Mines. 


The average price paid by residential consumers declined more or less steadily 
from 1938 and reached its lowest level, at 65.8 cents per thousand cubic feet in 
1948. This downward trend represents a combination of economies of all three 
phases of the gas industry. 

The introduction of natural gas in markets formerly served only by manufac 
tured gas sufficiently reduced costs of the distributing companies that they were 
able to maintain their prices at the same or even reduced rates. 

Eventually, however, increases in the cost of steel, labor, taxes, and all other 
items of expense caught up with and began to more than offset the increased 
efficiencies that had been introduced by the gas industry. Likewise, with demand 
increasing, natural gas as a commodity in the field reached the point where it was 
no longer sold as a byproduct, but began to command a market price in its own 
right. As a consequent of these factors, prices to the consumer finally started 
to rise. 
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By 1953, the average residential price increased to 86.5 cents per thousand 
ubic feet This was an increase of 21.2 cents per thousand cubic feet. During 
the same 5 years the average field price of natural gas also increased from 6.5 
cents in 1948 to 9.2 cents in 1958. 

This increase was 2.7 cents per thousand cubic feet. And a part of this 
increase resulted from higher State taxes, such as those on production and 
gathering so that the full price increase of 2.7 cents did not accrue to the 
producer. 

Even if the whole of the increase of average field price had been fully reflect 

the price of every cubic foot of gas sold to residential Consumers in 195: 
improt able assumption—it ease have accounted for less than one-seventh of 
the 5-year rise in cost of natural gas to residential consumers. It would not have 
increased the residential consumer billing by more than 8 percent. 

(As consumer prices began to increase, consumer groups began protesting to the 
various regulatory bodies. They overlooked the fact that the price of natura 
gus had defied the rapidly rising trend in the cost of living for several years 
They failed to realize that this same upward cost-of-living trend eventually was 
bound to have some effect on the cost of operations of the natural-gas industry 

id that prices would have to move upward also. 

Each phase of the natural-gas industry attempted to justify and rationaliz 
its own price position, unfortunately inferring in doing so that perhaps the 
other segments of the industry were the causative factors behind the price 





ncreases. 

Actually, the higher charges to ultimate consumers, about which there has 
been complaint and which has led some to contend that gas producers should 
regulated, have not been brought about by higher field prices. They have been 
brought about by the higher prices of everything—steel supplies, labor, taxes, et 
cetera—that enters into the distribution, transportation, and production of nat 
ural gas 

Recall before leaving this exhibit that the natural-gas producing industry has 
oncended that the producers receive a price for natural gas at the wellhea 

hat represents approximately 10 percent of the total price paid by the residen- 
tial consumer. This has been called misleading and it has been said that 
wellhead price is approximately 22 percent of the price paid by all consumers. 
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Both of these statements are mathematically ¢ ect he first refers on 

o the residential part of the natural-gas market whicl e refer to the 
mand market.” This is not interruptible and must be served in t il, wheneve 

occurs. It has first claim. 

The second statement refers to the average realization from natural gas based 
upon sales to residential, Commercial, and industrial customers during a year's 
period of experience. This is an average price for interruptible sales and non- 


interruptible sales 

From the point of view of the more than 18 million residential customers the 
eS 

This chart does not show the breakdown between the price paid bv the dis 
tributing company to the carrier and the price ultimately paid to the distributing 
company by the consumer. Such an analysis was made for the vear 1953 and 
s revealed by the following table: 


omparison that is valid is field price versus residential Customers’ pric 


ranteE XXIV.—Preakdown of 19538 natural gas rices betircen price naid by 
residential users, distributors, and transporters 


All United States ¢ 


ar | ] 1 . S 
ile Atl tic | 
At] t 4 
‘ Central N 
in 
A ver ibe lor s 1 
A I Bureau of \ ( ] | , 
Cal latio based or ul rt ! | ( ) 
S. Bureau of M | ‘ ) I i 


This table excludes the seven Southwest States which are the si 
lucing areas, which explains the differences in prices from the previous table 
nd chart, 

I should like to make a few comments on this table 

1. The average price of 91 cents as paid by the residential user for gas at the 
border tip is reported by the Bureau of Mines. You'll note that the consumer 
price varies substantially from one region to another. The price of natural gas 
hen delivered by the carrier to the utility for resale is 28 cents, on the 
while the field price averages 11 cents 

2 The distance the gas has to travel from the producing to the consuming 
area appear to be reflected in the prices charged the distributing companies by 
the carriers that bring the gas to them. The more remote the market, the higher 
the price to the distributor. This is as it should be, for it costs money to tran 
port gas just as it costs money to transport automobiles, steel, coal, or any other 
commodity. 


» As a percentage of the ultimate price paid by the residential consumer, the 


field price tends to vary, ranging from only 8 percent of the consumer’s gas bill 
n New England to about 19 percent in the Pacific area. On the national aver 
ge (omitting the Southwestern States), the field price represents about 12 
percent of the price paid by the ultimate residential consumer. 

Not only is this situation characteristic of the regional and State data, bu 

also holds trne for individual metropolitan communities In an effort to 
how this breakdown, we have prepared the following table on 40 cities, show 
ng the price paid the utility by the metropolitan residential consumer, the price 
paid the carrier by the utility distributor, and the price paid the producer by 
he carrier. Here again, you will note that the field price makes up only a very 

ull percent of the price ultimately paid by the consumer, in one metropolitan 

munity after another. 


averaze, 
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Price conclusions 


And thus, we have applied the usual price tests of competitive behavior on 
the supply side of the market We have seen that prices vary through time 
and have the ilexibility characteristic of lack of control. 

Prices of natural gas have not gone up with competitive fuels or with the 
general cost of living. Prices paid for natural gas vary among fields and reflect 
generally variations of cost of moving. There is an absence of price uniformity 
on new contracts in any given field at a given point of time. Prices react to 
variations of supply resulting from new discoveries. Additional competition 
among pipeline buyers as provided by a new pipeline is reflected in prices paid 
for natural gas. There is a definite association between prices and vented and 
wasted gas 

Each and every one of these tests has indicated price behavior typical of that 
expected in a competitive market. Therefore, we must conclude from price 
behaviors that there is no evidence to indicate monopolistic control on the part 
of the producers. Natural-gas production is a competitive industry which has 
made available to the economy all the advantages desired by those who passed 
the laws to insure perpetuation of competition. Such evidence must place the 
burden of proof upon the accuser who charges lack of competition. 


Vv. CONSUMER COST WILL INCREASE UNDER REGULATION 
If the production of natural gas is given a utility status, the costs incurred 


will be staggering and the benefits negative. Regulation by Government inev 
tably means a curb on individual liberty. 
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Individuals seek to retain their liberties by changing their mode of business 
Regulatory agencies find it necessary to reach out further and further in their 
struggle to substitute their judgment for the dictates of the market his gives 
rise to the inevitable disease of proliferation of Government controls 

Chere is no need to discuss this topic, as I am sure it is a well recognized 
disease each time Congress reviews the budget. This point has also been well 
developed by the Hoover Committee and the Temple University studies, and 
others. 

The direct expense incurred by the regulating agency will be large. In its 
annual report to tae Congress for the year ended June 30, 1954, the Federal 
Power Commission said, with reference to the Phillips decision ; 

“It has been estimated that this decision will result in the regulation of ovel 
5,000 independent producers as natural-gas companies (as Compared with about 
100 interstate pipeline companies). The number of separate sales made by 
these 5,000 companies is not known at this time, but the number of rate filings 
to be made by them in fiscal 1955 may exceed 20,0007 (p. 109). 

As I have said, I estimate that 6,000 independent producers are subject to the 
Commission’s jurisdiction. There simply is no accurate count available 

The Commission went on to say that the number of rate filings to be made by 
independent gas producers in 1955 may exceed 20,000 

The Commission has jurisdiction over about 100 interstate pipeline Companies 
and over all power companies selling electricity at wholesale in interstate com 
merce, What is the volume of regulatory activities arising out of this authority 
to fix reasonable prices to be charged by natural gas and electric companies? 

During the vear ended June 30, 1954, there were 706 rate filings by natural 
gas companies, of which 46 were for approval of increased rates. In addition, 
natural-gas companies filed with the Commission 285 applications for certificates 
of convenience and necessity Electric utilities filed a total of four rate case 
applications. 

These filings were the basis of the principal regulatory activities of the Com 
mission. It had, for the fiscal year 1954, appropriations of $4,300,000, and a staff 
of 625 persons. What will be the staff and budgetary requirements of exercising 
jurisdiction over 5,000 or 6,000 gas producers? I do not know, but I do know 
that the number of gas producers is approximately 60 times larger than the 
number of pipeline companies, and that 20,000 rate filings would be about 20 
times the total number of filings made with the Commission in 1954 

Hew would entries and exits from producing activity be regulated? Would 
certificates be required for facility changes or expansion, or would supervision 
be limited only to type and continuity of service and to prices? Will a uniform 


system of accounting be designated ? _ 
No matter how you break down the assignment, it remains a monumental 
task that can be accomplished only at great cost to the economy Such cost 


will be paid by the consumer in his tax bill. 

Something like 6,000 of these producers now have contracts to supply natural 
gas to interstate utilities subject to Federal Power Commission supervisio! 
Deaths, transfer of properties, new discoveries, and properties abandoned br 
cause of depletion result in the producer group being subject to an ever-changing 
population. 

Additional thousands of gas-purchase contracts are being written each year 
Imagine the staff, time, and expense that would be required to review and regu 
late this flow of business. No formula can be devised for determining costs or 
reasonable prices in the field for the commodity. Truly a book on futility could 
be written on this subject. These expenses of price fixing will be paid by the 
consumer in his tax bill. 

The seller would seek to present arguments justifying the prices under review 
Some would prepare detailed statements of expense, estimated life, byproduct 
realization, dry-hole compensation, etc., when in their heart they would knoy 
the real justification was arm’s-length bargaining. The examiners would review 
call for further evidence, defer, and seek to find a ground for justifying the 
substitution of their judgment for what the market dictates 

But they too would know that in the last analysis all that was really settled 
was an imposition of a third party’s judgment. Legal fees, accounting costs 
travel expense incurred by the independent producers, as well as the expenses 
incurred by the Commission, would go up in the meantime. No matter what it 
amounted to, the consumer would pay the bill as all such expenses become a part 
of the cost of service for determining natural-gas rates 








ho 
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Assume that a judgment is reached and is handed down If this arbitrarily 
determined price is above that which would be based upon the supply and demand 
relationships, burdensome surpluses would be brought into existence. The con 
sumer would pay the cost both through higher rates immediately and ultimately 
the cost of carrying the surplus 
If the judgment price is helow the dictates of the market, different forms of 
cost to the consumer are brought into being. What is the social cost of stifling 
of incentives: How long will present reserves feed the steel blanket of car 
riers covering the Nation? What happens to costs of transurission when sup- 

ire inadequate to maintain capacity operations? What happens to the 
cost of the distributing companies as they find it necessary to rehabilitate the 
manufactured gas facilities? What happens to the consumer from this chain 
of events is not a question. He pays the bill. 

If these conditions develop because of the judicial decree, the Federal Power 
Commission should be granted immunity from blame if their judgments prove 
costly to the public because they are too high or too low. No five men and their 
staffs have been granted the omnipotence of reasoning that their judgments can be 
substituted for millions of individual decisions made from day to day. 


plies ; 


Regulation by size introduces chaos 


But, argue some of the proponents of regulation, let us make it applicable only 
to the larger producers. Others may discuss the legal, ethical, or moral question 
or constitutionality of such a proposal. My comments will be limited to the 
industry truisms that would be brought into action. 

Bear in mind that an individual does not surrender liberty without a struggle 
Those producers who were below the minimum limit applicable for regulation 
would individually welcome the exemption. ‘They would, at least temporarily, 
escape control already found to be burdensome by some. They would chafe 
under the artificia) limit placed on their growth freedom and would, in many 
cases, take such steps as may be necessary to keep from coming under regu- 
lation, Such as increased sales in the intrastate market, organizing separate 
corporations under other family names, spin-offs of properties, ete., to mention 
only a few. 

The medium-size companies, let us assume barely subject to regulation, might 
well test the onerous degree of regulation. If it were found objectionable, there 
are plenty of avenues of escape that could, and undoubtedly would, be adopted. 
Properties would be sold, transferred to other family operators, or producers 
would insist on separate sale of royalty gas, etc. Escape would be found by most 
individuals, slightly over the margin of regulation. 

The larger producers under present contracts and commitments would find 
the conduct of business tremendously complicated and expenses increased. The 
problems of the interstate carrier, already reguiated, would be multiplied sev 
eralfold. 

‘There are more natural-gas royalty interests than there are operators of pro 
ducing properties. Is royalty-interest gas, usually sold by the operator, to be a 
part of the base volume to determine the application of regulation? If so, the 
royalty owner may insist upon the privilege of payment in kind and make a 
separate sale. Most would thus escape regulation, and automatically approxi- 
mately one-eighth of the flow in interstate commerce would be exempt on this 
basis alone. The purchasing problems of the carrier would be multiplied 
manifold and the consumer would pay the bill. 

Producing properties are frequently held by divided interests. Sometimes 
such interests run to a fraction of a percent. Usually such properties are under 
one operator. Would the total be included in his base amount to determine the 
application of regulation? If so, will these property participants insist upon 
separate sales contracts, thus eliminating them from regulation? Many will, 
and the unregulated part of the total will increase, as well as the cost of doing 
business to the detriment of the consumer. 

Some firms purchase and gather gas from numerous wells, bring it to a com 
mon delivery point, and make a single sale. Does this sale of combined purchases 
constitute a part of his base to determine the applicability of regulation? If so, 
will the numerous small producers insist on separate sale privileges and com 
pensate the gatherer on a fee basis? Many would, and the unregulated portion 
of interstate traffic would increase further and cost of doing business would 
increase, Same result to the consumer. 
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St one last illustration must be mnentioned Manv natural gi: 
have been built both because f econon ] if ‘ ! b 
meusures Wet natural gus feeds into ch plants from 1 n | 
There the gas is dehydrated and the liquid hydrocarbons extract 

\ single sale of the residue gas is made at the tailgate « the ‘ 

Does this volume constitute a part of the base for det ill \ 
regulation? If so, what will preven e uniform adoption of ( 
ipplicable at some plants, whereby ea pie r receive i pi ! 
portion of liquid hydrocarbons extracted and he sells singly his prope f the 
esidue gas at the outside of the plant? 

Universal application of this mode of business would greatly increase the 
portion OF natural gas ih interstate Commerce hot subyec Lo ( 
vreatly increase the cost of doing busine to the detrime ( 

These illustrations by no means exhaust the types that could be 
I hope I have offered sufficient evidence to regulate only the larger ] ( 
rhe costs of procurement will be tremendously increased I} rod 
subject to Federal regulation will not be found to be in the neighbor! 
percent This segment will grow as individuals seek avidly ( 
freedom. These increased costs will be a part of cost of service upon w f 
are determined 

Considering the overall—increased direct cost of service, costs of e he gy 
without end, cost of gathering evidence justifying proposed prices, cos f «le 
tion of incentives, cost of mistaken judgments, costs of atomization of the in 
dustry—there can be no question but that under regulation the long-run pri 
paid by the consumer will be higher than they would be if the producing phase 
of the industry were unregulated The facts reviewed have estab th 
the consumer inevitably receives his greatest protection from competitive ivity 

The consumer is best protected by a competitive market 

I hope sincerely that the analyses that have resulted in the con ive 
expressed will be of aid to the Congress in arriving at a correct ition of the 
complex problem. ‘The consumer has far more at stake here n nefit 
that may tlow to the producer. We are talking about controlling a I ce 
or energy ib our economy. 

The economic progress of any society is dependent upon an adequate sup] 
of low-cost energy fuels. Likewise, control of energy is usually the most vital 
step taken by any government on the route to totalitarian control I eleve 
in the benefits of Colupetition to the consume! I hope that these benefit ay 
be ] reserved for his sake 

Senator Pasrorr. Doctor, this morning, in the questioning period, 
I asked you a question that had to do with natural-gas pipeline cai 


riers owning their own fields and producing their own gas 


the question, if you are going to separate the control—tha 
ducing element from the transportation element—it coul 
pen that you could ri 
transmitting / 
[ understand that you want to make a clarification 
Mr. Boarwricutr. 1 want to make a statement that 
of the application of regulation there was decided in 1 


} 


up the cost of producing as again 


or 


Interstate case. and the regulation of the so-called cay 
been al d Wiis subject tO regulation of Government auth 
ever there was a movement across interstate line, or w 
carrier was Interstate in carriage. 

Senator Pasrore. In other words, if a carrier himself 
he isunder Federal jurisdiction regardless of what we d 
lation that is pending # 

Mr. Boarwricur. That is correct. 

Senator Pasrore. Is that your uncderstan ling? 

Mr. Boarwrigur. That is my understanding. 

Senator PASTORE. That is from the bee inn ne to the 

Mr. Boatwricnur. Yes, sir. 
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Senator Pasrorr. There is another question. You raised the point 
of confusion insofar as the task and responsibility of the Federal 
Power Commission may be concerned in determining the proper costs 
and the formula for formulating a basis or a base in a rate case. 

The staff informs me that the Federal Power Commission has de- 
termined since the Phillips case in June of 1954, about 2,100 or 2,200 
rate increases. Are you familiar at all with what formula they used 
and how they reached these decisions, or whether they were ex parte ? 
I understand the *y have only denied 61 and are holding them for fur- 
ther determination. Are you familiar with that at all? 

Mr. Boarwricur. I have looked into a great many of the cases. I 
aim not sure that I am acquainted with all of them, but I think I could 
answer in this respect, that the decision of the Federal Power Com- 
mission in rate cases is predicated upon and has been predicated upon 
ap} ylications for rate increases by the reguls ited carriers, 

I am not acquainted with any solution of any rate case hearing with 
respect to the individual price, the producer price. 

Senator Pasrore. In other words, it is your understanding that 
they have not hed any producer price cases since the Supreme Court 
hearing / 

Mr. Boatwrient. That is my understanding. 

Senator * ‘scoail They have all been frozen have they not? 
Any price, regardless of escalation or anything else, has been frozen ? 

Mr. Boarwricut. That is right ; subject to study. 

Senator Pasrorr. Just a moment. Mr. Pellegrini handed this to 
me. Let us see if we can get together on an understanding of it. The 
Phillips decision was in July 1954. A total of 2,247 applications for 
rate increases have been filed for $28,897,067 per year. FPC granted 

169 applic ations without any investigation for increase of $17.- 
7 2,867 per year. Of that amount, $6,259,371 represent a tax in- 
crease, $11 million plus; FPC suspended 78 applications involving 
$11,174,200 per year. Seventeen applications previously suspended 
allowed to go into effect for increase of $761,197 per year. 

As of March 1, 1955, 61 applications, totaling $10,413,003, were 
pending. 

Would you not construe that to mean that this has to do with pro 
ducers? 

Mr. Boarwrieut. No; T would not. 

Mr. Peitiecrint. That was given to us by the FPC. 

Senator Pastore. That is all right, Doctor, because we can question 
the Federal Power Commission here. In other words, I am very 
much impressed with this argument and the ramifications involved in 
making a proper determination. 

Your argument, so to speak, is that it has to be adjudged on a person 
to-person or company-to-company basis because in 1 case a man might 
try 10 times and hit 10 times. In other cases, he may try a hundred 
times and only hit twice. 

Mr. Boarwrrcur. That is correct. 

Senator Pastore. The costs would vary. You raise the question of 
the complications involved in setting a base that would be fair. 
was wondering, in view of the information handed to me by the staff, 
that the Commission having already determined about 2,100 cases, 
just what formula they used ? 
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Mr. Boarwricur. I do not think they used a coogi if that is on 
producer prices. Actually when vou consider that gas is produced 
in varying ratios to the other liquid hydroe ates well after well, 
field after field, the ratios differ. The depths of the well ditfer. ‘The 
permeability of the penetration is vastly different, so that your costs 
are very different. 

Your percentage of hits vary from point after point. 

Then if you take the case where you are producing gas from a gas 
well gas, and you are stripping out the liquid hydrocarbons, the joint 
cost aspect is a tremendously difficult problem. On top of that, an 
individual may discover liquid hydrocarbons or gas in some given 
area. He may have a contract for his lease at one stated figure per 
cre of ground, 

The rush takes P lace for others to vet the unleas hed acrea ve about 
that. There is a tremendous difference in the payment of the rental 
on the acreage, and there are even ditfere = es in the roy: ilty integrate n 
Each and every one of these are a variable that has to be recognized 1 
the caleulation of costs if rates are to be determined on the oainians 
public utility concept of cost-plu 

Frankly, [ think it defies solution. 

Senator Pasrore. You raise a very challenging question, I will ad 
mit that. 

Senator Monroney ¢ 

Senator oe Are you familiar with the Cities Service case 
and Panhandle Eastern where they had bought a block of leases for 
oil exploration for $1,000, 1 think. out in the Texas Panhandle? 

Mr. Boarwricur. Yes. 

Senator Monroney. Could you detail that, which I think is illus 
trative of one of the impossibilities of applying norma] utility 
rate-fixing procedures even to the transmission lines 4 

Mr. Boarwricur. [ am not sure that I can give you all of the de 
tails, | have read the cases, but I have been SO busily or cupl ad with 
the economic analysis that has been reviewed that my memory 1s as 
follows: The payment of the lease for the producing property, the d 
velopment of the property, and the inclusion of the actual costs as- 
oclated with the producing under the regular regulatory procedure, 
resulted in the Panhandle Eastern Pipe kak Co. receiving an eX- 
tremely small realization per thousand cubic feet moving in inter 
state commerce. 

My recollection was—although it was debated and no agreement 

as reached between the two parties—that the end result was that 
bout lf, cent per thousand cubic feet became the price at which their 
ras Was figured in the regulation aspect. 

Their case might be a half, somebody else might actually be in the 
negative. If they were lucky, they might actually be hav ing’ to pay 
ror a privilege of giving their was. That is conceivable. someone 
else might have a very high cost if determined on a cost basis 

i am not sure that that answers your question satisfactorily. 

Senator Monroney. It was an illustration of how impossible it is 
to establish under utility regulations a formula on raw material for 


Mr. Boarwrient. That is correct. 
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SFenutol Mi NRONEY., \ you SLY, you could, if you have been very 


ICKY, O1 { { vells ul been produced for a long time, come up with 
practically a2 ’ Ve rate in putt 12 ovs In line. 

Mr. Boarwricitr. That is rieht, The fact of the matter IS, [ think 
the conte} O oO fhe other side Was that it Was he@ative. But you 
Ce. there ire so n thy (yl tio 0 the mannel by which Vou adopt 
! pt { ! I | ( { Ly 0 

Ac ‘OUnTING 1 not an exact Cit nce, It is a symbol Cc form of logis 
of whosor r dor the ace hnting Phat is about what it Is. 

=~ tol VION N Let vive I | iit seems to me to be a Das 
questiol n this. li the Supreme Court decision in the Phillips Case 
rules out these contracts and changes the terms of the contracts by 
court order, thi loes the contract stand as the Court has altered it. 
Ol ~ the ( Vi 

Mr. Boarwricur, Frankly, as you know, I am not a lawyer, but 
[ will answer you within the limits of my understanding. It is my 
understanding, i it how s bj to test, that the contracts stand 
because the man who committed his reserves does not have the rigit 
of diseont i} 1 ! ( 

senatol Vii NRONE} I: ve though t] e Court has voided or invali 


dated the terms of the contract and the return ¢ 
Mr. Boarwricur. That is my understanding, Senator. 


‘ rm} 4 ae 
Senator Monronery. The Court ha suid they are subject, the con 


} 
1 
} 
i 


tracts written 10, 15, or 20 vears ago, long before we had a natural 
1 } 1 .] . :" 1 > . . = 4 

gas bill, long before the Federal Power Commission had ever asserted 

iright to regulate the produ er, these terms of contracts, at X cents 


per thousand cubic feet, have been held under the Phillips case to be 


subject to regulation by the Federal Power Commission as to amounts. 


My question and Lami 
; ] ! . | ; od ee . > 
contract says he qoes not ike the amount that the Federal Powe) 


hen do these contracts o1 


] sf 4 ] or ' 
ot a lawvel if the Inman who signed tne 


Commission has written into his contract, t 
which the whole national picture of natural-gas distribution stands 
become valid contracts / 

Mr. Boarwricur. In my judgement they are not valid contracts 
On the other hand. there is a commitment of reserves and an Inability 
Lo discontinue service. The review of reserve commitment IS not oO} 


a price. ‘| he review of reserve commitment IS price, delivery rate, 


pressure base, et cetera. When that contract is simned, those reserves 
° } ? ] - ) ns sd 
ure committed and the seller does not have the right to discontinue 


the service. 

Senator Pasrore. It must be admitted that the FPC froze the price 
under an escalation clause. It certainly was stopping the operation of 
the contract. 

Mr. Boarwricur. It does. 

Senator Monronry. That is merely stopping the operation of a 
contract which was based on the arm’s leneth buving. But the Phil 
lips case goes farther than that and permits any kind of new formula, 
not based on market price—not based on competition, not based o1 
negotiation—to be written in by the mere majority ot 3 members out 
of 5 on the Federal Power Commission. 

So you pretty nearly throw your whole basic contracts into a 
chaotic condition. I think there will be quite a court test on that. 

Mr. Boarwricnut. It nullifies the intent of both parties when the 
contract was entered into. The fact of the matter is it can wel 
amount to confiscation of property. 
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Senator Monroney. The Phillips opinion as to new contracts, I 
can see rests on a different thine 13 { loft th On th) tf. prea 
eally for all known reserves of gas in the country. have be rasecle 
and are on contracts now eX] ting and nov led ne that on 1} 


* 
; ; 
to the long lines. 


Mr. Boatwricnr. Yes, sir. 
Senator Monroney. One more question: Under your theory, if the 


Federal Power Commission doe recuiate these }>! es, 2 
from the field price, army’s leneth baron Ine, and establ ( 
some method of its own the price that will be paid to producer X 


producer Y and producer Z, would they not have under the due pro 
clause A right to appeal to the courts on that rate / 

Mr. Boarwricur. You mean concerning the past contracts 

Senator Monroney. No. 

Mr. Boarwrigutr. Concerning the contracts to be siened in. the 
future ¢ 

Senator Monroney. That is right. In other words, suppose you 
have a contract with a long line. The Federal Power Comm Oo] 


exercising its power under the Phillips case, decides to change youn 


rate from 10 cents to 8 cents. Would vou have the right. then. if 
vou are dissatished with that rate, to go into court and claim that 
you were being deprived of your property without due process of lay 


and keep each one of those indir dual rates that apprrently Would he 


fixed by the Keck ral Power ( OMMISSION 11 litie ition up re woh t | 
courts ¢ 
Mr. Boarwrieur. I do not know what right I would have I 
would sure find Out. Believe me, there would be a law uit oO { 
Senator Monroney. I know tn my home State of Okdahom 
could not even reoulate the electric utilities Por > of the iy 
would get a valuation established, and then they would go into court 
Mi secure an Injunction and eo into the Fede i] ourt nd enyomn 
the State regulatory body's valuation of their propert | | { 
p Ocess ( lause, ontre ding that they were dep \ ol prope ta 


out due proces of law 


If you ean get into that much trouble on a few utilit I do not 


know what you would get into on 8,000 gas produc ind about 
twice that many royalty owners because the roy itv owner ( i 
still have as much right to go into court as the produce ( 
hecause he has rot an in iolate interest in all the re) 


Mr. Boatrignur. That is certainly right. 


Senator Scnorprer. | will defer any questions regret | 
here all morning to hear part of the testi 
Senator Danien. Dr. Boatwrieht. did vou fully expla 
In your statement in connection with suppl 
the supply of gas to the nonprod ine Sst 
at len I would not keep up with the adenin iS. ‘ brite if ?) 
ducers is allowed to remain in effect 
Mr. Boarwricur. I certainly did. 
Senator Danie... I note vou d t CO 
n tl] last point that vou made as to the fact ¢ t oy | 
pre du ers would in reac Co) mer ( | t 
tact that the upply would | aqamu ed une reoy! of) 
ducers and is an important thing bearing on the price 


paid for what gas is available 4 
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Mr. Boatwricut. Yes. It is a very important thing. I thought 
it had been adequately covered. Perhaps I can retrace it just in this 
way—— 


Senator Danrex. Just with special reference to your last point, 
it would seem to me that one of the greatest factors on the increase 
O1 price to th CONSUME! in tne nonprodu ‘ing States would be the 
fact that the s sup ply to those States Is voing to be reduced if we 
continue with regulation of the producers. 

Mr. Boatrwricut. I think we could summarize the answer in about 


this manner: This morning I discussed the effect of regulation upon 
exploratory and de velopn ent efforts We used the empirical test 
when we discussed that point. That empirical test was based on 


those companies that were subject to regulation. We found that 
the exploratory efforts were reduced to a vanishing point. 

Consequently, if supplies tended to diminish in the interstate 
movement, the carriers wouk | operate at less than capacity. If t 
carriers operated at less than capacity because of the tremendous fixed 
costs associated with the operation of the line, their cost per unit 
would go up more rapidly than would the diminution of the load. 

Then the cost to the distributing comp any who buys at the city 
gate is much the same. He would face the prob lem of either reduced 
level of operation and reduced capacity opel ration, which would 
increase his unit cost, or he would have to rehabilitate his manu 
factured gas facilities. 

Consequently, = entire chain of events that is started in motion 
by the question of reduced supplies available for interstate move- 
ment will result in higher prices to the consumer from both the 
transmission and the distribution angles—also a very decided factor. 

Senator Dante. Is there any doubt in your mind but that the pro- 
ducers in the Southwestern States are going to try to find or make 
markets for their gas within the producing States if the Phillips de- 
cision is allowed to remain the law ? 

Mr. Boarwrieut. I do not think there is any question about that. I 
think that prior to the Phillips decision there was an increasing ac 
ceptance on the part of the Southwest producer that the interstate and 
the intrastate should be given comparable consideration. 

But since the Phillips decision, there is already evidence of the pro- 
ducer attempting to develop intrastate markets to escape the regulation 
that results from the Phillips decision. 

Senator Dantet. There is no regulation on producers’ prices on sales 
made intrastate is there ? 

Mr. Boarwricut. No; that is a competitive market. As I pointed 
out this morning, it represents now 50 percent of the market. If the 
50 percent is allowed to grow or does grow, as a result of the effort of 
the producers to find intrastate markets and develop them beyond the 
scope of their present development, then the availability for interstate 
movement will be reduced. 

Senator Dantev. Did you say this morning that a higher price is 
being paid to the gas transmission companies for gas sold directly to 
industries and at w — ule to distributing companies? 

Mr. Boarwrieur. I did so state, basing the comparison upon the 
competitive fuels area, all of the area north of Kansas and Arkansas 
and east of Mississippi, where the long line carriers sell natural gas 
for industrial purposes. They get a higher provision for that sale 
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than they get for the gas when sold at the city gates to other utilities 
for redistribution. That has been true since 1948. 

Senator Purrett. As a matter of curiosity, 1 would like t to refer to 
your chart on page 103, where you vive the price ot vas pal id by the 
residential user. Am I to understand that : nl »f these 1 are using 
100 percent natural gas? Are not some of mon cities using part 
natural gas and part manufactured gas? If so, have you not broken it 
down so you can really get the relationship ot the cost of natural gas 
and what they sell ? 

Mr. Boatrwricnr. All of the cities are not entirely on 100 percent 
natural | 

Senator Purreni. How did you arrive, then, at the relation 
the natural gas price to the price a consumer pays ¢ 

Mr. Boarwricur. This relationship, the price quoted for the resi 
dential consumer, is the offering price of gas generally quoted in terms 
of therms to the residential consumer. 

Senator Purre.tt, But you express it here in cubic feet, not in 
B. t. ue. 

Mr. Boatwricnt. That is right. The price paid by the residential 
consumer are these prices in terms of cubic feet using 10 therms per 
thousand cubic feet. The 10 is approximate. Actually the number of 
therms per thousand cubic feet is slightly greater than 10. The second 
one is where they sell gas at the city gate. The third is where they 
buy the gas in the field. 

Senator Purtei.. I was thinking mostly about the price the resi- 
dential user pays. In other words, these figures really are less accurate 
than they might be if you could break that down a little better. You 
lave got cities in here where you are using probably 50 percent natural 
and 50 percent produced or manufactured gas. Is that not correct? 
Or the percentage may vary. Is that correct ? 

Mr. Boarwricutr. You do have a varying ratio in different com- 
munities, 

Senator Purrett. So you really get somewhat of a distorted pic- 
ture; do you not? 4 

Mr. Boatwricur. Not from these figures. These figures are the 
price they get per thousand cubic feet based on the therm quotation 
using 10 therms per thousand cubie feet. The price may be quoted 
high because of the prevalence of manufac tured gas in there, which 
ishigh. That happens in several of these communities. 

Senator Purret.. I would judge it Wag 1. 

Mr. Boatwricut. It definitely does, yes, sir. 

Senator Purret.. I have no other sian 

Senator ge Doctor, are you familiar with the bill that is 
under discussion, S. 1853? 

Mr. Boatwricut. I have read it, sir, yes. 

Senator Pastore. “ci you a copy of ité 

Mr. Boatrwricur. I do not. 

Senator PasrorE. May I hand you this. Would you want to com- 
ment on section (b) about which some question was raised’ You were 
in the room here yesterday when that question was raised ? 

Mr. Boatwricurt. I was. 

Senator Pastore. Are you familiar with that section / 

Mr. Boarwrienr. Yes, sir. 
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Senator Pasrore. Is that something hew compared with the bill 
that was vetoed DY President Truman ¢ 
Mr. Boarwriciut. Section (b): 


When an increase in any rate or charge of a natural-gas company is based 


in whole or in part upon any new or renogotiated contract * “a 


Senator Pastore. I am talking about (b) and also (c). 

Mr. Boatrwricut. Yes. That section is new. 

Senator Pasrore. With reference to sections (b) and (c), would you 
comment on what protection the consumer would vet ultimately from 
that provision, if any at all, in your ¢ pinion 

Mr. Boatwr iG HT. In mv opinion, the very fact that the Federal 
Power Comunission is given the power of review of the reasonable- 
ness of price in a renevotiated contract, or In a new contract, results 
in the application of a third party’s judgment and would by that 
means cause the prices that are approved to meet what might be 
classified as the customary or the standard price application in “a com- 
petitive marke i. 

To that extent it does offer a protection to the consumer. 

Senator Pasrore. Any further questions ? 

Senator Monroney. In answering Senator Daniel’s question a while 
ago as to the 50 percent of the gas that is produced in the 7 South- 
western States remaining in those States, do you know of any 1 of 
those 7 States or any other State that has historically—and they have 
been producing and distributing natural gas for almost 5 years in 
some of those sections—ever considered regulating through their 
public-service boards the price of the raw material going into an 
intrastate gasline 2? 

Mr. Boarwricur. No: I do not. 

Senator Monroney. In other words, the national aspect is of rather 
recent duration. The beginning was about 1938 

Mr. Boarwricur. That is correct. 

Senator Monronry. But the seven producing States have grown 

p with this problem, have seen it develop into a statewide distribu- 
tion system, and have always considered that it was an impossibility 
fo try to fix the price of the raw material. 

Th pnerens, while thev had regulation as to the pipelin » costs, they 
nevel t behind the field price for the raw material. 

Mr. ae [ do not know of any case to the contrary. 

Senator Monronry. And I can remember back when the gas was 
> cents and you had a State law that would make the utility take it 
ratably. In other words, the pipeline companies at that time, with 
kets, were subject to State enforce 
ment so that they could not buy from one favored man in the field. 
But they had to spl ad the ratable takings over all the producers to 
get away from this very thing you mention. ‘Taking from one well 
and not the others would channel the gas into the well that was 
producing the most 

Mr. Boarwricur. I do not know whether this actually took place 

your State or not, but I am sure that Senator Daniel will concur 


with me on this. There have been many cases where, under the 
requirement of consery ation and the ord rs of the conse rvation board, 
people tried to vive the vas to carriers to find a market SO they could 


contorm with the conse rvation orders. 


1 1 . . 
such a surplus of gas and so few mar 
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If they could vive away thre Os, they CO ild then oe head and 
produce the oil. 
1 } | ] a 
senator DANK They could proa 1g the Olt at Cre 
that eas or the distillate ¢ 
Mr. Boarwricir. That is correct. 


Senator DanieL. In many cases, as you know, they would | t! 
ons, flare it. 

Mir. Boarwriaitr. Yes. 

senator DANIEL. The Case Chrit (reneral | 1hpso LiKe ib { 
vesterday are cases that L worked « 1 sinter @ ‘le fend the order that 
our Commission passed to require the comipanies to quit venting ga 
quit burning it, but to keep it in the ground until they couid find a 
market for it. 

Of course, as I said, that could be done only in the instances where 
there was a market available. The compares just would not wait 
until they could connect the pipelines or build plants that would 
permit th em to get sre as in shape fo put into a trai mis QO} | 
They would not only Ive lb away but they would b rhnit in the Lit 


order to continue to pro Luce the oil or di still: ate that came with it. 

Senator Monroney. In connection with the Gas plants that you men 
tioned about the interstate pipelines picking it up at the back door of 
these absorption plante . would not it be completely possible and even 
logical under the P hillips case, if this gas is sold by a producer to a 
| plant, since it Is just another one of the steps mm interstate com 
meree, for them to reculate the Price that the @as plant hn pav tor 
the gas froma producer ¢ 

Mr. Boarwrigut. I do not see how it is going to stop that. Of 
course, I think it will move on out. 

Senator Monroney. So then you are right in the middle of price 
contro! on gasoline and other petroleum products as you do in the oil 
well that produces 50 percent gas and 50 percent oil. You would be 
directly in the middle of the gas-plant purchase 


Mr. Boarwricit! I see no ‘ape from it. . 
Senator MOoNRONEY. U aca would just have the skimmir ng pl { 
skim if and turn that ras back over to the account of rr an 


producer. 

Mr. Boarwrigut. That is what you would have to do, and each pro 
ducer would have to sion a separate contract for the dry OAS, That Ss 
the only way I know you can do it. . 

Senator Monroney. Otherwise I think you would be right in the 
middle. 

Mr. Boarwrigur. And when you do that, you are atomizing the 
industry even more again and increasing the problems of the carrier 
companies. 

Senator Monroney. Do you think there is any group of men or any 
group of engineers who could come up with a more fair and equitable 
price than the established going fair-market price jn a gas field or gas 
fields that have been established by the competitive system ? 

Mr. BoATWRIGHT. | certainly do not. We must recognize that. if 
not the judgment of a man in a competitive market. that determines 
price. It is the weight of supply and demand. It is the condition of 
the market that determines the price. 

Ifa iad makes a mistake, it will soon he corrected because here rr 
thousands of other contracts flowing along from day to day Of 
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course I am a trained economist, gentlemen, and you must realize that 
I think there just is not a protection for the consumer that is quite the 
equal to the protection of the competitive market. 

[ have read the history of economics for years and I have seen in 
history and so have you plans and designs, again and again, fall by 
their weight. It is throughout the whole history of the country and 
the earlier histor V of urope that has produced endless cases, 

I just do not think there is any price that can be derived from the 
judgment of a single man ora group of men that equals the competitive 
b eC hay \ rior. 

Senator Monronry. I would like to compliment Dr. Boatwright on 
this wonderful bunch of maps that he has submitted showing the route 
ystem of our natural gas supp lies, because I think that very fact 
those illustration: proves to anyone that you cannot have a uniform 
rate system. It is going to have to be determined by field location, by 
productivity, and by the accessibility of the market as well as other 

sections. 

I would like to ask that these be included in the testimony because I 
think it is the first time in the history that you have shown the com- 
plexity of the source of the raw material that goes into these gas 
lines. 

Senator Pasrorr. The complete document has been made a part of 
the record. Asa matter of fact, I do not think it an impropriety t 0 
ask you what a job of this kind costs. Sometime privately lam going 
toask you. 

Mr. Boarwricur. The most interesting thing about this job is that 
“ stated wish was the source of information and aid. I have never 
worked on any economic analysis in my experience where I had the 
complete and unstinted cooperation of every single member, of pro 
ducers, of carriers, and ever ybody else like this. 

All I had to do was to state a wish and everybody would jump in and 
help. You cannot estimate the cost of that job. 

Senator Pasrore. All those people indeed have an interest in this 
legislation that‘is pending, and I am not too much surprised that they 
give full cooperation. 

Senator Purret.. That is an example of what the competitive sy 
tem will do, is it not ¢ 

Mr. Boarwricut. It isan excellent example. 

Senator Pastore. If you substituted the word “interested” instead 
of * ‘competitive,” I think it would be more correct. 

On page 2 of your statement under paragraph 5 you state: 

In the one case where regulation of production of natural gas on a utility basis 
has been practiced, production not only declined as a percentage of an expanded 
market. but actual volume of output declined. Efforts to discover new reserves 
by these regulated companies was reduced almost to the vanishing point. Regu 
lation as practiced did stifle the initiative and reduce supplies. 

Can you give us the reference to that case ¢ 

Mr. Boatwricur. Yes. It is the discussion that starts on page }() 
under the heading, “Does Regulation Reduce Exploratory Effort?” 
That discussion carries through pages 40, 41, 42, 43, and the first. para- 
graph on page 44, where it is the discussion of the output and the 
exploratory effort of natural-gas production where the natural gas 
production was a part of the operations of the public utilities owning 


that production. 
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Senator Monroney. In other words, that table 11 which shows that 
in 1945 the ratio owned by the natural-gas utilities to their market 
and production was 24.8 percent has declined in 1953 to 10.5 percent 4 
Is that correct ? 

Mr. Boarwricut. That is correct. 

Senator Monroney. And I think some place in that statement you 
show that only a very small number of wells—on page 48: 

Natural gas utilities as a group simply have not found it economically feasible 
to go out exploring for new gas reserves. In 1953, they drilled only 46 new-field 
wildcats compared with 6,925 drilled by all concerns. With utilities drilling 
less than 1 percent of the new-field wildcats, it is clear why their production hus 
declined so sharply in terms of total marketed production. 

That is the answer to the fact that they cannot explore, they cannot 
take the high risk on a utility return as originally allowed them in the 
Panhandle case. 

Mr. Boarwricur, Keeping in mind also the ratio of 1 to 9. 

Senator Monroney. One other point. These figures showing pre- 
dominance of the industry—— 

Mr. Boatwrieur. The concentration ratio 7 

Senator Monroney. The concentration ratio, yes. 

Mr. Boatrwrieut. That starts on page 44 immediately following. 

Senator Monroney. Could you elaborate a bit on the middle of page 
52? I find that 382 out of the 452 total were more highly concen- 
trated than is the natural-gas production. 

Mr. Boarwricut. Yes. 

Senator Monroney. That includes, of course, not only the cigarettes, 


motor vehicles and parts, steelworks, mealpa king, woolen and wor 
sted fabrics, but would include some 375 additional industries. Is 
that correct ¢ 

Mr. Boatrwricut. Yes. There is a report prepared by the Depart 
ment of Commerce representing the findings of the Bureau of Census 
on the last census of manufacturers. They have a total industrial 
classification, separate classifications, of 452 industrial groupings that 
may follow. ; 

When the Celler committee was looking into monopoly, a request 
was made that the Department of Commerce give them the concentra 
tion ratios in the manufacturing industries as per the census classifi 
cation. They gave them the classification on the 452. What we did 
there was to take every singse separate industry, and wherever the 
first four were responsible for more than 17 percent—which is the 
story of the natural gas—they were counted. ‘There were 382 out of 
a total of 452 manufacturing industries more highly concentrated 
than the ownership of natural gas. ' 

Senator Monroney. Generally speaking, if we carried it through 
the first 8, the first 20, or the first 50, it would be largely true if it was a 
big industry, too? 

Mr. Boatwrigur. Oh, yes. 

Senator Monronry. If it was a very small industry you might get a 
difference. 

Mr. Boatwricut. That is correct. 

Senator Monronry. Do you have any idea as to what the investment 
is between the production of natural eas and the distribution and 
transmission lines? I thought you might have that handy. 








226 AMENDMENTS TO TH NATURAL GAS AC 


Mer. Boarwrieur. Actus 1\ uch a vure Is hot avatlable. The rea 
on it is not available is the production of natural gas—the investment 
representing that the investiment the production of natural was 

Phe amau {ry Is spend rs OOO mon per annum in exploratory 
und development costs for the production of oil and gas. ‘That is 
pproximately our current rate of expenditure. 

Senator Monroney. What is the period over which a gas well is 
econonie ally fex eto produ eC. a OF nerally accepted industry figure ? 

Mr. Boxrwricnr. It varies quite widely, depending upon the area. 
I would h lifficulty giving you a good representative figure. 

Senator Monroney. Fifteen vears? Ten vears? 


Mr. Bosrwrieutr. Many of them are 15 
enator MonrRoONEY. Thev do vO down rather rapidly as they are 
produced. Of course they lose their rock pressure, and a gas well that 


was lost its pressure Is not subiect to b Ing produced, is it? 

Mr. Boarwricur. No. When it has lost its pressure, then you have 
to start the cost of putting in your compression or stations boosting the 
ress Oo nto your lines and things hke that. Your costs go up 

ery sharply But I would \ that there are iInany areas where the 
fe j > vears. There are some where it is greater than that. 





life of a particular well may have been diminished, 
Utnay have to drill additional w TiS 1] the eeneral area and, a | “AY, 
provide facilities to step up the pressure to meet your commitment. 
~ Senator Monroney. How long does a distribution svstem or inter 
“fate transporctatiol line produce ¢ I mean, what is the usual hfe? 
Mr. Boarwricur, Of the pipe in the ground ¢ 
renator VIONRONI -s Yes 
Mr. Boarwricur. We do not know vet. We have not lived that long. 
One hundred years is not an impossible situation. The difficulty, of 
course, is the economic lite. That is one of the difficulties. 
Senator Monroney. What do vou mean ¢ If they lose their vas 


pply ¢ 

Mr. Boarwricur. The steel in the eround will last longer than the 
original reserves committed. That is why a pipeline company is never 
through building. You do not move the warden hose, but what you 
do is you just build an extension from your hose to a new area. You 
are never through building. 


Senator Monroney. Like the roots of a tree, they go out in all 


4 


directio1 ( 
Mr. Boarwricur. The roots of a pipeline are just like the roots on a 


] 


tree, literally. At the pres nt time we have vot one extended into the 
a 


offshore aren. That is an engineering feat. 

Senator Monronry. I can understand how they can drill in deep 
water, but how are they going to connect their Christmas trees and get 
the eas off of the bottom of the sea ? 


Mr. Boarwricur. They have got them connected and they are 
ing it in to shore right now. , 
enator Monroney. Do deep sea divers go out and lay them ? 

Mr. Boarwricur. I cannot give you the explanation of it. As I say, 
there is such a line that extends offshore. The United Gas Co. has 
built such a line. It is an extremely heavy steel casing, and it has to 
he built to a strength that will withstand the ebb and flow of the tides 
and things of that sort. It is an engineering accomplishment. 
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toi he b 


Senator Monronery. | say that would further complheat ed 
eral Power ( OMISSIONS reg ilation Oh retvtuyrl 

Mr. Boatwriairr. What is the cost / L do not knov Vint thie Oo 
sor what are the resery ; i do not Ix ww that either. on ‘ be] ( 
will be able to put wnetwork out the e hile we have over t i the 
State of ‘Texas. | do hol know that vel either. Time will | ive lo 


tell that. 

Senator Monronry. Thank you very much for your very helpful 
testimony. 

Senator PASTORE. Thank vou very mit i, Doctor. Whether ar yone 
agrees with your presentation or not, they will have to admit it wa 
very exhaustive study and very excellently presented. 

Mr. Boarwritciur. Thank you, sir. 

Pasrore. Is Mr. Zachry in the room / 
Mr. Orn. Mr. Chairman, Mr. Zachry is on his way here. We did 


not think he would be reached until tomorrow, He will be n tonight. 


senator 


Senator Pasrore. Ilave you any other witness who will not take 
more than half an hour? 

Mr. Orn. No, we have no witness who will take a half hour whom 
ve could present this afternoon. 

Senator Pasrore. Do you have any len how lone Mr. Zachry will 
he in his presentation / 

Mir. Orn. It will take him about an hour. I think Mer. Za y will 
be ready in the morning and so will Mr. Brown. [am not sure whether 
Mr. Merriam will be ready tomorrow or Friday. 

msehnator Past RE. All right, then It we have ho witnesses, the only 
alternative is to recess 

Senator Daniex. Mr. Chairman, as I understand it. we are this week 
going to try to hear all of the proponents of the bill. Is that right? 

Senator Pasrore. That is right. 

Senator Dantev. Has the Chair announced that 1f any proponents 
Wi ly to be heard, they should appear this week / 

Mr. P; LLEGRINE. Not in that fermi, no, We have announetd that 
the proponents would be heard this week. Senator Maenuson’s press 
release announced that the proponents would be heard this week, the 
Opponents next week. He did not state they would be foreclosed if 
they did not appear. 

Senator PASTORE. I cannot speak for Mr. Maenuson or any ho«dy else, 
but my feeling would be that anvore who wants to speak on this bill, 
ert her for or a@ainst, ought to he heard. 

Senator Danien. Yes. 

Senator PAsrore. We ought to make time for them, whether it t} 
week or next week or whenever it might be. 

Senator DANIEL. Yes. In other words, ve hould asl ar we ems to 
me, and I understood that that was to be done, that the proponents 
far as possible cooperate by getting their evidence in this week, a1 
that the opponents do likewise next week. 

Senator Pasrorr. That is right. 

Mr. Orn. Mr. Chairman, I find that Mr. H. B. Fell. of the United 
States Chamber of Commerce is in the room. I think he is 1 ady. 

Mr. Fett. [Tam ready. 

Senator Pasrorre. Would you come forward, please, Mr. Fell, if you 
do not mind. About how long would your presentation take / 

Mr. Fenn. It took, on atest this moi ning, 33 minutes. 
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Senator Pasrore. I think we ought to hear you, Mr. Fell. Will you 
not sit down. 

Mr. Feix. I understand from the chamber that the copies of my 
statement are up here. Is that correct / 

Mr. Peiiecrint. Yes, sir. 

Senator Pasrorr. All right, Mr. Fell, will you give your name, your 
association, your background, and your interest in this matter and 
then proceed to give us your statement. 


STATEMENT OF H. B. FELL, ARDMORE, OKLA., FOR THE CHAMBER 
OF COMMERCE OF THE UNITED STATES 


Mr. Fenn. My name is H. B. Fell. My residence and office are in 
Ardmore, Okla. I received a civil-engineering degree from Prince- 
ton University, and pr: clined all my business life has been in nat- 
ural-resources industries. I have been president of the Simpson-Fell 
Oil Co., a small oil- and gas-producing company, since 1923. 

[ have a vital interest in this matter, as I own 40 percent of the 
stock and my wife nearly 20 percent; so when the company spends a 
dollar, we are spending what we think is a lot of money. 

On February 1 of this year I retired as executive vice president of 

he Independent Petroleum Association of America, having served as 
a io ial of that organization for over 25 years. 

During the Second World War, I served as a member of the Petro- 
leum Industry War Council and as chairman of its production com- 
mittee, and also as Chairman of the Production Committee for Dis- 
trict II of the Petroleum Administration for War. 

I speak in behalf of the Chamber of Commerce of the United States, 
a federation of 3,100 business organizations with an underlying mem- 
bership of more than 1,650,000. T am a member of the chamber’s 
natural recources committee. .\nd I wish to express to you, Mr. 
Chairman and the members of your committee, my appreciation for 
this opportunity to discuss with you what I think is one of the most 
important problems now confronting our Nation. 

The national chamber strongly urges your favorable consideration 
of legislation to amend the Natural Gas Act of 1938, to forbid the 
regulation by the Federal Power Commission, or any other Federal 
governmental agency, of the production and gathering of natural gas 
and of the sale by the producer of natural gas which ultimately 
moves into interstate commerce for resale. I am glad to note that in 
testimony presented to the House Interstate and Foreign Commerce 
Committee on March 22, the Federal Power Commission took the 
same position. 

The chamber, with members in both gas-consuming and gas- 
producing States, supports legislation of this character for the 
following reasons: 

1. Because the gas-producing industry is competitive and is not 
a monopoly ; nor does it have the characteristics of a public utility. 

To prevent the establishment of a dangerous precedent of the 
Fr eder: al Government regulating a highly competitive industry. 

To provide necessary incentives to make more gas available for 
consumers. 

To provide lower average prices to the consumer as a result of 
increased supplies. 
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To prevent interference with the oil and gas conservation pro 
crams of the various States. 

To relieve the Commission from the impossible task of fairly 
and equitably determining proper prices for gas to be paid to the 
Sa gs Es 

To relieve the taxpayers, including the gas consumers, from the 
high cost of regulation. 

1853, by Senator Fulbright, of Arkansas, would not only exe a 
an inde ‘pende nt produce rs and gatherers from Federal regulation bi 
would also permit integrated companies and their affiliates which 
are in the pipe ‘line business transporting Ons 
to receive the reasonable market price for vas produced row) the 
own wells 


n interstate commerce, 


PRODUCTION AND GATHERING NOT A MONOPOLY 


In order to provide for the best interests of the public, Government 


has olvel monopolies to those engaged in the interstate trai portato! 
of natural gas and to its distribution. It makes sense to have only 
| pipeline bring gas to a community or area, and only 1 company 


listribute it to the consumers in that community or area. 
This procedure prevents duplication of capital investment, and with 


the increased volume so handled makes a possible to operate more 
efficiently and at lower co ts. and so bene the public in lowel prices, 
Where companies are monopolies, it is ars ‘ourse essential that they be 


regulated with regulation of interstate transportation of gas by the 


Kederal Power Commission and regulation of distribution by the 
state regul: Lory are encies, 


On the other hand, the production and gathering of natural gas is, 
in no sense, a monopoly. There are several thousand companies 


some estimate over 5,000—engvaged in the business, ranging from large 
to very small. No single company produces over 5 percent of the 


natural gas marketed, and the 57 largest companies produce less than 


one-half. 2 

One pipeline may get its gas from hundreds of producers. ‘The pro 
ducing industry is hig hy compet! tive. The interstate pipelines are 
not the only market for natural gas. These pipeline companies not 


only must compete with each other for supplies of gas, but with com- 
panies transporting and distributing gas within the State of produc- 
tion, and with large industries using natural gas as a fuel or as a raw 
material for the production of many chemical produce ts. 

Nearly one-h: lf of the was marketed in the United States is already 
being consumed in the five-State producing area—Texas, Louisiana, 
Oklahoma. New Mexico. and Kansas. These five States produce ap- 
} roximate ‘ly Oo perce nt of the Nation’s total was produc tion. 


According to the law, as now inte eee a ee gas producer 


selling gas into interstate commerce is classified as a public utility. 
That tag dees not fit. According to common leg a interpretation, a 


’ 
utility has certain definite characteristics. First, its service or prod- 
ict must be necessary to the public welfare. This of course is At of 
natural was. 
Second, a utility dedicates itself to serve all comers equally, to the 
limit of its capacity. This is not true with gas producers. They nat- 
urally pick and choose their market. Third, a utility is so naturally 
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HLOMOPOLy thiaat con metit i i W || hol work 1th Lie publie terest 
Here too the shoe does not fit. There are literally thousands of com 

ting producers the Nation. ofte scores of then: in one field. 
Field prices reflect this market rivalry. 

I{ olnpetition were shsen thy price fons at the wellhead miele 
He thaueh hiehel than it ; { nlike the electric power con pany, the 
railroad or the }) peline, the va producer has no mono poly over his 

hill | reso ( Lie }) odu ev upply of vas depends Ol) his 

') fy to find it before a rival proaucel beats him to It. Ile must 
Con pete and Ou bic oi lie producers for leases. Then he st drill, 
( hf ugin tive odds of discove ring productioi are ) to {| agalnst 
Pid. ar from be nea miol poly, tl » producet al avs runs the risk 


of not finding the reserves he needs 

Qn the basis of the law as now apy led to natural Ons producers, 
any i «| stry that sells its products il) nite state commerce could also 
utility. I mean shoes or peanuts, or anything else. 

If natural-gas producers are to be we as a public utility, they 
hould receive the same advantages as other public utilities. 

The interstate gas-transmission lines e Njoy certaim Important pris 
leves oranted them by the Federal Government in return fot which 
they are required to submit to certain regulations. They can exereise 
the right of eminent domain. They enjoy al practical monopoly, as 
the Federal Power (‘ommiussion will not orant a certificate for tl 
parallel competing line. 

They are allowed Lo charge il price for then SC TVICeS which will 
enable them to amortize their investment over a reasonable period, 
with interest usually about 6 pereent. In return for these privileges 
the interstate @as pipeline com pany must submit to a series of reouln 
tions, 1K luding t hat of control of price for their services rendered 
or for their products sold. 

The situation of the was produce is entirely ditferent. Ile has 
none of the privileges enjoyed by the interstate Gas pipelines. He 
eke his capital with no guaranty that he will get his investment 

‘k., much less interest thereon. If he fails in his costly exploration, 
the loss is his own. 

(on the other hand, if he is successful enough to find Mas, the Fed- 
eral Power ( ‘ommission, under the decision in the Phillips Case, will 
ix the price at which it can be sold, because he is technically considered 
to be a public utility. 

In order to p lace the natur: oe is producer on an even footing with 


the interstate gas pipelines if he is to be regulated, he should enjoy 


benefits comparable to those of the latter. To take a specific example, 
vas producer should be able to go to the Federal Power Commission 
and say: “Tam pre pared to spend $20 million looking for ga I can 


satisfy you that the money will be spent under the proper cardi al 
and technical guidance. Will you please give me a monopoly on the 
earch for gas in the southeastérn portion of the State of Colorado.” 
Obviously, no such monopoly could possibly be given to the producer 
under our form of government. 

Under the Supreme Court decision in the Phillips case, the producer 
of natural gas is condemned to carry all the burdens of a public utility 
without enjoying any of its privileges. 
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DANGEROUS PRECEDENT ESTABLISHED 


lf natural vas prices at the wellhead are to be regulates Vu 
would not this establish a precedent for regulation of other fuels? Ut 
the prices of fuels are to be regulated by the Federal Government, 
then the prices of other commodities entern Y nO Interstate commerce 
mieht | kewise be reoculated by the Federal (roverhnment 

There are ho facts or ¢ ircumstances calline for the regulation of the 
prices of natural gas by the Federal Government while the prices of 
other competing fuels and the prices of other commodit es, entering 
into interstate commerce, remain free from the same regulation. 

The Chamber of Commerce of the United States believes this 
dangerous precedent of regulation of a competitive energy industry 
should not be allowed to stand. The only assurance for a continued 
supply of oil and gas is the economic freedom to search for and 
develop new underground reserves, under our traditional system of 


competitive enterprise, based on the natural law of supply and de 
mand a contrasted to price fixing by a public | ody. 


WILL THE CONSUMER BENEFIT! 


The Phillips Petroleum case—which resulted in the Supreme Court 
decision forcing the Federal Power Commission, against its best 
judgment and desire, Co regulate the production, eather ne and sale 
into interstate commerce of natural @as—was brought on by the mis 
taken idea of some consumers that Federal reeulation would result 
in cheaper gas. The end result of Federal regulation will be exactly 
the opposite less gas for the consuming states at higher pri ; 

Federal regulation will tend to reduce the supplies of gas moving 
into interstate commerce for four reasons: (1) it will divert gas to 
intrastate uses; (2) it will retard the exploration for, development 
of, and production of gas; (3) it will cause the producer, even if he 
vas available for product on which is not already committed, to 
withhold the gas from the market until a market within the State can 
be found: and (4) it will interfere with State conservation measures, 
thereby resulting in greater waste of fas. 


has 


As a producer, I know that, given a choice, gas producers will seli 


their gas in an unregulated intrastate market In preference to a 
reculated interstate market where they will have little to L\ about 
the price they will receive. As previously pointed out, nearly ¢ 
half of the gas marketed in the United states is beng consumer 
the five-State producing area, 


Not only is it bein used in homes in per capita quantities far im 


or 
_ h i 


excess of such use in Northern and Eastern States. but its industrial 


n the producing States is growing by leaps and bounds, both as a 
cheap source of energy and as a raw material for the produ tion of 
chemicals. 


I predict t 


ind sale of Yas into interstate commerce Is allowed to stand, the five 


hat if Federal regulation of the production, gathering, 


State producing area will see a tremendous orowth of Industrie ising 

atural gas. These will range from the light-metal industries, which 
depend upon a cheap source of energy ror meiting the met il. to 
hemical industries producing such things as synthetic rubber, pla 
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tics, and sythetic oils and gasolines; all of which can be made from 
natural gas. 

To my mind as an American, such a concentration of industries in 
any one area would be contrary to the principle of dispersion ad- 
vocated as important to our national security. Natural gas should 
be made available throughout the Nation to the greatest extent 
possible. 

Senator ScnorpreL. Mr. Chairman, if Mr. Fell does not object at 
this point 

Mr. Freiu. I have no objection, Senator. 

Senator Scnorrren. I might say that | have had men who are inter 
ested in financing industries say to me that “maybe you fellows down 
in the gas-producing areas, if this decision ste ands, ought to be thank 
ful and thank the Supreme Court of the United States for going over 
into this category of thinking (which we consider wrong), because it 
will be the single biggest factor for developing your States in industry 
and for a greater utilization of natural gas in the industries using coal 
and even oil in a lot of those five States.” 

I hate to admit it here today. That looks like that could be in the 
making. I happen to know that there are requests already made for a 
greater utilization of natural gas for heating and for manufacturing 
that heretofore have been excluded because of the offpeak loads that 
they are using now and wanting to go on an indeterminable load 
factor which would be the result if this situation is not remedied. 

I could not help but mention that because of the very fact you have 
mentioned in this paper. I think it is going to be a very great con 
tributing factor. 

Mr. Feiu. Senator, I have had the same thing told to me. I am sure 
that Senator Monroney knows that there are lots of industries looking 
around in Oklahoma now. However, I believe Senator Monroney and 
you, likely—even though Senator Monroney and I are Oklahomans 
and you are a Kansan—are Americans first. 

Senator Scnorerren, That is correct. 

Mr. Feit. We do give prior consideration—I believe Senator 
Daniel does, too—to our national security over any financial benetits 
that our States might secure by not being willing or not selling gas 
to consumers in other States. 

But you are absolutely right. I have heara the same thing. That 
was the reason I brought it in here. 

Senator Monroney. He is also right, is he not, Mr. Fell, that if the 
process of dealing with the other 42 States that do not produce gas 
gets so bad it is impossible for a producer to know what the price 
that he is going to be able to sell his product for, then at least we 
uncommitted gas will then go into intrastate commerce instead « 
taking the hazard of the long trip east without the return on i 
investment ? 

Mr. Fewu. I said that I, as a producer, know that will happen be- 
cause that is what I am going to do. 

Senator Monroney. And you know that is the feeling in all the 
mideontinent area. 

Mr. Feit. And there is nobody that can make me ship my gas out 
of the State. 

Senator Monroney. You will stand by that which you are com 
mitted for. 
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Mr. Feri. That is right. 

Senator Monroney. But the supply on which these new contracts in 
the East depend—and they cannot exist on a static supply—will be 
committed to intrastate commerce. 

Mr. Fevx. And will be held for that. 

Senator Monroney. And they will be sold even at a lesser figure 
because of the freedom from regulation if they have to. 

Senator Pastore. Mr. Fell, are you a gas produc er ? 

Mr. Fe.x. To asmall extent, Senator. I am largely an oil producer. 

Senator Pasrorr. I would like to get your observations as to these 
questions that are of great concern to me on the record. You have 
said, “No one can make me sell my gas,” which, of course, is true. 
Why are you so resentful? That is the point I would like to make. 

Do you feel that because the Federal Power Commission will control 
you as a public utility, you will be denied certain basic profits’ J 
would like to hear your expression on that. 

Mr. Feu. I have a rather definite feeling—-I was going to refer to 
it later. Senator Douglas’ bill says that these costs on which th 
prices are based should be determined for the individual property. 
If I go out and drill 10 dry holes before I find that gas and I cannot 
include that in my cost, I am just going to quit. 

We are all just going to quit looking for gas. If we find some gas 
along with the oil, of course we will sell it intrastate. But what is 
the incentive to go out, Senator, and spend hundreds of thousands of 
dollars on dry holes in looking for gas and then only be allowed a 
return on the one successful venture / 


Senator Pasrore. Let us forget that amendment that is being sug 
gested by Senator Douglas. Just let us look at this picture as the 
law now is affected by the Supreme Court decision. Are you in that 


identical position as you have just stated ¢ 

Mr. Feei. Yes: and I am going into that further in my testimony. 
I think it is impossible for the Federal Power Commission or anyone 
else to determine with any degree of accuracy just how much’a thou 
sand cubic feet of gas costs on a certain property. Even if they take 

the dry-hole cost, they have to take in the costs of all leases, the 
costs of rentals. Which properties is he going to apply them to/ 
What part of the cost of producing from a well that produces oil 
and gas are you going to apply ¢ ¢ 

If your oil makes you a profit, is the Federal Power Commission 
going to say, “You are not entitled to anything for your gas?” I 
mean, it is just insurmountable, Senator, I think for anybody to de 
termine a utility rate base on gas at the wellhead. 

Certainly the gas-producing industry is competitive, the same as 
the shoe-producing industry and the same as the textile-producing 
industry. If our commodity shipped into interstate commerce is to 
be put on a utility basis, why not put they all on that basis? It would 
be a lot simpler to figure out what the cost of shoes is. They could 
Say ° 
If you ship any shoes out of St. Louis and out of the State of Missouri into 
any other State, we are going to put you under a commission and we are going 
to determine the price at which you can sell those shoes. 

Senator Pasrorr. Would you say that the cases are comparable or 
analogous ? 





AMENDMENTS TO THE NATURAL GAS ACT 


Mer. Peon. Would you not say shoes and gas are comparable / 

Senator Pasvorr. No. Asa matter of fact the N: atu al Gas Act of 
1938 savs, ana you say in vour statement : “(Gas is of a character that 
would be su cept ble to regulation by public utility.” Then, of course, 


Vou raise 

Mr. Fen. I do not think T said it would be susceptible. 

Senator Dante. “Essential to the public welfare,” and so are shoes. 

Mir. Fenn. Shoes essential. 

Senator Pastore. Do you mean it in the same sense? If we get into 
examples here that become rather ridiculous, Iam afraid we are going 
to lose the force and effect of some of these splendid presentations. 

Mr. Fen. Let’s say coal is comparable. We might say coal and oil. 
They would be comparable commodities, I mean used for the same 
purpose. We might limit it to that. 

Senator Pasrorr. [understand you are trying to make that analogy, 
but I really cannot see it app lied to the control shoes. 

Mr. Feii. We can limit it to competing fuels. 

Gas is an exhaustible and irreplaceable resource. Gas producers 
must constantly spend large sums of money in exploring for and de- 
veloping new reserves to replace those that have been produced. This 
is a business of high risks, where the average chance of drilling a 
well which produces any quantity of oil or as is about 1 in 9. The 
risks are not only getting greater every day, but the cost of explora- 
tion is steadily increasing. 

Producers cannot afford to take these risks unless they know the 
price they will receive for their gas will cover all the costs involved 
in re} ylacing’ the same, including le ase acquisitions, lease rentals, fe0- 
levies al and geological expenditures, dry holes drilled, development 
costs, overhead, and SO forth, Pp ylusa reason able profit, and will be set by 
competition in a free market, rather than by regulation by the Feder: il 
(covernment. 

I know from experience—as all others in the industry know—that 
produce rs of eas cannot exist on a utility rate of return on the invest 
ment in their ‘produce ing properties without regard to losses incident 
to searching for and deve loping g oas reserves 

Senator Danrev. Mr. Fell, is not the best evidence in support of 
that statement the fact that those producing companies which have 
come under regulation of the Federal Power Commission have just 
quit the business of searching for and developing gas ? 

Mr. Fevi. There is no doubt about that, Senator Daniel. That is 
actual evidence that that is what happens, and supports this statement. 

Under the law of supply and demand, these factors are taken into 
account. But we do not know whether a publie body that fixes prices 
would give full consideration to all of these basic factors 

Already officials of several banks that loan money to producers of 
oil and gas have testified before the Federal Power Commission that, 
in justice to their stockholders, their banks must refuse to loan money 
for such purposes, until the extent and type of Federal regulation of 
prices is known. a 

Senator Monroney. Let me ask you right there, Mr. Fell, going 
back to the implication of this Supreme Court decision. Undoubtedl]s 
as some of these producers carried out their Horget paigoy on their 
20-year contracts, to develop X million cubic feet of gas to go into 








AMENDMENTS TO THE NATURAL GAS ACT 235 


these pipelines, the money borrowed from the banks to finance the 
operation. 


Will not this decision that Says these rates now are subject to 
regulation jeopardize the credit that has been extended on wil 


appeared to be a firm contract and one not subject to regulation by 


specific declaration of the law / 


Mr. Frevu. I would think so, Senator Monro) ey. ly hterpreta 
tion of that decision is that the Federal Power Commission could, 
of course, reduce the price under the contracts, + L\ from 10 cents 
to 8 cents, but they still have the authority to msist on thr pl tucel 


continuing to deliver the eas under the contract. 

In other words, he cannot discontinue delivery. So what they are 
doing is only invalidating a part of a contract and not completely 
knocking the contract out and relieving the other party to the contract 
from his responsibility to deliver the eas that he has already ommitted. 

Senator Monroney. But then that leaves the financial institution 
that may have loaned several millions of dollars for this development, 
out on a limb. 

Mr. Fenu. Yes, they are voing to have to take a much slower pay 
out on their loan. That is all they can do because he will not get 
as much money in. Of course you know as your gross income goes 
down in the oil and gas producing business, your net Income percent 
agewise goes down a great deal more rapidly. T mean you might have 
a reduction in gross income of 20 percent, yet you might have a reduc 
tion in net of 40 percent because you cannot cut your expenses down 
in the same relation that your income goes down. 

Senator Dantien. Is there still a possibility that those contracts 


might be voided though, because of the cancellation in consideration 
of this court decision? Js that under test / 
Mr. FELL. Not In any case that | know ot yet. I am sure it would 


be tested if nothing is done about the matter. 

The end effect, therefore, of Federal regulation of natural-gas 
sales into interstate commerce can only mean a slowing down in the 
exploring for and development of additional gas reserves and pro 
ductive capacity, which will ultimately mean higher prices in the 
consuming States at the end of the pipelines. 


DECREASED SUPPLIES OF GAS MEAN INCREASED PRICES TO CONSUMER 


Interstate pipelines transporting natural gas are regulated as a 
public utility. The rates at which they sell gas are set by the Federal] 
Power Commission and are based on a reasonable return on the 
replacement costs. 

Intrastate gas distributing companies are regulated as a public 
utility, by proper State agencies. The prices they can charge to 
the ultimate consumer are set by such agencies and are based on a 
reasonable return on the replacement costs. As the quantity of 
natural gas transported through an interstate pipeline decreases, the 
unit cost increases. 

In order for the transporting company to receive a reasonable 
return, it would be necessary for the Federal agency to inrcease the 
unit rate to provide the reasonable rate of return. 

Similarly, the State regulatory bodies would have to increase, with 
a reduced quantity of gas to be distributed, the price that could be 
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charged by an intrastate distribution company, in order to provide a 
reasonable rate of return to such distribution company on its invest- 
ment. 

Regulation by the Federal Power Commission will not cut off sup- 
plies already under contract. However, these supplies fronr the same 
sources will dwindle and the interstate pipelines may have difficulty 
finding replacement supplies from new reserves. 

Accordingly, the amount of gas available for shipment into inter- 
state commerce will gradually grow less and less. If the price of 
natural gas at the wellhead is fixed by the Federal Power Commission, 
it will —— reduce the amount of gas being shipped into inter- 
state commerce 

The consumer will have to pay a still higher price for gas at the 
burner-tip, where the gas is ultimately delivered, on account of the 
increased unit cost of transportation and distribution of the smaller 
volume. 


WELLHEAD PRICE OF NATURAL GAS SMALL FRACTION OF PRICE ULTIMATELY 
PAID BY CONSUMER 


When we consider the price of gas at the wellhead, we are only con 
sidering a very small fraction of the price paid by the ultimate con- 
sumer, which also includes the cost of interstate transportation and 
intrastate distribution. 

The two latter cost elements are already under the jurisdiction of 
the Federal Power Commission and of State regulatory bodies. The 
wellhe ad price for gas bears about the same rel: itionship to the con- 
sumer’s price as does the cost of water to the price of a cake of ice. 

The Sap reme Court of the United States, in the case of Cities Serv- 
Ce Gas Co. Vv. Pe rle 88 Oil a& Gas Co. (340 U. S. 179, 178), said: 

The wellhead price of gas is but a small fraction of the price paid by domestic 
consumers at the burner tip, so that the field price * * * may have little or no 
effect on domestic or delivered price. 

As an example, out in Wisconsin, where the Phillips case originated, 
residential users of gas in Milwaukee, in the southeastern part of that 
State, pay from $1.21 to $1.44 per thousand cubic feet for gas. The 
producers of that gas only receive 8.7 cents per thousand cubic feet 
or only slightly more than 7 percent of the minimum of the domestic 
consumer rate and 6 percent of the maximum. 

In New York City, more remote from the main sources of supply, 
97 percent of the price of natural gas is attributable to costs other than 
the cost of the gas at the wellhead, and only 3 percent of the consumer's 
pr ice re presents payme nts tothe produc ers. 

The average wholesale price paid by residential consumers of nat- 
ural gas in 1953 was approximately 18 percent greater than in 1935, 
yet during -hat same 18-year period, prices of other commodities in- 
creased to a much greater extent. On a B. t. u. basis, natural gas is 
often the cheapest fuel available, notwithstanding the fact that it has 
the advantage of being the cleanest and easiest fuel to handle. 

ven if the producers of natural gas give it away free to the inter- 
state pipeline transporters, each consumer would be saved only a very 
few cents each month. 
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FEDERAL REGULATION CONFLICTS WITH STATE OIL AND GAS CONSERVATION 


Practically all of the oil and gas producing States have enacted 
sound and effective oil and gas conservation laws, equitably enforced 
by State regulatory bodies, to prevent the physical waste ‘of oil and 
gas from any cause. 

Federal regulation can easily and probably will, conflict with the 
oil and gas conservation programs of the various oil and gas produc 
ing States. The Federal Power Commission could issue an order, 
particularly in cases where gas is produced with the oil, which would 
be in conflict with an order issued by the State Oil and Gas Conse1 
vation Authority and thus place the producer in the position of ha 
ing to violate either the order of the Federal Power Commission or 
the order of the State oil and gas conservation regu itory body. 

Senator Scnoerren. Might I say this: Yesterday in the proceeding 
a letter was read into the record that I had written to the Fede al 
Power Commission in 1944. Among other things, that was one of the 
very reasons that I wrote the Federal Power Commission for au de 
termination, hamely, if as was rumored and indicated, somet! ine 
might happen by way of a regulatory step which many of the State 
regulatory bodies were fearful of, and the States cooperating together 
in interstate oil compact and having all an interest in some of the 
finest conservation practices possible, we were wondering to what 
extent any orders might come down from the Federal Power Commis 
sion that would atlect the conservation laws of the respective States 
and put the producers Ina position of either viol: itine the Federal 
Power Commission's orders or the State conservation laws. 

fam sure, Mr. Fell, you remember the discussions which were had 
in those meetings held by the re spective governors of the States in their 
meetings, when we had those assurances, as we did at that time, from 


the Federal Power Commission. They recognized that to take some 
of the steps that were at that time discussed to Vive even greatel 
Federal control would cause a lot of difficulties in the States and 


conflict between the State conservation laws and the Federal] Powe 
Commission’s activities, if they went too far. 
[ note you are making this point here, which is most compelling. 
Mr. Fetu. Senator, of course, I realize all that and I can think of 
Inany cases where that situation could exist, because a State regulator) 
body might issue an order, in order to save gas, that you can only pr 


duce a certain number of barrels a day from the wells so as to keep 
your ras-oll vr: atio down. 
The Federal Power Commission might say “Well, you have been 





furnishing that much gas, and you must go on i keep on furnishit 
it. You cannot do both.” 

The prevention of physical waste in order to provide the maximum 
quantities of oil and gas for the use of the consumers is of primary 
importance, and anything that would tend to interfere with the waste 
prevention programs of the States would be detrimental to our national! 
security and to the best interests of the consumers. [t accordn aly | 
important that there be no Federal regulation over production, gather 
ing, or the sale of gas into interstate commerce. 
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IMPOSSIBLE 'TO ADMINISTER 


Those engaged in the production ot eas operate thousands and 
thousands of wells and leases scattered all over the United States. 
It isan administrative eres to analyze properly the cost of the 
vas produced on each of these properties, in order to determine a fan 
pI ce that would yield a reasonable return, and to do it in a fair and 
equ table manne oY. 

Since large quantities of gas are p roduced with crude oil, it would 
be nece sary in those cases to take into consider: ation the cost of pro 
ducing the crude oil and the net profit therefrom, in order to figure a 
reasonable price for the gas. This would necessarily ultimately in 
volve the fixing of the price of crude oil by the same agency. 

The situation pertaining to the marketing of residue gas cannot be 
overlooked. 

ostly accounting, : and rate- expert ser ices would be required 
to file pro perly, applications for a certificate of convenience and 
necessity for gas producers. Numerous reports will be required, A 
very large part of the gross income that the producer will receive from 
the sale of his gas will be absorbed in complying with the regulations. 

Hiow can the Federal Power Commission determine the cost of the 
product offered at the well? The problem was well described by John 
W. Boatwright, assistant general manager of the supply and trans 
portation department, Standard Oil Co. (Indiana), who has already 
appeared before this committee. 

Last November he said: 





Well X in field A may have been brought in by a producer who previously put 
down 13 dry holes in a futile search for oil. Well Y in the same field may have 
been brought in by a company that has made three strikes in a row—but that 
has to set aside a reserve to finance the probably dozen or so dry holes it 
drill in the months ahead. Well Z, off a litthe way in the same field, may 
producing oil and gas together in a fluctuating ratio. Also consider the radically 
different prices paid to lease and royalty owners. How do you strike a fair 
balance on costs for the same gas produced in the same field, let alone the cost in 
other fields in other areas? Frankly, this problem defies solution. 

The Federal Power Commission has been given an impossible task 
in fixing fair and reasonable prices for gas to the producer. The only 
possible way would be for the Commission to fix such prices arbi 
trarily. 

The Commission would have to decide each case on what it considers 
its particul: uw merit, and could not be governed by precedent or the 

application of any fixed formulas or yardsticks. 

The natural conditions under which gas is found, and the enormous 
variety of conditions under which it must of necessity be produced, 
make the application of any uniform yardstick impossible. If the 
yardstick could not be applied with reasonable uniformity, it is 
scarcely of much value. Its use would become the equivalent of an 
arbitrary decision, camouflaged as a yardstick. 

If the Commission may make its decision without having to give 
any reason or basis for its findings in each case, then—but only then 
would the Commission be able to carry out the mandate of the Supreme 
Court. The Commission would have to be empowered to employ 
hundreds of engineers and thousands of other employees for the task. 

It is to be Pag that the Supreme Court had in mind such admin- 
istration of the Natural Gas Act, and I feel confident the Congress 
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would not approve any such type of administration. ‘The expendi 
tures that would have to be made by the Federal Power Comn ion 
in endeavoring to carry out the mandate of the Supreme Court would 
be very great and would have to be paid by the taxpayers. 


OTHER PROPOSALS 


L would like to make brief comments on two other bills before this 
ommittee. 

S. 1248 by Senator Douglas of Illinois would not exempt the inde 
pe ndent produc ers and gatherers of natural gas from Federal regula 
tion. Instead it would compel the Federal Power Commission to 
investigate and ascertain in each individual case the actual legitimate 
costs to the producers and gatherers of natural gas and use these cost 
in figuring the rates which wa pipeline companies may charge ror 
tr: insporting and selling the g: 

Such a fixing of the price nel the producers and gatherers of 
natural gas on a utility-rate base would not take into consideration 
the costs of dry and abandoned wells—and that is right in the bill, it 
only applies to each a prope rtv—which usually greatly out 


number the produci ine wells, or the rising costs of searching for and 
developing natural g 
This would m: a it sited for producing companies to finance 


the development of additional reserves to replace the gas being pro 
duced. In addition, it would be even more impossible to administer 
than would the regulation imposed on the industry by the Supreme 
Court decision on the Phillips petroleum case. 

S. 1880 by Senator Magnuson also would not exempt the independent 
producers and gatherers of natural gas from Federal regulation. 
Instead it would authorize the Federal Power Commission to 

1. Control end-use prices to industrial users. 

Regulate imports and exports of ga 
Adjust rates where it deems this is necessary to prevent dis 
crimination among customers. 

1. Allocate gas in a system during periods of temporary shortage 

5. Conduct sweeping investigations of the gas industry. 

6. Require Commission certification for abandonment as well 
curtailment of supplies. 

7. Require certification for construction of interstate facilities for 
sale or lease to another operator. 

The national chamber is strongly opposed to Federal controls of 
the end-use of natural gas. We believe that gas should be free to 
compete with other fuels on a basis of suitability and price. If any 
end-use controls should be necessary in the public interest, and we do 
not believe they are, they should be at the State level by the State 
regulatory commissions. 

The regulations on the natural-gas industry proposed by S. 1880 
would be an even greater restriction upon the continued prosperit 
and growth of the natural-gas industry than would the present 
regulations imposed by the Supreme Court decision in the Phillip 
Petroleum ease. 


~) 
> 
) 
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SUMMARY 


To sum up, the Chamber of Commerce of the United States is 
opposed to Federal] regulation of the production, gathering, and sale 
of natural gas by producers or gatherers and the price which the pro 
ducer or gatlh ver receives, because it will establish the dangerous 
precedent of Federal regulation of a highly competitive enterprise, 
which in no respect is a monopoly; because it will eventually result 
in less gas for the consuming public and in higher prices for the con 
sumer; and because it will conflict with the constitutional rights of 
the States to regulate the production for conservation purposes, and 
will result in the waste of a valuable natural resource and fuel. 

The chamber, therefore, strongly urges that you approve S. 1853, 
by Senator Fulbright, and not to approve S. 1248, by Senator Douglas, 
and S. 1880, by Senator Magnuson. 

Senator Monroney (presiding). Thank you very much, Mr. Fell, 
for your statement. I followed it very closely and I certainly agree 
with you that the matter of attempting to carry out a utility type of 
regulation on the 8,000 gas producers would mi ake a mocker v of regu- 
lation and would eventually destroy the necessary regulation of the 
long lines that Congress intended to regulate when it passed the origi- 
nal gas bill. 

You are familiar, of course, with the testimoy that we have had 
each time this comes up. Certainly there is every bit of evidence in 
the world that the Congress exempted in its act the regulation of pro- 
ducers, and only sought to regulate the transportation of this gas. 

Mr. Fevv. The debate on the floor indicated that, Senator 
Monroney. 

Senator Monroney. In this committee, on consideration of the gas 
bill, we had Senator Reed, who was on this committee at that time, 
and he told how he placed an amendment in the bill to be absolutely 
certain that that did not occur. 

There is no way that you can conceive that this regulation could be 
made simpler on the producer ? 

Mr. Feix. No. 

Senator Monroney. Or that there would be any uniformity in the 
rates between producers in each field or on producers in other fields ? 

Mr. Feiu. It could result in one producer in the field getting one 
price and another producer getting twice as much and another pro- 
ducer a different price. It would just be a conglomeration. 

Senator Monronry. Amplifying what you said about producers 
not being a utility, not being subject to lack of competition, if, for 
example, two Hugoton gas fields should suddenly be discovered in 
the Southwest—— 

Mr. Feu. I would take a plane back tonight. 

Senator Monroney. But your whole price structure, regardless of 
all the Federal regulation in the world, would be completely dis- 
rupted, would it not, which disproves the utility characteritsic of 
this thing? 

Who is to know that in your tidelands area you may not develop 

1 Hugoton field, or maybe 2 or 3 new fields, the area that is just now 
h eginning to be e xploited. It is just simply impossible for the Fed- 
eral Power Commission or the Supreme Court or anybody else to 
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know what tomorrow's discoveries might bring. Is that not true? 


Mr. Feti. Absolutely. And I think it would be detrimental to 


the consumer. I am definitely of that opinion. I Just cannot see 
any reason why an industry as competitive as the natural-gas-produe 
ing industry should be placed in a public-utility status. It is not a 


er I always understood that the application of public-utility 

tatus was app lied to monopolies where they were granted certain 
}) irivileges in exchange for accepting certs un regulations 

Under this setup, we get the regulation but we get no privileges 

aan Monroney. Is it not a fact that the raw eas that goes i 
the line bears no more relationship to a public utility than the coal 
that is delivered to the O. G. & E. plant for the generation of elec 
tricity ¢ It is the basic fuel, and the end product Is the thir ” that 
is regulated. 

Mr. Frii. The same way with residual fuel oil for industrial 
or middle distillates for home consumption for heating purposes. 
They are the same classification. They are all competing fuels 

Senator Monroney. Even though a railroad may be using distil 
lates in its diesels, if that distillate cost goes up, they can apply and 
get a rate increase for their freight. It is all based on the increa 
11 the raw material. Under any utility-regulation —s that ‘| 
know of, that is justification for the immediate increase in the rates 
to the consumer. 

Senator Scuorrre.. I have no further questions, = a you. Iam 
very appreciative of this most delightful statement — Kell. 

Senator Dantev. Thank you for your fine st: eee 

Senator Monroney. The committee will stand in saad ‘nment until 
10 o'clock tomorrow morning in this room. 

(Whereupon, at 4:45 p. m., the committee adjourned. to reconvene 
at 10 a. m. Thursday, May 12, 1955.) 
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THURSDAY, MAY 12, 1955 


Unrrep STATES SENATE, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10:10 a. m., in 
Room G-16, Capitol Building, Senate John O. Pastore (acting chair- 
man) presiding. 

Present: Senators Pastore (presiding), Monroney, Daniel, Ervin, 
Bricker, Schoeppel and Potter. 

Staff members assigned to this hearing: Frank Pellegrini, chief 
counsel; Wayne Geissinger, assistant chief counsel; William Kohler, 
assistant counsel. 

Senator Pasrore (presiding). Our first witness this morning is 
Mr. John F. Merriam. 

Mr. Merriam, give us your name in full, identify yourself, give us 
your background, your interest in this matter, and then you can 
proceed with your statement. 


STATEMENT OF JOHN F. MERRIAM, PRESIDENT, INDEPENDENT 
NATURAL GAS ASSOCIATION OF AMERICA 


Mr. Merrtam. Thank you. My name is John F. Merriam. I am 
president of Northern Natural Gas Co., headquartered in ©maha, 
Nebr. I am appearing here today as president of, and on behalf of, 
the Independent Natural Gas Association of America, and more par- 
ticularly upon behalf of the interstate pipeline division of that asso- 
ciation. 

We have a keen and pressing interest in the problem of assuring the 
continuance of adequate supplies of natural gas for the public, and 
we welcome and appreciate this opportunity to present the views of 
our association in support of S. 1853, because we believe it would 
adversely affect the maintenance of adequate gas supplies. We oppose 
enactment of S, 1248. 

The pipeline division of the Independent Natural Gas Association 
of America includes in its membership all but one of the long-line 
interstate natural gas pipeline companies in this country. 

As the function of such pipelines in the natural gas picture and 
n the economic structure of the country is not too generally known, 
with your indulgence I would like to touch briefly on this subject. 

The interstate natural gas pipeline companies form the essential 
link between the hundreds of local gas utilities who are the gas 
company to the consumer, and the thousands of independent gis pro 
ducers in the generally distant and seattered eas fields. 
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It would be a physical impossibility for the thousands of communi- 
ties using natural gas to negotiate individually through their local gas 
utilities for gas supplies in the thousands of gas fiel« is in the country, 
and from the over 100,000 wells which produce natural gas either by 
itself or in conjunction with oil or other liquid hydrocarbons. 

In providing this essential link between ~ local gas utility and the 
owners of individual wells producing gas, the natural gas pipeline 
generally performs two separate and distinct functions. 

First and foremost, the pipeline is a transporter of natural gas. As 
such, it has been subject to regul: a by the Federal Power Commis- 
sion under the provisions of the Natural Gas Act since 1938 and 
remains subject to that regulation today. The pipeline company is 
allowed only such transportation costs and profits as the Federal 
Power Commission may determine to be reasonable. 

Secondly, the pipeline purchases or acquires natural gas in the gas 
fields. ‘This function is performed at cost, the pipeline company 
making no profit on the gas purchased. The gas so purchased is 
resold at exactly the price paid by the pipeline company, plus only 
such transportation costs and transportation profits as may be allowed 
by the Federal Power Commission. 

It is this latter function of purchase and acquisition of gas that 
is partic ‘ularly involved in the provisions of S. 1853. 

The long-line interstate natural gas pipelines, have constructed 
pipelines and other related fac dlitioa 6 c osting over $5 billions to gather 
and transport natural gas to meet the sueomenne of the customers 
of the local gas utilities in the consuming areas. 

The map before you shows the interstate natural gas pipelines and 
their wide coverage of the country. 

The $5 billions of securities of these pipelines are owned by over 
300,000 stockholders and thousands of bondholders located in every 
State inthe Union. Over $2 billions of these securities are owned bv 
life-insurance companies, pension funds, and other similar institutions, 
who in turn represent the savings of millions of citizens. 

Nearly all the 20 million natural gas customers in the United States 
receive their natural gas requirements from local gas utilities supplied 
by these long-line interstate natural gas pipe line companies. 

The business of tr: ansporting gas in long distance, high-pressure 
pipelines requires the initial expenditure of large amounts of capital. 

Costs, resulting from fixed charges for taxes, depreciation, and 
return represent a high percentage of a pipeline transporter’s costs. 
These costs are constant. They are incurred every day of the year, 
whether the pipeline trans ports half that amount. 

The rate the pipeline can charge is regulated by the Federal Power 
Commission and is no greater than the total of its costs, including a 
return. 

Accordingly, the rate the pipeline transporter charges directly re- 
flects the costs he has incurred in order to meet the c onsuming public’s 
demand for gas. And obviously, the rate he charges is direc tly affected 
by the volume of gas he can sell. The more gas that is transported, the 
lower will be the cost per unit of gas sold. 

Over 4 trillion cubic feet of natural gas per year are sold or trans- 
ported by such pipelines. This represents well over 80 percent of the 
total volumes of natural gas sold by gas utilities in this country. 
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We, as pipeline companies, are charged with the responsibility of 
buying gas us cheaply as possible. 

We are also, however, charged with the responsibility of having 
enough gas available to meet the needs of the public in the market 
areas we supply. 

There must be a balancing of these two responsibilities or we are out 
of business. 

If we pay too much for gas, or if it costs too much to transport it, 
we price ourselves out of the market. 

If we cannot buy enough gas, it does no good to have nice low prices 
if no one who wants the gas can get it, or if we cannot replace what is 
used up. 

Therefore, we, as pipelines, cannot afford to let the price go up to 
the point where we go out of business. We must continue to buy gas 
to meet our market responsibilities. We must protect those who have 
invested in our pipeline facilities, as well as those who have purchased 
gas-consuming appliances. 


DANGER TO FUTURE SUPPLY OF NATURAL GAS 


As stated, the interstate natural gas pipelines handle over 4 trillion 
cubic feet of gasa year. As natural gas is not a self-replenishing com- 
modity, it means that each year natural gas pipelines must acquire 4 
trillion cubic feet of new gas reserves ei in order to stand still. If 
they did not, they would run out of gas when their existing reserves 
were used up. 

Four trillion cubic feet of gas is a lot of gas. The staggering size 
of the figure makes it difficult to st It is, however, almost 
equal to the entire amount of discoveries of gas in new gas fields made 
in the United States in 1954. 

Fortunately the producers have, for many years now, added more 
gas reserves in the United States than have been used up. Asa result, 
the total known recoverable natural-gas reserves of the country have 
increased almost continually for the past 20 years. 

As long as this progress is continued, and the gas made available in 
interstate commerce, the market demands can be met. It should be 
borne in mind, however, that over $2 billion was spent for ¢ aa 
in 1953 alone, which wi vas equi al to the entire gas utility revenues of the 
country for such yea 

It is obviously aac int that the rate of en not be slowed 
down artificially or otherwise, but that, on the contr: it he encour- 
aged to the maximum reasonable extent possible. 

[t is equally important that the gas supplies found be made avail- 
able in interstate commerce, as the vast bulk of the consumers of gas 
are not located in the gas-producing States and the gas must therefore 
be tr agen across State lines through the long-line interstate nat- 
ural gas pipelines. 


ADVERSE EFFECT OF COURT ACTION OR LEGISLATION ON SUPPLY OF GAS 
AVAILABLE FOR INTERSTATE USE 


The Supreme Court’s decision in the Phillips case will inevitably 
adversely affect this essential flow of gas in interstate commerce, 
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Until the Phillips decision, the producers of natural gas knew what 
they would get for their gas when they sold it to an interstate pipeline 
company. z he parties had executed a contract that was binding and 
enforceable between them. 

Asa result of that decision, however, the price agreed upon between 
producer and pipeline company is no longer binding. Indeed, under 
the Phillips decision or under proposed legislation designed to per- 
petuate that decision, such as 8. 1248, the Federal Power Commission 
can now prescribe an entirely different price. 

The producer no longer knows what price he can or will receive 
for the gas he sells in interstate commerce. 

Necessarily, the producer will seek to sell gas in markets where he 
can obtain a firm Larrea This will be largely the growing intrastate 
market. where gas can be sold for local distribution, the manufacture 
of carbon black, the manufacture of petrochemicals, et cetera. 

The inevitable result will be the Souter down of the volumes of 
gas committed for interstate sale. 

It is not too much to forecast that as the local intrastate markets 
are satisfied, there will be less and less of a compulsion on the pro- 
ducers to look for, find, and develop large supplies of natural gas. 

Clearly, a slowing down of either the supplies available for inter- 
state movement or the search of new and greater supplies would not 
be in the public interest. 


CONCERN OVER INCREASING GAS PRICES 


There has been a growing concern that gas prices have been rising 
unreasonably. It has been repeatedly argued that close and contin- 
ued Federal regulation of gas producers is required to protect the 
consumer against the danger of future unre asonable price increases. 

Indeed, it has even been argued that producers’ sales should be reg- 
ulated on a utility cost of service basis, such as S. 1248 seeks to require. 
The problem is really how can we assure a continued production of 
adequate supplies of natural gas and at the same time provide the con- 
sumer with a genuine protection from the threat of unreasonable 
future price increases. 


HOW TO PROTECT CONSUMER FROM FUTURE RISING PRICES AND STILL HAVE 
ENOUGH NATURAL GAS IS THE QUESTION 


Complete freedom of the producer would provide the greatest in- 
centive to explore for and sell additional supplies of gas, but it appar- 
ently would not alleviate the fears of some that future field price 
increases would force the consumer out of the use of gas. 

The fact that the producer would price himself out of business as 
he priced the consumer out should of itself be an answer to the problem, 
but apparently some are not convinced of the adequacy of this 
argument, 

S. 1855 supplies the next best RaSTEN, It frees the producer from 
Fede oe Power Commission control : the same time that it provides 
for the Federal Power Commission to pass upon the prices paid to 
prod cers by pipe sJines. 

The consumer can thus be assured that before the pipeline company 
makes any essential long-term commitment for new gas purchase 





AMENDMENTS TO THE NATURAL GAS AC1 247 


contracts, the Commission will have passed upon the reasonable mat 
ket price of the gas. While this will undoubtedly slow down and 
make more difficult the purchase of new gas for interstate use, in com 
petition with gas consumed within the State where produced, it seems 
a reasonable precaution to give assurance to the consumer that prices 
will not unreasonably increase on new purchases of gas. 


PROVISIONS OF 8S, 1853 


As we understand it, S. 1855 basically does three things : 

1. The bill frees the independent producer of natural gas from 
Federal regulation. For the reasons previously stated, this is highly 
desirable in the interest of obtaining adequate supplies of gas for the 
consumer. 

2. The bill provides that gas produced by interstate pipelines shall 
be treated substantially the same as that produced by independent 
producers, with, however, full control by the Federal Power Com 
mission of the “reasonable market price” of pipeline produced gas. 

The bill thus properly treats natural gas in the gas field as a com 
modity and not as a public-utility service. It should be obvious that 
the encouragement of the pipeline to itself search for and discover 
gas would react to the consumer benefit and be in the public interest. 
~ The Federal Power Commission itself has recognized this fact and 
by a majority decision has recently reversed its practice of treating 
the production of gas in the field as a utility operation. In so doing, 
the Commission in its opinion, No. 276, has underscored the unde 
sirable result flowing from a failure to accord gas its proper value as 
a commodity in the field, namely, that there has been a constantly 
declining ratio of pipeline-produced gas to 
pipelines from others. 

It is not in the public interest for the pipelines to be forced to rely 
solely on outside purchases of gas, with either very little ox no pro 
duction of their own. ‘The pipelines should be encouraged to produce 
their own gas and such encouragement should be equal to, and cei 
tainly no less than, the encouragement provided the independent pro 
ducer. S. 1853 provides this encouragement and in so doing is clearly 
in the public interest. 

3. The bill provides consumer price protection in new gas purchase 
contracts executed after the effective date of the amendatory act, by 
providing for Federal Power Commission advance control of the price 
the pipeline pays the independent producer for such new gas. 

If the producer does not like the reasonable market price limitation 
as fixed in advance by the Commission, the producer does not have 
to sell. But if he does sell, he knows in advance what he will get 
for his gas and what the ground rules are. 

Senator Scuorrret. Might I break in there, Mr. Chairman? If he 
knows that, namely what price he is going to get, and has the oppor 
tunity to either accept it or reject it, that enables a man in the drilling 
or producing business to plan his long-term financing. If this deci 
sion remains in force and effect in the gas-producing areas, banks who 
heretofore have been known to carry considerable of the larger type 
of loans, or the medium-sized loans to independent oil and gas pro 
ducers, are starting to slack off on these loans. They have called a 


. 


as purchased by the 
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lot of these fellows in in a number of places to review what their 
future programs are. 

If they knew what the price was going to be, after submittal to the 
Federal Power Commission on a long- term basis, that would assist 
them in financing their operations. Do you find that true? What 
is your experience on that? 

Mr. Merriam. Yes, very definitely so. It could not help but be 
helpful in their financing. 

Senator Monroney. That is where the big financing occurs after 
you have contracted, is it not, to supply X million cubic feet of gas 
with a long-line operation. Usually you drill out your proven area 
to make good on that commitment for volume. 

Mr. Merriam. Yes. In many cases they finance on the basis of 
their contract for the sale of gas over a long period of time. 

Senator Monroney. Which has been up to now a good security. 

Mr. Merriam. It has been a very good one. 

Senator Monroney. Today you cannot tell whether it is a security 
or not? 

Mr. Merriam. That is correct. 

Certain provisions of S. 1853 incorporate changes which have been 
suggested in the interest of clarification to comparable legislation 
introduced in the House of Representatives by Congressmen Harris 
and Hinshaw (H. R. 4560 and H. R. 4657). 

We heartily endorse the inclusion of these modifications and in the 
interest of underscoring their significance and importance, will com- 
ii briefly upon them. 

The language contained on page 3, lines 11 through 13 of section 
2 ie of S. 1853, will serve to elimin: 7 any possible misunderst: anding 
with respect to the use of the words “or re negotiated contract” in con- 
junction with the word “new” pee on page 2, line 19 of section 
2 (b) of the bill. 

While the general feeling was that the wording clearly referred to 
contracts executed after the effective date of the proposed amendment, 
it was nevertheless felt of extreme importance to eliminate any pos- 
sible future misunderstanding on this score. 

If misinterpretation resulted in the phrase “renegotiated contracts” 
being considered to include price renegotiation or redetermination un- 
der the provisions of existing contracts, it could result in the future 
bankruptey of many interstate pipelines. This could follow if the 
price to which a pipeline company is committed by the provisions of 
an existing contract should be greater than the “reasonable market 
price” as determined by the Commission at any time. 

The pipeline would then have to pay the producer the contract price, 
but the Federal Power Commission could not permit the pipeline com- 
pany to peneeen such costs. This would mean that the pipeline com- 
pany stockholders would have their already regulated public utility 
return further reduced. 

A difference of only a few cents a thousand between the contract 
price and the Commission-allowed price could wipe out the entire 
net income of many pipelines. Such a result would be unthinkable 
and no room for misunderstanding should be left. The language on 
page 3, lines 11 through 13 of section 2 (b), of S. 1853, is essential to 
the elimination of any such possible misunderstanding. 
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2. Section 3 of S. 1853 now provides the Federal Power Commission, 
in giving advance approval of the field price of gas in new contracts, 
with a degree of flexibility which should enable it more readily to dis 
charge its obligations in the public interest. 

Were this language to be phrased in a mandatory fashion so that 

the Commission had no discretion in passing upon new gas purchase 
contracts which support certificate applications for the construction 
of new lines or extensions of old ones, the requirement would be so 
stringent as to be unworkable and would tend to dry up new supplies 
of interstate gas. The language of section 3 of S. 1853 provides a 
greater and more desirable degree of flexibility. 
. The language of section 2 (c) of S. 1853 provides a reasonable 
method whereby a pipeline company can secure a determination of the 
reasonableness of the field price it is contracting to pay when it enters 
into a new gas purchase contract. It is highly desirable that such a 
determination be made before gathering line and other field invest- 
ments and commitments are made by either the pipeline company or 
pac! sees er. 

Moreover, the provisions of section 2 (c) provide an effective means 
for imposing a brake upon prices advances pursuant to the terms of 
existing contracts. If S. 1853 is enacted it may be safely assumed 
that no interstate pipeline company will finally execute a new gas 
purchase contract unless and until it has obtained Federal Power 
Commission approval with respect to the prices it must pay the pro- 
ducer thereunder. 

While this will undoubtedly slow down the business of committing 
new and additional supplies of gas to interstate movement, neverthe- 
less it should be obvious that there will be a direct relationship betweer 
the prices paid under new contracts thus approved by the Federal 
Power Commission and any advance in prices under the terms of 
existing contracts. 

In this regard the provisions of section 2 (c) are significant, impor 
tant, and practical in application and result. 

4, By inserting the words “whether such price has been a. ti] 
tively arrived at” appearing at line 24, page 2, of S. 1853, the bill 

further reflects the fact that the purchase and sale of natural gas in 

the field is indeed and in fact a nonmonopolistic, competitive busi 
ness. Moreover, this language is in harmony with the recommenda 
tion of the President’s Advisory Committee on Energy Supplies and 
wai ee Policy. 

. The committee’s attention is directed to the fact that 
ments proposed by section 2 of S. 1853 are directed to section 5 of the 
Natural Gas Act. It is believed that these amendments, if made, 
should more properly be made as amendments to section 4 of the 


Natural Gas Act. 


the amend 


COMMENTS ON §S. 1248 


The association is opposed to the enactment of S. 1248. 

This bill does not provide for any relief for independent oo ers 
and moreover requires that the rates and charges of all natural-gas 
companies be determined on the basis of the actual legit theres cost of 
the company’s property, less depreciation. 

Since S. 1248 leaves the indepe ndent p sroducer subject to regulation, 
it necessarily follows that the price at which he would be forced to 
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sell his gas would be the price resulting from the application of the 
pl ublie utility cost-of-service method, which the bill requires be made 
mandatory. 

The results of regulating the independent producer in this fashion 
would surely be to reduce substantially the continued commitment of 
the necessary great volumes of gas required for interstate transporta 
tion and sale. 

The very reasons which cause the association to support S. 1853 
dictate their op position to S. 1248. Accordingly, the association 
registers its vigorous op position to the enactment of that bill. 


COMMENTS ON S, 1880 


The association and all of its membership are vitally interested 
in the proposals contained in S. 1880. Unfortunately, this bill has 
not been made available in sufficient time to enable us to prov ide you 
with the careful and thoughtful comments it deserves. 

Accordingly, we solicit your permission to file a detailed statement 
with respect to this bill at a later date. 

At this time, however, I should like to call your attention to the 
fact that S. 1880, among other amendments to the Natural Gas Act. 
proposes to delete the words “for resale” as they now appear in section 
1 (b) of that act. 

The association vigorously opposes any such amendment. 

Under the Natural Gas Act as it now stands, the Federal Power 
Commission has no jurisdiction over direct sales made by a natural 
gas company. The prices at which direct sales are made are clearly 
a function of the competition of the market place. 

Congress intended them so to be. Experience has proved that 
competition is the best regulator of this type of transaction. There 
has been no demand for a change in this method of regulation, except 
on the part of those who would seek to impose artificial restraints 
upon the natural-gas pipeline industry. 

Indeed, I am advised that the Federal Power Commission itself 
does not seek this additional jurisdiction, and is opposed to amending 
the act to bestow this jurisdiction upon it. 

Moreover, when read in conjunction with the so-called reparations 
provisions contained in section 5 of S. 1880, the extension of Federal 
Power Commission jurisdiction to all siles made by an interstate 
pipeline company could well create a situation where no natural 
gas pipeline company could ever declare a dividend from earnings 
on its common stock. 

This is so because under the language appearing at lines 10 through 
13, on page 15, of section 5 (c) of S. 1880, a pipeline company would 
never know whether its rates and chargcs were just, reasonable, and 
not unduly discriminatory or preferential over any particular period 
of time. 

Accordingly, a natural-gas company could not ever consider its 
earnings as being free from recapture, pursuant to a Federal Power 
Commission order. 

As noted earlier, this bill, S. 1880, is long and complex and is 
deserving of most careful analysis and Bah ‘ation not only by this 
committee, but by all who may be affected thereby. It is our intention 
to provide a detailed legal and economic analysis of the proposed 
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bill. Accordingly, we request your permission to file such a statement 
at a later date. 
CONCLUSIONS 


For the reasons stated, the Independent Natural Gas Association 
of America strongly endorses 8. 1853, and urges your prompt favor 
ible consideration of that legislation. Likewise, for the reasons noted, 
the association opposes the enactment of S. 1248. 

Senator Pasrorr. Is there any objection on the part of any member 
of the committee to their being allowed to file this additional economi 
analysis and legal brief on S. 1880 4 

[ hear none. Will the reporter make a note of it, and you may file 
that at your convenience. 

Mr. Merriam. Thank you. 

(Map is made a part of the committee files. ) 

Senator Pasrore. Senator Monroney ¢ 

Senator Monroney. I certainly appreciate the completeness of your 
statement, Mr. Merriam, on the prob lems de aling with the distribut ion 
of natural gas and its acquisition, Iam glad to have this map show 
ing the sources and origins of the commodity that you move in inter 
state commerce. 

I would like to ask if Northern Natural Gas Co. is a producer of 
gas itself ? 

Mr. MERRIAM. Yes. We are both a producer, a pipeline, and * 
distributor as well. 

Senator Monroney. I see. You have all three branches of the 
system. 

Mr. Merriam. That is correct. 

Senator Monronry. You are under the competitive regulation in 
the field for your supplies, you are under the Federal regulation on 
your long line, and your State utility commissions regulate your local 
-upplhies. 

Mr. Merriam. Either that, or the local municipal government in the 
cities. 

Senator Monroney. You produce in what section of the country ? 

Mr. Merrtam. Mostly in the Hugoton field of Kansas and partly 
in the Texas Panh: indle | gas field, and to a minor extent in the Otis 
field in central Kansas. 

Senator Monroney. After the Panhandle Eastern case, which re 
voked the original order of the Federal Power Commission holding 
the production of gas by a pipeline to a utility return, by their deci- 
sion then they went back to the going field price; is that not correct ? 

Mr. Merriam. Yes. 

Senator Monroney. During that period you were under the orig 
inal holding of the Federal Power Commission, did you curtail your 
search for gas? 

Mr. Merriam. No: we did not. 

Senator Monroney. Of course. you were ina proven field, if you 
are in Hugoton. It is just a matter of drilling, rather than searching 
for new supplies. 

You do not consider drilling out a proven field as exploratory work, 
of course. 


Mr. Merriam. No. 
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Senator Monronery. But it was the drilling in the proven area that 
you continued, and not in any new field locations; is that right ? 

Mr. Merriam. We have done exploration also. 

Senator Monroney. But it is at a far greater cost than the 6-percent 
return on the capital investment; is it not ¢ 

Mr. Merriam. In our particular case, we are a poor example, be- 

‘ause we have a producing company subsidiary, and we are spending 
the income of that producing company entirely for exploration and 
development. 

Senator Monronrey. What percentage is it that you produce? 

Mr. Merriam. It is between 15 and 20 percent of our total volume. 

Senator Monroney. It is to your advantage to competitively hold 
down the rate of the gas that you buy so more gas will be consumed 
and that your carriage > of the gas will be at the lowest possible factor ? 

Mr. Merrtam. Yes. We have tried, however, to balance the price 
that we pay in the field to pay a high enough price to encourage 
the exploration and development by others in order that we will 
have an adequate supply of gas. 

Senator Monroney. You have got a double task there: One, to 
feed the horse enough hay to keep him working, and two, not to run 
the price up to the extent that the consumer will say “We have got 
to turn off all our gas,” or “We can’t use it to heat the house, we can 
only use it for cooking,” or things of that kind. 

So you are the middleman with difficulties on both ends of the line. 

Mr. Merriam. Yes; we have to keep them in balance, or we are out 
of business. 

Senator Monronry. Any precipitous increase in the cost of gas to 
the consumer would result in less use of gas, therefore in higher oper- 
ating costs for your companies, 

Mr. Merriam. Any increase in the price to the consumer tends to 
decrease the use by additional consumers. 

Senator Monronry. Do you feel that if the contracts on which all 
of your supplies for all long lines are based were invalid as to the cost 
provided gas in those contracts, that the reserves then are legally 
committed to these long lines as well ? 

Mr. Merriam. Yes, sir. We feel quite strongly on that. 

Senator Monroney. In other words, if the Supreme Court invali- 
dates the receiving end of the independent producer—what he can 
receive for it—and puts that under the regulation of the Federal 
Power Commission, can they say that the rest of the contract is bind- 
ing on the commitment of those reserves ? 

Mr. Merriam. I can see how the producers would feel that way; 
yes, sir. But as a pipeline company with supplies to provide to its 
market, we feel otherwise. 

Senator Monronry. Has there ever been a court test on that? 

Mr. Merriam. No; we have one in the Court right now. 

Senator Monroney. There is a test now on whether the changing 
of the contract by the Court on the Federal Power Commission’s 
right to modify—— 

Mr. Merriam. Some of the gas purchase contracts contain a provi- 
sion which is called a regulatory escape clause, which says that in the 
event the Federal Power Commission takes control of the price in the 
contract, that they can cancel their contract. 
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Senator Monroney. So you would lose automatically. That is 
written into some of the contracts, and you would automatically lose 
those reserves ¢ 

Mr. Merriam. If the courts upheld the position of the producers in 
that respect. 

Senator Monroney. Even in the contracts in which that clause is 
not written in, would there not be some right of the producer to go 
into the court to see if he is still bound by a contract that has been 
made invalid as to what he was permitted to receive ? 

Mr. Merriam. Our lawyers say otherwise. 

Senator Danie. If I may interrupt, I think Mr. Merriam is speak 
ing from the standpoint of an interstate transmission company now, 
in his viewpoint as to these contracts. 

You are not speaking as a producer in this particular testimony, 
vou, Mr. Merriam 4 
~ Mr. Merrram. I am speaking primarily from the standpoint of the 
Interstate Natural Gas Pipeline Division of the Independent Natural 
Gas Association. 

Mr. Monroney. On page 5 of your statement you say: 

Over 4 trillion cubic feet of natural gas per year is sold or transported by pipe 
lines. This represents well over 80 percent of the total volume of natural gas 
sold by the gas utilities in this country. 

That conflicts with a 50-50 ratio we have been receiving on intra- 
state, does it not? Or do you sell intrastate as well as interstate ? 

Mr. Merrram. No. But there are about 9 trillion cubie feet sold 
altogether, and 4 trillion is roughly half. That is not too far apart. 

Senator Pasrore. I think that ought to be cleared up. You say 80 
percent— 

Mr. Merriam. Eighty percent of all the gas. 

Senator Monroney. Of the 4 trillion. 

Senator Pastore. Is that correct? 

Mr. Merriam. Eighty percent of the gas utility sales. There are 
other intrastate sales that are not gas utility sales in the field. There 
will be direct sales to industry and gas used in the refineries and other 
kinds of uses which do not get reflected there. 

Senator Pastore. Let me ask you a question categorically: Do you 
dispute or do you agree with the allegation that has already been made 
by several of the other previous witnesses when you were here, that 
at the present time about 50 percent of the gas now being produced 
goes in interstate lines and 50 percent is being used intrastate ? 

Do you agree with that? 

Mr. Merriam. I agree with that statement; yes, sir. 

Senator Monronery. Would you then als o agree th: it if the interstate 
sales are to be under Federal Power Commission regulation, that you 
as a long-line operator will have difficulty in acquiring new supplies 
of gas in competition with unregulated supplies in intrastate 

Mr. Merriam. We are put at a disadvantage in negotiating for nat 
ural gas. I have no judgment to express as to the extent and degree 
of that obstacle. 

Senator Monroney. But you would have no bargaining power, be- 
cause you cannot pay more nor can you use the price factor to get 
the additional commitments of gas that you might need, against com- 
petition from intrastate. 








254 AMENDMENTS TO THE NATURAL GAS ACT 


Mr. Merriam. We would sit at the second table, is perhaps a better 
way of expressing it. 

Senator Monroney. And intrastate would be the one that would 
be able to make the best offers, because they are not bound by price or 
future regulation / 

Mr. Merriam. That is correct. 

Senator Monronery. Is it not a growing thing that they could build 
gigantic power generation of electricity in the five gas-producing 
States and utilize their gas in that way in huge qu: antities¢ It is no 
longer like the impossibility of finding a market for it. We are using 
gas under boilers all the time, to generate electricity. 

Mr. Merriam. I do not know to what extent they can develop a load, 
but it would certainly be logical to assume that they would develop 
whatever they could to the maximum extent, in order to protect them- 
selves on their income. 

Senator Monrongy. Which would be more competition for the same 
gas supply, unless you run into a new field some place. 

Mr. Merriam. Yes. 

Senator Monroney. You mentioned on page 5 “Fortunately pro- 
ducers have for many years now added more gas reserves in the United 
States than have been used up. 

But is it not a fact that back in 1938 we have a 35-year reserve for the 
then uses of gas, but as of now, we have only a 29-year reserve ? 

Even though we have added to our pool and our reserves, the com- 
mitments against that have grown so tremendously that we are down 
hy a great many years on the certainty of supply that we have. 

Mr. Merriam. The ratio of total proven reserves to annual with- 
drawals has decreased in recent years. 

Senator Monroney. Because of the vast increase in the number of 
customers—24 million I think you testified—that are now withdraw- 
ing, and more millions waiting to be allowed to get on the lines? 

Mr. Merriam. That is right. 

Senator Monroney. Can you take on any more customers with your 
known reserves and supplies now ? 

Mr. Merriam. Yes; we can take on some additional reserves. It is 
a constant fight to get additional gas reserves that are sufficient, but 
we have been able to keep up so far. 

Senator Pastore. How have you done since July 1954? Has there 
been any change in experience? 

Mr. Merriam. Yes. Since July 1954, some volumes of gas that had 
been offered to us in the interstate market have gone to the intrastate, 
local markets; and some volumes of gas which were designed to go to 
an interstate pipeline that was proposing to sell gas to us, were with- 
drawn from the interstate market. 

Senator Pasrore. Could you document that for the purposes of the 
record? That to me represents a very important element involved 
here. Can that be documented as a matter of proof? 

I would rather have something more than just a general statement. 

Mr. Merriam. Yes. May I do that by a letter to the committee? 

Senator Pasrorr. Yes; I would appreciate that very much if that 
instance can be documented in the record. 
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Omaha 1, Nebr., Jul 


Senator WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D.C. 

DEAR SENATOR MAGNUSON: I regret that by oversight I have 1 
furnished to you the information requested at the time of the 
S. 1853 in May. 

The information I was requested to furnish related to specific ins 
July 1954, when natural gas offered for sale to our company had 
drawn from the interstate market. 


Prior to such time, Midwestern Gas Transmission Co., a proposed af 


Tennessee Gas Transmission Co., had offered to sell Northern Nat 


Co. substantial volumes of natural gas obtained from the gu 
After July 1954, we were advised that these volumes of gas wet! 


available as some of the proposed suppliers of gas to Midwestern Gas 


mission Co. withdrew their supplies from the interstate market 
Prior to July 1954 Stanolind Oil and Gas Co. had offered to sell 
from the North Cowden Gas Field in Ector County in west Texas 


Basin Pipeline Co., a subsidiary of Northern Natural Gas Co. Afte1 


this gas with withdrawn from the interstate market. 


Prior to July 1954 Gulf Oil Corp. had offered to sell natural ga 


natural gas 


to | 


Quinduno Gas Field in Roberts County, Tex., to Northern Natural | 


After July 1954 this gas was withdrawn from the interstate marke 


I am advised that after July 1954 Phillips Petroleum Co. withd: 


posed sale of natural gas from the Erath Gas Field in the Louisia 
area. 


I am advised that after July 1954 Gulf Oil Corp. withdrew a prop 


to American Louisiana Pipeline Co. from gas fields in the Louisia 
area. 
I trust that this will provide you with the desired information 
Yours very truly, 
JOHN MERRIAM 


Senator Monroney. Is that not one of the biggest in 
fore us ¢ 


a gu 


b?ae 
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Senator Pasrorr. Yes. There is nothing better than proof, 


proof is there. It is one thing to Just say that we think tl 
to happen, and another thing to come here and say th 
happen. 

Senator Monroney . These are all the questions L have. 

Senator Pastore. Senator Bricker / 

Senator Bricker. No questions. 

Senator Pasrorr. Senator Daniel ? 


Is 


il 


. 


Senator Danien. Has your own company had the experience 


ing lost supply to intrastate companies since the Supreme Cou 


cision ¢ 


Mr. Merriam. Yes. 


Senator Daniev. Would you detail such instances to us 4 


rreecd to sup 


Mr. MerRRIAM. | do not have the detail. La 
letter. 
Senator DantreL. Do you know of any other interstate p 


panies which have lost supplies of gas which were otherwise 
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be committed to them, to intrastate purchasers, since the 


Court decision ? 
Mr. Merriam. ] understood there are. but | could 1O 
that. I do not have that. 


Senator Danie. In your documentary evidence, or whate 


you file with the committee, will you include any instances 
your ow n company’s experience W hich vou might be abl 
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Mr. Merriam. Yes. Where I have specific knowledge of them I 
will be glad to. 

Senator Daniei. As an interstate gas pipeline company, you have 
contracts which have provisions in them that the contracts shall auto- 
matically terminate if the producers are held to be natural gas com- 
panies and subject to regulation by the Federal Power Commission, is 
that correct ? 

Mr. Merriam. In some of our contracts we have, yes. 

Senator Dantex. Is your company taking the position that the 
provision of the contracts is invalid ? 

Mr. Merriam. Yes, we are. 

Senator Danret. You are going to try to enforce those contracts in 
the courts if they are challenged and require the producers to continue 
to sell, even though they have been held to be subject to regulation by 
the Federal Power Commission ? 

Mr. Merriam. Yes, because the Federal Power Commission in taking 
jurisdiction following the Phillips decision in the Supreme Court, 
specifically stated that the producers, in order to cancel their con- 
tracts, would have to go through the abandonment provisions of the 
Natural Gas Act and secure Federal Power Commission approval. 

Senator Danret. Even in contracts that had provisions for auto- 
matic cancellation of the contract ? 

Mr. Merriam. That is correct. The Federal Power Commission is, 
in fact, opposing a producer cancelling a contract with our company. 

Senator Danren. You said that you knew of one test case on the 
subject. Can you tell us something about that case, where it is? 

Mr. Merrtam. It is the case of the Huber Petroleum Co., which is 
delivering about 10 million feet a day of gas to us in the Texas Pan- 
handle field. They have advised us that they propose to cancel the 
contract under the provision in the contract which said that, if the 
Federal Power Commission or any other similar commission denied 
any increase in price or reduced the price, they would have the right to 
cancel, 

Senator Dante... They have advised you that they intend to ask for 
cancellation now or in the future, if th »ir price changes? 

Mr. Merriam. Right now, and there has been a hearing before the 
Federal Power Commission on the metter. It is either in the courts 
now or about to be in the courts. 

Senator Danirex. Did the Federal Power Commission make a deci- 
sion in that case ¢ 

Mr. Merriam. I do not believe any ruling has yet come out. It is 
quite recent. 

Senator Danrev. But the Huber Petroleum Co. did ask permission 
from the Federal Power Commission to cancel the contract under the 
terms of the contract ? 

Mr. Merriam. That is correct. 

Senator Danret. That is all. 

Senator Pasrorr. Senator Schoeppel ? 

Senator Scuorrre.. I understand you are both a producer of ga 
owning leases in blocks or otherwise, and a purchaser of gas from tiede- 
pendent oas producers who offer the gas to your company for sale? 

Mr. Merriam. Yes. 


Orn 
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Senator Scuoerre.. I also understand now that you have gas lease- 
hold interests which you have contracted for, that have cancellation 
features in them, such as you have just testified to? 

Mr. Merriam. Gas purchase contracts, yes. 

Senator Scuorrren. I think I understood that you said your com- 
pany is taking the position that, where you have a contract that pro- 
vides that the producer might cancel out in the event he is held to be 
a public utility ; you are going to resist those and have resisted them, or 
they are being resisted or are in the course of being determined by you 
or the Federal Power Commission or a court decision, 

Mr. Merriam. That is correct. 

Senator Scnorrret. Then if I understood you correctly, you said 
further that you are revising them on the basis and on the grounds that 
that individual who exercises the right to cancel, must go through the 

Federal Power Commission and get the abandonment procedure in 
his favor before it could be, in your judgment, abandoned. 

Mr. Merrtam. Yes, that is what the order of the Federal Power 
Commission stated. 

Senator ScHorrreL. Now I think I have got myself straight on that 
point. 

Is that not a very concrete example of why, if I owned 5,000 acres 
in the Hugton field in Kansas—the finest sweet gas reserve field in the 
world—and I had that kind of a contract and I found myself making 
a valid contract that your company attorneys passed on, and it was 
submitted to the Federal Power Commission and the “V Se ‘That is all 

right, that is under dedicated reserve of your company,” I would find 
aaa having to go into Washington, hire a lot of high-powered 
lawyers, and fight maybe for months, sometimes for years, to get out 
of a legitimate contract that everybody accepted ¢ 

Do you think that would be very much of an inducement for an inde 
pendent gas operator to go into this business and produce gas for you 
folks ? 

Mr. Merriam. No, I certainly do not, and that is why we are sup- 
porting the Fulbright bill here today. 

Senator Scnorrre.. Here is a concrete example now of some of the 
difficulties that develop. It imposes a real problem here. 

As I view it and as you have testified to, and as [ am sure your ex- 
perience down the line will show, it will be a deterrent factor to you 
getting the gas that you have heretofore been getting under singe com- 
petitive battle for these leases and under what you consider to be 
reasonable terms of contracts for your protection and their cae ion. 

Mr. Merrtam. There is no question in the minds of the pipeline but 
what that is true. 

Senator Pasrorr. Would you yield for a little clarification at that 
point # 

Senator ScHOEPPEL. Yes. 

Senator Pasrorr. Are you saying that the producer, before the 
mee case, could under the terms of the varied contracts which 
bound him, abandon the contracts? 

Mr. MERRIAM. He could only abandon a contract if the Federal 
Power Commission—— 

Senator Pastrorr. No, before the Phillips decision. 

Mr. Merrtam. He could not cancel the contract. 
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Senator Pasrorr. Why is he placed at any disadvantage now, if he 
cannot cancel it 4 

Mr. Merrtam. The difference between before and after the Phillips 
decision is that before the Phillips decision he had a contract for the 
sale of gas to the pipeline company, and had a contract fixing the 
price in terms of conditions under which he sold that gas. He knev 
what he was getting for gas. 

Since the Phillips decision, the terms of the Natural Gas Act as now 
written give the Federal Power Commission the right to change the 
prices in the contracts and therefore he does not know as a producer, 
what kind of a price he is going to get under the terms of a contract, 
where he expected for the 20 years, or the life of the product ion, to get 
fixed prices of certain amounts. 

Senator Pasrorr. Yesterday we brought up this matter with a 
witness and there was some question of whether these cases have come 
up on the part of the producers since the application of the Phillips 
case. 

Let me quote these figuresagain. He said this: 

Krom the Phillips decision, July 1954, to date, a total of 2,247 applications 
for rate increases filed for $28,897,067 per year. 

I shall not read the rest of 1 But it was my understanding, and 
the staff’s understanding, that “a re have been quite a number of these 
app ylications made since the P hillips e ase, on the part of the producers. 

Mr. Merriam. That is also right. 

Senator Pasrorr. And they have all been granted ex parte, with 
the exception of 61 that are being held up. 

Mr. Merriam. There have been some suspended, yes. There have 
also been a great many granted. 

Senator Pasrore. According to the statisties that I have here—and 
of course I suppose that you cannot prove them or disprove them 
without looking into it, and for the sake of the record at this point I 
think I ought to finish this report—the Federal Power Commission 
granted 2,169 applications—this is out of 2,247—without any investi 
vation, for increases of $17,722,867 per year. 

Without any investigation : that would be ex parte, practically, 
merely upon application it was granted. 

Mr. Merrtam. May I explain what most of those are? 

Senator Pastore. Yes, please. 

Mr. Merrtam. I am not sure numerically, but a great many of them 
were the automatic passing on of the increased production tax i 
Texas, which the terms of the contract provided for and the Commis 
sion just said blanketwise that that small increase in production price 
will be approved. 

Senator Porrer. Is that a State tax? 

Mir. Merriam. A State tax. How many of them, I do not know, 
but I think a great many. 

Senator Pa sTORE. Of this amount $6,259,371 represented tax 
creases. That is only a very smal] part of the overall increase. 

Mr. Merriam. I was talking numeric ally. 

Senator Pasrorr. Then it goes on to read—and I think IT ought to 
complete this for the benefit of the members: 

The FPC suspended 78 applicaiions involving $11,174,200 per year. Seventeei 
applications previously suspended allowed to go into effect for increases of 
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$761,197 per year. As of March 1, 1955, 61 applications totaling $10.4 (> 
were pending. 

The point I am getting at by bringing this up is more or Jess t 
clarify the subject matter that was raised by the distinguished Sena 
tor from Kansas. ‘The point of the fact is that the producer had m 


right to terminate or abandon his contract before the Phillip Se, 
and you take the position that he has no right to do so since t] 


P hillips ec: ase, 

Mr. Merriam. That is correct. 

Senator Pasrorr. This leads me to a further question: Is it 
understanding now that the FPC could come in and reduce the rate 
prescribed under the escalation clauses of existing contracts, tha 
contracts made before July 1954 ¢ 


Mr. Merrtam. Yes. When the Federal Power Commission took 
jurisdiction, following the Phillips case decision, they ae all the 
producers who sold natural gas in interstate commerce to file their ga 
siles contracts with the Commission. ‘Those contracts became the nn 


tial rate schedules of the producers under Federal Power Commissio 
control of the rates charged by the producers. 

The Federal Power Commission then has the right to come in wit! 
a producer, just as they come in with a pipeline company, open a rat 
case against the individual producers, and require them—if whatever 
rules they set up justify it to reduce their rates or increase them. 
you please. 

Senator Pasrore. Let us assume that a producer had committed 
surplus for 20 years before July 1954, under a bad deal to the pr 

Senator ScHoEPPEL. There you go to my next que stion. 

senator PASTORE. a he conte ntion has bee nn nade here th ul 
these producers had to commit their reserves for a period of 20 year 
for 38 cents. Now the price has gone up to almost LO cents 

Could those producers come in and vet an adjustment upward 4 

Mr. Merriam. They could come in and ask for one. It is entir 
possible that under certain circumstances they might even get ene 

Senator Pasrorr. This may be a big boon for some of the prod 

Mr. Merriam. It could be, but I would guess that that would 
the minority, rather than the majority, at the present time. 

Senator SCHOEPPEL. Would you resist that in your company 5 

Mr. Merriam. Would I resist an increase / 

Senator ScHOEPPEL. Yes. 

Mr. MeERRIAM. We woul | cert: ainly | e a party to the hea Ing 

Senator ScHoerprer. Which means that the producer who entered 
into these extremely low contracts before a lot of them knew what t} 


ultimate demand would be for this : gas all over the country, a 
hog-tied, chained, and anchored, and they cannot get away becau 
every single one of these companies Sa i come In and Oppose reopel 
ng those contracts. 

lam just as sure of that as Iam sitting alive today in this con tte 


hearing in the Capitol Building. 

Here is the thing: If the Federal Power Commission under 
Phillips decision, in my judgment, can go back and say “The 
tracts, heretofore made with the acceleration clauses, must come be 


us. We are going to determine what the reasonable rate is,” ther 
iv humble opinion someplace in the le@islative machinery, 1 t 


63057 ; 1S 
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ducer who went back there 15 or 20 years ago and for the life of the 
field made a contract on 2 or 214 cents and 1384 cents—and you know 
there are some of them—should have equity done to him. Don’t you 
think that is equitable? 

Mr. Merriam. Yes. This particular contract, the Huber one I was 
referring to, is one of the few low-priced contracts that our company 
still has. It was a 4-cent contract for the life of the production in 
the Texas Panhandle gas field, which is roughtly a 314-cent price, 
reduced to the measurement basis on which we sell. 

Senator Pasrore. Let us get this straight. We should not talk about 
convenience or inconvenience; we should talk about legal jurisdiction 
here. 

Is it your understanding if the Federal Power Commission, because 
of the Phillips case, is given the authority on future supplies of gas 
under existing contracts, to adjust the rate under escalation clauses 
downward, by the same token the Federal Power Commission would 
have the right in certain cases, where the producer has stipulated 
himself at a lower cost than he is entitled to because of the market 
on future supplies of gas to the pipelines, that the Federal Power Com- 
mission would have the same authority to adjust the price upward‘ 

Mr. Merriam. U nder the present Natural Gas Act as it now stands, 
they have. 

Senator Pasrorr. Gas to be supplied under existing contracts since 
the Phillips case ? 

Mr. Merriam. They have that right now under the Natural Gas 
Act, in my judgment. 

Senator Monroney. Isn’t it a David and Goliath thing, through ? 
It is the Federal Power Commission, in the mind of the Federal Gov- 
ernment, to get the price down on the producer, but the little inde 

pendent producer that has got three gas wells has got to make his 
ieee case to show—— 

Senator Pasrorr. I am merely arguing the legal interpretation of 
this Phillips case as it now stands relative to these existing con- 
tracts. I merely want to get that on the record and try to get the 
witness’ understanding on that as to whether it is wise or unwise. 

All I am trying to fix is this, if the Federal Power Commission 
has the right to lower the price because it has the right to operate, 
then would it not have the right to increase the price by the same 
authority of law? That is all | am trying to establish. 

Senator Daniex. Contrary to the provisions of a written contract 

Senator Pasrorr. That is what we are getting at, because these con- 
tracts have escalation clauses already written into them. 

Senator Dantex. I am talking about a provision which fixes the 
price of the gas that shall be sold. Do you see anything in the Su 
preme Court’s decision or in the regulations or orders of the Federal 
Power Commision that would indicate authori ity to raise a price that 
is fixed in your contract ? 

Mr. Merriam. Yes. [I am not a lawyer, but the Federal Power 
(‘ommission did exactly that in our town-border contracts when the 
pipeline companies were selling to gas utility customers. Contracts 
hat we had prior to the effective date of the Natural Gas Act were 
in effect eliminated by the jurisdiction of the Federal Power 
Commission. 
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Senator DanteL. Were the prices increased / 

Mr. Merriam. The prices have been increased in some cases above 
the original contracts. It is a little difficult to say, because the 
form of rate has changed. 

Senator Dantet. Did you resist those increases before the Federal 
Power Commission ¢ 

Mr. Merriam. Resist inc reases to the pipeline company ¢ 

Senator Danien. Yes, si 

Mr. Merriam. NO, sir. 

Senator Danret. What about the producers’ price? Was any 
ncrease allowed by the Federal Power Commission in the contract 
price at which the producer agreed to sell / ° 

Mr. Merriam. Up to the time of the Phillips decision LI know of 
no case where the Federal Power Commission did other than accept 
he price fixed in the gas purchase contracts as a cost to the pipeline 
company. 

Senator Dantet. Since then has there been any change? 

Mr. Merriam. Since then the costs of gas to a pipe line company 
under a gas-purchase contract is now covered entirely by a tarilf 
iled with the Federal Power Commission by the producer, and the 
Federal Power Commission uses the tariff price as a cost to the 
pipeline company, and it will only deviate from the tariff prices that 
now exist as that tariff price is c h; anged and pe srmitted to be changed 
by the Commission itself. 

Senator DanreL. You would resist any price increase that was 
permited to the producer by the Federal Power Commission above 
the price agreed on the contract. Is that not true as far as your 
‘company is concerned ? 

Mr. Merriam. It is reasonable to assume that we probably would. 
We might not, because the circumstances might be clearly such that 
the price should be increased and I would not want to be com- 
mitted that we would just automatically oppose anything whether 
it was merited or not. c 

Senator Dante. On the exchange you had with the chairman of 
the committee a minute ago, about the difference in this Huber 
: — o. contract as to the position in which the company found 

If before the Supreme Court opinion of the Phillips case and after, 

I colnews vou omitted reference to the provision in that contract which 

aid that if the company should become regulated, and the producer 

doula come under regulation by the Federal Power Commission as 

\ public utility, then the contract would be automatically canceled 
or subject to cancellation. 

Mr. Merriam. I thought I so stated. 

Senator Daniex. Earlier you did, but in the last exchange I believe 
that provision of the contract was not referred to. That is a pro 
vision of the written contract which, of course, since the Supreme 
Court opinion, would be in effect because the company is regulated 
now as a public utility. 

But that is a provision of the contract that you are resisting. 

Mr. Merrtam. That is correct. 

Senator Danrex. And that you understand the Federal Power 
(‘ommission will resist ? 

Mr. Merriam. That is correct. 
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Senator Dante.. Huber could not cancel the contract before the 
Supreme Court opinion, because that provision was not applicable. 
It was only after the Supreme Court opinion that Huber, under the 
terms of the contract, would have a right to cancel that contract, is 
that not correct ¢ 

Mr. Merriam. Such right as the clause would permit it. 

Senator Pasvorr. Has Mr. Pellegrine followed us with reference to 
this authority on the part : the Federal Power Commission 4 

Mr. Peviecrine. Yes, si 

Senator Pastore. If the members of the committee agree with me, 
I think we ought to get from the Federal Power Commission through 
their attorney a statement as to where they think their authority lies 
with reference to the changing of these contracts and we ought to 
make it part of the record. 

Senator Scuorrret. | think at some phase of the proceeding, Mi 
Chairman, we ought to either have the counsel up here or the Fed- 
eral Power Commission. 

Senator Pasrore. I think we ought to tell them directly what our 
problems are so they can answer as to them categorically and then wi 
can question him when he comes in, 

Senator Bricker. Were all of these contracts entered into subse 
quent to the passage of the Natural Gas Act? 

Mr. Merrtam. No, sir. 

Senator Bricker. Do you see any distinction between those entered 
into prior to the Natural Gas Act and subsequent to it? 

Mr. Merriam. I don’t; but Iam not a lawyer. 

Senator Bricker. Does the litigation about which you have been 
talking involve contracts entered into subsequent to the passage of 
the Natural Gas Act? 

Mr. Merriam. I am not sure on that. If I had to guess, I would 
eness it was before the Natural Gas Act, but I am not certain. 

Senator Bricker. So a further _ question is involved as to the 
right under the contract and whether or not you are abrogating a con 
tract is whether or not you are taking aaiid: 

Senator Pasrore. That is right. 

Senator Monroney. Would it not also, Senator Bricker, be im 
portant that during the years since the passage of the Natural Gas 
Act the Federal Power Commission disclaimed the right to regulate? 

Senator Bricker. It makes no difference as far as the legal rights 
of the parties are concerned. The law determines it. The Supreme 
Court does not make the law. The Supreme Court interprets the 
law as it was,passed. 

Senator Monroney. But during the period since the passage of the 
Natural Gas Act to the time they were finally ordered under the 
Phillips case or the previous case to regulate, the Federal Power Com- 
mission having disclaimed the right and interpreted the law that 
they did not regulate iniheatinne os 

Senator Bricker. Legally that has no difference from property 
rights. Property rights are determined at the time the bill is passed. 

Senator Pasrorr. Are there any further questions? 

Senator Bricker. Do you not agree with that ? 

Senator Pasrorr. I agree with it; ves, I clo. 
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Senator Danie.. There is only one statement there that the Sen 
ator from Ohio made with which I would like to disagree, and that 
s about the Supreme Court making the law. 

Senator Pastore. Interpreting it. 

Senator Danie... I understand it is supposed to interpret the law. 
( ertainly it seems to me this is an instance in which the Supreme 
Court has made the law. 

Senator Bricker. I think the Senator from Texas is right in many 
nstances, but, nevertheless, legally that is the effect of it. 

Senator Monroney. May I ask one more question 4 

Senator Pasrore. Yes. 

Senator Monroney. I keep reading a lot about Canada having 
trouble throwing together its cross Canadian pipeline, failure of 
which would probably mean that some amounts of gas produced in 
the western part of Canada will be available for offering in the great 
Northwest or around the Chicago area. Would the Federal Power 
(Commission have any right—I mean in figuring the rates to be paid 
producers- to tell the Canadian producers if they choose to sell in 
this market how much the field price can be, and to have our regu 
lators of the Federal Power Commission running around and trying 
to figure out their capital cost? That is an immediate problem. 
That gas is surplus up there if they fail to get their line promoted 
2cross to Montreal. W here do we wind up on this kind ot thing? 

Mr. Merriam. You are talking to the company that has a contract 
with Trans-Canada Pipeline to buy gas for our market area. It is 
one of the problems, obviously, of importing natural gas and the 
determination of the price at the border. 

Senator Porrer. Are we importing any now / 

Mr. Merriam. The only gas being imported now is in the State 
of Montana by the Montana Power Co. 

Senator Monroney. That goes to a smelter, does it not? It is a 
very small operation. 

Mr. Merrtam. It goes into their system and primarily to the smelter. 
It is asmall one. 

Senator Porrer. We have a Canadian pipeline that goes across 
Michigan from one part of Canada to another, but they do not sell 
t in Michigan. . 

Mr. Merriam. There is an oil pipeline that goes south of Lake 
Superior. 

Senator Porrrr. That is right. 

Senator Pastore. Any other questions? 

Senator Monroney. But you are going to have to have sort of a 
diplomatic corps to figure out the pricing of these thousands of cubi: 
feet of gas come from north of the border and then the regulated 
was that comes from south of the border, are you not ? 

Mr. Merriam. We expect to get along with our diplo1 
on that, 

Senator Monroney. Don’t some States have in their conservation 
aws a minimum price that gas can be sold for in order to provide for 
the conservation? In other words in order not to let someone buy the 
gas for 2 or 3 cents, extract the gasoline from it and blow it in the 
air or use it for other purposes that are uneconomic? Is there not a 


ninimum pricing rioht that some States « laim fo. them elyes? 


tic oOrps 
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Mr. Merrtam. There have been been such laws in Oklahoma and 
Kansas. I do not know where they are at the moment. 

Senator Monronry. The Supreme Court got those, too, I think. 
It was designed to prevent the wastage of gas by requiring that the 
gas carry some kind of a monotary value, enough to provide for its 
production. 

Mr. Merrtam. That was their stated purpose, yes. 

Senator Monroney. But those, I understand, are all out too. 

Mr. Merriam. I understand that that is the case. 

Senator Pasrore. Mr. Potter? 

Senator Porrrer. I have no questions. 

Senator Pasrorre. Just two questions: This is hypothetical and I 
submit it is a hypothetical question. What if the States decided to 
control the price through their public utility departments, of gas at 
the wellhead consumed in intrastate? Do you think you would feel 
differently about the control of the price at the wellhead on the part 
of Federal Power Commission with reference to gas that goes into 
interstate ? 

Mr. Merrram. I think that would boil down to the one basic thing 
that we have tried to keep emphasizing so far as the pipelines are 
concerned, that the supply is the important thing, and that if con 
trolled by the local commissions in the States, the price of intrastate 
gas would affect the supply. Then we would have to form our judg 
ment in relation to our guess, our educated judgment with respect to 
whether that would interfere with sup yply or not. 

Senator Pastorr. Are you familiar with any agitation or movement 
on the part of these States—I am just asking you the question, this 
is simply a shot in the dark, I admit it—where there is a movement 
on foot to bring gas unde1 moeetanol of the local public utilities at the 
wellhead, with reference to gas used in intrastate ? 

Mr. Merriam. If there is, 1 am not familiar with it. 

Senator Pastore. There is only one further question I would like 
to clear up, and that has to do with the question you raised on page 12 
of your statement. 

It is not in the public interest for the pipelines to be forced to rely solely 01 
outside purchases of gas, with either very little or no production of their own 
The pipelines should be encouraged to produce their own gas and such encourge- 
ment should be equal to, and certainly no less than, the encouragement pro- 
vided the independent producer. S. 1853 provides this encouragement and in 
so doing is clearly in the public interest. 

You were in the room yesterday when we raised the question with 
Dr. Boatwright ? 

Mr. Merriam. I was not, no. 

Senator Pastore. We asked him this question specifically: In the 
case where the pipeline company itself is a producer of gas, irrespec 
tive of the Phillips case, are they controlled by the Federal Power 
Commission to the very ultimate source of the gas? 

Mr. Merriam. Oh, yes. We are at this time, -and we would be under 
the provisions of the Fulbright bill, controlled with respect to the de- 
termination by the Federal Power Commission of a reasonable market 
price, which is all that we would be allowed as pipeline producers of 
our own gas, 

Senator Pasrorr. What are you allowed now without the Fulbright 
amendment? 
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Mr. Merriam. We have a case before the Federal Power Commis- 
sion now which has not been decided. The last determination by the 
Federal Power Commission in such an instance, was the Panhandle 
astern case, where they allowed them the average field price. Prior 
to that time they had allowed them the utility concept of depreciated 
original cost. 

Senator Pasrore. Then do I get this straight from your interpreta- 
tion, which to me is quite important. Where the natural gas company, 
the pipeline carrier, itself is a producer, if the Fulbright amendment 
becomes law, the standard upon which the price is fixed in the produc 
tion and the gathering of that gas will be changed as it is from the 
way it is now calculated under the FPC rules. 

Mr. Merrtam. It would become fixed. 

Senator Pasrorr. Under a different formula ? 

Mr. Merriam. Not necessarily. It depends on whether or not the 
Commission goes back to the original cost concept of utility rate deter 
mination, which they have the right to do now. If the Fulbright bill 
passed, the Federal Power Commission would be required to use the 
reasonable market price as the determination of what is the price 
allowed a pipeline company for its own produced gas. 

Senator Pastore. But that is a formula that the Federal Power 
Commission has never used. That is the point I am getting at. 

Mr. Merriam. It is similar to, but different. In other words, rea- 
sonable market price could turn out to be the average field price. It is 
a commodity value determination, rather than a rate base determina- 
tion. It could turn out to be exactly the same as the Panhandle 
average field formula. It might not. 

Senator Pasrore. I think we should explore that further. But I 
will accept your answer. ‘That to me is quite important because you 
might have the situation where many of the pipelines become pro- 
ducers themselves and merely because they become producers them- 
selves under the Fulbright amendment, that would automatically in- 
crease the price of gas. 

Mr. Merriam. It might or might not increase it. In the case of our 
own company, it would not change the price that we are getting from 
the FPC for our own produced gas. It so happens that because we 
are spending the net income of our - produc ing company for explora- 
tion development, it comes out exactly the same whichever method 
you take. 

But that is a happenstance and not something that would be uni- 
versally applicable. 

Senator Monroney. There are only two ways, are there not, of de 
- rmining the value of the gas at the mouth of the well. One would 
be the price established historically in the gas industry as a commodity. 
For some 50 years we have been producing gas in the gas producing 
States and using it intrastate, so that the competitively established 
price of a going field rate is the price that would prevail. 

That is one method. 

The other method would have to be the utility method of figuring 
the original cost less previous profits, I believe, write-off for deprecia 
tion, and then a return of 6 percent on that depreciated value. 

Mr. Merriam. Those are basically the two methods that have been 
discussed. 
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Senator Monroney. Those are the only two choices you have. 

Mr. Merriam. Or variations of them. 

Senator Monroney. But one would find the historic basis that has 

vorked and given us a great reservoir and pool of gas and which has 
been tapped by some 24 million people, a proven system. The other 
< absolutely unproven and the only time it has been tried by a slight 

ijority of the Federal Power Commission, it had to be abandoned 

‘cause of the loss and fall-off of drilling for new reserves by the in 
terstate pipelines that were affected by it. 

Mr. Merrram. Not only that, but there is another angle of the point 
that you have mentioned, and that is that if the Commission did use 
original cost and allowed the exploration cost as part of the cost of 
service of a pipeline company, you have the problem of the Federal 
Power Commission deciding how much exploration should be done 
ind where and at what cost, and you have a very, very difficult prob 
lem of judgment as to whether a Federal Power Commission or a 
regulatory agency would decide where exploration was going to be 
done by pipeline companies. 

That could get intoa really rough one. 

Senator Pasrore. Does not much of this dispute revolve around the 
nterpretation of what certain phrases mean? One cmesiooy? that 1S 
commonly used and that is used in the suggested amendment, is “mar- 
ket price” or “the reasonable market price,” as ‘Ditineuiahed from 
just and reasonable price.” 

What is the distinction ? 

Mr. Merriam. Again I am not a lawyer, but my understanding of 

hat is intended is that they are trying to make sure that they set up 
a measure of value for gas that is based on the commodity value and 
not on arate base me thod of determination of value. 

Senator Pasrore. You have already told me it might mean the 
Same thing. 

Mr. Merriam. It could, yes. 

Senator Pasrorr. Therefore we could all be wasting our time. 

Mr. Merriam. It won’t always do that. It will not always do that 
because it depends upon the individual circumstances of each pipeline. 

Senator Pasrore. It might well be that when the Federal Power 
Commission gets into this business, it might determine that just and 
reasonable price is nothing more than the reasonable market price 
‘f the gas sold to the pipeline. 

Mr. Merriam. I understood that the words “just and reasonable 
price” were considered by the Federal Power Commission to mean 
cubstanti: ally the same as “reasonable market price.” 

Senator Pasrorr. Is that not what the Fulbright amendment is 
try ing to do? 

Mr. Merriam. To establish the reasonable market price or the fair 
and just price as distinguished from a rate which is based on a public 
itility determination. 

[ am sorry if Iam confusing you. 

Senator Pasrorr. You are not confusing me. I think everybody 
is getting a little confused now. We may just be quarreling over 
what certain phrases mean. If they mean the same thing, then we do 
ot need an amendment, do we ¢ 
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Senator DanreL. Mr. Chairman, let me just ask: Is it not true tha 
the words “just and reasonable price” are words usually used QO} 
nection with rate-making on a utility basis 4 

Mr. Merriam. In using the words ° “just and reasonable rate, 
lederal Power Commission Was distinguishing bet wee) the erl 
‘ust and reasonable rate” as applying to a public utility qdetermiin 
tion of a rate base, and a “just and reasonable price” which was ba 
on acommodity or market value. 

Senator Dantren. But those are words that are usually used in cor 
nection with statutes and with regulations which apply to pric 
rates fixed on a utility rate-making basis. Is that not correct 4 

Mr. Merriam. That is correct. 

Senator Dantien. Is not the real reason for wanting to use the fai 
market price to make it clear that we do not mean that the Kedera 
Power Commission is to use a utility rate-making formula / 

Mr. Merriam. My understanding is the purpose is to make it crysta 
clear that the intention of Congress is to use a commodity value at 
not a rate base value in determining what is the price to be used. 

Senator Pastore. But let us assume the Federal Power Conn 
sion came in here tomorrow and said 


We understand, insofar as the purchase of this gas and the sale of t1 vas b 
the producer to the pipeline is concerned, or the purchase of the gas by the pip 
line from the producer, insofar as just and reasonable price is concerned 
means nothing more than the reasonable market price of that gas 


Won't you admit that that satisfies the very contention that you ar 
trying to raise? 

Senator Daniet. That would be fine, Mr. Chairman, except fo 
one thing, and that is that we want to make sure that the courts woul 
put that same interpretation on it that the Federal Power Commission 


does. 


In other words, by writing it into the law, then we are sure. No 


amendment would be necessary if we knew the courts would pat vor 
interpretation on it that you have just given. 


Senator Pastore. That is not my interpretation. I am talking 


about the Federal Power Commission. If they give that interpreta 
tion, then our only fear would be that you would have that set a 
standard that would have to be recognized by the Court. 

Senator DanieL. Yes; so they would not change it. 

Senator Monroney. Plus the fact that by a change in the per * ne 
of one member of the Federal Power Commission, they could go ba 
toa utility rate base any day they wished to. 

Senator Pasrore. I always like to reduce these disputes to 
simple terms. 

Senator DanteL. You have. 

Senator Pasrore. That isall. Thank you very much. 

Mr. Merrtam. Thank you. 

Senator Pasrorr. Mr. Matt Triggs. Before you identify yoursel 
and state on the record your interest in this matter, may La 
Mr. Triggs, if you went uninterrupted, about how long would 
you to make your statement ? 

Mr. Triccs. About 7 or 8 minutes, sir. Our statement is very brief 


oe you 


Senator Pasrore. All right. Will you identify yourself for th 


record 2 


t 
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STATEMENT OF MATT TRIGGS, ASSISTANT LEGISLATIVE DIRECTOR, 
AMERICAN FARM BUREAU FEDERATION 


Mr. Triccs. My name is Matt Triggs. I am assistant legislative 
director for the American Farm Bureau Federation. 

Our statement is very brief and with your permission I will read it. 

At the most recent annual meeting of the American Farm Bureau 
Federation, the official voting delegates of the member State farm 
bureaus approved the following policy statement: 

In those areas of our economy in which monopoly has been recognized as the 
practical and efficient means of providing a service under the existing circum- 
stances, regulation by appropriate State and Federal agencies should be exer- 
cised firmly and with adequate consideration of the public interest. Where a 
particular field of rezulatory activity can be adequately undertaken by State 
governments, we are opposed to Federal regulation. We are opposed to the 
extension of price regulation in circumstances in which competition is effective 
as a regulatory factor. 

Since the field price of natural gas is adequately regulated by competition, we 
favor legislation to provide that field prices of natural gas shall not be regulated 
by the Federal Power Commission. 

Our position on this issue is based upon a conviction that in a com- 
petitive enterprise society a free market performs certain functions 
far more effectively than Government regulation. The function of 
price in such a society is to guide the flow of investment so as to assure 
production adequate for national requirements, and to bring about a 
continuous adjustment between supply and demand, so as to avoid 
shortages on the one hand and surpluses on the other. 

A free market functioning in a competitive system is the most effec- 
tive guaranty of a continuing adequate supply and the best assurance 
that the interests of consumers will be protected. 

This competitive enterprise system, operating under the imper- 
sonal guidance of a free market and the law of supply and demand, 
is the revolutionar y en of the American economy—a major source 
of its dynamic efficiency, capacity, and adaptability. 

Unlike the local distribution and interstate transporti ition of na- 
tural gas, the discovery and production of natural gas is a business 
that is highly competitive, with widely varying cost and production 
conditions. It is as venturesome, as risky, as competitive a business 
as can be found in the United States. 

It is our belief that the regulation of field prices of natural gas is 
not only unnecessary to protect consumers’ interests, but on the con- 
trary will be positively detrimental to their interests. 

The best guaranty the consumer has of adequate supply of natural 
gas is the maintenance of the incentive to invest in the risky and ven- 
turesome business of discovery and development. 

If natural gas sold for interstate shipment is to be priced lower 
than its economic value, then we promote the increased utilization of 
such gas in outlets that will pay its economic value. Federal regula- 
tion of field prices of natural gas in interstate commerce will tremen- 
dously stimulate the use of natural gas in producing areas, for local 
distribution, for industry, and for power production. 

In many States the production of natural gas is regulated by the 
State. The purpose of State regulation is primarily to conserve a 
valuable and limited natural resource. The purpose of Federal regu- 
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lation is entirely different—to insure that consumers a not be re- 
quired to pay more than a determined price for natural ¢g 

The antagonistic purpose of State and Federal regul: dia may well 
result in mutually antagonistic action by State and Federal agencies, 
with disr uptive effects upon the carefully deve loped conservation pro- 
erams of State governments and the loss of State sovere ignty over 
control of its natural resources. 

The action of the Federal Power Commission as of June 7, 1954, 
freezing natural gas prices and prohibiting discontinuance or modifi- 

cation of service without Commission approval, represents a sweeping 
invasion of private contractual rights and State regulatory authority. 

Although field prices of natur: ‘al gas were not regulated prior to 
June 7, 1954, this did not result in the exploitation of consumers. The 
index of the price of natural gas was 108.8 in 1953 (Bureau of Labor 
Statistics—1947-49 equals 100) as compared to 101.2 in the depression 
vear 1935. 

' The price of natural gas to consumers did not increase significantly, 
despite the inflation of the war and postwar years, during which the 
prices of most goods and services doubled or tripled. 

We see little virtue in the argument that, since the retail price and 
the price for interstate transportation are regulated, that effective 
regulation also necessitates regulation of field prices. 

If this argument were valid, then it would be equally valid to regu- 
late the price of coal used for electric power production. ‘The market 
value of natural gas in the field should be the value recognized in the 
regulation of distributor prices. 

A substantial portion of the oil and gas reserves of the United 
States, discovered and remaining to be discovered, lie beneath farms. 
We submit that when a landowner is so fortunate as to own property 
beneath which natural gas is discovered, he should get the benefit of 
the market value of such gas in exactly the same manner as though 
the discovery consisted of coal or oil or iron, copper, lead or zine ore, 
or bauxite, or sulfur, or potash, or phosphates, or any one of many 
other commodities. 

This is an essential element of the concept of private ownership of 
property. To hold otherwise is to confiscate private property. 

The American Farm Bureau Federation therefore respectfully 
recommends the enactment of legislation to restore what we believe 
was the original intent of the Congress, that the production and gath 
ering of natural gas is exempt from Federal regulation, and by such 
means to reaffirm our traditional American belief that free ey ern 
in a free market is, except where monopoly circumstances } , the 
best guaranty of adeqi iate supply at fair prices. 

Thank you, Mr. Chairman. 

Senator Monronry. Thank you, Mr. Triggs, for that statement. I 
think you covered the ground very effectively, particularly in pointing 
out that, in spite of the great expansion to 24 million retail customers, 
the price of natural gas under the present competitive system in the 
field has not gone out of sight or had undue increases that would re 
quire this fantastic type of regulation. 

Mr. Trices. Yes, sir. I think this is unusually surprising, in view 
of the fact that during early years natural gas was underpriced, as 
the result of the failure of demand, due to the inadequacy of trans 
portation facilities. 
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Senator Pasrore. But you have got to admit, though, that if you use 
the same philosophy and the same reasoning that you have just ex- 
pre aii. you would not have pr ice supports on agricultural producte 

Mr. Triccs. Well, Mr. Chairman, I am glad you asked that question. 

Senator Pasrorr. It is an interesting question. We just cannot si 
confiscation in everything else. Here we are concerned with the con 
sumer. Primarily that is the function of the Congress, and I think 
that was in the hearts and minds of the people on the Supreme Court. 

I am not saying they were right or they were wrong. ‘That is where 
we disagree, But all this fundament: ally comes down to the pomt ol 
protecting the consumer, which ultimately must be the concern of all 
of us. The question is how far do we go in this regulation. I do not 
think there is any intent on anybody’s part to confiscate anybody’ 
property. It is merely a regulation that we feel is necessary in the 
public interest. 

Along the line there may be some people who will agree Ol dis 
agree. Iam for giving the farmers the full value of everything that 
is under their ground, as much as I am willing to give the farmer 
ever ything that he deserves for ever ything above the ground. 

But we cannot be inconsistent with our philosophy and our co: 
cepts of logic. 

Mr. Trices. I would like to comment on this question, since you 
raised it. The American Farm Bureau Federation have oppo sed, 
members of the committee I am sure are aware, price fixing in agri 
culture. We have also opposed price fixing all down the line. 

! think our position is entirely consistent, and for exactly the same 
reason—that we do not believe that price fixing works out the way 
folks thought it was going to work out and that it creates problems 
that nobody imagined would be created. 

It often creates more problems than it solves. We feel in the case 
of agriculture that price fixing tends to create surpluses, to lose 
foreign and domestic markets, to compel a comprehensive allocatio1 
of the right to produce, and gradually entangles agriculture in a 
growing complexity of controls that suffocate “freedom and oppor 
tunity and the chance to make good incomes in agriculture. 

I think our position, sir, is entirely consistent. We are for permit 
ting the price system to work. 

Senator Pasrorr. Senator Daniel ? 

Senator Danrev. I thank you very much for your statement. ~ 
you see any difference betweeen the principle involved here of th 
goal of fixing the price on natural gas that moves into interstate 
commerce, and the principle of fixing the price on milk that might 
be produced and moved into interstate commerce or any other agri 
cultural commodities that might be moved into interstate commerce / 

Mr. Triees. I think the principle is exactly the same. If the 
Federal Government is to extend its authority here, I do not know 
what reasoning would be ap yplied t ) Say that the Federal govern 
ment should not control the price of automobiles or the price of 
livestock. 

Senator Pastore. The only difference is this: If the milkman does 
not = liver your milk, you can get your own bucket and go and get 
it. But here you have to rely on that particular source that comes 
to your jet and it is a question of the continuity of the transmission 
of this gas, and just where do you start and whe ‘re do you stop ? 
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competition any day, because they know there will never be an ade 
quate supply sufficient to give them a surplus, if this utility concept 
is carried into the producing business. 

Senator Pasrore. Only the Lord has the answer to that question, 
because he is the only one that knows how much is under that ground. 

Mr. Trices. I would be happy to get into this argument. I think 
you are exactly right. 

Under those circumstances—and they could exist, and certainly 
may exist in certain fields—the market price will be depressed and 
this is what should happen in a free enterprise society. 

This discourages in that particular area and under those particular 
circumstances, the search for new supplies. And by increasing con- 
sumption we create a balance between supply and demand. 

I do not think you will find us coming here to ask the Federal 
Government to do something under those circumstances to increase 
the price in the field. 

Senator Pasrore. I think, Mr. Triggs, you made your position 
abundantly clear. 

Senator Porrer. Mr. Triggs, if we can get back to Senator Daniel’s 
comparison with milk: If the price of milk was regul: ated by a State 
agency, and interstate carriers of milk were regulated by a Federal 
agency, I am not too sure there would not be quite a demand on the 
Congress to have a regulation of the price in the hands of producers, 

Mr. Triecs I am sorry that Mr. Daniel used milk as his illustration, 
for obvious reasons. There is a good deal of price regulation of milk. 

I think it can be said, however, that none of the price regulation of 
milk which is undertaken by State governments or by Federal market- 
ing agreements, does any more than stabilize the price without rais- 
ing the average price above the market level. 

Senator Porrer. Could that not work with this commodity ? 

Mr. Triees. Conceivably it could. Conceivably the Federal Power 
Commission might establish the field price at the market value, as 
Senator Pastore has pointed out. If this were to continue to be the 
policy of the Federal Power Commission through changes of per- 
sonnel and s hould continue to be approved by the courts, then the 
reasons for this bill would not be so persuasive. 

But we have no guarantee on these points. 

Furthermore, it seems to me the Federal Power Commission has 
gone beyond price regulation and has regulated supply, and this is, 
L think. pertinent to observe, that supply is a factor that should be 
regulated by contractual relationships in a free market, rather than by 
the Federal Power Commission. 

Senator Porrer. Mr. Triggs, may I ask one further question? I 
am doing this just to satisfy my own curiosity. I note at the be 
ginning of your statement that this policy statement was approved 
by the voting delegates of your State farm bureau members at your 
annual meeting. 

a all your delegates agree to this policy statement ? 

. Triccs. There was no opposition voice raised at all. Of course 
there was debate in the resolutions subcommittee on the matter, but 
the debate was designed for the clarification of people’s understand- 
ing of the problem. 

There was no objection to the policy at all. I think I can say it 
was unanimous. 
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Senator Porrer. All States were represented / 

Mr. Tricas. Yes, sir. 

Senator Pastorr. Are there any further questions ¢ 

Thank you very much, Mr. Triggs. 

Mr. Trices. Thank you, sir. 

Senator Pasrorr. Our next witness is Mr. Russell Brown. 

Mr. Brown, before you begin your testimony, how long will your 
speech be ¢ 

Mr. Brown. I imagine about 20 minutes. 

Senator Pasrore. Do you mind if you re: va it without inter 
ruption from us and then we will dec ide whether or not the question 
ing period will take very long’ There may be no Saeaa to come back 
this afternoon, if we can finish this morning. 

Mr. Brown. Whatever the pleasure of the committee is as far as I 
am concerned. 

Senator Pasrore. Otherwise we will let it 
afternoon. 

Senator Monroney. If you read it now a then have questions this 
afternoon, it gets disassociated with itself in carrying over from a 
break. 

If Mr. Brown is going to be the only witness this afternoon, | 
think we should hear him this afternoon and have the whole thing 
at one time. 

Senator Porrrer. Is Mr. Brown to be the only witness ? 

Senator Pasrore. That is right. He is the last one. 

Senator Monronry. Mr. Brown represents the Independent Pe 
troleum Association. 

Senator ScHoerre.. This afternoon would suit me very well. 

Senator Pastore. Does that suit you, Mr. Brown? 

Mr. Brown. Yes, sir. 

Senator Pasrorr. We will recess until 2 o’clock this afternoon. 

(Whereupon, at 11:50 a. m. the committee was recessed, to recon 
vene at 2 p. m.) 


oo and question this 


AFTERNOON SESSION 


(The committee reconvened at 2 p. m., room G-16, Capitol Building. 
Senator John O. Pastore (acting chairman), presiding.) 
Senator Pastore, All right, Mr. Brown. 


STATEMENT OF RUSSELL B. BROWN, GENERAL COUNSEL, INDE- 
PENDENT PETROLEUM ASSOCIATION OF AMERICA 


Mr. Brown. Mr. Chairman, perhaps before I start, I might intro 
duce a resolution of the board of directors of our association. 

Senator Pastore. Before you do that, Mr. Brown, will you identify 
vourself ? 

Mr. Brown. My name is Russell B. Brown. _I am genera] counsel 


of the Inde ‘pendent Petroleum Association of America, a national 
trade association with membership i1 in every oil and gas 5 cabins 
area in the United States. The membershiy p of the association 

composed primarily of oil and gas producers, » landowners and royalty 
owners. It also includes others interested in, and affiliated with the 


production of oil and natural gas. 
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The membe1 ship of the association is vitally interested in the issues 
nvolved in the proposed legislation being considered at this time. 
It has closely followed the administration of the Natural Gas Act 
vith respect to 1ts Impact upon the production and gathering ot 
natural gas and has been seriously concerned about the efforts to 
extend Federal jurisdiction into the local function of producing and 
vathering. 

At this place, Mr. Chairman, if I may, I would like to introduce 
i resolution of the mid-year meeting of our association at San Antonio, 
Pex.,on April 26 of this year, in which they comment on this proposed 
eoislation. 

Senator Pastore. All right, without objection, that resolution will 
be made a part of the record at this point. 

(The resolution is as follows | 


RESOLUTION OF THE NATURAL GAS COMMITTER, INDEPENDENT PETROLEUM ASSOCTA- 
riON OF AMERICA, MIDYEAR MEETING, SAN ANTONIO, TEX., APRIL 26, 1955 


lhe natural gas industry is facing a most crucial test as the result of the 
ecision of the Supreme Court of the United States in the Phillips Petroleum 

oO. case Under this decision the Federal Power Commission is directed to 
egulate the production, gathering, processing, and field sale of natural gas 
which enters into interstate Commerce. 

This authority was not within the intent of the Congress when the Natural 
Gas Act of 1938 was enacted. The legislative history of this act conclusivel 
shows that Congress intended such activity to be local in nature. Proposed 
egislation now pending in the Congress will correct the misinterpretation which 

is been placed upon the Natural Gas Act. 

The production, gathering, processing, and field sale at the wellhead of 
natural gas should not be, directly or indirectly, under the control of the 
Federal Government Competitive fuels are not controlled by the Federal 
Government. Fundamental principles of free economic enterprise are at stake 

The natural gas industry is one of the most highly competitive industries in 
the Nation, with thousands of producers competing with one another and as 
an industry competing with all other fuels. It cannot be treated as a public 
utility. 

To do so would be to establish a dangerous precedent and defeat one of the 
basic principles on which our Nation is founded. 

The production of crude oil and natural gas is generally inseparable inas 
much as approximately one-half of all natural gas is produced with crude oil. 
Federal control of the production of natural gas, at the wellhead, will inevitably 
ead to control of the production of crude oil. 

The exploration and development of oil and gas reserves is recognized as a 
igh risk industry It is impossible to establish a yardstick of cost, under the 
publie utility theory, which could be applied to all of the uncertainties which 
exist in the hazardous search for and development of oil and gas reserves. 

The consuming public has benefitted by competitive exploration and develop 
ment of this great natural resource. On the contrary, Federal regulation of 
production of natural gas will inevitably result in diminishing supplies and 
higher cost of this essential and desirable fuel to the consumer. 

Under such conditions, independent producers of natural gas will seek intra- 
tate markets, thereby depriving the interstate markets of this tremendous po 
ential supply of natural gas. 

The utter impossibility of Federal control of natural gas production was em 
yhasized by the Chairman of the Federal Power Commission in his recent state 
ment before the Interstate and Foreign Commerce Committee during its hear- 
ng on the Harris bill. 

This association, again recognizing its responsibility to both the consuming 
public and to the industry, now assumes the challenge that reaches into the 
undamental concept of our American way of life, founded upon the principle 
of competitive free enterprise. 

Therefore, it is resolved by the Independent Petroleum Association of America, 
n midyear mecting in San Antonio, Tex., on April 26, 1955, That the Congress 
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of the United States be urged to enact remedial legislation to amply clarily the 
language of the Natural Gas Act of 1938, to the end that the production, gath 
ering, processing, and field sale of natural gas, which enters into interstate 
commerce, Shall not be subject to Federal Government regulation 

Senator Pasrore. You may proceed. 

Mr. Brown. It has long been the policy of the Independent Petro 

leum Association of America that the local function of production 
and gathering natural gas and the field sale thereof should not be sub 
ject to Federal control. 
This exclusion of Federal control should also include those activi 
ties which are in fact a part of the production and gathering of gas, 
such as the field treating and processing of gas, that is, the treating 
and processing of gas which is not an adjunct to or part of the inter 
state transportation function. 

Our Association, therefore, strongly supports the objective and 
purpose of S. 1853, namely: the clear-cut exclusion from Federal 
Power Commission jurisdiction of the function of producing and 
vathering natural 2Zas by independent producers. 

It is extremely important, we feel, that this be done on the basis 
of principle; that it be done on the principle that it is unsound and 
unwise, In the interest of all concerned. for the Federal Government 
to control local production activities. This basic principle oft govern 
ment is involved in the controversy and issues which culminated nh 
the Supreme Court decision in the Phillips case and which has now 
led to the introduction of S. 1853 and similar bills. 

The eardinal quest ion which this committee ana ( ‘oneress Hhiuist face 
is whether or not the Federal Government is to exercise regulation 
and price control over a local producing activ ity. 

Are we, as a matter of governmental policy, going to substitute 
covernmental controls for the historical and outstandingly effective 
checks and balances that are provided by a free competitive market 7 

The basic principle cannot be partially followed. It must be whole 
heartedly followed. Once the principle is breeched, there is no* top 
ping point. If the first step in Federal controls is permitted inevita 
bly such controls will spread and the entire principle eventually 
destroyed. 

We urge, therefore, that this committee in seeking a solution to the 
issues presented, do so ina manner that will not project, to any extent 
whatever, Federal authority into the production and gathering actiy 
ity of independent producers and gatherers of natural gas; that it free 
from Federal control the production and gathering of gas, in toto. 

To do so only in a partial half-way manner, we believe, would be 
just as disastrous in the long run as no action at all. 

The results of the mandate of the Phillips decision has been to cre 
ate a breech in this basic principle. The Congress is, therefore, faced 
with the problem of determining whether or not this breech should be 
permitted to stand, or should it be corrected. 

If I may state there, Mr. Chairman, I represented this same Asso 
ciation and group of producers in 1938, when this measure was first 
started before the Congress, and made the inquiry as to how far if 
affected us, and got the assurance that we thought we were embodied in 
the law. 

In 1940, we appeared in the Columbia case, and I appeared and 
made an oral argument in that case, and the result of that decision was 
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that the Power Commission, at that time said they felt they had no 
jurisdiction over production. 

There seems to be only two conditions which would justify the 
abandonment of free enter pr ise in the production and gathe ring of 
gas. One such condition would be the absence of a free competitive 
market in the production and gathering and field sale of natural gas. 
The second such condition would be the determination that the pro- 
duction and gathering of gas is in fact a public service capable of 
being related as a public utility. 

I believe that the evidence before this committee, in my opinion, 
persuasively shows that the production and gathering function of 
natural gas isa highly competitive one. 

Certainly when. compared with other great industries of the United 
States, such as the automobile industry, the steel industry, the alu- 
minum industry, and many others, the production and gathering of 
natural gas is far removed from anything which might be ‘looked upon 
as monopolistic. Under every standard there is ample competition 
within the industry. We must either rely upon that competition as 
an adequate regulation and guard against unreasonable prices, or else 
take a long step in abandoning our system of government. 

If we set aside this basic principle of government in order to 
federally regulate natural gas, the membe - of our association fear 
that such action inevitably will lead to the Q regulation of production 
of oil because of the intimate relationship of the two activities. It is 
inconceivable that this step could fail but lead to regulation of com- 
peting fuels, and thence on and on into other activities and industries 
throug!iout our economy. 

But, even if there were monopolistic tendencies within the produc- 
tion and gathering of natural gas there would be no need to act here 
under the Natural Gas Act. 

Our State and Federal governments have long had anti-trust laws 
designed to stand guard against abuses arising from absence of com- 
petitive forces. 

It is unnecéssary and it would be extremely unwise to prescribe 
special legislation for one activity or industry. If there is a monopoly 
in the production and the gathering of gas, then the anti-trust laws 
should be employed. 

In no event should the Congress control the production and gather- 
ing of gas on the theory that it is a public utility. It should be kept 
in mind that a public utility is a public service—not a product or 
commodity. 

For example, in the utility service of distributing manufactured 
gas, the price of the product coal, from which the gas is made, has 
never been regulated as a public utility. The public service of dis- 
tributing natural gas is a public utility, but the product gas is not. 
The production and gathering of natural gas has none of the | privileges 
or protections of a public utility. It has none of the characteristics of 
a public utility service. 

In fact, it is the extreme opposite of a public utility function. To 
classify the production and gathering of gas as a public utility would 
be to ignore the simple facts as to the nature of the activity. 

We feel, therefore, that there are no sound grounds on which to 
predicate Federal control of independent producers and gatherers of 
gas. The Phillips decision should not be permitted to stand. Reme- 
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dial legislation such as the S. 1858, is needed to correct the effect of 
the Phillips case decision. 

[ would like now to turn to paragraph (b) of section 2 of S. 1853. 

This section of the bill provides that whenever an increase in the 
rate of a natural gas company is based on a new or renegotiated con- 
tract for the purchase of natural gas from an independent producer 

r gatherer, the Commission shall consider the reasonableness of the 
oxiee and shall allow the natural gas company as an operating ex 
pense only the reasonable market price. 

Some of the testimony in the record before the House committee 
and also before this committee is to the effect that this paragraph 
adds some new authority to that delegated to the Federal Power 
Commission under existing law. 

It is my opinion that as a matter of law, this paragraph adds no 
new authority. It does emphasize existing authority. 

Testimony by some proponents of the bill before this committee, 
indicates that par agraph (b) was inserted in an attempt to comply 
with the report of the Energy Supplies and Resources Policy ¢ 
mittee. 


‘om 


I believe these proponents have misinterpreted this report, I do 
not find in the report, any recommendation or suggestion that new 
Federal Power Commission authority is needed. I do find a sug- 
gestion as to how existing authority should be administered. 

Your committee is fortunate in having the benefit of such a report 
as the Energy Supplies and Resources Policy Committee has made. 

On July 30, 1954, the President established this committee and 
named as the chairman, the Director of the Office of Defense Mobili- 
zation. The heads of the Department of State, Treasury, Defense, 
Justice, Interior, Commerce and Labor, were named as members of 
that committee. It is doubtful that in the history of our Govern 
ment, a more responsible body has been created by the President, to 
advise on spec ific issues 

By his action, the P resident has placed his appraisal on the im- 
portance of this subject and on the weight he felt should be 
to the result of their deliberations. 

[t is an important report prepared by capable men of the highest 
position of responsibility. It was labeled as of importance of our 
Government on its greatest need—national security. 

It a known that in the selection of a task force to prepare the 
fundamental information on which to base their conclusion, this com- 
mittee drew upon men of high standing in our business and — 
trial life. The consumer interest was re prese snted by the selection of : 
man from high ranks of our judiciary. Every precaution was sala 
to balance the industrial need with the public interest and secur ity. 

What does the report say ¢ 

This re port stated that the problem of natural gas regulation should 
be approached from the Gamoeite of assuring adequate supplies and 
the discovery and development of additional reserves to support 
supphes, in the interest of national defense, an expanding dom 
economy, and reasonable prices to consumers. 

The report stated that in order to secure these objectives. it 
essential to give due consideration to (1) the operations 
the production of natural gas, (2) the transportation of § 
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state transmission lines, and (3) the distribution of gas in munici 
palities 

With regard to the first of these functions the report says: 

* * * we believe the Federal Government should not control the production, 
gathering, processing or sale of natural gas prior to its entry into an interstate 
transmission line. 

As tothe second, the report says: 

The interstate transmission of natural gas by the interstate transmission lines 
and the subsequent sale of such gas for resale is a public utility function and 
should be under the regulation of the Federal Power Commission. In consider 
ing the certification of new lines and applications for increased rates based on 
new or renegotiated purchase contracts, the Commission should consider, in 
order to provide protection for the consumer, not only the assurance of supply, 
but also whether the contract prices of the natural gas which the applicant has 
contracted to buy are competitively arrived at and represent the reasonable 
market field price, giving due consideration, in the interest of competition, to 
the reasonableness and appropriateness of contract provisions as they relate 
to existing or future market field prices 

In the third, they advise that : 

The several States or their political subdivisions should continue to provide 
the public utility regulation of distributing Companies in accordance with usual 
utility practices. 

Kollow ing these sep: irate reconmime nd: ul ions the report CONC ludes wand 
I think this is important: 

Thus the complete cycle of natural gas production, transmission and utiliza 
tion will be appropriately regulated: the production and conservation of natural 
vas by the State conservation commissions; the interstate transmission of 
natural gas by the Federal Power Commission ; and the distribution by the local 
public utility commissions. 

The language of paragraph (b) of section 2, paraphrases that. part 
of the Cabinet Committee report, dealing with the interstate trans 
mission of natural gas now under the regulation of the Federal Power 
Commission. In this portion of the report, the committee did make 
a rather detailed outline of how an existing agency of Government, 
the FPC, should prov eed in order to provide protection for the cor 
sumer. 

That part of the report, however, does not recommend or suggest 
the need for new or additional FPC authority. The report does state 
what, in the opinion of the Committee, the Commission should con 
sider. 

But, in no way-does the language of the report suggest that new 
authority is needed in order for the FPC to give consideration to the 
factors set forth. 

Paragraph (b) is to make clear that the gas-consuming public is 
not a abandoned to unreasonable and ever-increasing field _prices 
of gas. Consumers have always had this assurance under the Natural 
(ras ie a. 

The FPC has complete utility jurisdiction over interstate pipelines 
and so long as they have that authority, they have complete control 
over what shall be included as proper operating expenses and what 
shall be included in the rate base of those pipelines. 

May I interject there, Mr. Chairman, that while that jurisdiction is 
absolute, I don’t think that nee ‘essarily makes a transportation Tine a 
public utility, as such, but it does give the Federal Power Commission 


jurisdiction. 
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[ think they have some activities that they probably don’t exercis 


that control over. lam not trying to go Into that, I just mention it 
Senator Monroney. But they would have the right to throw out any 


rig ed price, without additional law. The very fact that they n't 
regu lating the long 1nes, 


Any payment above and beyond the fair market price that wa 
rigged as a result of conspiracy, Or collusion, would, under normal 
powers ot utility reoulation work against the long lines, wouldn't it 2 

Mr. Brown. 1 think they have always had that authority and exe1 
cised it In many Instances, 

The Federal Power Commission has always had authority, inhet 
ent to public utility regulation, to determine what a pipeline com 
pany may include as an operating expense. 

This authori itv runs to any and all items of expenditure. In other 
words. the FPC has always had the inherent right to review the just 
ness and appropriatness of prices paid for natural gas by a pipelin 
company. The FPC has always had authority to deny as an item to 
be included as an operating expense, any unreasonable gas purchase 
price or any price paid for gas which is monopolistic or in any way 
arrived at on a basis other than pe competitive conditions. 

But, under the Natural Gas Act, prior to the Phillips decision, the 
FPPC did not have yur isdiction over the produ er. The FPC could tell 
the pipeline company that any given gas purchase price was too high 
to be Wie luded as all ope i iting expe hse but the FPPC could not force 
the producer seller to a any given price. 

Phis it could not do, because it had no jurisdiction over the produce 
The producer would be denied the interstate market if he did not a 
cept the FPC determination, but he was always free to turn to other 
markets to seek an outlet for his gas. The FPC had no jurisdiction 
over the producer yet the FPC was in a position, under its inherent 
authority, to protect the consuming public from unconse onable o1 
unreasonable prices. . 

This is the status that should be restored, and in my opinion would 
be restored by S. 1853. 

Senator Danie... This word “inherent” always bothers me in any 
agency of the Government. It is given under the statute, the right 
is implied; it is given actually under the statute itself. 

Mr. Brown. That is what I mean. There is certainly no inherent 
right. Tam glad you called my attention to it, because that could be 
misinterpreted. 

Every caution should be taken to make sure that paragraph (b) of 
section 2, does not have the effect of giving the FPC jurisdiction over 
the producer or gatherer of natural gas or the field treating and pro 
aii of natural gas or the field sale thereof. To do so would con 
stitute a basic change in the intent and purpose of this proposed 
legislation, namely: The clarification of the nonjurisdictional status 
of independent producers and gatherers of natural gas. 

Based upon some expressed inte rpretations, I fear that paragraph 
(b) of section 2 is subject to erroneous interpretation. It appears that 
some look upon this paragraph as conferring new authority and 
jurisdiction upon FPC over the production and gathering funetion; 
that the FPC under this provision would have jurisdiction over pro 
ducers and gatherers and the field prices of all new or renegotiated 
contracts. 
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This provision might also, at some future time, be subject to court 
interpretation as conferring new authority. 

For this reason, I am of the opinion that this paragraph of the bill 
should be deleted. Its object is to add nothing but it is subject to 
misinterpretation. It serves only to clarify the existing law. This, 
if need be, could better and amply be done in the committee reports 
and legislative history of this bill. 

sefore leaving this aspect of my statement, I would like to state 
that in my opinion the authority which FPC now has and is referred 
to in paragraph (b) of section 2 is a proper and necessary authority 
in the regulation of public utilities. The use of this authority to 
interfere with bona fide producer contracts in order to bring about 
lower producer or consumer prices, however, would be adverse to 
the best interest of the consuming public. 

As pointed out above, this authority, if so exercised, would drive 
sellers of gas to seek intrastate markets; as the producer looks upon 
it, this use of the authority would cloud with uncertainty the inter 
state market. It would serve to impede the flow of gas into interstate 
markets. In the long run the interstate consumer would suffer a 
shrinking supply and higher prices. 

During the hearing before the House Committee on H. R. 4560, the 
proposal was made that the FPC should be given authority over 
escalation clauses of all old or existing gas purchase contracts. I 
assume similar proposals will be made here. 

In other words, this proposal would give the FPC authority to 
abrogate the price provisions of bona fide contracts. 

Such action would constitute a complete breach of the principle of 
government that S. 1853 is designed to preserve. It would disregard 
the sanctity of contractual obligation and bring havoe upon our sys- 
tem of law as we have known it. 

Such proposal, if adopted, would go substantially all the way in 
bringing production and gathering under FPC jurisdiction. It 
would mean that contractual rights fixed by producers and purchas 
ing pipelines at their own free will can no longer be relied upon. It 
would mean that certain provisions of contracts would be subject to 
change by the FPC, whereas other provisions would continue to bind 
the parties. I do not believe that it is sound policy to tamper with 
contracts which have been entered into in good faith, even assuming 
that such action would be constitutional. 

Escalation clauses in gas sales contracts are the normal natural out- 
growth of an expanding industry, and even more particularly so dur- 
ing a period of general inflationary trend. 

The very nature of the industry has forced the producer to find 
some means of protecting himself from future fluctuations in the 
economy. 

The producer has been faced with entering into 20-year contracts 
and, as a result, he has been forced by good ‘business sense to design 
some means of assuring himself of a fair price during the full life of 
the contract. 

To do so, he has resorted to escalation clauses as a mechanism by 
which his contract could be maintained economically current over such 
long periods. Most commodities are sold on a short-term basis. 
Escalation provisions are the outgrowth of the long-term peculiarity 
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of gas sales contracts. They are a sound and proper outgrowth of 
our competitive system. 

For many years following World War I, natural gas was a surplus 
waste commodity. Producers were forced to sell gas at any price 
offered. In many cases, he would do so for the life of the field at ex 
tremely low prices. tle is bound to those contracts. The purchaser 
should also be bound to his contracts even if he now feels he made an 
unwise agreement. 

And no Government agency should be authorized to rewrite them. 
In many instances, an abnormally low initial price was necessary in 
order to provide an initial inducement to the purchaser. The pro 
ducer relied upon and made financial commitments in anticipation of 
receiving the revenue provided by the contract. It would be mani 
festly unfair to abrogate or change the price proy isions of these con 
tracts. It would cause irreparable injury to many producers and 
the industry. 

Escalation provisions are the only means by which the producer 
can expect to receive a fair total return for his commodity over the 
entire life of the contract. Escalation provisions are the only means 
by which the producer can assure himself of receiving the current 
market price for his was. 

Whether the escalation be one of the fixed-increase type or a 
favored-nation type, they are sound and reasonable provisions and are 
necessary in view of the long-term contracts required by interstate 
pipelines. 

There is nothing inherently wrong or illegal about escalation pro 

visions so long as the parties are dealing with each other in arm’s 
length negotiations in an open, free, competitive market. 

There is no reason or justification whatever, to legislate a revision 
of escalation provisions of existing contracts. 

The Independent Petroleum Association of America urges this 
committee to recommend legislation that clearly will reestabli 
nonjurisdictional status under the Natural Gas Act of indepel dent 
producers and gatherers of natural gas. 

In regard to the impracticability of regulating the production and 
rathering of natural gas on a publiec-utility basis, I have prepared 
sup yplemental statement which goes into this matter in some detail. 
| have copies available and I would appreciate it being incorporated 

in the record as part of my testimony. 

Senator Pasrore. Without objection, it will be made a part of tl 
record. 


SUPPLEMENTAL STATEMENT OF RUSSELL B, BRowWN, GENERAL COUNSEL, INDEPENDENT 
PETROLEUM ASSOCIATION OF AMERICA 


The production and gathering of natural gas have none of the characteristics 
of a publie utility; it is a highly competitive business in which thousands of 
producers compete among themselves. 

The gas industry is divided naturally into three segments: Producing, pipe 
line transmission to markets, and local distribution. The gas-producing seg 
ment is inseparable, however, from the business of oil production. Practically 
all of the many thousands of oil producers likewise produce some gas, and ‘a 
vast majority of gas producers likewise produce some oil. 

Hence, when we speak of the gas-producing industry, it is more appropriate 
to speak of it as the oil and gas producing industry. Practically all oil wells 
produce a mixture of both oil and gas, and the gas so produced is known as 
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easinghead gus. More than one-third of all gas moving in interstate Commerce 
is produced with oil as casinghead gas 

The oil and gas producing industry is a highly competitive industry, and, 
the prices received by that industry for its products have been arrived at through 
competition, the same as prices received by producers of coal, iron, wheat, beets, 
and other products. Since it deals with natural resources, the exploration for 
and development of new reserves constitute one of the most important services 
that it performs for the public 

Like any other trade or industry, funds expended for this exploration and 
development must be received in proceeds from goods sold by the industry and, 
consequently, must be reflected in the competitive price levels of those goods 

An oil and gas producer who expects to stay in business must be constantly 
on the watch for new oil and gas reserves and must expend large sums of money 
in exploration and in wildcat ventures, with the inevitable result that he must 
purchase many leases which turn out to be worthless, and must drill many dry 
holes. The revenue with which he conducts that part of his business must be 
derived from his successful ventures 

The producer who discovers and develops a valuable gas field or oil and gas 
field must pay, from that discovery, for the cost of his unsuccessful ventures 
which may have been far removed, geographically, from his snecessful venture 

To limit a producer to a price for gas produced from any field which allows 
him only a fixed return on his investment in leases in that field which may have 
been nominal, and the cost of his development of those leases must inevitably 
either: (1), result in his bankruptey;: (2), force him to discontinue exploration 
for new reserves: or (3), force him to pay for his exploration out of his crude 
oil, if any, and products other than natural gas 

Furthermore, since the public demands and must have the products produced 
by the oil and gas industry, the economic impact upon the industry and upon the 
public of applying such a standard to producers generally would inevitably be to 
force the industry to pay for its exploration for new reserves out of the prices of 
its commodities other than natural gas. 

In other words, the cost of this necessary exploration would be shifted from 
the purchasers of natural gas to the purchasers of gasoline and products other 
than natural gas. Certainly such a result was never intended by Congress, 

If producers’ prices are to be regulated by the Federal Power Commission, and 
not left to be controlled by free competition between producers and to free 
competition with already cheap other fuels, they can be regulated only by two 
methods. That is, they can be regulated on either a historical cost or public 
utility basis, or they might be fixed on an arbitrary basis of Some kind. Obviously 
an arbitrary basis is not just or reasonable for fixing producers’ prices 

It is obvious also, from the very nature of the producer's business, thac it is 
wholly impossible to regulate the prices at which the producer sells on the same 
basis as that of a public utility. 

With respect to the cost of drilling wells, if the Commission were to consider 
only the cost of drilling each producing gas well, the computation would be 
simple in most cases, although complications could well arise from different 
royalty situations. But the result of such procedure would certainly be so un 
reasonable, and so certain to stop all gas development that surely no one would 
even propose it It is when other elements, such as exploration costs, costs of 
dry holes, lease bonuses, and lease rentals, are taken into account, that very 
serious problems arise 

It is extremely rare that a producer will discover a profitable dry gas field on 
his first try, and his changes of making a similar second discovery on his second 
try are practically nil. He may well have to drill 1, 10, or 30 dry holes before 
he ever gets a producer 

For the purposes of illustration, let us take first the least complicated case, 
namely that of a producer who discovers a dry-gas field following the usual 
sequence of geological and geophysical surveys, purchase of leases, payment of 
rentals over a short or long period, exploration, drilling of several dry holes, and 
so forth. 

It may be easy to agree in principle that such items of expenditure are proper 
elements of cost, but to apply that principle in practice is another matter. If the 
discovery is in a completely new area, such as in a State in which no oil or gas 
has heretofore been found, and where the producer has incurred no previous 
expenditure for exploration, the answer could be the simple one of allowing as 
cost the total exploratory expenses in such State. 
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But, even in this oversimplified case, the difficulties of the application of the 
cost principle would inevitably arise. Let us assume, for example, that half 
a dozen widely spaced wells have been drilled, justifying a reserve estimate of 
say, 250 billion cubic feet, or enough gas to supply 80 million feet daily for 22 
years. 

On the basis of this estimate and, making a more or less educated guess as to 
the total number of wells needed to fully develop the field, a cost per thousand 
cubic feet is arrived at, and is used as an element in determining what the Com 
mission considers to be a just and reasonable price 

Then, a year or two later, it is found as a result of additional drilling, that the 
original volume of reserves was substantially overestimated or underestimated 
In such case, what will happen to the price proved to have been based on entirely 
erroneous assumptions? Will it stay put, or will it fluctuate up or down, a 
drilling and development of the field progresses * 

However, the foregoing example is so oversimplified that it is not at all repre 
sentative of actual conditions It is infinitely more likely that any new dry ga 
discovery will be made in a general area where the producer has been operating 
before, and where he has over a period of vears, done geological and geophysical 
work, where he has taken, surrendered, sold, and farmed out leases, paid lease 
rentals, drilled dry holes, and has derived some income from wells producing 
oil or gas, or most likely both. It is also much more likely that any new dis 
covery will be a discovery of a mixture of both oil and gas 

In such a case, how can anyone, except by arbitrary decision, possibly make an 
allocation of the elements of Cost properly chargeable against the new discovery 
either if it be dry gas, or if it be asociated with oil? 

What portion of the cost of leases—presently owned or previously ul 
rendered—what portion of lease rentals and of geological and geophysical ex 
penditures, what dry holes should be taken into account? 

Of the thousands of producers, no 2 situations will be alike, and of the bun 
dreds of thousands of wells, no 2 will be alike in circumstances 

No set formula of general application can be used, such as including dry holes, 
or geological and geophysical work done, or leases taken, within a certain distance 
of a discovery well. Will the producer, in order to secure the inclusion of cost 
items be expected to prove to the satisfaction of the Commission that certain 
leases were taken, certain geological and geophysical work done, and certain wells 
drilled in search of gas rather than for oil? 

In a general area already productive of both oil and gas, such proof would, of 


course, be impossible. And if the producer, as assumed in this example, had had 
income from both oil and gas in the area prior to the new dry gas discovery, 
how will the income be allocated against the expenditure incurred? Tlow large 
an “area will be considered in each individual case?’ Will income fron both 


oil and gas be considered or from gas only? 

What will be the situation if the producer’s income from oil alone, or from 
gas and oil together, or from gas alone, already exceeds the total expenditures ? 
What will be the situation where an application of a cost basis will result in a 
vellhead price of say, $10 per thousand cubic feet? The Commission surely 
cannot guarantee a reasonable return on every producer's investment 

The problems and complications involved in using cost as an element in deter 
mining the price at the well for dry gas are serious enough, but they are 
extremely simple compared to the formidable difficulties which arise in connes 
tion with gas which is produced with oil, and where one cannot be produced 
without the other. 

To begin with, let us consider the hundreds, or perhaps thousands of cuses 
of fields, large and small, which have been producing oil and gas anywhere 
from a few months to many years. From these fields sales of gas have been and 
are being made to pipelines which transport it in interstate commerce. These 
fields present every conceivable variety of physical and economic conditions 
They are large and small, deep and shallow, many with more than one produc 
tive horizon, some large and some small, as varying depths 

Some produce mainly oil with a small quantity of gas; some produce mainly 
vas with a small quantity of oil or distillate. Some are nearing exhaustion 
and some have just started production. Some few are owned by one or a very 
small number of producers; in others ownership is divided among literally hun 
dreds of producers; and in many others where pools or fields are unitized, the 
ownership is undivided throughout with literally hundreds of producers euch 
owning an undivided interest in the gas which is produced from each well 
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In all this variety of conditions, however, there is one thing certain, namely, 
that by whatever means one might attempt to establish cost, it would be differ- 
ent with each individual producer. Even within the same field, one will find 
a perfect riot of different cost conditions. Some producers acquired their 
leases early and cheaply; others came late and paid dearly. Some are 
already in the black; others will never pay out. Some wells produce oil and 
gas from one horizon, some from another. Some are shallow, some are deep. 
Some are productive in one horizon only, others in half a dozen. <A geological 
horizon which produces oil in one well may produce only gas in another. 

Some producers may have spent considerable amounts of money—a year 
ago or 10 years ago—in geological and geophysical exploration, lease pur- 
chases and dry holes in the area prior to the discovery of the field; others 
entered the field after discovery, and had no such preliminary expenses, but on 
the other hand paid high prices for proven or semiproven properties. Among 
the producers entering the field after discovery, paying high prices, some have 
already made, or stand to make substantial profits; others will never get their 
mone back 

Some have derived most of their income from oil, some from gas. It is certain 
that in such a confusion of widely varying conditions and uncertainties, it 
will be utterly impossible to devise any formula or yardstick of costs which 
ean be applied with reasonable uniformity to all the cases involved. 

The preceding remarks refer to the innumerable wells which we are now pro- 
ducing. In the case of oil and gas fields to be discovered in the future, the 
past history element, relating to the producing wells themselves, will of course 
be nonexistent, but otherwise the same difficulties will prevail plus a lot of new 
ones. These arise partly out of the fact that at the time gas will be available 
for sale from a newly discovered oil field, it has, in the vast majority of cases, 
not been sufficiently developed to enable any one to even form a reasonable guess 
as to how much gas will be ultimately available, or the cost thereof. 

On the basis of development at the date of making the first gas sales contract 
in the field, the cost element of a producer may be determined to be quite high, 
but 3 months later, deeper drilling or unexpected extensions of the estimated 
producing area may reveal a low cost element. 

Or, unforeseen geological developments in later well may have the exact 
opposite effect. 

If cost is used as an element in determining price to the gas producer, even 
it it be assumed that it is possible to compute it, the price would be in a constant 
state of flux, until the gas producing potentialities of an oil and gas field have 
been definitely established by complete development of the field through all poten- 
tial producing horizons—frequently a matter of years. 

It is a common occurrence in the oil industry for deeper producing horizons 
or for lateral extensions of a field to be found 10 or 15 years after its discovery. 

Another insoluble problem in connection with the cost element of gas produced 
with oil is represented by the widely varying and frequently changing relation- 
ship between oil and gas produced in a certain field or even in individual wells 
in the same field. 

The relationship between the volume of oil and the volume of gas produced 
by a well—the so-called gas-oil ratio—is not static but is subject to continual 
changes depending upon underground pressures, which are in turn determined 
by the rate of production of a given well or field, total volume of oil, gas or 
water, produced by a field, by the injection of water or gas to maintain pres- 
sures, and so forth. Obviously the total volume of gas ultimately to be produced 
is an indispensable factor in determining the element of cost. 

Innumerable wells are drilled which, upon completion, are essentially gas wells, 
that is, they produce a large volume of gas with a small volume of light oil or 
distillate. They are commonly called wet gas wells or gas-distillate wells. 

After a certain length of time, which may be a few months or may be a few 
years, these wells may gradually produce less and less gas, and more and more 
oil until they become essentially oil wells. Under different underground physical 
conditions, exactly the opposite development takes place. In some fields a 
spreading “gas cap” will change oil wells into wet gas wells or possibly even into 
dry gas wells. 

Another element of confusion and complication with respect to the cost of 
gas is the great diversity of arrangements under which gas produced with oil, 
or so-called casinghead gas is disposed of. Many operators frequently run their 
own gas through gasoline plants owned by themselves for the double purpose 
of extracting the liquid products, and of rendering the residue gas fit for com- 
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mercial and residential consumption, whereas many others sell their casing 
head gas to a gasoline plant under a yvust variety of contractual arrangements. 

Frequently the oil operator received back from the gasoline plant, all or a 
portion of the residue gas for injection into the oil wells in order to maintain 
underground pressures and increase ultimate production of oil 

In the course of time, this injected gas will be finally produced and sold, 
but it will have become so commingled with the gas in the formation that 
one will be able to tell what portion represents injected gas and what por 


tion is gas brought to the surface for the first time No one can even attempt 
to determine properly the cost of such gus under the vast variety of different 
conditions and arrangements under hich it has been produced and passed 


through the gasoline plant, and under which the liquid products have been dis 
posed of. 

A similar problem exists in connection with production from gas-distillate 
fields where in order to avoid so-called retrograde condensation, it is nece iry 
to maintain pressures on the producing formation above a certain minimum 


In these cases gas is being continually produced from the wells, ipped of its 
liquid contents in the gasoline plant, put back into the well under | sure 
less loss in processing—again produced, once more injected into the well, and 


so on indefil itely. 
Then, after a period of perhaps 10 or 15 years, what is left of this gas goes 
through the gasoline plant for the last time and is sold for Consumption. How 


can anyone properly establish the cost element of this yas? 

fow would the cost of gas belonging to the hundreds of thousands of farmer 
and rancher royalty owners, or of carried-interest owners be determined? The 
farmers and ranchers received bonuses when they leased their lands to the op- 
erator they received lease rentals, and rovyvalt income from oil and ga and 
they have probably sold part of their royalty rights to others llow can the 


cost of his gas be determined except by arbitrary methods? 

In the case of a trunk pipeline which is engaged exciusively in transmission 
and properly financed and engineered, with an adequate market and gas reserve 
the element of risk is reduced to a minimum, and consequently price and profit 
controls are warranted in return for freedom from competition from other pipe 
line companies, exercise of right of eminent domain, and so forth 

But in the general operation of the gas producer, on the other hand, risk 
and uncertainty are ever present. There are no means within the reach of the 
Federal Power Commission to compensate the vast number of prospectors who 
never find any gas. There are also undoubtedly a vast number of prospectors 
who have spent large sums in prospecting but have found only very small quan- 
tities of gas; even if it were possible to regulate his rates as those of A utility 


would it be reasonable to allow him a rate of, for example, $50 per thousand cubic 
feet at the wellhead, while his neighbor, possibly even producing from the same 
well under unitized operations, would have a rate of zero because he had beet! 


more fortunate in his risk taking? 

Those are not extremes but are definite probabilities 

The examples heretofore given of the impossibility of regulating gas producers 
as public utilities are not farfetched hypothetical cases, unlikely to ha 
of rare occurrence, but they are actual typical conditions which the 
Power Commission would have to deal with by the thousands, and every day of the 
year. The hazards of prospecting and the complexities of the production and dis 
posal of gas are such that no formulas or yardsticks of general application could 
possibly be devised. 

Whatever may be the legal niceties of the situation arising out of the Phillips 
decision, it appears that the Federal Power Commission has been given an im 
possible task in regulating the producers as utilities and in fixing just and 
reasonable prices of gas to the producer. 

The enormous vareity of natural conditions under which gas is found, and the 
enormous variety of conditions under which it must of necessity be produced, 
makes the application of any uniform yardstick impossible. If a yardstick 
cannot be applied with reasonable uniformity, it has no value. If a yardstick 
in ohne case measures 36 inches, in another 12, and in another 96 inches, then 
its use becomes the equivalent of an arbitrary decision camouflaged as a 
yardstick. 

To even begin an attempt at the impossible task of regulating producers of 
as as utilities, the Federal Power Commission would have to employ hundreds 
of engineers and literally thousands of other employees who would be needed 
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for the task. It is not believed that the Supreme Court, much less Congress, 
ever had in mind such administration of the Natural Gas Act. 

The only determination of a just and reasonable price to the gas producer is 
that arrived at by unregulated arm’s length negotiations conducted in good faith 
between willing buyers and willing sellers. There are enough competing sources 
of heat and energy, in the form of coal, oil, and electricity, to prevent exploita 
tion of the consuming public by the gas producer. 

There is likewise a maximum of competition between the gas producers them 
selves, to prevent any such exploitation. If the exactions of a producer go too 
far, he immediately prices himself out of the market. And another certainty 
is the total impossibility of regulation of prices paid to gas producers as those 
of a utility 

The Supreme Court of the United States has clearly recognized the complete 
imposisbility of regulating the independent producer of gas as a public utility 
Mr. Justice Jackson, in his concurring opinion in the case of Colorado Interstate 
Gas Co. v. Federal Power Commission (324 U.S. 581), said: 

“To let rate-base figures, compiled on any of the conventional theories of rate 
making, govern a rate for natural gas seems to me little better than to draw 
figures out of a hat. These cases confirm and strengthen me in the view I 
stated in the Hope Natural Gas Co. case that the entire rate-base method should 
be rejected in pricing natural gas, though it might be used to determine trans 
portation costs. These cases vividly demonstrate the delirious results pro 
duced by the rate-base method. These orders in some instances result on three 
different prices for gas from the same well. The regulated Company is a part 
owner, an unregulated company is a part owner, and the landowner has a royalty 
share of the production from certain wells. The regulated company buys all 
of the gas for its interstate business. It is allowed to pay as operating expenses, 
an unregulated contract price for its co-owner’s share and a different unregu 
lated contract price for the royalty owner's share but for its own share, it is 
allowed substantially less than either. Any method of ratemaking by which an 
identical product from a single well, going to the same consumers, has three 
prices depending on who owns it, does not make sense to me.” 

The “delirious results” referred to by Mr. Justice Jackson are now compounded 
manifold. If independent producers of natural gas are now to be regulated 
as public utilities, even if we were to assume the possibility, the result would 
unquestionably be, in a typical and usual case of unitized operations, for example, 
that the same identical gas produced from a single well, going to the same 
consumers, would have literally hundreds and even thousands of different prices 
depending on who owns the multitude of different undivided interests in that gas 

In the earlier Colorado Interstate case, in which Mr. Justic Jackson expressed 
his concurring views, the Court was concerned only with the far more limited 
set of facts involving only gas produced by regulated interstate pipeline com- 
panies or their affiliates. 

The example given by Mr. Justice Jackson in the earlier Hope case is further 
indication of those “delirious results” to which he later referred. In the Hope 
case he wrote as follows: 

“Let us assume that Doe and Roe each produces in West Virginia for delivery 
to Cleveland the same quantity of natural gas per day. Doe, however, through 
luck or foresight or whatever it takes, gets his gas from investing $50,000 in 
leases and drilling. Roe drilled poorer territory, got smaller wells, and has 
invested $250,000. Does anybody imagine that Roe can get or ought to get 
for his gas, 5 times as much as Doe because he has spent 5 times as much? 
The service one renders to society in the gas business is measured by what he 
gets out of the ground, not by what he puts into it, and there is little more rela 
tion between the investment and the results than in a game of poker. * * * To 
regulate such an enterprise by indiscriminately transplanting any body of rate 
doctrine conceived and adapted to the ordinary utility business can serve the 
public interest as the Natural Gas Act requires, if at all, only by accident. 
Mr. Justice Brandeis, the pioneer juristic advocate of the prudent investment 
theory for manmade utilities, never, so far as I am able to discover, proposed 
its application to a natural-gas case.” 

The Federal Power Commission itself has also likewise readily recognized 
the impossibility of regulating independent producers as public utilities. They 
did so even before the June 7, 1954, decision in the Phillips case. In the case 
of Panhandle Eastern Pipe Line Co., Docket Nos. G—1116 et al., the Commission 
was confronted again with the probiem of establishing a rate base for the gas 
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produced by the regulated interstate pipeline compan) In its Opinion No 
269, issued in that case on April 15, 1954, the Commission wrote: 

“The facts of record in the instant proceeding fit precisely into the situation 
above described, referring to the language of Mr. Justice Jackson, in the Colorado 
Interstate case, as producing a ‘delirious’ and ‘capricious’ result. Not only is it 
contended by Panhandle, as pointed out earlier, that the rate-base approach 
would produce a minus valuation of 1.24 cents per thousand cubic feet at the 
wellhead on the natural gas produced by it, but in certain instances Panhandle’s 
partners in particular wells, earn after all expenses and taxes from 5 to 5.6 cents, 
receiving a price of 8 to 9.8 cents, while lessors and royalty owners are paid for 
gus produced from the same well at the rate of 9 cents per thousand cubic feet 
To us, this a situation of multiple pricing of gas from the same wells and going 


to the same consumers Which just does not ae economic sense.” 

In that Panhandle Eastern case, the Commission then proceeded to allow 
Panhandle, on its own gas produced by it, a price determined by unregulated 
aurm's-length dealings and free competition. Then, of course, the later Phillips 
case multiplied many thousandfold the “delirious and capricious” results which 
were unsuccessfully urged upon the Commission in the Panhandle case 

Hence, both the Supreme Court of the United States, and the Federal Power 
Commission, have clearly recognized that the gas producers are engaged in a 
highly hazardous risk-taking business, which is highly competitive in character 
and totally without any monopolistic tendencies, and without any of the char 
acterstic of a public utility, and that it is wholly impossible to regulate them 
as such. 

Senator Pastorr. Now, for the purposes of the record, Mr. Brown, 
will you explain the two types of contract, the increase type and the 
favored-nations type ¢ 

Mr. Brown. The increase tvpe has some variations in it, but gen 
erally, it is a contract that agrees to so much in a period of 5 years, 
and so on, that way, Increasing at a certain rate, 1, 2, 3. 

Senator Pasrore. At a specified rate 

Mr. Brown. At a specified rate in the contract. 

As to the other, there are two kinds. One is in the event the pur 
chaser pays other producers in that neighborhood a higher price, he 
will also pay that to this producer. The other is that in the event that 
the field price is increased, he should be allowed the going field price. 
There may be others, but that is in general the effect. . 

Senator Pastore. That is generally what it means / 

Mr. Brown. Yes. 

Senator Pasrore, Senator Monroney? 

Senator Monronry. I want to ask just a few questions. I was 
looking ut your supplemental statement, and I am sorry you didn't 
read that. bec ‘ause as | went through it, it seems to diseuss the im 
pees of anything other than a capric _ establishment of a 
price of gas fixed by individuals rather than by competition in the 
field. 

Isn't that the substance of it? 

Mr. Brown. Yes, it is. We tried in that paper to illustrate as 
clearly as we could, the impractic ralities, just in the normal operation 
of subjec ting that operation to a utility or regulated formula. You 
just can’t do it under the practical operations in the field. 

Senator Monronrey. How long would you think it would take e 
the regulation were attempted before your market would settle « 
where neither the producers nor the long lines would know what a 
were going to have to pay for the gas! 

Mr. Brown. That is difficult to determine, because I imagine we 
have at least, I would say, 8,000 to 9,000 separate operators, almost 
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everyone arriving at a different cost figure and under entirely different 
conditions. 

It would take years for any Commission that I know to arrive at 
that. 

Senator Monroney. In other words, a mile of pipeline is a mile 
of pipeline that requires so much steel, so much right of way, so 
much excav: ation, but do you know of any two gas wells, even in the 
same field, that would be identical in cost for the establishment of a 
utility base? 

Mr. Brown. That is true as to the separate wells. We have any 
number of wells where we get gas at around 2,000 feet or less, and 
obviously, the cost isn’t very great. We have a great number of wells 
where we get that same type of gas, and in substantially the same 
amounts, maybe larger amounts, at 12,000 to 15,000 feet. Obviously, 
the cost is entirely different per unit of gas sold. 

Then, as has alre: ady been well pointed out to this committee, a 
substantial part of our gas is produced and accompanies the produc- 


tion of oil. 
For instance, you may have a gas well where you get 2,000 cubic 


feet of gas with 100 barrels of oil, or you may have another well that 
gets 50,000 cubic feet of gas with 10 barrels of oil. 

Now, what part of that cost of getting that well would you allocate 
to gas and what part to oil is going to be a constant and recurring 
prob lem ¢ 

Also, you often start with a well where the gas-oil ratio is very high. 
At the beginning when the field is opening up, you may me producing 
substantial gas, and very little oil. As time goes on, your gas oe - 
tion will fall off in an irregular manner, and your oil may come up, s 
in the end, you have the problem of allocating the different costs, one 
to oil and one to gas. 

Senator Monronery. If you move into regulation of production, 
where would you get on that type of well with ‘the State agency requir- 
ing a shutdown of the oil production for 18 days, or something, to 
come within pro-ration, and your jurisdiction over the gas exte nding 
to the Federal Power Commission / 

Mr. Brown. You are going to run into very serious difficulties along 
that line, because the gas producer is committed by contract, and to 
State regulatory authorities, in the exercise of good judgment. We 
have some extremely capable men administering the State laws, and 
they are familiar with the conservation at what the ultimate consumer 
needs. If they think it is best to close a well down, they close it down. 
I doubt if anybody could come up with a re: asonable form of 
regulation. 

Senator Pasrorr. Mr. Brown, how often does the field price change, 
or how frequently within the same field ? 

Mr. Brown. Within the same field, it doesn’t so often, because I 
think the length of contracts probably has a great influence on that. 
When a new field comes in, because of its change of location and so on, 
there are other elements that go into cost, and prices will vary. 

Senator Pastorr. What I am trying to drive at, is it a fluctuating 
market where it would be pretty hard for a regulatory body to set a 
base that would last for some time, either up or ¢ down ? 

Mr. Brown. Not necessarily. The fluctuating costs would vary, but 
the market outlet is fairly stable, because of the long-term contracts. 
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Senator Pasrorr. Well, doesn’t the price of oil change with the num 
ber of hits that are made—the plentifulness of the oil, itself, creates a 
cheaper market, doesn’t it ¢ 

Mr. Brown. Of course, oil responds to the market. However, dur 
ing the past we would have 15 or 20 changes a year, in the early days 
of the business, and sometimes more than that. However, there have 
only been two or three changes in the last 10 years. After producing 
on a level base, and according to conservation measures instead of how 
much you can get out of a we 7 quickly—that is what destroyed markets 
in oil, and would in gas if it were not produced uniformly. It used 
to be we found a well and we opened it as full as we could, and some 
times that flooded the market, and the price of oil went down to 10 or 
15 cents. Soon as that well died off, it went back up. 

Senator Dantex. And you lost a lot of your reserves by that? 

Mr. Brown. We lost so much oil, we found we were wasting it. and 
therefore, conservation laws have required us to produce those on an 
even basis. 

Senator Monroney. On a utility base, then, this fluctuating pro- 
dution of oil under proration would make it absolutely impossib le to 
establish the value of the well on a utility formula, would it not? 

Mr. Brown. I certainly know of no way that it can be done, and I 
have given a lot of though to it. We tried to find a good answer for 
the Federal Power Commission, and we couldn’t come up with one. 

Senator Monroney. The price would be just as jagged as to 200 
wells in the field, one high, one low, and one in the middle, whereas 
generally speaking, you have a somewhat level market estab ioe d over 
the years under these long-range contracts at the going field price? 

Mr. Brown. That is true. 

Senator Monroney. And there is no way you could rig that going 
field price ¢ 

Mr. Brown. I don’t see how it could be. 

Senator MonronEy. And there is power in here which you say is 
not specifically needed in addition to the powers they now h: ave to take 
out anything that was of a noncompetitive or conspiratorial nature 4 

Mr. Brown. That certainly is my judgment, and I think that is a 
proper authority. If you are going to regulate a thing, you ought to 
have authority to avoid unconscionable treatment. ; 

Senator Monroney. Did you say, “a clear-cut exclusion from the 
Kederal Power Commission jurisdiction over the function of produc- 
ing and gathering of natural gas by independent producers?” 

Has this bill been opened up to where the camel’s nose is under the 
tent in this paragraph B of section 2, which you mentioned ? 

Are we inviting, under the guise of a right of the Federal Power 
Commission to examine these, are we inviting full-fledged control by 
the Federal Government of the production ? 

Mr. Brown. I certainly fear that to be the case, particularly with 
the history of this problem. We have had statements, for instance, 
that some producers, at least, have reconciled themselves to the fact 
that there ought to be a little control. I don’t agree with that. 

Certs ee not as to our producers, because once you get a start on 
control, I don’t know how you can escape enlarging it as you go on, 
and I don’t believe it is necessary, because as was pointed out in the 
Cabinet committee report, they give very strict instructions as to how 
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the Power Commission could do this job, and I believe it isa very good 
statement of it. 

Senator Pastore. I want to say, Mr. Brown, you are rather convinc- 
ing on that point, but wouldn't the converse of that be true, also? 

It is true, if we leave in section B we are stating a fact that is al- 
ready existing in the law and in the power of the FPC ’», and for that 
reason it doesn’t have to be restated for fear that it may be construed 
as adding something more than they already have. By the same token, 
if you remove Bb, don’t you believe that by the same token, by its re 
moval, we may be construed as having denied them some authority 
they already have? 

Mr. Brown. I anticipated that, and that is why IT suggest that 
may well be covered by your report in which you clearly state that 
this authority, in the judgment of the committee, now exists, and 
there is no desire to interrupt that authority. 

Senator Pastore. Couldn’t you do that by leaving it in, and in 
the report saying that is what it is? 

Mr. Brown. That would help; better than leaving it in without 
that statement. 

Senator Pasrore. You have given a rather clear, practical descrip 
tion of what happens in the field that would make it rather hard to 
regulate the producers. Now, could you answer this question. In 
your opinion, how could the FPC do anything but take all these 
things into consideration in establishing the just and reasonable 
price, which would be nothing more than a reasonable market price / 

What other standard could they possibly use? What is it that 
you fear that they might do or could do that would disturb what. is 
usually construed to be a reasonable market price / 

Mr. Brown. What they are doing now. 

Senator Pasrore. What are they doing now ? 

Mr. Brown. That is one of the things we fear. That is, they are 
today, outside of price, requiring us all to come in and submit our 
selves first, to the jurisdiction. Then immedi: itely we submit to the 
jurisdiction, we submit to the regulations of the Power Commission. 

You know, we have fellows here whose income won't justify that 
type of submission to regulation. It would take them months. I 
have a picture on my desk of one fellow’s report, and it was a very 
small concern, just the report that he had to file since the Phillips 
case, and it was that high—18 inches, that was what is was, we 
measured it. Now, that is the type of regulation that they fear more, 
I think, than the fact that the Power Commission will not be reason 
able with them on price. 

I think we get so involved that we would never find our way out 
of the dilemma we get into, and I don’t want to overlook that as 
being an important factor in this. 

Naturally, you assume that reasonable men on the Power Com 
mission would set reasonable rates, and yet they haven't. We have 
cases here where a very valuable field has gone into the rate base at 
zero. Now, you know that just isn’t reasonable, and if that goes in at 
zero, then pretty soon that will be looked on, and they will say since 
the line didn’t have to pay anything for this, in the adjoining field, 
we will say, the companion lease, your price doesn’t amount to much. 

I am afraid that illustrates some of the things that we are afraid of. 
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Senator Pasrore. The thing that is hard for me to understand 
how any administr: ition or any agency of the Government that does 

a job in a busine sslike fashion, and efticie ntly, could possibly overlook 
a market that is mixed, like you would have in this case. The inte 
state market is controlled by them, and the intrastate not being con 
trolled at all. How could they possibly accept anything less than 
what would be the fair market price? Otherwise you are going to 
have two standards in the same field. 

Mr. Brown. You would think they would, and in all probability 
they will, but we still must submit to the regulations. If they are 
voing to do all of this detail, they need all of this information, and 
the compiling of that information will increase the expense of ou 
operation, and the confusion of our operation, I think, will be added 
to very gre: atly. 

Senator Monron1 y. Wouldn't it add to the uncertainty of every 
single investment, too: because while they may do as the distinguished 
acting chairman says they will do, and follow the market price, who 
Is coing to tell when the complexion of the Board changes, or the 
Commission, rather, and they can upset that overnight, and all the 
investment, all the contracts and everything else would be down the 
drain / 

The way to do this. if you believe it ean be set only by the fan 
market price, is to write it into the law. Isn’t that the only as 
surance to investors, and to the consumers buying apphances, to be 
certain as to how the price will be controlled 7 

Mr. Brown. We certainly have had experience with changing at 
titudes as a result of changes in the administration of the FPC 

Senator Pasrorre. You get the point [ am making, Mr. Brown ? 
Ko} instance, here is a market where, let’s Sav, producers who se]] 
ntrastate, where you have an element of State price, getting 10 cents 
per thousand cubic feet of gas. Now, that is the prevailing market 
How could they insist that an interstate line, where you don’t have 
this State price, which is an element in all these contracts, in these 
negotiations, that there they will only allow, let’s say Ss cents pel 
thousand cubie feet / 

It just couldn’t exist. One would actually make the market for the 
other, as [I look at it, even with control. 

Now, I am not arguing one way or the other, but the proper ad 
ministration of this law, it strikes me, would take you to the same 
point whether you have it under control or not. I am cognizant of 
the cumbersome work of filing re ports, and making applications, and 
I can understand how that would be a ereat bother and perhaps 
inconvenience, but insofar as the actual dollars and cents are cor 
cerned, in a market that is mixed, would be half uncontrolled and the 
other half controlled, it would strike me that the uncontrolled market 
would actually influence the controlled market. It would have to. 

Mr. Brown. It would have a persuasive influence on it, of course, 
but not a concluding influence. 

Senator Pastore. Unless they were arbitrary. 

Senator Monronry. Well, if they should go, as they have gone in 
the past, Mr. Pastore, to a valuation based on, say, a 100,000 acre 
lease bought for $10,000 on the basis that 4 or 5 wells would be pro 
duced, those wells have produced over a period of 10 or 15 years 
and they go to the investment less the profit that has been taken out, 
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you will find that this 100,000 acres of gas land, and perhaps millions 
of gas reserves are valued according to the Federal Power Commis 
sion at $1,000, and the return on eeny would be a 6 percent return on 
$1,000. That is the kind of case, I believe, we have got into on these 
leases where the gas was going into the line at practically a negative 
figure, Which certainly does not indicate that the investment return 
would possib ly wor Ik. Yet how are you going to be sure, if you leave 
it without leo tion, whether it will be the going field price, which 
apparently evei vbody seems to think is the fairest way of settling it, 
or whether it would go on the investment and return ¢ 

Mr. Brown. We are also concerned that if we submit ourselves to 
regulation, then we are a part of the Federal Power Commission’s 
authority, and our operations are so irregular. One fellow will find 
gas that has cost him very little, and if the Power Commission allows 
him an enormous pri eas compared with the fellows whose costs are 
10 times that much, there would be objections then to the administra- 
tion of it. The pressure to cause administrative agencies to respond 
to the argument that they are unreasonable, when one fellow’s cost 

a tenth of what another's is and yet they allow them the same price, 
is very persuasive on regulatory author ities. 

We are not going to be in Washington, we are going to be trying 
to find gas, and we won't es attorneys here that are persuasively 
presenting our case day after day. They want to be home produci ing 
and they are afraid of the consequence of being overpersuasive in th: at 
sort of situation, and it is a logical thing, 

Senator Pastore. Senator Daniel / 

Senator Dantev. Mr. Brown, isn’t it true most of your independent 
producers borrow money to finance their production after they find a 
field ? 

Mr. Brown. In almost every instance; yes. 

Senator DanreL. And they have to tie up under a 20-year contract 
their reserves on most of these gas contracts ¢ 

Mr. Brown. That is right. 

Senator Danie. If they are under price regulation by the Federal 
Power Commission, isn’t it true that regardless of what that price may 
be at the beginning of the contract, the Federal Power Commission 
could decrease that price, say at the end of 5 years, 4 years, or 5 years / 

Mr. Brown. That is quite true. 

Senator Danrev. Under regulation ? 

Mr. Brown. That is right; they could do that. 

Senator Danie... Therefore, the producer doesn’t know what his 
income is going to be over the 20-year contract ? 

Mr. Brown. That is right. 

Senator Dantex. And the bank that lends him money on a payback 
in accordance with his return, doesn’t know what his income is going 
to be over the 20-year period. 

Mr. Brown. He must be uncertain about it. 

Senator Danre.. The producers who are going to finance their 
operations in this way—and it might be surprising to those who hear 
about the large amounts of money made in this business to know that 
many of them are a ating on great sums of borrowed money. 

Do you think it is true that the bankers or other financing sources 
would continue to a nd money to the producers, not knowing what their 
income from the property is going to be? 
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Mr. Brown. I am quite sure that bankers couldn't do that, because 
prudence would advise against it. 

Senator Danien. They just wouldn’t know what they could afford to 
lend on the property as they do know now under contracts that have 
a definite return over a long period of time. 

Mr. Brown. That is right. 

Senator Danie.. Now, were you representing the Independent Pro 
ducers Association back in 1938 when the Natural Gas Act wa 
assed ¢ 

Mr. Brown. Yes; I was. 

Senator DANIEL. Why weren't you 1n here asking for some prov] 
sion in the law to make sure that Independent Producers were not 
covered by the act 4 

Mr. Brown. I was here during the entire time. It seems to me we 
egan in 736. 

Senator Danie. Did you attend the committee hearings? 

Mr. Brown. I attended part of the hearings. In the early days, I 
attended several of them and I also conferred with our representatives 
in Congress. Some of them were on that committee and I explained 


] 


our situation, as they wanted to know what our position was 
Senator Danten. You read the part of the law that wa 1) Tlie 
original bill, and is in the Natural Gas Act, from section 1 (b), whie 
says, and I will read the pertinent portion: 
The provisions of this act shall not apply to the production or gathering of 
natural gas. 


Mr. Brown. That is right. 

Senator Danten. You read that / 

Mr. Brown. That was read to me. 

Senator Daniex. Did you understand that to mean what it says 4 

Mr. Brown. I thought I did and so advised my members. 

Senator Danren. But beyond that. did you in the committee hear 
ing receive assurances that this act would not cover producers ¢ 

Mr. Brown. I did. I didn’t attend all of them, but I think Mr. 
De Vane was counsel at the time. 

Senator Danie.. For the FPC? 

Mr. Brown. Yes; and I heard some of the other testimony, but not 
all of it. 

Senator Danter. With all the assurances you had from attending 
the committee hearings, from reading the act, itself, and from the 
arguments on the floor of the House and Senate, you were led to 
helieve unquestionably that the act did not cover producers ? 

Mr. Brown. That is correct. 

Senator Dante... Have you represented the association throughout 
the years since 1938 / 

Mr. Brown. I have. 

Senator Danie. And you are familiar with the fact tha 
Federal Power Commission, itself, has so interpreted the act a 
way up to and including the Phillips decision 4 

Mr. Brown. That is right: except one little short period there when 
there was some question about it. 


Senator Daniev. Their decisions during that time were made on thi 
theory that the act did not cover the independent producers ? 
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Mr. Brown. That is right; and in docket No. G—580, where they 
made an investigation, I also attended that, when we went all over 
the United States. Before that was concluded, they gave an order with 
an assurance that so far as the production and gathering was con- 
cerned, it was not their intention to cover it. 

I appeared as counsel and made an oral argument in the Columbian 
‘ase In 1940, in which the Power Commission, after long study, came 
to the final conclusion that they should not and could not control them. 

Senator DanieL. Was the Commission made up substantially of the 
same men in office when the bill was passed ¢ 

Mr. Brown. Substantially the same. As I recall it, one of the at 
torneys for the Commission during the passage of it was then a Com 


missioner. I believe that to be correct. 
Senator DANnieL. Were see contracts made with independent pro 
ducers for their reserves, say for 20 years, were many of these con 


tracts made after he assurances in the act and the decisions of the 
Power Commission that they were not covered by the act / 

Mr. Brown. Many of them were: yes. I don’t know what percent, 
but many of them. 

Senator Danteu. I believe that is all. 

Senator ScHOEPPEL. Mr. Brown, 1 am wondering about the effect on 
the good cons servation practices that have been written into law and 
administrated and followed up by proper rules and regulations of the 
various oil and gas regulatory commissions of the States. 

If the Phillips decision should stand, making many of these pro- 
ducers, or characterizing them and placing the cloak of a public util 
ity operation on their shoulders, I am really concerned about what 
authority or what effect the State regulatory bodies in the interest of 
conservation could really have in some of these fields. We find in some 
of the fields, in the production practices, on ratable take, for instance, 
we find a various number of contracts. Some may go into the inter 
state pipe ‘lines, some may go into intrastate ope ‘rations or the intrastate 
lines. ‘The question may arise concerning the stabilizing of pressures 
in the field, and all of those things. 

There h: is been some fear expressed that the Federal Power Com 
mission, if it has this jurisdiction, if it carries it out under the Phil 
lips iedies would probably say to a producer, “You can’t follow 
the conservation order in the State to shut that well in, or cut that 
sup yply of gas you have been delivering to that pipeline down,” and 
require him to deliver it at his contract price, or whatever price they 
readjust it to. 

Now, I am sure that isn’t an outlandish possibility, that is a proba- 
bility that these men face and I have had members of my own com- 
mission In Kansas, as well as some of the other commission members 
of some of the other States, after this Phillips decision, come to me 
and say to me, “Well, now, listen, Senator, here is something that is 
pretty definitely detrimental that has to be looked into and will have to 
he ¢ ‘onside re dd, and you men shoulk | invoke some type of ame ndme nt or 
some type of law that will protect us.” 

Now, have you run into that, Mr. Brown / 

Mr. Brown. I have observed it, and probably I have anticipated it. 

haven't been in the field so much, but that is inevitable, because if 
you have a commitment for what you think your well can stand to 
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your purchaser, but conditions develop where the State commission 
thinks that you are producing too much oil, and therefore, you 
can’t produce as much gas, you must fall off on your contract of 
delivery. 

Then you bring into play a conflict between the power of the Fed 
eral Power Commission and the authority of the State regulatory 
bodies, and what would be your guess as to which one would prevail 
normally when the Federal Government and State Governmen ’ come 
into conflict, and that is going to cause the producer no end of trouble, 
and I anticipate it. 

Senator ScHOEPPEL. General Thompson, when he appeared here, 
a man of long standing and with a fine record in administering con 
servation laws, a great student of conservation, manifested definitely 
an alarming position with reference to that. and as these fields come in, 
and as they are produced, these field characteristics all develop 
differently. 

When I sat on the commission in Kansas, I do not recall a single 
field in Kansas that had the same characteristics of another field, 
and we i to keep them independently, and make certain findings 
on the facts before us to arrive at the true condition of the field 

me if we are going to get into a conflict between the Federal] 
Power Commission, and the State regulatory commission interested in 
conservation back in the States, we are certainly going to be in a field 
of torn legal positions. I know a lot of people in my State that if they 
have to get into a tangle with the law, will gamble with the State 
yf Kansas rather than the Attorney General of the United States o1 
the Federal Government, I know that. 

Hfow are we going to compensate for that unless we change this 
Phillips decision by amendment, or by proper approach to it in some 
other way 4 

Mr. Brown. I know General Thompson has a vast store of experi 
ence beyond that of any other man I know, and ae certainly 
far more adequate than L have, and he made that clear in his te ‘stimony 
the other day. It is of real concern to us that these ‘liflic ulties are the 
natural outgrowth of this type of regulation, if they try to control 
the production, and I antic Ipate some r ather difficult situations. 

Senator ScHOEPPEL. I appreciate your presentation here today, Mr. 
Brown. I have not had, I will say candidly to you, an opportunity 
to read your supplemental statement, which I will do. 

Mr. Brown. I think vou will be familiar with the experience I have 
tried to relate there, it is simply a detailed analysis. 

Senator Ervin. You thought you had a law that prevented conflict 
before the Phillips decision, didn’t you ? 

Mr. Brown. We thought so. 

Senatet Ervin. Do you know any way in the world how an inferior 
body like the Congress can prevent a superior body, namely the 
Supreme Court, from exercising its will 4 

Mr. Brown. I have some hesitancy in discussing the legislative 
abilities of the court, but they are persuasive when we come before 
them. 

I do believe that the Congress, now, has an opportunity to clarify 
a lot of misunderstandings that have grown out of that and some 
positive fears. 
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Senator Ervin. Can you imagine ahy more plain language than that 
inthe Natural Gas Act of 1938? 

Mr. Brown. As [ expressed it in the oral hearing before the Federal] 
Power Commission in 1940, if that doesn’t exempt the producer, it is 
only due to the inadequacy of legislative language. I still feel that 
is SO, Senator. 

Senator Monroney. If. havine been on notice that the Congres- 
sional intent has been reinterpreted, or changed by the Supreme Court, 
and the Congress does not act to correct its original intent, then we 
are in fact aequiescing in the new and unusual interpretation that the 
Supreme Court has placed upon it, is that not correct ¢ 

Mr. Brown. That is certainly true. 

We believe that reassertion of your rights and your language will 
be again far more persuasive than it was, and certainly we need it, 
because if you don’t, it will be taken as conclusive against us. 

Senator Monroney. Going to what Senator Schoeppel was saying, 
do you mean the conservation officers of the State can require g vas to be 
recycled back into the well in order to stimulate or preserve the oil 
rroduet on within that State, and therefore, the producer is under the 
pain of severe penalty from his State to observe those conservation 
orders? 

Mr. Brown. That is right. 

Senator Monronry. And sometimes those carry criminal penalty. 

But if he is on order from the Federal Power Commission, as a 
newly interpreted public utility, to continue deliveries of “X” thousand 
cubic feet to an interstate pipeline, he is also under section 21 (b) of 
the Federal Power Commission which reads: 

Any person who willfully and knowingly violates any rule, regulation, restric- 
tion, condition or order made or imposed by the Commission under the authority 
of this act shall, in addition to any other penalties provided by law, be punished 
upon conviction thereof by fine not exceeding $500 for each and every day during 
Which such offense occurs. 

Mr. Brown. I know that some of our producers are conscious of 
that, because in one instance, a very good friend of mine who is quite 
a producer, had to disconnect, and he has a ¢ itation before the Power 
Commission, he told me. I haven’t seen it yet, but he has been drawn 
before the Commission for making that disconnection. 

Senator Monronrey. And it must be defended in Washington, it 
can’t be defended in the field where he at least can defend against the 
State charge on conservation. 

Mr. Brown. That is right. 

Senator Monroney. And the only way that you can possibly clarify 
this conservation thing would be to do as this act provides for exemp- 
tion of the producers and whatever restrictions on price that does run 
against the expensing of the purchase of gas as a commodity by the 
interstate pipelines. 

Mr. Brown. That is right. 

Senator Monronry. That is in effect the way of avoiding the only 
reason for Federal regulation, which is a packed or rigged price that 
would not truly reflect the competitive going field rate. 

Mr. Brown. We feel that is quite effective, and has been and will be. 

Senator Monronrey. Do you know, as a lawyer, whether the Su- 
preme Court in voiding a portion of a contract, entered into between 





AMENDMENTS TO THE NATURAL GAS ACT 297 


the pipeline and the producer, can leave the other part of the contract 
in effect ? 

It is a new law to me. 

Mr. Brown. There may be extreme cases where one paragraph 
would be against public policy and they might strike that paragraph, 
but where it goes to a cei ration of a fundamental part of the 
contract, and you withdraw it, certainly the contract would naturally 

fall under the normal law of contracts. 

Senator MONRONEY. If that were true, then the interstate pipeline 
would, in effect, be strip yped of reserves which the Vy now en Joy ul oa 
the contractual authority and mutual agreement between two private 
parties. 
~ Mr. Brown. That would be my judgment. 

enator MONRONEY. Striking down the consideration of the con 
ract, which is the money. 

Mr. Brown. | don’t think you could come in and require a man to 
perform his part of the contract and then take away from him the 
‘consideration which caused him to enter into that contract. I don’t 
believe you can do that. 

Senator MONRONEY. The banker that fin inced the drilling would 
have an interest, would he not? 

Mr. Brown. That is correct, and it is very important to the drilling 
operator, because the minute he finds ene well he must immediately 
start borrowing money, because drilling conditions require him to 
lrill more holes, and he very rarely has enough money to drill the next 
ole, and so must go to his bank. 

senator MoNRONEY. How is that financed, with a mortgage on the 
property ¢ 


I 
V1 


\ir. Brown. In different ways, either a mortgage on the property or 
i provision so that the assignment of your pipelines ran. In other 
words, you have a contract with a pipe line to take vour oil or gas, and 
vou make an assignment of a fourth or a fifth of that run wh 
direct to the bank. The pipeline people send the money direct to the 
bank to be applied on the loan. 

Senator Monroney. That would be on the basis of a predetermined 
value of the gas or oil. 

Mr. Brown. The minute the part that is supposed to be circulated 
to the bank is cut down, the banker calls you on the tele phone and says, 
‘You'd better come in and see me,” and you had better do it. 

Senator Pasrorr. Are there further questions ¢ 

Mr. Dante. Mr. Brown, do you know of any indepe ndent producer, 
even those you read about as being the richest, who are not operating 
on borrowed money to some extent / 

Mr. Brown. It is a strange thing, but that is true in the oil busi 
ness. I think the biggest operator i know, one of the biggwest inde- 
pendents in America, and I happen to know of some of his financing, 
and it amazes me. 

Senator Danret. Do you know anybody who owes more money than 
hat individual ? ' 

Mr. Brown. I don’t believe so, unless it is the Government. 

Senator Pasrorr. Thank you, Mr. Brown. 

Have we any other witnesses here this afternoon who are for this 


bill? 


ich goes 
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We have several statements, one from Senator McNamara, of 
Michigan, which will be inserted in the record at this point. 
(The statement referred to Is as follows:) 


Unirep STATES SENATE, 
COMMITTEE ON LABOR AND PUBLIC WELFARE, 
Mau 12, 1955 


Hon. WARREN G. MAGNUSON, 
Nenate Office Building, 
Washington, D. ¢ 


DreaR SENATOR MAGNUSON: Attached you will find a copy of a statement I am 
currently releasing which statey.my reasons for supporting Federal regulation 
of natural-gas prices. I would appreciate your making this statement a part of 
the record of your hearings on this subject 
going on tomorrow, IT would prefer that the statement 


I 


If the hearings are still 
ippear in connection with Friday's session. However, if there is to be no session 
tomorrow, IT would like to have the statement appear with today’s testimons 

I will appreciate your courtesy in this matter 


Sincerely, 
Pat. McNAMARA 


WuHy |] Support REGULATION OF GAS PRICES 


exempt gas producers from Federal price regu 
lation because I believe that the consumer will suffer if these prices are not 
believe also that no injury can come to the gas producers from 


I oppose present proposals to 


regulated I 
such regulation. In keeping with my determination to support the public in 


terest, I shall vote to keep these gas prices under Federal regulation. 
The facts are given in detail below : 


I. THE PROPOSAIT 


To amend the Natural Gas Act of 1988, so as to exempt from Federal regulation 
the price charged by the gas producers when they sell to the pipelines. 

Note that the Natural Gas Act which established Federal regulation of prices 
the price charged by producers selling to the pipeline companies, and the price 
charged by the pipeline companies—was passed in 1938. Without such reg 


lation of prices charged by producers, State regulation of gas prices had been a 


failure 

In 1947, the ‘‘oore-Rizley bill, to end regulation of the gas producers, was 
introduced. The bill failed 

In 1950, the Kerr-Harris bill to accomplish the same general purpose was 
passed by Congress. President Truman vetoed it; no attempt was made to 
override the veto. 

In 1954, the Supreme Court denied a claim by gas producers and gatherers 
that they were not subject to control. 


Il, WHO SUPPORTS THE PROPOSAL * 


Primarily the big oil and gas producers. One-sixth of the country’s gas re 
serves belong to Standard Oil Co. (N. J.) and Phillips Petroleum Co. 

Note that the end of Federal regulation would raise the total price of the gas 
now owned by just these two companies by $1,700,000,000 for each 5 cents per 
thousand cubic feet of the price increase. 

Fifteen big Texas companies produce about 25 percent of the total natural 
gas production (1951). 


Ill. IF THE BILL BECOMES LAW 


The price of gas charged by gas producers when they sell to the pipeline com 
panies would go up 

The pipeline companies would raise their prices, at least by the amount of the 
increase to them. 

The gas companies would raise the prices charged homeowners and other gas 
consumers such as electric power companies. 

Many prices, into which the price of natural gas enters as a manufacturing 
cost, would go up. 
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Phe cost to Michigan gas consumers would be 
If the price went up 10 cents per thousand cubic feet, 816,745,000 per 


Der Veul 


If the price went up 15 cents per thousand cubic feet, $25,120,000 

For the country as a whole, an average increase of 10 cents per thousand cubie 
feet would cost gas consumers more than $550 million per year 

Note that 20 percent of the country’s electric power is generated from natural 

A 10 cents per thousand cubic feet increase in the price of 

Michigan electric users would 


ras us would cost 


electric users more than $115 million per vear 
pay an additional $40,000 per year for the small amount of electricity generated 


from gas in our State. 
IV WHAT ARGUMENTS ARE MADE BY THE GAS PRODUCERS AND WHAT ARE TIII 
ANSWERS TO THESE ARGUMENTS 


Chey claim that competition will hold down producers’ prices 
It hasn’t done it so far, because “You can’t move a pipeline 


The answer: 
Onee the pipeline has been tied into a particular 


round like a rubber hose.” 


producer's plant, it is probably cheaper to pay his price increase than to move 
he pipeline. This is particularly true, since the extra cost can be passed on 
to the consumer anyway—usually at a profit. 
And because, while it is true that there are hundreds of gas producers, the 
percentage of the production is by a few big oil and gas producers—not 
amous in the past for their willingness to Compete with each othe 
The fact is: The price of natural gas at the gas field is going up steadily—at 
increasing rate. Competition is not holding down prices 
They Claim that gas competes with coal and oil, that this competition held 
lown the price of gas. 
The answer.—Will you take out your gas furnace or gas stoves if the producer's 
rice goes up 10 cents per thousand cubic feet’ Yet this small increase ould 


ost Michigan gas consumers nearly $17 million per year 
The answer.—Present contracts between producers and pipeline 


new contract sets a higher 


operators 


require that contract price be raised every time 
rice level, or if the pipeline company can get a price increase 
istomers. This is not competition; this is automatic escalation 
The fact is, in Detroit, the price of gas could go up 14.5 cents per thousand 
wie feet before reaching the price of oil for the same amount of heat Lo 


equal the fuel cost of coal, the increase could be 37.5 cents per thousand cubic 


feet of gas 


lo protect the gas users, I will vote for Federal regulation of gas prices 


Senator Pasrorr. We have a statement of Clarence T. Smith, of 
Flora, Ill.: also a statement of J. P. Jones, of Bradford, Pa.. and a 


statement of R. G. Laughton, of Magnolia, Ark. 
(The statements are as follows :) 


STATEMENT OF CLARENCE T. Siti, FLorA, Iv 
Mr. Chairman and gentlemen of the committee, my name is Clarence T. Smith, 
ind I reside at Flora, Ill Iam a lifelong resident of that area where, since 
1925, I have been engaged in the general practice of law 

The 1936-87 leasing activities and drilling operations opened 
asin oil development. My interest in this development as an oil-country lawyer 
has widened through the years into an active, although small, role as an inde 
pendent producer of oil. 

I assisted in the organization of the Illinois Oil & Gas Association and have 
been a member of its board of directors since its organization. As a resident of 
Illinois, I have had every opportunity to observe the tremendous benefits that 
have come to our State from the development of oil and gas production 

It has been my privilege to serve as the Illinois reresentative on the Inter 
state Oil Compact Commission for many years, which position IT now hold by 
appointment of our present Governor, the Honorable William G. Stratton. 1 
mention this background as evidence of my interest in the welfare of the oil 
and gas industry which has done so much for the social and economic welfare 
of Illinois, as in the Nation at large. 

Illinois, and in fact, the tri-state area of Illinois, Indiana and Kentucky, is 
not an important factor in the supply of natural gas to the consuming public 
In this area, with but few exceptions, such natural gas as is produced is inci 


the Illinois 
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dental to the production of crude oil. But we, the producers of this area, are 
vitally interested in the issue under consideration by this committee. 

It is the independent segment of the industry—the wildcatters—that has, 
in the past, discovered the major portion of the Nation’s oil and gas reserves 
Such reserves have enabled this Nation to maintain its leadership of the world 
in times of peace and of war. 

This same independent group, if not restrained, will continue to find and 
place into production, under good conservation practices, adequate petroleum 
supplies to meet the foreseeable demand of our constantly expanding Civilian 
and military requirements. 

Let us not fail to recognize the great help and assistance that our segment of 
the industry receives from the larger units in the form of contributions and 
support of the drilling of wildcat wells. Extensive and costly geological and 
geophysical surveys and technical research programs carried on by these sae 
larger units benefit our entire industry 

Those of us who are engaged in the business of trying to find and produce © 
know that this is a high-ri industry Only 1 of 9 wildcat wells discovers oil 
Only 1 of approximately 50 discovers a pool or field that will be comme ills 
productive 





in 


A few individuals, glamorized by magazine feature writers, have made one 


or more tremendous and spectacular discoveries. The many thousands whi 
have been unsuccessful in their great gamble in this field are unheralded 
But we are here to consider an amendment to the Natural Gas Act, and I 


have been discussing the discovery of oil by independent operators. Why? [Dx 
cause the question here involves not only the producers of natural gas, but all 


oil producers, both large and small, in the United States. 
Approximately one-third of all publicly consumed natural gas is produced in 
cidental to the production of oil. Tt is songht by those in some consumer area 


to regulate the production, gathering and price of such gas at the wellhe 
upon a public utility basis It is utterly impossible to segregate the many and 
varied elements of cost and risk factors involved to enable any administrative 
body to regulate a portion of the industry under public utility principles 

At this time, permit me to say to you that this industry cannot, as a high 
risk industry, in part or in whole, operate successfully, continue to find and de 
velop adequate reserves under proper conservation and engineering principles 
and discharge its responsibilities to the people of this Nation, under public util 
ity theories or regimented control from the Nation’s Capital. 

This statement is based upon my intimate knowledge of the many and varied 
problems that are presented from day to day in the activities of the independent 
producer. The re today sufficient problems at the local level to cause great 
loss of productive time and outlay of expense to oil operators. 

As an oil-country lawyer, I say to this committee that the thought of trying 
to operate in our industry under the myriad rules, regulations, and interpreta 
tions which are fundamentally a part of Federal control chills the heart and 
kills the incentive of all independent producers 

This brings me to the message that I bring you from the producers of ow 
area. Our producers believe that failure to enact the proposed legislation under 
consideration by this committee will inevitably result in full and absolute Fed 
eral control, not only of production, gathering and sale of natural gas that may 
vo into interstate commerce, but also in like control of the production, sale, and 
marketing of crude oil and all its products. 

In support of our position, I would like to quote from the staff report of Fed- 
eral Power Commission, Natural Gas Investigation, Docket No. G—5s80, as follows : 

“It is appropriate to point out, however, that if the Federal Power Commis 
sion or any other Federal agency were to be authorized to control arm’s length 
sales by producers and gatherers, the result would be to establish Federal au 
thority over all field and well prices for natural gas. 

“Control of oil as well as gas would necessarily become involved, since the 
production of these two resources is to a large extent inseparable. With par- 
ticular reference to the present problem, it would not be practicable for the 
Federal Government to attempt to regulate sales of natural gas by the pro- 
ducers and gatherers thereof, unless it also took over from the States essen- 
tial functions now performed by them relative to oil and gas conservation and 
the protection of correlative property rights in these resources.” 

We, in our industry, know that our progress has been made under free eco- 
nomic competitive conditions. As a high-risk industry, it can continue to suc- 
cessfully operate only upon an incentive basis. If incentive is removed, and if 
this industry, or any segment thereof, is to be regulated as a public utility, we 
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see but one result—that of Federal control of all segments of the industry from 
production to the final marketing of its many and varied products, and the! 
pationalization of the entire industry. 

The Illinois Oil & Gas Association is, by unanimous action, supporting the 
legislation under consideration. The concern of our industry, and the fear 
under which it looks into the future under the statute as now written and as 
interpreted by the Supreme Court, is sincere and well-founded A copy of the 
resolution of the Illinois Oil & Gas Association, unanimously adopted, follows 
my statement. 

‘In addition, I would like to add that there is a constantly growing fear of 
eventual like regimentation among the marketers of petroleum products in ow 
State. This is clearly evidenced by the adoption of a resolution of the Illinois 
Petroleum Marketers Association at its annual meeting held in Peoria, Ill., 01 
March 9, 1955. 

This association is now on record in support of the legislation under consid 
eration and is requesting the Members of Congress to support corrective legis 


lation such as is now here under consideration. A copy of such resolution is 
attached for the record. 
As a citizen of the State of [llinois, interested in the welfare of our State 


and the oil and gas industry which has contributed so much to its economic 
welfare, and in an effort to encourage and provide a sound economic basis upon 
which it may continue to develop and produce this vitally necessary natural 
esource, I urge you to favorably consider S. 1853 now under consideration by 
this committee. 


RESOLUTION OF THE ILLINOIS Or & GAS ASSOCIATION MEMBERSHIP MEETING 


The Supreme Court of the United States, in a recent decision, held that sales 
of natural gas by producers and gatherers to purchasers who transport the gas 
in interstate commerce for resale are subject to regulation by the Federal Power 
Commission under the terms of the Natural Gas Act. 

The Federal Power Commission, as a result of such decision, has asserted con 
trol over the price at which natural gas subject to its jurisdiction may be sold 
by producers and gatherers, and over the production and gathering of natur: 
gas in the field. 

Our forefathers, and we, ourselves, have fought to preserve the rights of the 
individual, and it is certainly in the interest of the entire Nation tha le pre 
duction and gathering of natural gas should not lie under Federal contre 
Now, therefore, be it 

Resolved by the Illinois Oil & Gas Association, in membe rship meeting dul 
assembled on December 9, 1954, That this association does hereby recommend 
and urge that the Congress of the United States enact at its next sessi legis 
lation that shall clearly exempt production and gathering of natural gas and 
the sale thereof by producers and gatherers from the jurisdiction of the Federa 
Power Commission: Be it further 

Resolved, That a copy of this resolution be sent to each Senator and Repre 
sentative of the 84th Congress of the United States. 


STATEMENT OF J. P. JONES, BRADFORD, PA. 


My name is J. P. Jones. My home is in Bradford, Pa. I am a producer of 
both oil and gas in the Appalachian area I am the director of production of 
the Penn Grade Crude Oil Association and represent my State in the Interstate 
Oil Compact Commission. 

I was also formerly president of the National Stripper Well Association. I am 
appearing here to urge that you give favorable consideration to S. 1853, which 
I understand is designed to free gas producers from Federal control and regula 
tion. 

In our area, which covers eastern Ohio, West Virginia, western Maryland 
western New York and western Pennsylvania, exploration for and development 
of natural gas reserves are generally conducted by individuals rather than cor 
porations and companies. What we do is join together in groups of varying 
number, pool our available resources, and drill a well on somebody's hunch 01 
information. 

It is quite common for the group to include storekeepers, doctors, school teach 
ers and others who may have saved a little money, but the moving spirit is 
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usually a small producer or wildcatter who is continually trying to uncover 
prospective oil and gas reserves 

You appreciate, Iam sure, the difficulties under which we operate. The mem 
ership of the groups varies with each well, each of which is a separate venture 
depending on the success or failure of recent wildcats or the availability of capital 
Which, I assure you, is definitely limited 


| 


Lam told there are about 8,500 of us operating in this manner. Since each 
vell is a separate venture, the groups have no continuous going concern against 
which to rite off their dry holes Some of us at times run out of funds and 
we are then forced to withdraw from drilling activities, but as soon as we get 
ack on our feet, we resume the search for new reserves 


Under such circumstances, it is virtually impossible to keep records such as 


are maintained by large organizations The individuals who are fortunate 

enough to have some existing production have tried to conform to the require 

ments under Federal controls. They have become swamped with red tape, paper 
ork, hearings, rehearings and directives 


Unless a lawyer happens to be involved as a participant in one of these ven 
tures, it is doubtfu hether legal talent can be afforded to cope with all the 
inevitable problems resulting from Federal regulation. We are not familiar 
vith such terms as certificates of public convenience and necessity, rates, tariffs, 
Classifications, and uniform sysiem of accounts for natural gas companies 

Although we are being forced to submit to such regulation on our currently 
producing reserves, I can assure you, gentlemen, that our exploration ventures 
Will become seriously retarded. Personally, | doubt whether we will continue 
to be able to obtain the participants that are needed for such ventures 

I don’t know the details of public-utility operations, or how they are speci 
fically regulated. I understand, however, that part of the regulations call for 
a limitation of earnings based on investment. Any attempt to place similar 
restrictions on gas production in our area would force us to cut down on 
exploration activities 


our 


The reason for this, of course, is that we couldn’t afford to participate in a 
game with the deck stacked against us. It is clear that we would lose every 
thing in our unsuccessful ventures and we would be limited on how much we 
could earn when and if we might be successful 

This country’s production of oil and gas began in the Appalachian area almost 
100 years ago. The Drake well was completed in 1859 near Titusville, Pa., not 
far from my home. In the intervening period, it has been estimated that about 
a half million wells and dry holes have been punched into the earth in this area 

You would think that with all these wells there wouldn’t be any untested 
acreage remaining and that all the oil and gas in the area would have been 
found by now. The record is to the contrary While the trend in production 
has been downward for many years, as might be expected in such an old pro 
ducing area, our activities have contributed substantially to the local supply 
of natural gas 

During the past 9 years, that is, since the end of World War II, we have dis 
covered and developed about 214 trillion cubic feet of new gas reserves. Since 
our production in this same period of time has exceeded 8 trillion cubic feet, it 
appears that we have not maintained our total reserves position. 

It is clear, however, that without our exploration, both production and _ re- 
serves would now be much lower. I believe the record has been a good one 

Those of us familiar with this area are convinced that it has many undis- 
covered reserves and it is for this reason that we remain in business. We have 
found production in areas where dry holes have been drilled in the past and 
many formerly condemned areas are accordingly being reworked. 

There has been a noteworthy development in this regard. For many years, 
much land was condemned as being unfavorable for the accumulation of reserves 
because it lay beyond a line which marked the high fixed carbon ratios in the 
conl beds, the theory being that no oil or gas reserves could be expected east 
of this line 

During the past few years, however, the line has been shifting eastward to 
fit the fact that gas reserves have been and are being found in this formerly 
condemned area. As a matter of fact, the line theoretically now lies about 100 
miles to the west of Washington, D. C., and the prospective producing area is 
much larger than was thought only a few years ago. 

There is no question in my mind that new reserves can and will be found 
in this area, provided we remain free to conduct our production and explora- 
tion in the traditional manner. 
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In our territory, we have many wells which have been producing natural 
vas for many, many years and the production per well varies from place to 
place. While the daily average production per well for the area as a whole 
is on the order of 15 to 20 thousand cubic feet per day, we do actually drill 
and complete wells, the production of which varies from a few thousand feet 
per day up to 20, 50, and even 50 million cubic feet per day 

Within the past few years, such wells were common in the Leidy and 
Benezette fields We can't tell what our drilling will find and any arbitrar 
volume exemption as has been sugeested from time to time will not exclude 
small producers from regulation 

We have had one advantage over small producers in other areas, in that we 
are quite close to the large markets for natural gas. As a result, the wellhead 
price of our gas has been relatively higher and it is this factor which has pro 
vided us with an incentive to seek additional reserves. 

Gentlemen, the authorization of the Federal Power Commission to regulate 
the sales of our natural gas is nothing more nor less than price control I have 
had some experience under price controls 

The memory of operations under OPA is still fresh in my mind. Under OPA 
controls, the production of Pennsylvania Grade crude oil was stifled. You may 
remember that in order to offset this detrimental effect, the Goverument had 
subsequently offer us subsidies. We resisted such subsidies 

They were abhorrent to our concept of private ente prise While we 
time, have to accept them in order to survive as crude-oil producers, the sh ‘ 
has remained with us to this day. 

There is no question in my mind that controlling the sales price of natural 
cas Will, in time, lead to a shortage of supply and, if the experience under OPA 
is any criterion, I suppose subsidies will eventually be offered to revive natural 
as production 

But aside from these speculative thoughts, we cannot see how regulation can 
be limited to natural gas alone, once it is started Natural gas and crude oil 
ire closely allied, and often are produced from the same well. If natura 
is to be controlled and regulated, we can logically expect an extension of sucl 
regulations to the production of crude oil, and if the price of one natural re 
source or two is to be regulated, the argument will soon be advanced that all 
itural resources should be controlled under Federal authority. 

Under such conditions, gentlemen, we would no longer have the type of 


economy Which has enabled this Nation to prosper and grow strong that is 
why I am urging you to restore our freedom to operate in our traditional man- 
ner—a way which has brought about an abundant supply of natural gas and 


crude oil. 


STATEMENT OF R. G. LAWTON, MAGNOLIA, ARK 


I live in Magnolia, Arkansas; I am president of Lawton Oil Corp. and a grad 
uate of Oklahoma University in petroleum geology and engineering 

Lawton Oil Corp. is engaged principally in the production of oil and gas an 
at the present tine the company is operating some 3,100 barrels of oil produ 
together with some gas, in the States of Arkansas, Louisiana, Texas, and New 
Mexico. 

I have been engaged in the producing end of the oil industry since 1919 and 
served as the first director of production in the Petroleum Administration for 
Defense from December 1950 to January 1952. Upon leaving PAD I 
to the presidency of Lawton Oil Corp 

At the outset, I should like to give you a brief deseription of the vari 
phases of the oil and gas business and after that, I should like to give you 
number of reasons why Federal regulation of producers and gatherers of 
is contarry to the public interest, including the long-range interests of 
sumers in nonproducing States 


returned 


1. GENERAL NATURE OF NATURAL GAS BUSINESS 


(1) The three segments.—The natural gas industry is divided into three dis 
tinct segments: 

(a) Producing: 

()) Interstate transmission: and 
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(c) Distribution. The producer initially sells to the transmission company ; 
the transmission company sells to the distributing company ; and the distributing 
company, in turn, sells to the consumer. 

I aman independent producer of natural gas and my remarks will be directed 
principally to the producing end of the business. 


2. OIL AND GAS PRODUCTION IS A SINGLE BUSINESS 


Oil and gas are usually associated together in the ground. Any well, if pro- 
ductive at all, may produce oil, or gas, or both. The oil-producing industry and 
the gas-producing industry are so entwined that it is impossible to make any 
separation between them except in isolated instances. 

The gas-producing business has been dependent for the development of new 
reserves upon the exploration for oil. Only in relatively recent years has there 
been any concentrated effort to develop new reserves of gas, apart from explora 
tion for oil 

his relationship between the two industries means that an oil producer wil! 
sooner or later be in the gas business. If he finds oil, he will usually have 
gas to sell 

In general, therefore, because of such inter-relationship, it is fair to say that oil 
and gas production is a single business. It is so considered in the industry. 


THE TERM “INDEPENDENT PRODUCER AND GATHERER” 


I would like to make clear at this point the meaning of the term “independent 
producer and gatherer” of natural gas as used in the oil and gas industry. The 
term is not used to differentiate the smaller from the larger gas producers or in 
any similar sense. It is used solely to distinguish a gas producer from an inter- 
state gas transmission company or its affiliate. 

All gas producers, large or small, having no connection or relationship with an 
interstate gas transmission company, other than a contractual relationship for 
the sale of gas, are included within the term. The term was so used in the report 
of the Federal Trade Commission which preceded the Natural Gas Act. That 
report was referred to in section 1 (a) of the act. The term has been frequently 
used in the same sense by the United States Supreme Court and other courts in 
construing the Natural Gas Act. 


4. LEASING 


Oil and gas are produced in 29 States of the United States, but the greatest 
volumes are produced in Texas, Louisiana, Mississippi, Oklahoma, Arkansas, Kan- 
sas, Colorado, New Mexico, Wyoming, Pennsylvania, Illinois, West Virginia, and 
California. 

More than 8,000 companies and individuals are engaged in the producing end of 
the business. The producing end of the business itself involves a number of 
separate phases. 

Ordinarily, the first step is the acquisition of leases or drilling rights. Geo- 
logical and geophysical work may be undertaken either before or after the 
acquisition of leases. The leases generaly cover both oil and gas and are made 
for a term of 5 or 10 years, and as long thereafter as oil or gas in produced. 

They are acquired from the owners of land or the owners of the oil and gas 
mineral rights inland. They generaly provide for the payment of annual rentals 
until oil or gas is discovered. They provide for the payment of royalty on oil 
and gas, generally one-eighth of the product or its value. 

Competition, speculation, and risk-taking begin at that point. The thousands 
of individuals and companies in this business are continually on the lookout for 
new and additional leases and many operate in the same area at the same time— 
one bidding against the other. 

The landowners, farmers and ranchers, attempt to obtain the highest price 
available before leasing their land for oil and gas purposes. The same is true 
of the United States, probably the largest landowner of all, as evidenced by the 
hugs sums it recently realized from the sale through competitive bidding of oil 
and gas leases on the outer Continental Shelf. 

So, even in the initial step of this business, the acquisition of leases, the 
situation of each producer is different. If he buys early, before any drilling 
is done in an area, he may be able to buy at low cost. If he buys late, after 
drilling has started or after production has been obtained, he may and undoubt- 
edly will have to pay extremely high prices. 
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The producer and gatherer’s operations are not and cannot be confined to any 
given locality. He must be prepared to complete wherever it appears likely that 
oil and gas may be found. It is not possible for Congress or the Commission tu 
assure him any sort of monopoly, limited or otherwise. 


5. DRILLING 


After acquiring his leases, the independent producer and eg:atherer must risk 
additional capital in the drilling of wells. Despite the technical improvements 
in geological and geophysical methods of locating structures favorable to the 
accumulation of oil or gas, only drilling can determine whether these products 
underlie any location. Of every 9 new-field exploratory wells drilled, only 1 
on the average discovers oil or gas. 

Only 1 in 967 discovers a major field. Many discoveries cannot be profitably 
operated for various reasons. Even the development of discovered fields often 
results in the drilling of many dry holes or unprofitable wells. The average 
cost of wells drilled in the last few years is in the neighborhood of $100,000 
Often expolratory wells cost $500,000 to $1,000,000 or more. The producer’s 
loss in case of a dry hole is not only the drilling cost, but his investment in leases 
around the well which may be proved worthless by the dry hole. Such leases 
may cover thousands of acres and the producer's investment in them may exceed 
the cost of the well. 

To compensate for these risks, to induce investment of new capital and rein 
yestment of profits, the returns on successful ventures must be attractive 


6. PRODUCTION 


We reach now the point of producing gas. After the operator acquires his 
leases, conducts his geological and geophysical work and drills his wells, he ob 
tains, if fortunate, production of oil and gas or gas alone. 

Approximately 30 percent of all gas produced is associated with oil and dis 
tillate and approximately 70 percent is produced alone. Gas from oil wells 
is usually in small volume, low in pressure and irregular in production. Gas 
preduced with oil is generally referred to as casinghead gas. Gas produced 
alone is known as dry gas or gaswell gas. 

Natural gas as produced ordinarily is not suitable for pipeline transmission 
ind distribution without further treatment. Moreover, casinghead gas and some 
gaswell gas usually contain valuable liquid hydrocarbons which make it profit 
able to treat or process the gas in a gasoline plant for removal of these liquids 
vhich, in turn, may be used for the manufacture of motor fuel, aviation gasoline, 
liquefied petroleum gas, butadiene, and many other petrochemicals. ,. 

At the same time, the residue of the gas is improved and made available for 
pipeline transmission and distribution. 

In the early days of production of oil and gas, small gasoline plants were 
erected by the producer on the producing lease to extract the heavier hydroca 
bons from the gas. In later years, much larger and more efficient plants have been 
erected in the field to serve the entire field. The plant may be built by one or 
by a group of producers in the field, or by one having no production in the field 

In any event, much of the gas processed is purchased from other producers i: 
the field. It has been the prevailing practice to purchase gas upon a formula 
dependent upon the liquid content of the gas, plus a proportionate part of the 
revenue from the sale of the residue gas. 

Thus, the producer has a direct interest in the price that the plant operato 
obtains for the residue gas. 

No two gas fields or oil and gas fields, and there are hundreds of them in the 
Southwest, are alike. Each field, from the standpoint of developing the field and 
producing and marketing the gas, must be separately studied and analyzed by the 
producer and, to perform its proper regulatory functions, by the State 


7. STATE REGULATION OF DRILLING AND PRODUCING OPERATIONS 


Producing States have enacted comprehensive programs designed to prevent 
waste of natural gas, to obtain the greatest ultimate recovery of gas as efficiently 
as possible and to protect the correlative rights of owners. The overall purpose 
is the protection of the economy of the States through the conservation of 
rreplaceable natural resource. 
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To this end, States have adopted such devices, among others, as unitization 
proration, bans against flaring of gas, regulations requiring maximum utilization 
of casinghead gas, ratable taking, fixing of gas-oil ratios, control of pressure 
maintenance, and other secondary recovery operations. 


8. MARKETING 


When gas is discovered, there may be no immediate possibility of marketing 
the gas. On the other hand, the producer may have several alternative markets, 
such as sales for cal industrial use, for local municipal use, or interstate sales 
for industrial or public consumption. Many of the markets may be limited as to 
the volumes and quantities required by the purchaser. 

The marketing of gas by the producer frequently involves much more than 
merely agreeing upon a price, particularly when the gas is sold to a pipeline 
company In addition to selling his product, the producer must also assume a 
number of obligations In many instances, he must agree to drill additional 
wells Often the producer is obligated to install, either originally, or at some 
time in the future, expensive Compression equipment to maintain the required 
aetvery pressure 

The gas is required to meet definite standards of quality In some contracts 
the producer may be required to offer gas from additional areas if the volumes 

ailable from the area originally contracted are insufficient to meet the pur 
chaser’s requirements. 

rhe contract which the producer makes is far more than a simple sale of a 
product at a specified price. In addition to considering what he is to receive 
for his gas, the producer must also carefully consider what additional investment 
he will have to make and what additional expenses he will incur in the late! 

ears of the contract The investment required to be made in the future ma‘ 
equal or exceed the original investment in wells and leases 

All these factors enter into the pl ice of gas No two contracts can be compared 
by price alone. Gas available at high pressure, whether as a result of natural! 
well pressure or Compression, is worth substantially more than gas at low 
pressure. The several obligations which the producer assumes may reduce a 
seemingly high price to a relatively low price. 


9. REGULATION OF NDEPENDENT PRODUCERS 


The Natural Gas Act, as construed by the Supreme Court and implemented by 
FPC Order 174-B, among other things, requires independent producers and 
gatherers to (1) obtain from Federal Power Commission a certificate of public 
convenience and necessity before making any sale to an interstate pipeline; 
and to (2) file with the Federal Power Commission their gas sales contracts 
specifying their rates and charges: and (3) to file notice of any proposed 
increases in such rates and charges even though provided for in the contract 

These rates and charges are subject to reduction by the Commission if deemed 
unreasonable, unjust, discriminatory, and so forth. 

The producing end of the gas business does not lend itself to the slow and 
cumbersome process of Federal regulation. Applications for certificates and 
rate hearings with respect to natural gas companies have historically consumed 
months and sometimes years in grinding to a conclusion. 

The time consumed and the cost involved are not too burdensome, perhaps, 
When related to an application to build a $100 million pipeline or a rate hearing 
involving millions of dollars. But when applied to an application for a certificate 
to connect one or more gas wells to an interstate pipeline, the time and cost 
involved may be ruinous 

When as gas well is drilled, it is necessary that the gas be promptly marketed 
In many instances, the lease will terminate if the gas is not marketed in a 
matter of days. Moreover, in the case of gas from oil wells, it is sometimes 
necessary to market the gas in order to be allowed to produce the oil. 

Awniting a certificate from the Federal Power Commission for the sale of gas 
may mean the loss of thousands of dollars in oil revenue and possible loss of 
the entire lease for failure to produce the oil and gas. A requirement that for 
each connection of a gas well the producer must go through the red tape of 
filing and processing an application in Washington and shutting in the well in 
the meantime is intolerable and serves no useful purpose. 

Producers will inevitably make some other disposition of their gas if this 
situation continues 
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I now desire to call your attention to even more basic objections to Federal 
regulation of independent producers. 

(1) The extension of Federal control to independent producers and gatherers 
marks a distinct departure from the American system of free enterprise, and 
is a large step in the direction of socialism or statism. Never before has the 
Federal Government asserted power to fix prices of a commodity for the protection 
of consumers except in time of war or national emergency to prevent inflatior 

Independent producers and gatherers have never been regarded as public 
utilities and do not have a monopoly either in fact or granted by law They 
are a highly competitive industry—more than 8,000 of them Mr. John Boat 
wright has already demonstrated by irrefutable facts and figures the highly 
competitive nature of the business. 

Although it is claimed by the advocates of Federal regulation that the great 
volumes of natural gas are controlled by a relatively few companies, Mr. Boat 
wright has demonstrated that there is less concentration in the business of gas 
production than in any other extractive industry or in most manufacturing 
industries. 

Advocates of Federal regulation of natural gas producers will be hard 
pressed to come up with any sound basis for singling out natural gas produ 
tion for Federal regulation while producers’ prices for coal, oil, steel, lumber, 
copper, lead, wheat, corn and other basic commodities are left to competition 
in the open market. 

The claim of monopoly, the only justification heretofore asserted, has been 
proven false. It is no answer to say that the producers’ price for gas Is 
necessarily reflected in the consumers’ cost. Coal used in generating electricity 
is a Substantial factor in the consumer’s cost of electricity—perhaps as creat 
as the field price of gas is to the consumer’s cost of gas—but I have not heard 
it suggested that the producers’ price of coal should be regulated by the Federal 
Government. 

So, too, are the prices for steel and steel pipe, which are used to construct 
pipelines for transporting gas reflected in the Consumer's cost of gas, and 
they are a greater factor than the field price of gas, but I know of no sug- 
gestion that the price of steel or steel pipe be regulated by the Federal 
Government. 

In short, it has never been the policy of this Nation, in regulating public 
utilities, to regulate those who supply the utilities with goods and services, al 
though they contribute to the utilities’ cost of service to the publi Producers, 
who supply natural gas to the transmission companies, and, through them, 
to the distributing companies, should be in no different position than those 
who supply other goods and services to utilities. Their prices shoul& be left 
to competition, 

(2) Most important to the producers is the power of the Commission to deny 
to the producer the right to receive the price which he agreed to take and the 
purchaser agreed to pay for the gas, while at the same time denying the pro 
ducer the right to terminate the contract and dispose of his gas elsewhere 

This is downright unfair, especially as applied to contracts made before 
the Supreme Court decision. Many of these contracts provide for low rate 
in the beginning with stipulated increases at stated intervals caleulated to 
iverage out at a certain price for the gas delivered during the contract period 
The lower prices at the beginning are for the benefit of the pipeline. They 
relieve its burden by providing low-cost gas at the beginning of its operation 
when its volumes of gas handled are low and its cost high and enable it t 
pay the higher prices at a time when its costs are lower without necessitating 
an increase in its rates. 

The injustice of depriving the producer of the stipulated prices after receiving 
the benefit of the lower prices must be apparent to all. As to future contracts 
well, at least the producer has his eyes open and if he makes any more contracts 
for the sale of gas to an interstate pipeline, it will be with knowledge of what 
may happen to him. 

Naturally, he will be slow to make such contracts. Consumers will be the 
ultimate losers by way of inadequate supplies and higher prices because of 
reduced volumes handled by the pipelines and the distributors. 

5. Most producing States regulate the production of oil and gas. Principally, 
this State regulation is in the interest of conservation. Experience has shown 
that the waste of gas results from one or more of three things: 
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(a) By letting it escape to the air; 

(b) By abandoning wells with substantial quantities of gas unproduced ; 
and 

(c) By failure to drill marginal wells necessary to drain all the gas in 
the reservoir. 

The value of the gas is the key to its conservation. There comes a time in 
the productive life of every gas well and of every oil well which produces gas 
when the volume produced declines to a point where the costs of operation ap- 
proach or exceed the amount of revenue derived from the production. 

Moreover, in every oil or gas field, as the wells drilled approach the outer edge 
of the productive structure, the costs of drilling and producing the wells approach 
or exceed the revenue from them. At the approximate point where production 
costs equal or exceed the revenue, existing wells are abandoned and the addi 
tional wells near the edge of the structure required to adequately drain the 
structure remain undrilled. 

In each instance, the result is that large quantities of gas are left in the ground. 
This results in underground waste. The consuming public is deprived of this 
gas. 

The Federal Power Commission has no authority to compel a producer to 
drill additional wells. Any control of the price by the Commission will naturally 
reduce the incentive to drill additional wells and to maintain existing wells. 

This is inevitable whether the prices fixed by the Commission are reasonable 
or unreasonable on the basis of any assumed standard. To the extent that regu- 
lation by the Commission reduces this incentive, it will interfere with the State 
conservation programs and result in less gas for the consumer. 

(4) Not only is there no just cause to regulate independent producers, but 
such regulation will work to the detriment of consumers. The most that can be 
expected from Federal regulation of producers’ gas prices is some inconse- 
quential reduction in current prices. This will not be enough, if any at all, to be 
noticed on the consumer’s monthly bill. 

If the full producers’ price were eliminated and the producer allowed nothing 
for his gas, the reduction in the average household consumer’s bill would be 55 
cents per month. 

The price to be paid for any immediate reduction in the consumer’s price 
is reduced gas supplies and higher prices in future years. 

From what I said earlier, it is apparent that the independent producers will 
shy away from sales to interstate pipelines as long as the burdens of Federal 
regulation remain. Some advocates of Federal regulation seem to think that 
under Federal regulation producers will be compelled by law to supply gas 
to the interstate pipelines. I need not tell you that the Natural Gas Act does 
not undertake to compel any producer to so conduct his business as to become 
subject to its terms. 

As Commissioner Smith of the Federal Power Commission said, “No means 
have been devised whereby producers can be required to develop gas reserves 
or to make them available for interstate transporation and sale in preference 
to large and growing local markets if they do not choose to do so” (Question 
Marks about Natural Gas, by Nelson Lee Smith, before the Section of Mineral 
Law, American Bar Association, San Francisco, Calif., September 16, 1952). 

Other advocates of Federal regulation say that gas producers will be eco- 
nomically compelled to sell their gas to interstate pipelines; that there is noth- 
ing else to do with it, and that producers are not going to deprive themselves 
of a profitable market for their gas. These folks are whistling in the dark. 
The States of Texas, Louisiana, Oklahoma, New Mexico, Kansas, and Cali- 
fornia have ahout 90 percent of the Nation’s gas reserves and accounted for 
about 90 percent of total production in 1958. Texas alone accounted for more 
than one-half of total marketed production. Approximately one-half of the 
production is consumed in the producing States and the remaining States com- 
pete for the balance. With a free market in the States of production and a 
burdensome regulated market for sales for export, it is obvious that producers 
will favor intrastate markets over interstate sales. Producers may be expected 
to make an intensive effort to develop these local markets as long as the inter- 
state market is federally regulated. 

If the interstate markets were saturated, perhans Congress could afford 
to take measures which discourage interstate sales of gas. But those markets 
are far from saturated. In the Southwestern producing States over 90 percent 
of the urban and suburban households use natural gas for snace heating whereas 
in the newer gas consuming States only about 15 percent have thus far been 
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able to obtain gas for such purposes. It is a well known fact, recently pub- 
licized, that vast numbers of persons are seeking new or additional supplies of 
ras in Wisconsin, Michigan, and Illinois. There are 250,000 on waiting lists 
for space heating gas in metropolitan Chicago alone. 

Projected new pipelines to supply additional gas to these areas were abandoned 
or suspended following the Supreme Court’s decision last June—all due to the 
reluctance or refusal of producers to subject themselves to FPC regulation by 
supplying gas to the pipelines. Another projected pipeline—the American 
Louisiana—is still under consideration by the FPPC. Some producers refused 
tc apply to FPC for certificates to supply the line following the Supreme Court 
decision last June. This pipeline contemplated an initial capacity of 500 mil 
lion cubic feet per day and an ultimate capacity of 700 million cubic feet per 
day, to serve Detroit, Michigan, and points in Wisconsin. 

The attitude of producers toward selling gas in interstate commerce is in no 
sense vindictive. They have the choice of selling or using their gas in the State 
of production and remain free or selling it in interstate commerce and be told 
by the Federal Power Commission what they can receive for it, and when, if 
ever, they may discontinue deliveries regardless of the price they may be allowed 
to receive. It would be amazing if producers should choose to sell in interstate 
commerce under these conditions. 

It is the desire of independent producers, of course, to sell gas for interstate 
as well as intrastate consumption. They would like to see both markets open 
to competition on equal terms. That is why they are urging amendment of the 
Natural Gas Act. 

Domestic consumers in the producing States are supplied with gas in the 
same manner that interstate consumers are supplied. The transmission and the 


distributing companies are both regulated by the States as public utilitic rhe 
producers, however, are free to sell their gas in the open market. Now that the 
Federal Government has regulated the producers as public utilities, interstate 


consumers are given an advantage, at least some think it is an advantage, which 
the local citizens do not have. Heretofore the commerce clause of the Constitu 
tion has been relied upon to prevent discrimination against citizens of othe 
States, but in this instance it has been utilized to discriminate against the loca 
citizens. Surely citizens of nonproducing States who so eagerly seek natural gas 
for their homes cannot in good conscience claim the privilege of obtaining gas 
at lower producer prices than the citizens of the State where it is produced. 

If consumers in the nonproducing States are to be supplied with their require 
ments of gas, additional discoveries must be made. Mr. Boatwright has given 
you the figures on reserves and has shown that while known reserves have in 
creased substantially since 1946, production has increased much faster, so that 
known reserves now represent 21 years’ supply on the basis of the present pro 
duction rate compared with 33 years’ supply in 1946 at the production rate at 
that time. This situation has resulted in large part from the rapid expansion of 
interstate pipelines since 1946. Most of the surplus gas reserves at that time 
have been contracted for by the new and expanded pipelines, so that additional 
expansion of pipelines is dependent in large part upon the discovery of addi 


tional reserves. ' 

There is no reason to believe that additional gas reserves cannot be discovered 
if there is adequate incentive to search for them. Federal regulation of pro 
ducers’ prices will take away the incentive to search for additional gas reserve 
to the extent that the gas cannot be utilized in the States where produced No 


I>, 


doubt some gas fields will be located in the search for oil. But when located, 
they will not be developed as long as the only available market is a federal 
regulated market. 

Previously established pipelines will suffer from the slowing down of new 
gas discoveries. While they generally have contracted for gas suppliec before 
building the lines, it is necessary to acquire additional gas supplies to make up 
for the decline in production from the older fields. So consumers are bound te 
feel the effects of the discouragement of the search for additional gas surnlies 
in the gradual reduction in gas supplies and higher prices resulting from 
inability of the piplines and distributing companies to operate at full capacity 

(5) Prices: Not only is Federal regulation of gas producers a threat to inter 
state supplies, but it has been brought about without any need for restricting 
producers’ prices. This is not an emergency situation where extreme price 
Prompt unwise and un-American methods for controlling prices Mr. Boat 
wright has discussed gas prices with you, so it is unnecessary for me to dise1 
them in detail. Suffice it to say that field prices for gas are low in comparison 
with prices of competitive fuels. 
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A comparison of average fuel costs per million British thermal units at the 


sources in 1953 follows: 


Cents 
Gas at the well v9.2 
Coal at the mines 19 
Residual fuel oil at the refinery 26 
Light heating oils at the refinery 62 


When the advantages of natural gas over other fuels are considered, these 
price differentials are all the more impressive. These price relationships de 
veloped under free competition. It is reasonable to suppose that Federal regu 
lation of producers’ prices can accomplish more for the consumer ? 

I should like to discuss briefly the suggestion of some advocates of Federal 
regulation that small producers be exempted and that only the large ones be 
regulated. The suggestion is, of course, a recognition that regulation of pro 
ducers as now provided by the Natural Gas Act as construed by the Supreme 
Court is unworkable and cannot be defended. Likewise, the suggested change 
would be unfair, unworkable, and detrimental to consumers. These basic 
objections apply to any such proposal : 

(1) It would be a revolutionary basis for regulation. I know of no instance 
where utility regulation has been imposed on the basis of size alone. 

(2) It would discourage small producers from increasing their production or 
sales in interstate commerce and would encourage large producers to reduce 
theirs. The effect would inevitably be to curtail the flow of gas in interstate 
commerce 

(3) If applied to those who purchase gas and resell to interstate pipelines, it 
would discourage purchasers and would tend to remove the gathering and 
processing business from the producing industry to the pipeline companies. This, 
in turn, would tend to reduce the output of liquid hydrocarbons for use in moto! 
fuel, aviation gasoline, liquefield petroleum gas and other petrochemicals. 

For these reasons I favor the passage of S. 1853. Its passage will allow the 
continuance of free competition in the producing industry that has performed 
so well in the past in providing increased gas supplies at reasonable prices. 

It will permit the pipelines to receive the same price for the gas which they 
produce as for the gas which they buy. It will encourage them to find additional 
reserves. 

So, in conclusion, I wish to quote from the editorial of the Saturday Evening 
Post in the February 19 issue, page 12, where the editor said: 

“Congress will have to declare its intention once more, making it clear 
whether or not it wishes to maintain the distinction between interstate pipelines 
and distributors, on the one hand, and competitive natural-gas producers, on the 
other. This distinction was recognized in the Natural Gas Act, but, despite 
the small part which the price of natural gas at the well plays in the amount 
which the domestic consumer pays on his monthly gas bill, the clamor that the 
Government should fix rates for the thousands of companies and individuals 
who dig for natural gas and find it has never ceased. 

“Tt is hard to believe that Congress.will ignore the record of an industry which 
has increased its customers by millions within a single decade, while keeping 
the ultimate cost low during a period of inflationary prices. What more could 
be accomplished by Federal regulation of this business is hard to imagine. The 
Supreme Court’s decision of last year will certainly produce a new battle in 
Washington. It will be unfortunate if the debate becomes so intense that the 
basic principles involved are generally ignored. One of these certainly is that 
any move to impose regulation on an American industry should be supported by 
substantial evidence that a need for regulation exists and that the measures 
sought are consistent with the operation of a free economy.” 

Senator Bricker. Mr. Chairman, at the request of Senator Homer 
Capehart I would like to place in the record, at this point, the following 
correspondence : 

1. ‘Telegram from Mayor Clark, of Indianapolis, to the mayor of 
Philadelphia. 

2. A copy of the letter from Mayor Clark to the Chairman of the 


Federal Power Commission. 








AMENDMENTS TO THE NATURAL GAS ACT SLi 


3. A copy of a letter to Hon, John Beamer, from Mayor Clark. 

1. A copy of a resolution from the city of Hammond. 

5. A copy of a letter directed to Senators Capehart and William 
E. Jenner from the Indianapolis Chamber of Commerce. 
6. A copy of a letter from the Indiana Public Service Commission, 


which was sent to all Congressmen and the HLlonorable senators Cape- 
hart and Jenner. 

(The material referred to is as follows:) 

INDIANAPOLIS, IND., April 7, 1955. 
Hon. JOSEPH CLARK, 
Vayor, Philadelphia, Pa.: 

In answer to your telegram of April 6, as Mayor of Indianapolis, I am in favor 
of House bill 4560; therefore, would not care to participate in testifying or 
meeting relative to opposing the same. 

ALEX M. CLARK, Mayor 


APRIL 7, 1905. 
Hon. JOHN BEAMER, 
Hlouse of Repre sentatives, 
Washington, D. oO. 

DEAR JoHN: Attached hereto is a copy of a telegram I sent to Mayor Joseph 
Clark in answer to a telegram from him asking me, as Mayor of Indianapoli 
to participate in opposing H.R. 4560, joining with him, Mayor David Lawrence 
of Pittsburgh and Robert Wagner of New York. 

My reason for sending this is so that if opposition in the form of any mayors’ 
committee or any American municipal association committee is voiced to you, 
you may be sure that this is not the unanimous feeling of this association. 

I am, also, sending a similar letter to Representative Kuykendall, 

Very truly yours, 
ALEX. M. CLARK, Mayor. 


Inre H. R. 4560 
Hon. WILLIAM G. BRAY, 
Representative from Indiana, House Office Building, 
Washington, D.C. 

DEAR REPRESENTATIVE BRAY: The Public Service Commission of Indiana, the 
regulatory body set up to regulate public utilities including gas utilities in the 
State of Indiana, by action of its appointed members urges that you gpprove 
H. R. 4560, a bill exempting natural gas producers from the jurisdiction of the 
Federal Power Commission. 

Our reasons for this action are briefly set out below. 

1. States, where the major portion of the Nation’s natural-gas supplies are 
produced, have set up State conservation commission for the regulation of 
natural-gas production. 

2. Federal Power Commission regulation of these natural-gas producers will 
impose another regulatory body on the producers, who are now regulated by the 
States 

3. The policy of the Federal Government has been to withdraw from regulation 
where adequate regulation is vested in the States (Hinshaw Act 1954) 

#. State regulation of the gas producers has resulted in a plentiful supply of 
natural gas at a reasonable cost to the gas transmission companies 

5. Field prices of gas have a small effect on the cost of gas to the ultimate 
consumer. Increases of field prices do not mean increased cost to the ultimate 
customer, if, thereby, greater quantities of gas can be transmitted and sold 

6. Dual regulation by the Federal Power Commission may mean decreased 
supplies of natural gas for interstate pipeline companies which would mean 
increased costs to the ultimate consumer. 

Very truly yours, 
PUBLIC SERVICE COM MISSION 
OF INDIANA, 
By WARREN BUCHANAN, Chairman. 
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RESOLUTION 


Inasmuch as it has come to our attention, that the Supreme Court ruling upon 
the interpretation of the act of Congress, concerning the Federal Power Com- 
mission’s control over the production of natural gas, and the decisions of that 
body abrogating parts of contracts and continuing in effect expired contracts, 
has caused a reduction in the available supply of natural gas, which will un- 
doubtedly get worse unless some action is taken. And since this shortage of 
supply of natural gas is preventing many of the citizens of Hammond from 
installing gas heating in their homes, and since there has been a bill introduced 
into the Congress to clarify the intent in regard to Federal Power Commission 
control of the production of natural gas, and remove control of production from 
such regulatory body, we wish to request the support of you, our Representative 
in Congress, Ray J. Madden, and of you, our two Senators from Indiana, Homer E. 
Capehart and William E. Jenner, for this bill to remove control of production 
of natural gas from the Federal Power Commission, and hence encourage the 
increase of production and exploration for new sources of supply of natural gas, 
so that our Hammond citizens may be enabled to secure additional gas for the 
heating of their homes, and other uses. 

The clerk of this council is directed to send copies of this resolution to the 
three above-named to express our desires. 

RALPH T. DoNHAM, President. 

Attest : 

EpWARD B. BELLAMY, 
City Clerk. 

Approved by the mayor on the 15th day of February 1955. 

VERNON C. ANDERSON, Mayor. 


Passed by the common council of the city of Hammond, Ind., on the 14th day 
of February 1955, and presented to the mayor for his approval or rejection, and 
approved by the mayor on the 15th day of February 1955. 

EDWARD B. BELLAmMy, City Clerk. 


APRIL 7, 1955. 
Hon. JEROME K. KUYKENDALL, 
Chairman, Federal Power Commission, 
House of Representatives, 
Washington, D. C. 

DEAR REPRESENTATIVE KUYKENDALL: Attached hereto is a copy of a telegram I 
sent to Mayor Joseph Clark in answer to a telegram from him asking me, as 
mayor of Indianapolis, to participate in opposing H. R. 4560, joining with him, 
Mayor David Lawrence of Pittsburgh, and Robert Wagner of New York. 

My reason for sending this is so that if opposition in the form of any mayors’ 
committee or any American municipal association committee is voiced to you, 
you may be sure that this is not the unanimous feeling of this association. 

I am, also, sending a similar letter to Representative Beamer. 

Very truly yours, 
ALEX M. CLARK, Mayor. 


APRIL 20, 1955. 
Senator HoMerR E. CAPEHART, 
Senate Office Building, 
Washington, D. C. 

Dear Homer: While H. R. 4560, to take the Federal Government out of the 
regulation of natural gas prices at the point of production, is still in committee 
in the House of Representatives and not, therefore, a subject of consideration in 
the Senate, we thought you would be interested to know that our committee 
on national legislation has considered the measure and through its vote and 
that of our board of directors of the Indianapolis Chamber of Commerce has been 
committed to the support of this measure. 
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We are of the opinion that the contention of our Citizens Gas & Coke Utility, 
and those with whom they do business, that Federal regulation of prices at the 
well would discourage exploration and production and limit supply, is correct 
Price regulation that occurs in distribution seems over the years to have worked 
out to the protection of the consumers against overcharge and not to have 
prevented desirable competition in purchase of supplies from producers 

We trust you will give favorable consideration to the bill when it reaches the 
United States Senate. 

Sincerely yours, 
WILLIAM H, Boox 


Senator Pasrore. We will be in recess until next Tuesday morning. 
(Whereupon, at 3:22 p. m., the committee adjourned, to reconvene 
at 10a. m., Tuesday, May 17, 1955.) 
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TUESDAY, MAY 17, 1955 


UNITED STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington. D. ¢ 

The committee met, pursuant to adjournment, at 10 a. m., room 518, 
Senate Office Building, Senator John C. Pastore (acting chairman) 
presiding. 

Present: Senators Magnuson, Pastore (presiding), Mon roney, 
Daniel, Thurmond, Schoeppel, Potter, and Purtell. 

Senator Pasrorr. The hearing will please come to order. 

I have a statement here which has been submitted to this committee 
by Senator Long of Louisiana. It is a statement by Robert F. Ken 
non. Governor of Louisiana, in support of 8S, 1855. I suggest that if 
be placed in the record along with the proponents’ testimony. 

(The statement of Robert F. Kennon, Governor of Louisiana, reads 
as follows:) 





STATEMENT OF ROBERT F. KENNON, GOVERNOR OF LOUISIANA, IN SUPPORT OF S. 1854 


Mr. Chairman and members of the committee, for nearly two centuries, t] Na 
tion of ours has been known as the land of the free. It has been known not only 
as the land of a free people, but also as the land of a free economy. The two, 


of course, go hand in hand. In the absence of one, the other cannot flourish. 
Our forefathers took note of this law of nature when, in one of their earliest slo- 
gans, they linked life and liberty with property. ® 

It is equally true that when a principle is attacked—when a principle that is 
basic to these dual freedoms is endangered—then our whole system is in jeopard 
Few will deny, for example, that once a strong central government takes over 
private property and the means of production, then individual freedom must 
inevitably suffer a mortal blow. 

These facts should be borne in mind, it seems to me, in any consideration of 
whether or not the field price of natural gas should be subjected to Federal price 
fixing. 

As things now stand, under the Supreme Court’s split decision in the so-called 
Phillips case, natural gas has been singled out for Federal price controls, mak 
ing it the only competitively produced commodity to be so treated at the point 


of production. This situation which has grown out of some ambiguous wordin 
in the Natural Gas Act of 1938 raises a vital question that should be resolved by 
the Congress at the earliest possible date. That question is this: Is such price 


fixing, during a time of peace, consistent with the principle of a free people and a 
free economy ? 

It would seem perfectly obvious that it is not. As Justice Douglas pointed out 
in his dissenting opinion in the Phillips case: “Regulating the price at 
which the independent producer can sell his gas regulates his business in the most 
vital way any business can be regulated.” And that observation applies to all 
freely competitive, risk-taking industries. If you can artificially depress a pro 
ducer’s price, in complete defiance of the law of sunply and demand without 
regard for such economic forces as risk and competition, then you have taken 
the first long step toward a shackled economy and a socialized America 
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It cannot be stressed too much that none of the conditions which, under our 
system, justify Federal price controls are found in the production of natural gas. 
If the production of gas had monopolistic tendencies, if it were clearly an inter- 
state activity, if it were sheltered from risk and competition, if it were a public 
utility with all the legal benefits appertaining thereto, then a measure of Federal 
control would be in the public interest. 

sut all of the hearings and all of the studies relating to natural gas have pro- 
duced a mountain of evidence that: 

1. There is a complete absence of monopolistic tendencies in the production 
of gas, and the concentration of ownership of known reserves is remarkably low. 

2. The search for gas and its production when found are intrastate activities, 
and ones which have long been efficiently regulated by State conservation 
agencies 

3. The business involves tremendous inescapable risks, with about 8 out of 
every 9 wildcat wells winding up as dry holes. 

1. It is highly competitive, an economic battle royal open to all comers, and 
some 8,100 producers all across the country are engaged in a tooth-and-toenail 
scramble to pin down this elusive mineral. 

5. It has none of the characteristics of a public utility. 

These facts have all been ably presented and extensively documented on pre- 
vious occasions. I need not expand on them here. In view of them, however, it 
is impossible to reconcile Federal controls over the field price of gas with the 
principle of a free people and a free economy. 

Price fixing at the wellhead has already led to chaos in the gas producing in- 
dustry. Unless halted, it could very well lead to disaster on a much larger scale. 
For if you can control and dictate the production of one energy resource, why 
can’t you, by the same logic, clamp Federal controls over all energy resources? 
In fact, such a course could hardly be avoided. With natural gas under the Fed- 
eral thumb, it would not be long before its joint product—oil—would feel the same 
ponderous pressure. After all, one-third of today’s gas comes to the surface along 
with oil, in the form of casinghead gas. And can a natural resource, any more 
than a nation, exist half-slave and half-free? 

With both gas and oil under Federal control, their rival fuel—coal—would be 
a sure-fire bet as the next target. And once you have gone that far, how could 
you, in all fairness and logic, stop there? Meat is a big item in the consumer 
budget, so why not Federal price fixing over cattle on the range and hogs in the 
pen? Automobiles are another whopping item in the cost of living. If the field 
price of gas, which makes up only 10 percent of the ultimate cost to the consumer, 
is controlled, why should the F. O. B. prices of automobiles be sacrosanct? 

And so it could go, ad infinitum, with no sure stopping place short of complete 
socialism. 

It should be evident, then, that Federal price fixing is a snare and a delusion, 
with long-range results quite different from those originally intended. But 
as I have heard it said, some people have to wake up dead before they will con- 
cede there is such a thing, as far as they are concerned, as a fatal illness. For 
any who might doubt the seriousness of the present situation, it might be more 
impressive to cite some of the immediate effects of Federal controls over the 
production of natural gas. 

Most readily apparent, perhaps, are the effects on producer and consumer. 
Under a system of price fixing, a system whose only purpose can be to set an arti- 
ficially low price on gas, the producer’s incentive to risk his capital in looking for 
new gas and in developing known reserves will be greatly dulled. The figures 
show that we are already consuming gas at a faster rate than we are finding it. 
The amount of gas found per well is also on the decline (down about 40 per- 
cent since 1946). Any curtailment in the search for gas, any sharp drop in future 
discoveries, must eventually react to the detriment of the consumer. 

In short, we are faced with a vicious circle, with a chain of events that will 
harm millions and benefit none. Deaden the incentive to explore and you will 
get less gas. You will get less gas, moreover, at the very time that an arti- 
ficially low price is skyrocketing demand. When these things come, can short- 
ages and rationing be far behind ? 

Both producer and consumer, therefore, have a common stake in freeing the 
field price of natural gas. In order to stay in business, the producer wants to 
keep looking for gas. He also wants an opportunity to sell any he finds at com- 
petitive prices in a free market. The consumer, on the other hand, wants to 
keep on enjoying the benefits of this superior fuel. He wants to see a continu- 
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ing and expanding supply available, and at reasonable—which is synonymous 


with competitive—prices. 

There is another in our economy, not so much in the spotlight as the producer 
and the consumer, who is also very much a part of this issue and who will also 
share the brunt of the harmful effects springing from Federal price fixing. Al 
though his stake in a sound solution of the natural gas question ranks alongside 
that of the producer and consumer, he often appears to be the forgotten man 
as far as this issue is concerned. That person is the American landowner. 

It is often overlooked that, in the field of petroleum production, the land- 
owner is a partner of the producer. That is because most of the oil and gas re- 
serves of the United States are found beneath private property—beneath farms 
and ranches and even city lots. Under the terms of the usual oil and gas lease, 
the landowner gets free of all cost to him one-eighth of all the oil and gas pro- 
duced from wells on his property. He therefore owns about one-eighth of all the 
presently known oil and gas reserves in this country, with the exception of those 
on State and Federal lands, and he will own one-eighth of any reserves to be 
discovered in the future. 

This means that at the beginning of last year, farmers, stockmen and other 
landowners in 27 States owned reserves of over 4 billion barrels of oil and 26 
trillion cubic feet of natural gas. Their one-eighth of the oil and gas produced 
in those States in 1953 had a value in excess of $900 million. 


These figures apply only to acreage already productive of oil and gas, If we 
add in the acreage under lease as prospective producing land, the values accruing 
to landowners soar far beyond those just mentioned. Early in 1953, a survey 
shows, oil and gas operators had under lease as prospective producing land an 
additional 249 million acres in 88 States. On this sprawling expanse of land, the 
owners have received lease bonuses amounting to tens of millions of dollars. On 
it, they are also currently receiving annual rental payments. 

If these lands are drilled on and become productive, the landowners will then 


start receiving royalties for their share of the oil and gas produced But if 
natural gas is saddled with an artificially low price, with the added likelihood 
that oil will soon suffer the same fate, there will be little or no incentive for 
further exploration, leasing and drilling. These hazardous enterprises will soon 
experience a dearth of the venture capital upon which their existence depend 
An immediate consequence will be a sharp drop in the rentals, bonuses and 
royalties going to landowners. 

If the business of producing gas and oil is continued in the traditional Amer- 
ican way, under the stimulating climate of free competitive enterprise, the 
prospectors for oil and gas will continue to find these elusive minerals on 
thousands of farms and ranches and in States not yet proved productive. Every 
landowner will have a reasonable hope that his farm or ranch will “produce 
when the prospector gets into this area. 

And who knows where the next big strike will be made? Who for example, 
ever expected that large quantities of oil and gas would be found in North 
Dakota? Who knows but what the next big strike may be in Wisconsin or 
Michigan or Oregon? In 1891, the United States Geological Survey said there 
was little or no chance of finding oil in Texas and Kansas. In 1920, the same 
Bureau said we had almost reached the peak of our domestic production—that 
at a time when we were producing less than half a billion barrels of oil a year. 
What these confident prophets failed to take into account was the ingenuity 
and unflagging persistence of oil-hunters under the spur of the competition. 

These economic facts, as well as the vital principle involved, have undoubtedly 
been taken into account by the many great landowner organizations which have 
passed resolutions urging the Congress to free the field price of gas. Among 
these, as you know, are the American Farm Bureau, the National Grange, the 
National Wood Growers Association, the American National Cattlemen’s As 
sociation, the American Rice Growers Association, the National Cotten Council, 
and many others. 

Finally, in addition to the producer, the consumer and the landowner, there 
is one other group whose best interests I would also have you consider. This 
group is numerically small, only 48 in number, but it too stands to lose mightily 
under the pattern of Federal encroachment set in the case of natural gas. I 
refer, of course, to the States or the Union—to mine and to yours—and to the 
threatened loss of their rights to police and govern their own intrastate activities 

It seems clearly indicated—in fact, it has already happened—that Federal 
control over field sales of natural gas must eventually come into direct con- 
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flict with the conservation rules of the petroleum-producing States. I know 
of » finer record, the « e field of government reculation, than that com- 
piled over the years by our State conservation agencies. To scrap these agen- 
cies, or to subject them to ukases issued from Washington, would seem to me 


to be folly of the highest magnitude 
The President’s Cabinet Committee on Energy Supplies and Resources Policy, 


is you know, took note of this very point In its report issued February 26, 
it said: 

“In the production of natural gas it is important that sound conservation 
practices be continued. This area of conservation management is under the 
jurisdiction of State conservation commissions. In the interest of a sound 


fuels policy and the protection of the national defense and consumer interests 
by assuring such a continued exploration for and development of adequate 
reserves as to provide an adequate supply of natural gas, we believe the Federal 
Government should not control the production, gathering, processing or sale 
of natural gas prior to its entry into an interstate transmission line.” 

With that recommendation, I am in earnest and wholehearted accord. It is 
a recommendation that is consistent with everything I know about the gas 
producing business And it is a recommendation which should be carried out 
by the passage of S. 1853, or some similar bill freeing the production, gather- 
ing, processing and sale of natural gas from Federal control. 

This particular bill, S. 18538, would achieve this end. It would accord to the 
producers of natural gas the same rights and privileges now enjoyed by the 
producers of all other commodities. In this same fair treatment, landowners 
would also share. The bill would also bestow great benefits on the Nation’s 
gas consumers by (1) assuring them of the largest possible supply of gas for 
the future, (2) restoring the safeguards of free competition, and (38) provid- 
ing that no interstate pipeline could get a rate increase based on a new or 
renegotiated contract if it paid more than the reasonable market field price 
for its gas. 

Because of that third point, no pipeline company in its right mind would 
pay a gas producer anything more than the reasonable market price in the field 
for such gas. 

Also under this bill, the Federal Power Commission would have to grant a 
pipeline company, as far as ratemaking is concerned, the reasonable market 
price for the gas produced from its own wells or bought from an affiliate. 
However, the Commission would continue to have jurisdiction over the pipe- 
line company, including the right to determine what constitutes the reason- 
able market price in the field for gas produced by that company. Under this 
bill, furthermore, the Commission could prohibit a pipeline company from 
building new lines or facilities if it had agreed to pay for the gas it proposes 
to move through the new lines or facilities more than the reasonable market 
price in the field for such gas. 

It is apparent that these provisions of S. 1853 will, as the author of the bill 
says, “guarantee the consumer continued low prices which have been maintained 
through free, competitive practices in the fact of constantly increased cost of 
other commodities.” For that reason, this bill, might well be called a consumer- 
producer bill, since it affords protection and fair treatment to both and to the 
public. 

Something Thomas Jefferson once said seems to apply with great exactness to 
our present situation. Jefferson said that if our Nation is ever directed from 
Washington when to sow and when to reap, then we shall soon want bread. 
It is just as true, gentlemen that if Washington takes control of the business 
of producing natural gas, then the blue flame of this wonder fuel will start 
dying out at burner tips all over the country. 

For these reasons, Mr. Chairman and members of the committee, I urge that 
you give favorable consideration to S. 1853 or similar legislation that will 
free the producers of gas from Federal control. 


Senator Danrexv. I would like to submit for the record a statement 
from the independent producers and royalty owners in Amarillo, Tex. 
for inclusion in the record. 

Senator Pasrorr. Without objection, it is so ordered. 

(The statement referred to is as follows :) 
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I STATE AND FOREIGN Co {ERCE CO 

Washing D. ¢ 
We being small independent producer f natural and casing-head and 
royalty and production owners in the same, urge exclusion of inde ndent 
intrastate producers, royalty owners and production Owners of na il and 
casing-head gas from Natural Gas Act As producers, we sell to companies who 
do not transport same across state lines We sell to only available buyer We 

sell to buyers who dispose of the gas to an unknown and underterminable u 
and in an unknown quantity. Frequetly only a small percent of our gas could 
possibly get across State lines and into gas transmission lines. We cannot ex 
plore for and drill for gas when the prices to be received for same are unknown 
and cannot be determined until after production and submission for pricing to 


Federal Power Commission after discovery, the time element for permission 
to sell and produce through Federal Power Commission results in great physi 
cal damage to wells, at times in complete loss of the well itself and can and 
has resulted in loss of lease through inability to produce until Federal Powe1 
Commission approval as landowners and royalty owners we have no direct 
control over 1, production of gas and its sale, yet, under Natural Gas Act are 
in jeopardy of violation if producer protects our production and wells under 
which we have an interest. The independent producer selling intrastate and 
land owners and production owners in such wells should be exempt from Natural 
Gas Act to accomplish discovery and production, to protect discovery and pro- 
duction and our traditional right to discover and produce. 


CLAYTON Dwyer DriLiiIna Co., 

Pampa, Te r 
W. H. TAytor Orn Co., 

Wichita Falls, Ter 

G. R. WHITTINGTON ET AL., 

Amarillo, Tex 
G. W. MAGUIRE ET Al 

tmarillo, l' 


Senator Pasrorr. Our first witness this morning is the Honorable 
Joseph C. Clark, mayor of the city of Philadelphia. 

Mr. Clark, we are hi appy to have you here this morning and look 
forward with interest to what you have to say. 

Will you please identify yourself for the purpose of the record, 
your own way, and then you may proceed as you wish. 

Mr. Ciark. Thank you, Senator Pastore. . 

(Mr. Clark submitted the following statement :) 


STATEMENT OF JOSEPH S., CLARK, JR., MAYOR OF PHILADELPHIA 


I am the mayor of Philadelphia, and jointly with Mayors Robert Wagner of 
New York and David Lawrence of Pittsburgh, have organized a mayors’ com 
mittee to oppose the legislation presently before you. Fifty mayors, represent 
ing cities with a combined population of over 80 million, are now members of 
this committee. <A list of their names and of their cities is being filed with your 
committee. A number of these mayors will appear before you during the next 
few days; others, unable to appear, have prepared statements which will be 
presented to you by their designated representatives. As mayors, we stand 
agreed that the millions of natural-gas consumers in the communities we repre 
sent have a tremendous stake in the issue now before you; and we have united in 
this effort to insure that the interests of these consumers are adequately 
expressed and protected. 

It is our firm belief that Federal jurisdiction over the field price of natural 
gas sold for resale in interstate commerce must be continued if the consumers’ 
interest is to be adequately protected. 

In outlining my position, I would like to speak first about the situation in 
Philadelphia. Philadelphia has a municipally owned gas works in which our 
citizens have invested over $100 million. It is operated on a fixed-fee basis by 
a division of the United Gas Improvement Co., a public-utility corporation. Its 
operations are supervised by a gas commission of 5 members, 2 of whom are 
members of city council, 1 of whom is appointed by the mayor, and another by 
the city controller, an elected public official. The fifth member of the gas com 
mission is a representative of the United Gas Improvement Co 
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One hundred fifty thousand Philadelphia householders have an average invest- 
ment of $1,000 each in house heating, cooking and water heating appliances. 
Four hundred thousand additional Philadelphia householders have cooking 
and/or water heating gas appliances representing an average investment of $250. 
The total investment in gas appliances of 550,000 Philadelphia consumers is 
accordingly $250 million in addition to the $100 million investment in the munic- 
ipal gas works. 

These figures do not include the large number of industrial and commercial 
users of gas in Philadelphia whose investment would run to many more millions 
of dollars. 

Natural gas first came to Philadelphia through the pipeline of Texas Eastern 
Transmission Corp. in 1948. Subsequently an additional supply was brought 
in through the pipeline of Transcontinental Gas Pipeline Co. The initial price 
averaged 30 cents per thousand cubic feet. By reason of rate increases secured 
by the pipeline companies it has now risen to 39 cents a thousand cubic feet, 
an increase of nearly one-third. Philadelphia is currently purchasing 40 billion 
cubic feet of natural gas annually from these two pipeline companies. This 
increase in the rates charged our municipal gas works means that the city of 
Philadelphia is paying $3,500,000 a year more for its natural gas than it would 
have at rates which prevailed in 1948. This money is moving out of Phila- 
delphia principally to Texas, Louisiana and other southwestern States. The 
pipeline companies, of course, have no alternative but to raise their price to 
our municipal gas works, when the field price of the producer is raised. 

Despite this increase in the price of natural gas it has not yet been necessary 
for the city to raise the price of gas to the consumer. The contract between 
the city and U. G. I. provides that gas shall be furnished to the consumer at 
cost, but broad leeway is given to permit modernization and extension of the 
gas works plant on a pay-as-you-go basis, thus reducing the amount of bonded 
indebtedness required to pay for the capital improvements. 

Efficient management, prompt installation of cost saving equipment—such as 
cyclic catalytic reforming furnaces—the large increase in the number of new 
house heating customers, 100,000 householders since 1948, have permitted us 
to absorb this large price increase without passing it along to the customer. 

However, the day of reckoning is ciose at hand. Gains in house heating are 
diminishing. Almost the last drop has been scueezed from the orange of savings 
due to efficient and economical operations. The city of Philadelphia, which as 
owner of the municipal gas works is receiving $5,200,000 a year, is concerned 
lest this annual addition to our already inadequate municipal revenues be 
threatened or, in the alternative, an increase in rates to the consumer required 
by reason of any further increase in the field price of natural gas. 

While testimony before this committee indicates that the average field price 
is presently 10 cents per thousand cubic feet, our pipeline suppliers are paying 
substantially more; and it is necesary as a practical matter to pay as much as 
13, 15 or even 16 cents per thousand cubic feet for new supplies. Moreover, we 
hear alarming rumors that it is the intention of the oil companies and other 
large producers to push the field price to 25 cents per thousand cubic feet if 
this bill passes and the authority of the Federal Power Commission to regulate 
field prices is revoked. 

At the current rate of consumption, every penny added to the field price of 
natural gas adds $400,000 to the annual gas bill of Philadelphia; and adding 
10 cents would increase that bill by $4,000,000. 

I am sure the members of this committee will appreciate from the foregoing 
why Philadelphia is intensely interested in the legislation now being considered 
by the Committee. 

Next. I should like to speak on the general reasons why consumer interests are 
opposed to this legislation. You gentlemen have listened long and attentively 
to the voluminous testimony presented to you both in support and in opposition to 
this bill. I suspect all the arguments have been covered many times. May I 
then summarize the consumer position, hoping that in being brief, I may help 
clarify the real issue. 

First, the issue before you is not whether the business of transporting natural 
gas in interstate commerce from wellhead to gas range all over the United States 
is affected with a public interest. That question was decided in the offirmative 
by this committee and by the Congress in 1988 when the Natural Gas Act was 
passed. The authority of the Federal Power Commission to regulate such a 
business from start to finish has been affirmed by the Supreme Court of the United 
States in a number of cases, of which Phillips Petroleum is only the latest. 
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Second, there is no issue before you as to whether the field price of natural gas 
is presently reasonable. No showing has been made by the proponents of this 
legislation that prices now being received by the producer are not adequately 
compensatory; and this indeed from the point of view of the producer must be 
the ultimate test of reason. 

The third issue, which is not before you, is whether present retail rates for gas 
are fair and reasonable—or indeed whether, as the proponents of this legislation 
have so attractively phrased it, it is unreasonable or unfair for the producers to 
ask, and the consumers to pay, “but a few more cents for their gas a day.” If 
we are to cite figures, we should cite aggregates; and the aggregates we are deal- 
ing with here are billions and millions of dollars, and not pennies. For every 
penny added to the field price of natural gas adds $2 billions to the value of pres 
ent reserves owned by the producers, and millions of dollars to the total annual 
bills of our Nation’s gas consumers. 

The real question before you is whether there is any justification for increases 
of this size. And the real issue raised by this legislation which we oppose is 
whether a group of producers, the fulcrum of whose power rests in the hands of 
the large oil companies in this country, should be permitted to determine the price 
of a commodity passing in interstate commerce and affected by the public interest, 
unilaterally and without policing in the consumer interest by a Federal regulatory 
body: the Federal Power Commission. If we can fasten our attention on that 
issue I would hope it would be a relatively simple decision to reject this bill on 
the ground that the public interest requires regulation of natural gas prices at 
the point where the gas reaches the pipeline as well as after. Indeed it seems 
almost incredible that we all should admit not only the right but the duty of 
Government to regulate the price at which pipeline companies may sell gas to 
distributors and the price at which distributing companies, be they municipally 
owned or not, may sell gas to the consumer, while leaving wide open and without 
regulation the price at which the gas is sold by the producer to the pipeline. 

Much has been said about the natural operations of the law of supply and 
demand. I do not pretend to be an expert on so complex a question as whether 
free competition will keep the price of gas at the wellhead at a reasonable 
figure. I can only state that seems to me to be a commonsense conclusion 
that where an article is in short supply and where buyers are rendered rela- 
tively immobile by the huge investment required to bring gas from new fields to 
pipelines and on to consumers, a prima facie case has been made for, at the 
very least, standby powers of regulation by the Federal Power Commission. 
Surely this is a case where the legislative arm of our Government should not 
arbitrarily remove from an existing regulatory body power to protect the con 
sumer vested in it by existing legislation as interpreted by the Supreme Court 
of the United States. Is it not far wiser to leave the authority to determine 
the extent of regulation in the Commission, trusting to its administrative dis- 
cretion to handle the matter in the public interest, and appreciating that any time 
this discretion is abused, the legislature retains its ultimate power to act to 
eliminate the abuse? 

I cannot take seriously the claim of proponents of this bill that if the duty 
of the Federal Power Commission to regulate these prices is continued there will 
be in effect a sitdown strike which will result in an even shorter supply of 
natural gas. That the oil companies will continue to drill for oil, I would think, 
is obvious. That a great deal of gas will be discovered in conjunction with newly 
discovered oil is certainly the history of the industry today. That private 
capital not controlled by oil companies will continue to drill for gas found 
not in conjunction with oil, the record now before you seems to make clear. 
That despite all this the product appears to be in short supply by reason of 
constantly increasing demand from our cities would seem to prove the need 
for Federal regulation. 

Two elements would seem to me to be missing from that ideal state—the 
utopia of advocates of laissez faire—where natural forces of demand and sup 
ply result in a reasonable price of a commodity without the necessity for gov 
ernmental regulation. The first element is that there is no inexhaustible supply 
to produce competition between sellers. The second element which is lacking is 
freedom of choice on the part of the buyer. His pipeline is fixed and represents 
a large investment. He cannot turn away and buy from somebody else without 
a large additional investment. The ultimate consumer of natural gas is in the 
same situation. If he does not like the price of eggs at the American store, 
he can go across the street to the A. & P. and all he loses is 5 minutes of his time 
But if he is a new householder in Philadelphia using gas for cooking, house heat- 
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ing and ater heating he must scrap a $1,000 investment in order to turn to 


coal or oil as a substitute 


It is important to recall the process by which this has come about. In the 
late thirties and after World War II, those in possession of large reserves of 
gas in the Southwest could find no suitable market for their gas in that region, 


nd they organized one after another of the large pipelines, in some cases by 
direct ownership and in other cases through the formation of legally independent 


companies. These pipelines went to the market places throughout the country 
I 


aid to the local distributing companies: We have large blocks of gas which 
can be had at 20 or 25 cents We will agree to provide you with this gas for a 
20-year period at these prices. The price may change as taxes are imposed 


or if there is a marked increase in the general commodity index; but substan- 
tially our business is under the regulation of the Federal Power Commission and 
the reasonableness of our rates will be determined by the Commission. 

The distributing companies calculated whether or not these prices were satis 
factory and would justify the expenditure of millions of dollars to ready their 
systems for the use of natural gas. In almost all cases, the answers were in the 
affirmative. The Federal Power Commission ruled the projects were economi- 
cally feasible and certificated the pipelines. The lines were built and the gas 
turned on. Often rates to the ultimate consumers were reduced as the result of 
the coming of natural gas Millions of customers were attracted by the advan- 
tages of gas and the rates which made it economical, or in some cases less costly, 
to use; and they spent hundreds of millions of dollars on equipment to heat their 
homes with gas. The process was complete. Those in control of the reserves had 
found their market: and an unbreakable chain had been welded which irretriev 
ably ties the fortunes of the consumers to the producer in the Southwest. Few 
house-heating consumers indeed can afford to jeopardize the thousand dollars or 
more Which they have in gas appliances. Faced with an increase in gas rates, 
their hands are tied by this investment; in the market place of fuels, they cannot 
choose as they will. 

The consumers in Philadelphia are no exception. Regulatory bodies in Phil- 
adelphia and Pennsylvania cannot protect us. They must approve reasonably 
compensatory rates to local utilities. Local distributing companies are help- 
less. To get natural gas at all they have to agree to purchase from the pipeline 
companies for 20 years at rates considered reasonable by the Federal Power 
Commission. They have no authority under their contracts to reject new and 
higher prices. Indeed until the Phillips case the FP?C considered itself helpless 
and reluctantly passed on hundreds of millions of dollars in field price increases 
in the form of higher transmission rates to distributing companies. 

To summarize and conclude, I suggest the logic of the situation is clear. Thisis 
a business affected with a public interest. It is a business in interstate commerce 
and therefore a Federal responsibility. The Congress has established the FPC 
to regulate this business. This bill would tie its hands and prevent it from 
regulating adequately the price of the very produce which all admit needs a sub- 
stantial measure of regulation. 

The clear conclusion I submit is that this bill should not pass and that the FPC 
should continue to exercise the authority given to it by the Natural Gas Act of 
1938, as interpreted by the Supreme Court of the United States. 

If the consumer interest is to be protected this regulation must include adequate 
control of the prices paid by the producers to pipelines which carry the gas to 
distributing companies and to the ultimate consumer. 


STATEMENT OF JOSEPH S. CLARK, JR., MAYOR OF PHILADELPHIA 
AND CHAIRMAN OF THE MAYORS’ COMMITTEE IN OPPOSITION TO 
LEGISLATION LIMITING THE JURISDICTION OF THE FEDERAL 
POWER COMMISSION OVER SALES OF NATURAL GAS BY PRO- 
DUCERS TO PIPELINE COMPANIES FOR RESALE IN INTERSTATE 
COMMERCE 


Mr. Crark. It is a real privilege to appear before your committee. 
My name is Joseph Clark, Jr., mayor of Philadelphia, and I am 
here today on behalf of a mayors’ committee formed initially to op- 
pose enactment of the Harris bill in the House, which is substantially 
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the same, I take it. as the Fulbright bill before your committee, but 


generally speaking to appear In Opposition to any leg hatioy hich 
would exempt the producers of natural ais from the initia ile to 


pipeline companies for resale in interstate Commerce. 


IT am also appearing on behalf of the citizens of Phila 
constitute a rather large group of the coi uming public for g kt 7 
tail,at the burner, so to speak. . 

We have filed with your committee a list of the membe of 
employers committee who are Opposing this legislat On. Phe 


mittee was intially formed by Mayor Robert Wagner of New York, 
Mayor David L. Lawrence of Pittsburgh, and myself. 

There are between 45 and 50 mayors of cities having a populat 
excess of 100.000. 

Senator PASTORE. Do you desire that that list be identified in the 
record at this point ¢ 

Mr. Crark. I would appreciate that, Senator, and IT believe it is at 
tached as the last page of my written testimony which has already 
been submitted, 

Senator Pasrore. Without objection, the list will become a part of 
the record at this point. 

(‘The list referred to is as follows :) 
MEMBERS OF MAYORS’ COMMITTEE TO OPPOSE S. 1853 AND SIMILAR EXEMPTION BILLS 


(CrIrres WitH POPULATIONS OVER 100.000) 


Philadelphia, Pa.: Joseph 8. Clark, Jr. Jersey City, N. J.: Bernard Berry 


Pittsburgh, Pa.: David L. Lawrence. Kansas City, Kans.: Paul F. Mitchum 
New York, N. Y.: Robert F. Wagner. Knoxville, Venn. : George R. Dempster 
Akron, Ohio: Leo Berg. Louisville, Ky. : Andrew Broaddu 


re : oO . 1 ag ’ ae . : 
Vr Md.: Thomas D’Alesandro, ygijwaukee. Wis.: Frank P. Zeidle 
Jr. : : 
: . Minneapolis, Mint eG, Hoye) 
Birmingham, Ala.: J. W. Morgan. aa . ” oe 09 ss , 
Boston, Mass.: John B. Hynes. ee ee iy 
Bridgeport, Conn.: Jasper McLevy. ashville, Tenn. : Ben West 
Buffalo, N. Y.: Steven Pankow. Newark, N. J.: Leo P. Carlin 


Cambridge, Mass.: John J. Foley. New Bedword, Muss.: Arthur N. Hai 
Camden, N. J.: George E. Brunner. riman, i 
Chicago, Ill.: Richard J. Daley. New Haven, Conn. : Richard C. Lee 
Cincinnati, Ohio: Carl W. Rich. Paterson, N. J.: Lester F. Ti 


Cleveland, Ohio: Anthony J. Celebrezze. Portland, Oreg.: Fred L. Pete 

Columbus, Ohio: Maynard E, Sensen- Providence, R. I.: Walter H. Re 
brenner. Richmond, Va.: Thomas P. B 

Denver, Colo.: Quigg Newton Sacramento, Calif. : H. IL. Hendrer 

Detroit, Mich. : Albert I. Cobo, Springt eld, Mass Daniel Brut 

Duluth, Minn.: George D. Johnson 

Elizabeth, N. J.: Nicholas Sylvester 
LaCorte. 

Erie, Pa.: Arthur J. Gardner. 

Fall River, Mass.: John F. Kane. 


I 


St. Louis, Mo.: Raymond Rh. ‘1 ‘ 
St. Paul, Minn.: Joseph Ie. Di 
Syracuse, N. ¥ Donald Hl. Mead 
Toledo, Ohio: Ollie Czelusta 


Flint, Mich.: George M. Algoe. Utica, N. Y.: Boyd E. Golder 

Gary, Ind.: Peter Mandich Waterbury, Conn. : Raymond I. Snydet 

Grand Rapids, Mich.: George W. Welsh Yonkers, N. Y.: Kristen Kristensen 
(city manager). Youngstown, Ohio: Frank X. li 


Mr. Crark. The mayors in question come from Oregon to Alabama, 
and from Colorado or California to Massachusetts. 

It think it is fair to say that they represent a very large majority 
of the urban consumers of natural gas. 

With your permission, sir, instead of reading my prepared state 
ment, I would like to summarize it, and comment upon it as I go along 

Senator Pasrore. Would you like your statement to be in serted in 
the record in its entirety / 


HH00 4 oe 
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Mr. Ciark. | would very much appreciate that, sir. 

Senator Pasrorr. We will doso at this point, and then you may 
proceed to speak upon it in any way you like. 

Mr. Crarkx. Thank you, sir. 

Our position in behalf of these consumers is that generally we would 
like to see the Federal Power Commission continue to exercise the 
i isdiction given to it by the Natural Gas Act of 1938, as interpreted 

by the Supreme Court of the United States in the Phillips Petroleum 
case last June, so as to regulate the sale from the producer of natural 
gas to the pipeline which transmits it in interstate commerce, and 
resells it to the distributing company, which in turn makes a third 
sale to the consumer, residential or industrial. 

As we see it, there is a pattern of regulation which starts at the 
burner of the consumer, let us say in Philadelphia, where his price is 
regulated by a local utility commission. We then pass, going back- 
ward, to the next sale, from the pipeline company to the distributing 
company, and that traditionally has been regulated by the Feder: il 
Power Commission. 

The last section of the dike of consumer protection, so to speak, is the 
sale from the producer of the natural gas to the pipeline company, and 
that is a sale which the Supreme Court has ruled is also subject to 
Federal Power Commission regulation. 

It is our judgment that if you punch a hole in that dike and let the 
water through, the resulting flood will cause a wave of higher prices 
to the consumer, which is not justified, and it is for that reason that 
we oppose the legislation pending in the House. 

Senator Pastore. Would you welcome a question at this point ? 

Mr. Crark. I would be happy to be interrupted at any time, Sena- 
tor. 

Senator Pasrorr. The contention has been made that natural gas is 
a commodity, and insofar as it may be used for the generation of 
power, or for heat, that it is no different than oil or coal, and for that 
reason, because oil or coal is not regulated by the Federal Power Com- 
mission, either at the mine or at the wellhead, there is no reason why 
natural gas should be so regulated. 

Have you any comment on that? 

Mr. Cruark. Yes, sir, I am familiar with that argument, and in 
my judgment, Senator, it does not hold water, and that is because in 
the case of oil and of coal, which are the two principal competing 
products in the fuel field with natural gas we have a situation where 
the normal law of supply and demand takes hold and the competition 
of the market sixes a price which is reasonable to the consumer. 

There are, as you know, innumerable oil companies and stations 
from which one can buy one’s gasoline for an automobile, or one’s 
fuel oil for heating. There are innumerable coal companies and coal 
dealers from whom one can buy coal for heating, and the pattern of the 
market, the normal American law of supply and demand, takes care 
of both of those products, neither of which is in short supply, neither 
of which requires at any point the law of eminent domain to enable 
them to get from producer to consumer, and neither of which requires 
a heavy, or none of which require a fixed investment on the part of 
the consumer. 

Now, if I may turn to that particular part of my testimony, in 
order to bring it out right now, I would like, if I might—because I 


AMENDMENTS TO THE NATURAL GAS ACT 325 


have stated it there as succinctly as I could—to read it to you, and 
it appears on page 6 of my written testimony. 

Finally, it has been urged that Federal regulation at the wellhead 
will not benefit the consumer, and that the Natural Gas Act prior to 
the decision has protected the consumer without “torturing our free 
enterprise system. 

This I think, is really the principal argument advanced on behalf 
of the producers. 

The fallacy of this argument, in my judgment, is in the premise 
that the law of supply and demand will give us a price of natural 
gas on a sale by producer to pipeline which will protect the consumer 
interest just as the sales of oil and coal, operating under the law of 
supply and demand, to sell, in my judgment, to protect the consumer. 

Two elements that are essential where natural forces of supply and 
demand result in a reasonable price, without regulation, are absent. 
The first element is that there is no inexhaustible supply to produce 
competition between sellers. ‘This immediately singles out gas from 
among the many commodities important to the consumer and puts 
it ina special place. 

It has been testified to you that the gradually growing market for 
gas, as this country expands, calls for greater sup yplies; and further, 
that the ratio of years of supply to demand is decreasing. 

At this point I would like to interject that as the distinguished 
chairman of the Texas Railway Commission, General Thompson, testi 
fied to you just the other day, and I am quoting from page 6 of your 
record, as far as drilling for gas is concerned, hardly anybody drills 
for gas. They get gas acc identally when they are looking for oil, 
and, again, if we do not mind a great deal of new oil, we shall be short 
of gas. 

“Nearly all the gas discoveries in my experience,” says General 
Thompson, “have been found incident to the discovery of oil. Encour 
age oil exploration, if you want to find gas.” 

Now, so far as I know, it is not presently contended that the’Federal 
Government should attempt to regulate the price at which oil is sold. 
So far as I know the oil industry is entirely satisfied with State regu- 
latory and conservation measures so far as the oil industry is con- 
cerned. 

Why, then, all the excitement about continuing the present law in 
the interest of consumer protection so far as gas, a byproduct of oil, is 
concerned. 

You may examine the records which the Federal Power peertul 
sion may make available to you now in vain for any bidding amon 
suppliers, which has had the effect of knocking down the price of gas. 
It is clear, therefore, that this element of a free supply of the com 
modity, is missing. 

I suggest to you, sir, that while the record is relatively barren of the 
economic facts which I should think would be essential for this com- 
mittee to determine what type of regulation, if any, it desires to recom 
mend to the Senate for this important naturai product, that on the 
basis of assertion, empirical assertion to be sure, but information com 
ing to me from experts in the field, this is a sellers market in natural 
gas. The buyer is relatively unprotected by the normal protection 
of the market where it is free on the basis of supply and de mand. 

Senator Dantev. May I interrupt you for a moment ? 
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Senator Pasrore. Yes, I think we ought to exhaust this point while 
the mayor is on it. 
Senator DANIEL. Kirst. as to the point that Pas is found in connec- 


tion with the search for oil, do you distinguish between General 
7 hompson’s testimony as to the original discovery of Was, and the 


development of wastield gas after it is discovered ? 

Mir. CLARK. Y es, indeed, Senator. 

Senator Danien. You realize that the real cost to the producer of 
gas is in the development of the field by drilling additional wells and 
producing the gas after he discovers it in connection with his search 
for oll. 

Mr. Crark. I would have thought a large part of the initial cost 
would have come, as I believe the record indicates, from an attempt to 
find a fie ld whic h h: id both oil and was, and the consequen t possibility, 
in fact the deep probability of the drilling of many wildcat wells 
which would turn out to be dry. 

Once you have the field established, I would suggest to you, sir, that 
the rest of it is comparative, 

Senator Danrex. The only thing I want to make clear is that the 
discovery of a gas well, while the operator is drilling for oil, does not 
outline the fiel 1. You understand that other wells must be drilled. 

I know of instances in which not another gas well has been found 
in the entire field. 

Mr. Crark. I quite agree, but I think you will agree with me the 
probability of finding natural gas is very much increased. 

Senator Dante... That is certainly true, but I just wanted to make 

clear that you realize the distinction between the original discovery 
and its cost, and the much greater cost of developing the field and find- 
ing out where the gas is, and then ac tually developing it so as to bring 
it up: - put it in the pipeline. 

Mr. Crark. I am quite in accord, Senator, and I think you will 
eee while the cost is greater, the risk is less. 

Senator Danret. No, I won’t agree with that knowing how many 
times in trying to outline a gas field, after discovery of the gas, how 
many dry holes are drilled, and in which we have complete failures 
to find what was thought to be. from the original well, a pretty good 
was fie le i 

Mr. Crark. But again, Senator, wouldn’t you agree that an awful 
lot of this gas does come out of an oil well, so you get both products 
from the same well ? 

Senator Dantex. That is true, but a third of it. About a third of 
it comes along with the production of oil. 

Now, there was another point that you made. 

Mr. Crark. I would like, if I might, to pursue the supply-and- 
demand argument. 

Senator Magnuson. May I suggest this. Do you agree, Mr. Mayor, 
that all of the legislation that we have had up here over many years 
that ] have bee ‘Th he Tre, is based on one premise, that our supplies are 
not inexhaustible ? 

Mr. Crark. Well, Senator, that may well be the fact. I am afraid 
[ am not in a position to testify, because my knowledge of the history 
is not as great as perhaps it should be. 

Senator Magnuson. Therefore, we are thinking in terms of con- 
servation for the consumers’ benefit ? 
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Mr. Ciark. Yes, sir. 

Senator Maanuson. And that poses the question that is before us. 

Mr. Cuark. Yes, SIr, except would you not agree, Senator, that the 
conservation measures of the various States play an important part in 
that particular aspect ? 

Senator Magnuson. And with the increase in population running 
well over 2 million a year, 

Second, I want to see if you will agree with this premise, on the 
question of competition, oll oft Course, and coal, Isa competitive mar 
ket. | know of ho place where a housewife Can have two vas lines 
and determine which is the cheapest to turn on. 

Mr. Cuark. That is what I was about to come to, siz 

Senator Magnuson. You have a similar situation with hydroelee 
tric power / 

Mr. Crark. Yes, sir; it would be my position that wherever a 
product affected with the public interest as the 1938 act determined 
that this product was, is in short supply, there is almost always a need 
for some type of regulation to protect the consumer interest. 

The second point I wanted to make with 1 respect to the absence of 
the normal relationship of the law of supply and dem: ial to @as as 
distinguished from oil and coal, is the lack of any freedom of choice 
on the part of the buyer, or the ultimate consumer; to that extent 
IL am afraid I would find myself in the unhappy position of clash- 
ing head on with Senator Fulbright, who took a different position 
before your committee a few days : ago. 

I would like to make the point this way, sir, that if the normal 
consumer doesn’t like the price of eggs which oe is charged at the 
American store, she can always 20 across to the A. & P., or indeed, 
if she doesn’t like the price in either stores, a sg can eat cereal for 
breakfast. 

If he doesn’t like the price or style of Ford, he can buy a Ply 
mouth, or Chevrolet, or go on public transportation, or, if economic 
enough, he can go back to the horse and buggy. He is not bound 
make either of these choices, and he suffers ho discernible eCOnomic 
loss as a result of his choice. 

If he is a hous ehol ler in Philadelphia or elsewhere in the coun 
try, presently using gas for cooking, house heating and water heat 
ing, he must lose the $1.000 or more which he has invested in these 
appliances to turn to any substitute. 

Indeed, in many of the modern homes, the builders, in order to 
save space and reduce the cost of the home, have so constructed it 
that it would be impossible without prohibitive cost to make a change. 

I think it is idle comfort to a householder to say, as Senator Ful- 
bright said to the committee, “if you don’t like the price of the gas, 
20 get the coal or oil.” 

I suggest that he is committed by his investment to this particular 
fuel, and that to force him to change would result in very serious 
economic loss. 

To an even greater extent is the situation of the pipeline, which 
having made an investment of many millions of dollars to the field 
of a particular producer, and finding through escalator clauses or 
otherwise that the price he anticipated would enable him to furnish 
the gas to the distributing company for a period of 25 years is sud- 
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denly boosted because of an increase in the market price in the field, 
what is he going to do? 

I say to you, sir, he is largely at the mercy of the producer, and 
if you once punch a hole in that dike of consumer protection you 
have a situation where in my judgment, the law of supply and demand 
will not protect the consumer. 

Senator Pasrorr. May I ask another question on this very point? 

Mr. Ciark. Yes, sir. 

Senator Pasrorr. One of the arguments made is that the supply 
of natural gas is limited, that is from the production phase of this 
whole problem, and it is being used intrastate. In intrastate since 
it is a supervised at the wellhead by local utility authority, there 
is a tendency to have this gas all dr ift out of interstate and go into 
intrastate. 

Have you any comment on that / 

Mr. Cuark. Yes, sir, | would comment on that along these lines. 

In the first = ice, I see nothing in the record, and I will not pre- 
tend to have read eve ry page of the record, but some of my people 
have done it for me, and 1 am advised of nothing in the record which 
would indicate that that isa present threat. 

It occurs to me that it is possibly wishful thinking on the part of 
some of the producers as to an alternative market which they might 
turn to. 

In the second place, what experience we have in that field would in- 
dicate that generally speaking, the intrastate sales are to industrial con- 
cerns who generally get a cheaper rate, so that by and large the price in 
intrastate sales I would suspect—and again I am speaking empirically, 
and not from personal Cae and I see Senator Monroney shak- 
ing his head—- would not be particularly interesting to the producers. 

In the third place, I would suggest if that happy situation should 
arise, the answer to that would be to place the intrastate sale under 
regulation as the interstate sale is now under regulation just as with 
respect to many other products with which your honorable body is, I 
am sure, familiar, where the price of an article in commerce, in inter- 
state commerce, is affected by the price in intrastate commerce, then 
the Federal power to regulate expands to take in the whole. 

Now, I am as keenly aware, I think, as the members of this commit- 
tee, of the fact that we don’t want to go out regulating everything in 
the American economy, and I would be the last to suggest that regula- 
tion should expand any further than is absolutely necessary, but 1: sug- 
gest to you, sirs, that the present law fixes the responsibility of the 
Federal Power Commission to re culate this product in interstate com- 
merce, and that your committee, I submit w ith all due deference, should 
require a very heavy burden of proof on those who wish to change exist- 
ing law when there is opposition to the change of existing law from 
so large a group of consumers as are represented by the opponents of 
this legislation. 

Senator Pastore. Would you say that much of this depends upon 
the administrative ability of the Federal Power Commission to keep 
these two markets in line with one another, and more or less on a com- 
petitive basis / 

Mr. Crark. There, I think, sir, you have put your finger on the 
nub of this entire argument. 1 would submit to you sir, that the op- 
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position to this legislation stems psychologically from a fear that mem 
bers of a Federal commission appointed by the President, confirmed 
by the Senate on the recommendation of this very committee, are not 
going to act in the public interest in determining what is a just and 
reasonable price for this important product affected with the public 
interest. 

As Senator Fulbright himself said in appearing before this commit- 
tee, and if you will indulge me a moment I would like to find that 
quotation, sir, because I think it is of some importance, at page 21 of 
the record, “I think in making legislation, we must always assume 
that reasonable aaah administer the law,” and that, I take it, sir, is 
what this power commission would do if they were to continue the 
present powers which they have of regulation. 

In other words, sir, I would suggest to you that this is a matter in 
which a commission appointed and confirmed, as this one is, should 
have wide discretion to protect the consumer interest, and that the 
Congress should be reluctant to make a change in the law until there is 
some clear proof that individuals have been injured; that individuals 
have been hurt. 

As you yourself said, Senator Pastore, at the hearing a while ago, 
at page 33 of the record: 

I do not see that just because you have Federal supervision of anything, that 
means the people are going to lose money. 

I think the people in the natural-gas producing business perh: ips 
are making a lot of money, and I do not resent it, and m: iy I say, sir, 

don’t resent it, either; more power to them. But merely because 
it is going to be controlled by the Federal Power Commission does 
not mean that you are going to put these people out of business, 
because if that is true, we fail as a government, and with that, sir, 
I find myself in hearty accord. 

Senator Monronry. Don’t you think, Mr. Mayor, that there is a 
danger, however, if you put the uncertainties of production.of gas 
under regulation, that the long-time sufferers will be those that have 
the investments in the long lines, or in the distribution systems. You 
do have an intrastate market, contrary to what you have been told 
and there is, an evergrowing intrast: ite market, and I have here a 
clipping of a 140-mile, 24-inch pipeline that is being built, called 
Trans-Ok, and it has made a commitment with Phillips and Mag- 
nolia for over 1 trillion cubic feet of gas which Trans-Ok has agreed 
to pay for, and take over a 25-year per iod. 

It has a contract to supply Public Service requirements. They 
will deliver gas at 800 pounds pressure at an initial price of 12 cents 
per thousand cubic feet, with a price adjustment clause to be effective 
at various times during the contract. 

The construction of this pipeline will provide long-term assurance 
of a gas supply for Public Service C ompany of Oklahoma, and will 
also furnish as a market for gas produced in Oklahoma. Mr. Winters 
stated in his opinion, it w ould be impossible to make this contract prior 
to last year’s Supreme Court decision which placed control over pro- 
ducers’ sales of gas being carried across State lines. 

We are going to generate in Oklahoma vast amounts of electric 
power which we can then turn around and sell, and the cost of gas 
will be absorbed in the electric rate. There is no effort made by a 
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utility corporation to freeze the price of electricity as the fuel costs 
rise. 

very single electric rate I know of has an esealator clause depend- 
ing on the fuel cost. 

Mr. Crark. I would say to you, Senator, more power to you; I 
think it is fine. 

Senator Monroney. But then you say, if the States dare to use 
their own gas which they produce within the State, that might be 
interpreted later as interfering with interstate commerce, and the 
Congress then might be asked to regulate the States from utilizing 
their own gas. 

Mr. Ciark. Senator, I would be prepared to cross that bridge when 
we come to it. I hope you will indulge me, sir. I didn’t mean to 
indicate it was a question of anybody daring to use gas in intrastate 
sales. 

Senator Monroney. I am not trying to fs words in your mouth, 
and I appreciate your testimony very much, but it is a problem which 
you focused as within, and which we focused. If you have one regu- 
lated market, 50 pe rcent of the production, the other is unregulated 
as far asthe produc ers’ prices are concerned. 

We, from the gas States, feel that the major part of the gas is going 
to flow into the unregulated market wherever it can. 

Mr. Crark. I would have to yield to you and Senator Daniel in 
the question of knowledge of practice in the gas field. After all, 
am only the mayor of Philadelphia, and I can’t purport to know 
anything except what is told to me by people who have expert know]- 
edge in that field, and they tell me we should not be concerned about 
the intrastate problem. 

You seem to be. 

Senator Monroney. For years we wondered whether it was wise to 
export any gas or not. We had one governor who wanted to embargo 
all gd 

Mr. Ciark. As a representative of some consumers, I would be 
quite ane to take that chance, and would not vary at all, my 
position in connection with this legislation by the possibility that the 
intrastate gas sales and production might prejudice our consumer 
interest. I see nothing to indicate at the moment, that it would. 

Senator Monroney. You are not concerned at all about the even- 
tual supply? Q 

Mr. Ciark. Yes; because the product is in short supply. 

Senator Monroney. It is not in short supply, but it is in a more 
limited supply in relationship to the number of people now dependent 
on it. 

Mr. Crark. There is a threat of short supply, if I may put it that 
way, because the horizons for extra wells, as I understand it, have not 
kept pace with increased consumption. 

Senator Monronrey. You never know when some condemned area 
that is not thought to be valuable for production will suddenly 
develop into an East Texas oil field. 

You have got the salt domes in the gulf, and they may be terrific 
in productivity, but that is when your competition re: ally comes in. 

If you would find one or two big gas fields, you would find the 
competitive system actually working, ‘and working with a vigor in 
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your gas prices as these pipelines would rush to connect up with thi 
new fields. 

Mr. Ciark. When that time comes, perhaps that is the time to 
pass the Harris and Fulbright bill, now now ¢ 
Senator Pasrore. Well, could you go a step further on that, Mr. 


Mayor. If it is true that the abundance of the supp ly of nat ral gas 





that we have through this Federal power supervision on the part of 
the interstate gas being regulated at the wellhead, and th: ill ca 


this gas to drift from interstate to intrastate, and intrastate could 
absorb this whole supply of gas, wouldn’t we be better off to know 
it now in Philadelphia, and in Providence, so we could go back to 
coal and go back to oil without this constant threat that it is either 
going to go into intrastate or interstate markets / 

~ Tf that is going to happen in 1960, it might as well be told to the 
people now so we won’t be spending all this money in converting to 
natural gas, and then one morning wake up to find out there isn’t 
enough even for intrastate demands, and have to go back to where 
we were before ? 

Mr. Criark. Yes, sir; I should be the last to say the Yankees should 
take the gas away from those States which produce it and which I 
think have every right to produce it. 

Senator Monroney. You are getting an adequate supply now, and 
your increase, at the most, has been three or four cents a thousand 
cubic feet in its use over the period where the greatest demand has hit 
the supply of the country, and all the producers are asking for, all 
the States that produce the gas are asking for, is the s ame contractual 
relationship that made the construction and supply of gas possible 
in these States be left as it was, and that is exactly the samt of this 
bill. 

It was never considered by anyone, I =H believe, except in the 
Supreme Court, finally, that the original Natural Gas Act intended 
to affect anything except the long interstate pipelines, and then we 
passed a law last year to permit the regulation at the city gate by the 
State commissions, 

Mr. Criark. Senator, I would think it highly unlikely that we would 
leave this session in agreement, and I am wondering if I might proceed 
to outline the Philadelphia situation, and the reasons why, because 
of the Philadelphia situation, we are here before your committee 
urging that this legislation be not passed ? 

Senator Pastore. On this point, Mayor, would you object too much 
in having the other members of the committee question you with rela 
tion to this intrastate at this point, so we can have it behind us? 

Mr. Ciark. I should be very happy, Senator Pastore. 

Senator Porrrer. I was impressed by your statement referring to 
Senator Fulbright’s statement about the consumer lacking the choice 
of fuel without economic loss to the consumer. 

Now, we have heard a great deal of testimony before this committee 
about the advantage of allowing competition to work its will with this 
industry. 

Mr. Mayor, how much competition can work its way if the consum: 
is denied the opportunity of making a choice w ithout economic loss to 
the consumer ? 

Mr. Crark. I don’t think he can, sir; that is precisely my point. 
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Senator Dante. You understand, Mayor, that it is not a threat— 
and I am sure the chairman didn’t mean to indicate that the producer 
States were making any threat about the fact that their gas may be 
going into intrastate markets. As a matter of fact, most of the 
producers are in here wanting this legislation so they can continue to 
sell in interstate markets the same as intrastate, because we are set up 
to do that, and the market is there today. 

However, there are some people in my State who say that within 
5 year’s time we can attract enough industries from Pennsylvania and 
from Ohio, and some of the New England States, to Texas, enough 
new and relocated industries to take over all the rest of our production 
of gas that is not now being used in intrastate markets. 

We are using half of all of our Texas produced gas in Texas today, 
and as Senator Monroney said, he had a governor who thought we 
should not transport gas out of Oklahoma. We have a member of 
our railroad commission in Texas, our conservation authority, who 
for years has been saying let the industries move to Texas and build 
here to use this gas. 

Now, then, the thing that I am getting at is this: It is not a matter 
of threat. You understand the position of the independent producer. 
Naturally, if he can sell in intrastate commerce and not be a utility 
and not be regulated as a utility and have to come here to Washington 
with all of these forms, papers, and all, would you blame the inde- 
pendent producer in one of our producing States for preferring to sell 
in intrastate commerce, if that is the difference between being a utility 
and not being a utility ? 

Mr. Ciark. I would be very happy, Senator Daniel, to see that take 
place. I think it would be a healthy thing for the economy of this 
Nation if you in Texas, and Senator Monroney of Oklahoma, were 
able to induce large additional industries to settle in your areas, be- 
cause I think it makes for national prosperity. 

Senator Daniet. Even if they move from Philadelphia, you would 
be happy to see it ? 

Mr. Criark. | think we can take care of ourselves, I am not con- 
cerned about that, and I would suggest, too, Senator Daniel, that the 
factor of cost of fuel is, in the ordinar y industry, not apt to be the de- 
termining one as to whether one moves from, let’s say, Philadelphia to 
Dallas, or what the case may be, so that I would not be concerned as 
a matter of economic competition that your using that gas in intra- 
state commerce would make it difficult for us to continue our indus- 
tries in the North and in the East. 

I would say that that would be a good thing. I am quite in ac- 
cord 
Senator Danrev. You would not blame the independent producer 
who would prefer to sell his gas in intrastate commerce under the 

present interpretation of the law ? 

Mr. Crark. I think the difference between you and me on this point, 
Senator, is that you feel, and I am sure completely sincerely, that this 
isa real threat to the interstate market, and I don’t. 

Senator Danrev. Well, yes, I certainly do. In other words, I have 
sat here and listened during the past week to evidence in the record 
which you say you did not know about, that there is real competition 
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between the intrastate market and the interstate market, and approxi- 
mately 50 percent of the gas is now used in intrastate, which would 
appear to me to be evidence, itself, that there must be some real com- 
petition. 

Mr. Ciark. I am wondering how much is evidence and how much 
is assertion, and perhaps wishfully thinking, and that is a question 


of judgment, I would agree. 
Ciry OF PHILADELPHIA, 
OFFICE OF THE MAYOR 
Philadelphia, Pa., May 24, 1955 
Hlon. WARREN G. MAGNUSON, Chairman, 
Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D. C. 

DEAR WARREN: As requested, when I appeared before your committee on May 
17, I am submitting for the record copies of all material circulated among mem- 
bers of the mayor’s committee on natural gas. I wish to call your attention par- 
ticularly to the text of my statement of April 6, and to the wording (under- 
lined) which was the subject of questioning by Senator Daniel. 

Despite the allegations with respect to the “misleading” character of the 
material issued by us, I think the record is quite clear that nothing but fact 
was put before the people. The millions of dollars additional which we are pay- 
ing in Philadelphia annually must be paid for by the citizens of Philadelphia, 
whether it be by price increases now, deferred price increases, or foregone 
rate reductions. To argue about whether rates have or have not gone up in a 
specific period is completely beside the point. The municipal gas plant of 
Philadelphia, owned by its citizens, is paying $3,500,000 more for gas than it 
would have under the original schedules; and there is no place for this sum to 
come from, ultimately, other than the pockets of the citizens and taxpayers 
of this City. I would appreciate it if you would key this letter and the en- 
closures in with your transcript at the foot of page 836, so that the record will 
be clear for all to read. 

May I also ask that you enter the attached statements into the formal records 
of your committee, in its consideration of Senate bill 1853. These statements 
have been submitted to me as chairman of the mayors’ committee to oppose 
this and similar exemption measures. Included therewith is a response received 
from Mayor Bryan of the city of Richmond, answering questions of the nature 
put to the various mayors when they appeared before your committee. 

May I at this time express my gratitude to you, the members of your com- 
mittee, and its staff, for your courtesy and helpful cooperation in arranging 
the consideration of testimony by members of the mayors’ committee and their 
designated representatives. 

Sincerely yours, 
JOSEPH S. CLARK, Jr., 
Mayor. 
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OFFICE OF THE MAYOR, 
Ciry OF PHILADELPHIA, Pa., 
April 28, 1955. 
The Honorable — 
Mayor of - 

DEAR MAYOR —: For your information, I am enclosing a copy of the 
testimony I presented on April 26 before the House of Representatives, Inter- 
state and Foreign Commerce Committee and also a copy of a press statement, 
which was authorized for release by the members of the mayor’s committee who 
met in Washington on April 25. 

Within the next few days, I hope to have ready to send you an interim report 
on the activities of the mayor’s committee, a review of what has been accom- 
plished, and some suggestions as to how we might proceed during the next few 
weeks. We are informed that the Senate committee will begin its hearings on 
natural gas legislation May 10 and we are presently working out arrangements 
for further testimony by members of the mayor’s committee. 

Sincerely yours, 
JoserH S. CLark, Jr., Mayor. 


OFFICE OF THE MAYOR, 
City OF PHILADELPHTA, PaA., 
May 9, 1955. 


Honorable - — 
Mayor of ——— 
eer anes On : I have just been informed by counsel for the Senate Com- 


mittee on Interstate and Foreign Commerce that the committee has set aside 
the 4 days beginning May 17 for testimony by mayors, municipal law officers, 
and other groups representing the consumer point of view on natural gas legis- 
lation presently before Congress. 

Under the schedule as it now stands, producers are being heard this week; 
distributors and pipeline companies will not be heard until the week of May 23. 

If you cannot appear personally or be represented before the committee, I 
would urge you if at all possible, to submit a statement on behalf of your city 
which could be presented to the committee on May 17, either through your 
own Senator or by myself, acting for the mayors’ committee. 

May I hear from you as to whether we may expect to receive a statement 
from you. A detailed letter follows. 

Sincerely yours, 
Josepy S. Crark, Jr., Mayor. 


OFFICE OF THE MAYOR, 
City OF PHILADELPHIA, PA., 
May 11, 1955. 
Honorable ———— 
Wayor of —— 

Dear Mayor : This is a progress report on our fight against the Harris 
bill and similar measures to end Federal jurisdiction over natural gas field 
prices. I am confident that we have made some real and encouraging progress 
—but of course the battle is far from over and certainly far from won. 

After many weeks of testimony, the consumers’ side of the story on natural 
gas regulation was finally heard by the House Committee on Interstate and 
Foreign Commerce. Thanks to long, hard work by NIMLO, by the city attor- 
neys of many of our cities, and not least by the members of our mayors’ com- 
mittee who came to Washington to testify personally or who submitted state- 
ments for the record, our presentation was an effective one. We believe it 
registered 

The cumulative impact of that solid week of proconsumer testimony before 
the House committee by spokesmen for so many of our major cities and by a 
group of state officials was seen in these developments: 

1. The proponents of the Harris bill have lost much of their earlier optimism ; 
and as the Wall Street Journal several days ago reported, there is now serious 
doubt as to whether the Harris bill or similar legislation will be enacted in 
this Congress. 

2. Members of the House committee sympathetic to the consumer viewpoint 


have said they were strengthened in their efforts to try to block the Harris bill 
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in committee. (The committee lineup looks extremely close; if you can muster 
any influence with committee members, you should do so without delay. The 
committee is now holding its final executive sessions). 

3. More and more during the time our witnesses were on the stand, com- 
mittee members supporting the concept of the Harris bill turned the questioning 
into channels of possible compromise. (But all the compromises they seem to 
have in mind would hold out very little for the consumer). 

4. Many of our newspapers which had previously ignored the natural gas issue 
or had printed only brief accounts, suddenly began to take an interest in the 
story, particularly papers in the cities whose mayors or city attorneys testified 

5. The oil and gas lobby, which has been operating a gargantuan propaganda 
mill in Washington on behalf of the Harris bill, went to such extreme lengths in 
trying to counteract the testimony of the city spokesmen that their material and 
tactics actually boomeranged. Newspapers discovered they were receiving dis 
torted statistics on gas prices, and also slanted accounts of our testimony which 
were at complete variance with the stories filed by the papers’ own Washington 
correspondents. 

6. With Senate committee hearings about to start on May 3 on a companion bill 
to the Harris bill, the Senate sponsor, Senator Beall of Maryland, decided the bill 
he had been persuaded to introduce on a States rights grounds was not in fact 
the kind of measure with which he wanted to be identified. The pulling and haul 
ing backstage on this resulted in (a) the introduction of a new bill by Senator 
Fulbright (who, like Congressman Harris, is from Arkansas) ; (b) postponement 
of the start of Senate hearings until May 10; and (c) a public announcement this 
week that Senator Beall had withdrawn his bill. 


WHERE WE STAND NOW AND WHAT WE’VE GOT TO DO. 


As a result of the impressive parade of city and State witnesses before the 
House committee testifying on behalf of the consumer, we now have a fighting 
chance to block the Harris bill in committee. But it is still only a chance. While 
doing everything we can to pick up additional help inside the committee, we must 
also reach all the Members of the House and Senate from gas-consuming areas 
and make sure they are aware of the issues involved in the Harris bill and other 
related exemption measures. 

I suggested in an earlier letter that each mayor phone all the Congressmen from 
his area to try to get definite commitments from them to vote against the exemp 
tion principle contained in the Harris bill. If you haven’t done that yet, will 
you do it now? And would you send me a list of how your Congressmen stand 
(yes no maybe) ? 

About half of the cities represented on the mayors’ committee took part in the 
House hearings. How about the others—can we count on them for appearances 
or statements next week before the Senate committee? Will you let me know 
as soon as possible whether you plan to testify, or will be represented, or will 
forward a statement to be read into the record? 

Announced plans call for hearings all this week with sponsors of various bills 
now before the Senate committee—that is, the Fulbright bill; the Douglas-Dirksen 
gas storage bill; a Douglas consumer bill which would tighten rather than loosen 
Federal controls ; and also an omnibus Federal Power Commission bill introduced 
by request by Chairman Magnuson containing the Commission’s own recommenda 
tions. The producers will then testify. The following 2 weeks, beginning May 
17, will be devoted to testimony by consumers and others opposing the exemp 
tion principle. The last to appear will be the pipeline and distributing companies 

The more city spokesmen there are who will testify, or at least submit state 
ments for the record of the hearings, the more we can dramatize the issue both 
in Washington and in our own communities, and the more headway we can make 
with our own Congressmen and Senators. 

One important thing we learned in the House hearings is that witnesses who 
want to do more than merely file a statement must do some home work befor 
hand. The issues are complex, and there are Members on both the House and 
Senate committees who know the issues thoroughly and will fight hard to promote 
the producer viewpoint. Our witnesses should at the very least know the ful 
facts regarding the trend of field prices paid for gas by the pipelines which serve 
their cities. 

We found that our city attorneys by and large knew the story well and handled 
the questioning expertly ; and that mayors who did not pretend to be experts on 
the whole field of gas regulation but who confined themselves to the facts on gas 
price increases in their own localities were generally on solid ground 
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Please do these things: (1) Call your Congressmen (and Senators) and send 
mea seore card on how they stand; (2) let me know whether you plan to testify 


or be represented before the Senate Committee or whether you will at least send 
4 statement for inclusion in the committee’s hearing record; (3) make sure any 
statement vou have submitted, or will submit, has been circulated among your 
Congressmen and Senators for their information (and ask one of them to place it 
in the Appendix of the Congressional Record); (4) take every possible opportu- 
nity to talk about the gas issue on your local radio or TV programs, at your news 
conferences, or in talks to Community groups 
Please do not hesistate to call upon us for any further help or information. 
Sincerely yours, 
JOSEPH S, CLARK, Jr., Mayor. 


LETTER TO ALL PARTICIPATING MAYORS 


APRIL 20, 1955. 


Dean Mayor.—In preparing your written statement for submission to the House 

Committee on Interstate and Foreign Commerce on pending natural gas legisla- 
tion, you will, of course, want to emphasize the effects of the proposed bills on 
your own city and your own consumers. 
' Therefore, in addition to an excellent background Question-and-Answer report 
on the bills prepared by Senator Douglas and a statement submitted to Presi- 
dent Eisenhower by Senator Wiley, Mayor Broaddus and a group of city law 
officers from NIMLO, we are also sending you two documents we have had pre- 
pared to help you develop locally the essential facts you need or should have. 
One is a Short summary of the issues and the other is a questionnaire drafted by 
a technical expert to help you point up the impact of past price increases to your 
consumers and the effects of continued rises in the so-called field price of the fuel 
if the legislation is passed. 

Most if not all of the information the questionnaire suggests can be obtained 
from your local gas distribution utility or utilities (who in nearly every case 
you will find cooperative), or failing that from your State regulatory agency, 
or—very likely—from your own city law office. But if you have difficulty, we 
may be able to help 

We can get through Washington, if necessary and if you can’t develop it lo- 
cally, the number and amounts of price increases granted by the Federal Power 
Commission to the pipelines serving distributors in your area if you give us 
the names of the pipelines involved. And we can also find out the trend of field 
prices paid by a particular pipeline over the years. But you can probably get 
both things locally just as well. 

Mayors who do not plan to testify in person before the committee but do intend 
to submit a statement for the record of the hearings will find the answers to the 
enclosed questions very helpful—along with the other material we are sending- 
in preparation of that statement. On the other hand, those who plan to take 
the withess stand you will find it an absolute must, we are informed, to be for- 
tified in advance with exactly the local facts called for in this questionnaire. 

Of course we have no way of knowing whether all of our witnesses will be 
questioned closely, but in the hearings up to now, most of these localized ques- 
tions have constantly been asked by one or another of the committee members 
favoring the proposed exemption legislation. So all of our witnesses should be 
prepared on these questions, just in case. 

It is because of the grim seriousness of some of the committee members in 
pushing for this legislation and in examing witnesses that Mayor Lawrence, 
Mayor Wagnes and I felt at our meeting in Washington over the weekend that 
Inost of our witnesses should stick by and large to the facts as they relate to 
gas prices in their own areas, leaving to NIMLO witnesses the technical aspects 
of the issue. Of course those mayors who really know this subject—as some 
do—should certainly not be discouraged from going into it as throughly as they 
like. And all of us should take every opportunity to dramatize the issue in our 
OWl cities as much as We can, since only an outpouring of consumer protests can 
block this legislation. 

lor purposes of a written statement for submission to the committee, the ques- 
tions numbe red 3 through 9 in the attached questionnaire will probably produce 
the most useful information. But for testifying in person, it is important to be 
fortified W ith the auswers to questions 1 and 2, as well. Number 10 on that 
questionnaire (if the answer is yes and if you can put your hands on any news- 
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1. Type of gas service, i. e., natural gas or mixed gas. If latter hat propor 


tion of the mixture is represented by natural gas 

2. Source of natural gas supply to distributing utility, i. e., name of int tate 
pipeline company. How long has city been served with natural gas‘? 

> Annual volume of natural gas purchased in 1954 by local gas utility 

ft, Amount paid for such gas and average cost per unit, usually stated in 
cents per Mef (1,000 cubie feet) or per therm (approximately 100 cubie feet 





o. Number, date and amount of any increases in the cost of gas to the lo¢ 
gas utility in last few years by reason of increases in rates of pipelines supplier 

6. Retail rate history. Were any reductions made by reason of reduction 
in rates of pipeline supplier in years 1940-48? If local gas utility changed to 
natural or mixed gas in recent years were any promises made of rate reduc 
tion to ccnsumers? Was this promise kept and what was the amount of the 
reduction ? 

7. Have local retail rates been increased since 1948? When? By what tota 
amount was the retail rates increased in each instance? Were these increas 
related to increases in rates of pipeline suppliers If publie statement vere 
made by utility official at time, quotation as to reasons for increase may be 
helpful 


8S. Number of customers of local gas utility, i. e., residential, commercia 


industrial at end of 1954. Total volume of sales to each of these classification 
in 1954 and the revenues received therefrom. Number of 
customers included in each of these classifications 

9. Estimate of total investment which gas, residential and commer 


umers have in gas burning appliances. Generally this investment rw thout 
$200 to $300 per residential customer where gas is not used for space heating 


and $500 to $800 additional per customer for central space heating equipment 
Commercial customers average about $2,000 per customer (This a point 
which deserves special emphasis. ) 

10. Do the oil dealers advertise locally that oil heat costs less than ga 
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NATURAL GAS LEGISLATION 
SUMMARY OF ISSUES 


The major effort (Harris bill, H. R. 4560) of the oil industry and other 
natural gas producers to amend the Natural Gas Act is centered upon two 
objectives: 

1. Free approximately 5,000 so-called independent producers selling natural 
gas in interstate commerce for resale from rate regulation by the Federal Power 
Commission (FPC). The United States Supreme Court, on June 7, 1954, held 
such sales to be subject to Federal regulation. 

2. Require the FPC in regulating the rates of a natural gas pipeline com- 
pany to allow in operating expenses “the reasonable market value” of the gas 
produced (in lieu of present more general “just and reasonable” criteria). 

The proposed legislation carries out one of the recommendations on natural 
gas of the President’s Advisory Committee on Energy Supplies and Resources 
Policy; however, the President has NOT endorsed this legislation. The bill 
has been endorsed by a 4 to 1 vote of the Federal Power Commission. 

The oil industry has marshaled substantial support for the legislation among 
chambers of commerce, the NAM and other industry organizations. Every me 
dium of publicity, including newspaper advertising, radio and TV programs, is 
being used. A “Natural Gas and Oil Resources Committee” with millions to 
spend was created to “educate” the public and help lobby the legislation through 
Congress. 

Natural gas pipeline companies have not actively supported or opposed the 
legislation. Some of them owning gas reserves would benefit financially if it 
were enacted. However, others are greatly concerned that increasing field prices 
will severely limit their growth and even jeopardize their present investment 
Furthermore, they do not like the language of the Harris Bill, which might be con 
strued to prevent them from passing on to their customers all of the increased 
field cost of gas which they might experience in the future. They proposed 
amendments which were accepted by the producers. Gas distributing utilities 
have generally opposed the legislation, but some have suggested a compromise 
whereunder producers would give up most types. of escalation clauses in gas 
purchase contracts in return for greater freedom from regulation. 

The salient facts and arguments of opponents of the legislation are: 

1. An increase which approaches 100 percent (from 6 cents to 10 cents per 
1,000 cubic feet) has taken place in the average cost of gas to pipeline com 
panies in the last few years. Many of these increases have to be passed on 
to consumers. New contracts being negotiated in the field run from 15 cents to 
20 cents per 1,000. 

2. Pipeline companies since 1949 have received numerous rate increasse from 
FPC aggregating $200 million, and $128 million additional are pending. If the 
field prices are not held in check, the rate increases will continue. 

3. Gas distribution utilities in some areas are being priced out of the market 
because of the increases they have to pass on to their customers. Cost of natural 
gas is approaching the cost of gas manufactured from oil. The savings from 
conversion to natural gas, where they were being passed on to consumers, are 
now being wiped out. 

4. Consumers have as much invested in gas burning appliances as the entire 
distribution, transmission and production portions of the industry. Consumers 
cannot shift to electricity, coal, oil or other fuels without a large financial loss. 

5. There is concentration in the ownership and production of natural gas, with 
only 114 producers selling 85 percent of the gas to pipeline companies. 

6. “Competition” does not provide a brake on rising field prices where the 
supply is limited. The existing competition is between buyers bidding against 
each other for the available gas supply. 

The arguments and facts cited by proponents are: 

1. The American free enterprise system is based on free competition and com 
petition between producers in the field is the best price regulator. 

Answer. Field prices have not so far been effectively regulated and free com 
petition has not restrained a sharp upward trend in prices. 

2. Discovery of additional gas reserves is necessary to the national economy 
Regulation will discourage exploration. Producers will withhold existing 
reserves from the interstate market. 

Answer. Most gas reserves are discovered in the search for oil. No specific 
evidence of withholding has ever been presented anywhere. The same argu- 
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ments were mide in the 80th and 81st Congresses on the Moore-Rizley and Kerr 
ills. Producers threatened to withdraw from the interstate market unless 
the pending bills were passed, but they never carried out such threats but rather 
expanded their sales. Exploration in 1955, after the Phillips decision, is ahead 
of last year. 1954 discoveries of oil and gas, priced at conservative investment 
valuations, brought $2 for every dollar spent. Ultimate realization will, even at 
present prices, be much greater. 

3. Any increases in field prices of gas which may occur in the future will add 
only pennies per day to the bills of consumers. 

Answer. Utility regulation is for the purpose of securing reasonable rates by 
preventing excessive profits of those engaged in a public calling. It is not pennies 
to the individual consumer which count; it is the total impact of all of the pennies 
added together. Moreover, a small increase per unit in the field price cost of gas 
often results in a substantial increase to the residential consumer, who may have 
to absorb almost all of the utility’s cost increases rather than having them passed 
on to Commercial or industrial users who can more readily turn to competing 
fuels. Thus, a 5-cent increase to the local gas company could mean a 20-cent 
increase to the residential consumer. 

4. Regulation of the producers is impractical and cannot be administered be 
cause of the vast number. Likewise, the production of gas is in part associated 
with the production of oil, and regulation of gas would mean regulation of the 
oil industry as well. 

Answer. Because of the concentration of sales among a few producers, it is 
not necessary to regulate all the little producers since the reserves which they 
own and the prices which they can charge do not have any significant impact on 
the total pipeline cost of gas. Representative Hesselton has introduced a bill to 
exempt small producers which would invalidate the argument completely. The 
Federal Power Commission is capable of regulating the larger producers fairly 
and effectively. Under regulation, the commission is required by law to assure 
the regulated company of such reasonable profit as to provide the incentives for 
continuing exploration and discoveries of natural gas. It has no authority to 
regulate or interfere with the oil portion of a company’s business under any cil 
cumstances, or with the physical aspects of production and gathering. 


STATEMENT OF WALTER H. REYNOLDS, MAYOR OF PROVIDENCE, R. I 


In Providence and its surrounding metropolitan area, it is reported last year 
more than 100,000 consumers purchased in excess of 21% billion cubie feet of nat 
ural gas. Each increase of 1 cent per 1,000 cubic feet of fuel passed along to the 
consumer would, therefore, mean $25,000 additional cost to local consumers, two 
thirds of whom are located in the city of Providence. 

In addition to the effect on the consumers individually, we would be concerned 
here with the effect on our local economy of any price increases which might 
result in migration of gas-consuming industries from this area to gas-producing 
areas. 


STATEMENT ON NATURAL GAS By GEORGE E. BRUNNER, MAYor, CAMDEN, N. J. 


When the Natural Gas Act of 1938 was passed by the Congress of the United 
States, its primary aim was to protect consumers from exploitation. It gave 
to the Federal Power Commission control over the transportation of natural 
gas and of sales in interstate commerce of natural gas destined for resale to 
the consuming public. It limited the profits of monopolies which control the 
natural-gas business to reasonable limits. The act, as it stands, protects the 
interests of the consuming public. 

The Supreme Court of the United States has held, on more than one occasion, 
that neither the State of origin nor the State of destination could control the 
rates charged by the sellers in interstate commerce and that, under the Constitu 
tion, the Federal Government has exclusive jurisdiction in this field. 

Now, under the Harris bill (H. R. 4560) and other similar measures pending 
before the Congress, it is proposed to amend the Natural Gas Act to exempt 
producers of natural gas from Federal price control. Should that be done there 
is strong likelihood that consumer protection will be adversely affected if not 
destroyed, 

An analysis indicating the handful who stand to benefit against the millions 
who will be hurt if this proposed legislation is adopted is of interest. In 1953 
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RESOLUTION 
Whereas the Sta of Oregon, a non-natural-g producing State, is about to 


receive natural gas from the southwest fields, and 
Whereas the city of Portland, as the largest city in the State of Oregon, will 
be one of the principal users of said natural gas, and 
Whereas it is in the public interest and to the advantage of this city and State 
hat the lowest possible rate Commensurate with good business practice and 
le profit to the producer be maintained for the benefit of contemplated 


reasonal 


sers in the city of Portland and State of Oregon, and 

Whereas the recent case of Phillips Petroleum Company v. Wisconsin, 347 
U.S. 672. 74S. Ct. 704. OS L. ed. 10835 (1954). established the rule that the rates of 

is producers shall come within the regulatory jurisdiction of the Federal Power 
Commission, and 

Whereas there is presently before the Congress of the United States, Senate 


hill No. 1858, by Senator Fulbright which would amend the Natural Gas Act so 





s to nullify the deci n in the Phillips case, and 
Whereas a hearing is presently being had before the Senate Committee on In- 
terstate and Foreign Commerce: Now, therefore, be it 


Resolved bu the council of the city of Portland, in regular session assembled, 
That in the interest of the potential gas users of the city of Portland the coun- 
il does by this resolution urge the Congress to reject any and all efforts to nul- 


the Supreme Court in the Phillips’ case above referred to and 


rv the decision « 


particularly that representation be made before the Senate Committee on Inter- 
tate and Foreign Commerce of the position taken by the council of the city of 
Portland ind ly it fu ther 

Resolved, That the council of the city of Portland on behalf of the prospective 
users of natural gas strongly opposes any change of method in determining rate 
base and costs of gas by pipeline companies and that the city of Portland favors 
the continuance of methods used in past Federal regulation of price for natural 
gas asa reasonable fair, and court approved protection to the consumer, actual or 


tential; and be it further 
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Resolved, That a copy of this resolution, properly authenticated, be sent to eacl 
member of the Oregon delegation in Congress and that a copy be sent to the Ser 
ate Committee in Interstate and Foreign Commerce, Senate Office Building, 
Washington 25, D. C.; and be it further 

Resolved, That certified copies of this resolution be forwarded to Charles §$ 
Rhyne, general counsel, National Institute of Municipal Law Officers, 7 
son Place NW., Washington 6, D). C., and be it further 

Resolved, That a copy of this resolution be entered upon the Minutes of the 
council meeting this day of May, 1955. 

Adopted by the council. 


726 Jack 


Auditor of the city of Portland 


BALTIMORE, Mp., J/ay 13, 19 
Hon. JOSEPH 8S. CLARK, Jr., 
Vayor of Philadelphia, Philadelphia, Pa. 


DEAR Mayor CLARK: Pursuant to your suggestion, I am enclosing herewith 
statement concerning Baltimore city’s position on the natural gas legislation 
I would appreciate your submitting this to the Senate Committee on Interstate 
and Foreign Commerce. 
With kindest personal regards, I am 
Sincerely yours, 
THOMAS D’ALESANDRO, Jr., Mayor 


STATEMENT OF THOMAS D’ALESANDRO, JR., MAYOR OF THE City OF BALTIMORE, Mp., 
FOR AND ON BEHALF OF THE MAYOR AND CITY COUNCIL OF BALTIMOR 


My name is Thomas D’Alesandro, Jr. I am mayor of the city of Baltimore, 
Md. Iam filing this statement with your committee as the representative of the 
city of Baltimore to express its opposition to the passage of any bill which has as 
its purpose the weakening or taking away of the Federal Power Commission’s 
jurisdiction over the natural gas rates charged in the field by the so-called inde 
pendent producers and gatherers of natural gas. The city in this matter is 
acting in a representative capacity and does not discriminate between domestic 
and commercial and industrial consumers. But for the purpose of this hearing, 
I shall emphasize the drastic results the exemption of natural-gas producers from 
FPC jurisdiction will have on the more than 340,000 gas customers in the city of 
Baltimore and contiguous counties in the State of Maryland. 

The city of Baitimore first obtained natural gas in 1950. For over a hundred 
years the city had been served with manufactured gas. Because of the ingreasing 
cost of producing manufactured gas using coal and oil and the competition from 
electricity and oil heat for residential service and coal and oil for industrial fuel 
the Baltimore Gas & Electric Co., like many other manufactuged gas co 
panies, experienced a serious decline in earnings from its gas business. A sub 
stantial rate increase was necessary in 1948. 

The opportunity to obtain natural gas came in 1949. Based upon the proposed 
rates at the city gate the substitution of natural for artificial gas was expected 
to restore the economic health of the company’s gas business and at the same time 
provide lower rates to the gas users of Baltimore. The prospect of natural gas 
was looked upon with great favor not only by the management of the Baltimore 
company but also by the citizens of Baltimore. The application of the Atlantic 
Seaboard Corp. to the Federal Power Commission for a Certificate of Public 
Convenience and Necessity to serve the Baltimore company was actively 
supported by the mayor and the city council of Baltimore and also by the 
Public Service Commission of Maryland. The Baltimore company stated to 
the Federal Power Commission that if it received natural gas service it would 
file rate schedules reducing its gas rates in the amount of $7,500,000 on an annual 
basis. It also advised the commission that their economic studies reflected the 
possibility of additional rate reductions in future years as a result of the utiliza 
tion of natural gas. When natural gas service commenced in 1950, the company 
placed the promised rate reduction into effect 


Since natural gas service was furnished to the Baltimore company in May 
of 1950, it has been confronted with five increases in the rates charged by its 
sole supplier, Atlantic Seaboard Corp. The cost of natural g at the city 
gate is now 56.6 percent higher than it was in 1950. The Atlantic Seaboard 
Corp., which is one of the operating subsidiaries in Columbia Gas System 


Inc., purchases its entire supply from United Fuel Gas Co., another Colm 
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bia System subsidiary with its principal operations in West Virginia. United 
Fuel Gas. Co. presently obtains (1955 estimate) its gas supply from four 
sources: (1) company-owned production in the Appalachian area—11.6 percent ; 
2) purchases from independent producers in the Appalachian area—9.8 per- 
cent; (3) purchases from Tennessee Gas Transmission Co. of southwest- 
produced gas—49.3 percent; (4) purchases from southwest producers for trans- 
portation to West Virginia by Gulf Interstate Gas Co.—29.8 percent. It will be 
seen that 78.6 percent of United Gas supply is obtained from southwest producers. 

The initial rates of Atlantic Seabord Corp. which the FPC prescribed for 
ervice to Baltimore were $1.46 per Mecf of monthly billing demand plus 24.5 


cents per Mef of gas delivered. On September 7, 1951, Atlantic Seaboard filed a 
ate increase with the FPC in the amount of $3,037,000. The higher rates were 
placed in effect under bond on March 7, 1952, and later the Commission allowed 
$2,664,000 of the claimed increase. Atlantic Seaboard filed a further increase for 
$4,218,000 on August 15, 1952 This rate went into effect on February 15, 1953, 
and the Commission subsequently allowed $1,530,000 of the filed increase. This 
rate increase resulted from the filing of a rate increase by United uel Gus Co 
vhich in turn was brought about by the filing of a rate increase by Tennessee 
Gas Transmission Co 
On Septembe 14, 1953, Atlantic Seaboard filed for another increase in the 
mount of $2,498,000 Che Commission on June 24, 1954, allowed $879,000 of 
“uest i irth increase was filed by Atlantic Seaboard in May 1954 


for $8,153,000. The company later withdrew $1,513,000 of the amount reauested 
ind substituted therefor an increase of $755,000. These last two increases were 
based upon the rate increase filings by United Fuel Gas Co., which again were 
ased in part upon increases filed by Tennessee Gas Transmission Co. and the 
nereased cost of purchased gas resulting from the introduction of the Gulf 
Interstate supply into the United System. As a result of these five rate increase 
filings, the city gate rate at Baltimore which has been collected since December 
15, 1954, has risen to $2.58 per Mef of billing demand and 33.68 cents per Mcf 
of gas delivered. 

In 1954 the Baltimore company purchased 21,584,000 Mcf at a cost of $8,384,708 
or an average cost of 38.45 cents per Mcf. It estimates that it will purchase in 
1955 24,898,200 Mcf at a cost of $10,885,513, which is at an average rate of 43.72 
cents per Mcf. In contrast to this average unit cost the initial average city gate 

ite which the Commission prescribed for Baltimore would have resulted in a 
unit cost of 27.92 cents per Mcf. Thus in a period of less than 3 years the 
cost of natural gas to the Baltimore company has increased 56.6 percent. 

The Baltimore company serves approximately 340,000 gas customers in the city 
if Baltimore and contiguous counties in the State of Maryland, having a total 
population of approximately 1,250,000 persons. Sixty-five percent of its gas sales 
are made to residential customers who last year purchased 138,534,711 Mcf of 
natural gas for $20,454,984. 

To bring ndtural gas to Baltimore and convert the manufactured gas system 
ind the consumers’ appliances for natural gas use required an initial expenditure 
of approximately $11,000,000 of which nearly $5,000,000 was expended in chang- 
ing over consumers’ appliances to the operation of natural gas. In addition an- 
other $7 million has been subsequently expended to add several thousand addi- 
tional customers to the company’s lines. These customers have invested many 
millions of dollars in appliances upon representations as to the economy and de- 
sirability of natural gas. It is estimated that the 340,000 customers of the Balti- 
more company have an investment in gas-burning appliances of from $150 million 
to $200 million. 

While the Baltimore company has not asked as yet for an increase in its retail 
gas rates, it clearly cannot continue to absorb the increased cost of the gas pur- 
chased at the city gate. The Public Service Commission of Maryland in its in- 
vestigation of the company’s affairs last year found that the gas department of 
the company was only earning a return of 4.47 percent. This rate of return did 
not take into consideration the increase in purchased gas cost of approximately 
$1,500,000 resulting from the most recent rate increase filing of the Atlantic Sea- 
board Corp. 

We gravely fear that the gas consumers of Baltimore will shortly be called 
upon to pay higher rates. Unless the trend of higher prices for gas purchased 
in the field is checked by Federal regulation, we are convinced that the advan- 
tages which the utility and the gas consumers of Baltimore expected from natural 
gas and which were received at the outset of that service will soon be wiped out 
and that natural gas will cost as much or more than manufactured gas. 






¢ 
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Che Natural Gas Act as presently administered by the Federal Power ¢ 
inission guarantees to these natural-gus producers an adequate and reasonable 
return on their investment, and specifically, earnings sufficient to permit con 
tinued exploration and development of gus reserve 

It seems only too apparent that without the restraint imposed by the decision 





of the United States Supreme Court in the Phillips case (347 U. 8S. 672) (that 
the Natural Gas Act was adopted for “the protection of consumers against 
exploitation at the hands of the natural gas companies”) further unnecessary 


increases will continue until the delivery price of natural gas will approximate 
or equal the cost of manufactured gas. 

There is no economie or moral justification for exempting these so-called inde 
pendent producers from the protection afforded consumers by the Natural Gas 
Act for to do so will permit the application of a formula of securing all the 
raffiec will bear. To permit the application of this formula would jeopardize 
the millions of dolars invested in gas burning equipment by the dome 


I wish this committee to understand that I am of the view that no further 
financial burden should be placed on the consumers of our great city. Cer 
tainly the purpose of the pending legislation has but one objective. That is to 


make an excessive charge on consumers of natural gas. The producers are now 


assured a reasonable price for their product. There is no need for furthe 
legislation. I urge that there is no conceivable justification for the esti! i 
increased charge of $6,800,000 that would probably be imposed if 


favorable consideration to these pending bills 

Therefore, as a representative of the city of Baltimore and of the domestie 
natural-gas consumers of Baltimore, I urge you to defeat this or any othe l 
the purpose of which is to take away the protection this Congress found to be 


o the welfare of the Nation by adopting the Natural Gas Act in 1938 


i 


ANSWERS OF THE CITY OF RICHMOND TO QUESTIONNAIRE SUBMIT 


JOSEPH S. CLARK, JR. 


1. Type of gas service, i. e., natural gas or mixed gas. If latter, what propor 
tion of the mixture is represented by natural gas. 
Richmond distributes straight natural gas to its consumers. 
Source of natural gas supply to distributing utility, i. e., name of interstate 
pipe-line company. How long has city been served with natural gas? 
Richmond receives its gas from the Commonwealth Natural Gas Corp. who 
constructed a lateral to connect with the Atlantic Seaboard Corp. at Stanards 
ville, Va., a subsidiary of the Columbia System. . 
4. Annual volume of natural gas purchased in 1954 by local gas utility. 
3,685,189,000 cubic feet. 
4. Amount paid for such gas and average cost per unit, usually stated in 
per 1,000 cubie feet, or per therm (approximately 100 cubic feet ). 
$0.528 per thousand cubic feet. 
Number, date, and amount of inereases in the cost of gas to the local gas 


» 


er 


tility in last few years by reason of increases in rates of pipeline supplie 
| 
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The above shows an increase of approximately 57 percent in the cost of gas to 
the distributing utility in Richmond since the introduction of natural gas to the 
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city It means that based on the volume of gas consumed in Richmond at the 

time of its introduction the annual cost would now be $513,000 more than it 

was at that time. 

6. Retail rate history. Were any reductions made by reason of reduction in 
rates of pipeline supplier in years 1940-48? If local gas utility changed 
to natural or mixed gas in recent years were any promises made of a rate 

to consumers? Was this promise kept and what was the amount 
of the reduction? 

Natural gas introduced into Richmond on October 16, 1950. The weighted 
decrease in rates upon introduction of natural gas into Richmond 26 percent. 
7. Have local retail rates been increased since 1948? When? By what total 

amount was the retail rates increased in each instance? Were these in- 
creases related to increases in rates of pipeline suppliers? If public state- 
ments were made by utility official at time, quotation as to reasons for 
increase may be helpful. 

Retail rates were increased on April 1, 1953, a weighted average of 18 percent 
due to increases in the cost of gas as well as labor. However, house heating 
rates were increased approximately 30 percent at the time. Only through expan- 
sion of the gas utility and an increase in the volume of sales has the city of 
Richmond been able to avoid more than the one increase in retail rates on 
April 1, 1953. 

8. Number of customers of local gas utility, i. e., residential, commercial, indus- 
trial at end of 1954. Total volume of sales to each of these classifications 
in 1954 and the revenues received therefrom. Number of gas space heating 
customers included in each of these classifications. 


reduction 





9. Estimate of total investment which gas, residential and commercial, consumers 
have in gas-burning appliances. Generally this investment runs about $200 
to $300 per residential customer where gas is not used for space heating and 
$500 to $800 additional per customer for central space heating equipment 
Commercial customers average about $2,000 per customer. (This is a point 
which deserves special emphasis. ) 


35, 367 Residential nonheating, at $200 : _ $7, 073, 400 
12,845 Residential with heat, at $800______._______ 10, 276, 000 
3,697 Commercial, at $2,000  ciceet rcestes, Mie s Ne 


Total customer investment nee 24, 743, 400 


10. Do the oil dealers advertise locally that oil heat costs less than gas? 

Yes. During the year 1954 a tremendous advertising program was promul- 
gated by the oil distributors, emphasizing the advantages of oil over gas and par- 
ticularly from the standpoint of lesser costs. A sample of one of the advertise- 
ments used is attached. 


Senator Daniey. We have had those who have come in here and 
made statements to the committee that 50 percent of the gas produced 
in the Southwestern States is being used in those States, and they are 
men who have studied it. One economist here spent some time and sub- 
mitted the figures. General Thompson said that we were using about 
51 percent, I believe, of our gas in Texas. That is the accepted figure. 
Do you have any evidence to the contrary on that ? 

Mr. Crark. No, sir; I do not. I can’t pretend to be an expert in 
that field as I said awhile ago. In fact, I would say my position on 
this point is fully covered in my answer to Senator Pastore’s question. 
] have nothing to add. 








nsuod Pp 


‘*4OMSUY OUs SI O10} 


GLHJIG SI OHM 


neds\q-wuwLL puow 





— ltt ORR: ET cae Rie 








us 
DBA 40} PUOWYIIY 4O A4ID BUG 4O GURY iy) } 
pd [Jam & used sey = ; Z AINE 'HOLWdSIG-SIWIL LNINISILYZAGY S 
ALITILN SVD WOUd LNIGdIe Q 
— - be Del re? 








a) eres Wann 9 "i i = e; a : se 9 - 7 Tor A " a 5 7 oe a Se ae Sc es. a <6 PS er, TR r 5 
MDOSSV LVAIH"-11IO GNOWHOIY 


Sram sat no LWIH T10 


sOY] 4QNOG P {nou ere ML 








Lr 
{ 


oo SSW [Ee ee Sf ee | 


ee : 0 i £ ) 


6t 22 jbo 10 }0 18049 . : ey amu , : 


ieaineaepeneesnaee i ceelehaisiaeiepenaite tata 


} @S944 4O BUN 


AMENDMENTS TO THE NATURAL GAS ACT ot 


enator DanreL. You have no contrary figures 4 
Mr. Cxiark. I would suggest to you, sir, that the actual hard, = 
evidence which you put be fore a court of law is not in this record, and 
ei is an awful lot of assertion. I would agree, again, I haven't 
read every page of the record. 

Senator Daniex. Then you are not in a position to say whether it is 
in the record or not 4 

Mr. Crark. I would have to agree with you on that. I don’t think 
it is in General Thompson’s testimony in a way which is very per- 
suasive, at least to me. 

Senator Dante. If you have evidence to the contr: wy on that im- 
portant matter, you W ill let us have it, will you not ? 

Mr. Crark. Yes, indeed. 

Senator Dante. Now, as to this statement a moment ago, that if 
there did appear to be real competition between the intrastate and the 
interstate market, then you would favor the Federal Government regu- 
lating the price that was paid to the producers in intrastate sales 

Mr. Crark. I think I said that was something I think at that time, 
if it ever does arise, the Congress should give careful consideration to. 

Senator Dantev. Do you think, under our Constitution and law, if 
would be possible for the Congress to regulate intrastate sales 

Mr. Ciark. Senator, I can’t purport to be an erudite constitutional 
lawyer. I practiced law for some 20 or 25 years, and it has always 
been my understanding when Congress ‘ete ‘rmines to regulate the sale 
of a product in interstate commerce, and the sale of that product in 
interstate commerce is affected by the sales in intrastate commerce, 
then the jurisdiction of the Congress extends to the intrastate sales. 

You are familiar, I am sure, with a number of Supreme Court cases 
on that question. I think it even goes with respect to the regulation of 
intrastate rail rates, where they affect interstate rail rates under the 
jurisdiction of the Interstate Commerce Commission, but I can’t pre- 
tend to be an expert in that field. 

Senator Danien. I have always been taught to have great respect for 
Philadelphia lawyers. Now, I would like you to give the committee 
any example, if you know of one, other than, of course, the intrastate 
rail rates, which are a part of the movement in interstate commerce, in 
which an agency of the Federal Government regulates strictly intra- 
state sales of any eer 

Mr. Crark. Senator, I didn’t come here prepared to make a legal 
argument on the question. I am throwing that out for the benefit of 
what I know are many able lawyers on the committee. I suggest to 
you that another commodity equally important to the consumer is 
presently being jointly regulated by State and Federal bodies in a way 
which I think is eminently satisfactory to the consumers in our State, 
and that is milk. 

Senator DanteL. But vou do not know of any commodity which is 
being regulated as to the price the producer can charge for strictly in- 
trastate sales, do you ¢ 

Mr. Crark. Yes; I think milk is one. 

Senator Pastore. All right, you may proceed. 

Mr. Crark. I should like, if I may, to call the committee’s atten- 
tion to the process by which we got into our present situation where 
the consumers are concerned about the possible elimination of further 
Federal regulation of the price from producer to pipeline. 
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In the late 1930's, and again after World War II, those in possession 
of large reserves of gas in the Southwest could find no suitable market 
for their gas in that region, and they organized one after another, of 
the large pipeline s in some cases by direct ownership, and in other cases 
through the formation of legally independent pipelines. These pipe- 
lines went to the market places throughout the country and said to the 
local distributing c ompanies, “We have large blocks of gas which can 
be had at 20 cents or 25 cents a thousand cubie feet, we will agree to 
provide you with this gas for a 20 year period at these prices. The 
price may change as taxes are imposed. or if there is a market increase 
in the general commodity index, but substantially our business is under 
regulation of the Federal Power Commission, and the reasonableness 
of our rates will be determined by that Commission.” 

The distributing companies calculated whether or not these prices 
were satisfactory and would justify the expenditure of millions of 
dollars to ready their systems for the use of natural gas. 

We did in Philadelphia. We spent a lot of money to convert to 
natural gas, and so far it has been an excellent investment. 

In almost all cases, the answers were in the affirmative. The Federal 
Power Commission ruled the projects were economically feasible and 
certificated the pipelines. The lines were built and the gas turned on. 
Often rates to the ultimate consumers were reduced as the result of the 
coming of natural gas. 

We were able to make a 10-percent cut in the rates of our gas in Phil- 
adelphia as a result of regulating that gas. 

Millions of customers were attracted by the advantages of gas and 
the rates which made it economical, or in some cases less c ostly, to use; 
and they spent hundreds of millions of dollars on equipment to heat 
their homes with gas. The process was complete. Those in control 
of the reserves had found their market; and an unbreakable chain had 
been welded which irretrievably ties the fortunes of the consumers to 
the producer in the Southwest. Few house-heating consumers indeed 
ean afford to jeopardize the thousand dollars or more which they have 
in gas appliances. Faced with an increase in gas rates, their hands 
are tied by this investment; in the market place of fuels, they cannot 
choose as they will. 

Senator Maenvson. Mr. Mayor, will you excuse me. I must go over 
and pass on the appropriation for the Federal Power Commission. 
I am not being discourteous. 

Mr. Crark. If I may, Senator, I would like to proceed with the 
situation now in Philadelphia. 

Pointing out, however, that the distinguished Senator from my home 
State of Pennsylvania, appearing before this committee, Senator 
James H. Duff, put the situation pretty well, in my judgment, when 
he said this at page 57 of your record: 

Where you have regulation at one end, where it comes to selling to the public, 
and you have an open end at the other. 
the Senator calls it an open end, I referred to its as punching a hole 
in the dike— 
it is very difficult from that point of view to see how the public interst is going 
to be served if the distributing companies have their price regulated only by 
the Commission of the various States. You have an anomalous situation where 
you have an open end at one end, you have a fixed end at the other— 
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and that, sir, I think is one of our basic arguments in favor of con 
tinuing the power of the Federal Power Commission to regulate. 

If I may now, I will say a word about our special situation in 
Philadelphia. 

We have in Philadelphia, a municipally owned gas works. It is 
operated under what we call a lease, but what is really an operating 
agreement, by the Philadelphia Gas Works Co., which is a differen 
tial of the United Gas Improvement Co., a public utility company. 
They operate it for a fixed fee, and the price of gas is determined on 
a cost basis. That is to say, we furnish gas from our munic ipally 
owned gas works at cost to the consumer, and the operator is paid by 
a fixed fee. 

We have a gas commission in Philadelphia, consisting of 5 indi- 
viduals, 2 of whom are the city councilmen, 1 is the controller, an 
elected public official, the fourth is appointed by the mayor, and 
the fifth is a representative of the operating company, and they sit 
over the operation for the purpose of determining the price of ga 
in various categories, and seeing to it that this general principle of 
furnishing gas at cost is maintained. 

We have had no increase in the cost of natural gas to the consumer 
since World War II. During the war years, we were operating with 
manufactured gas, and we were operating at a deficit, but in order 
to not disturb the price during the war, the company absorbed that 
deficit, and then shortly after the war increased prices on an emer 
gency basis, 10 percent, in order to make up the deficit of the prece die 
years, 

As soon as we got natural gas, because of the economies which re- 
sulted, we were able to cancel that 10 percent increase in price, so 
that the Philadelphia consumer has not as yet felt the very substan- 
tial increase in the field price of gas, and one may well inquire what 
are you doing here, complaining about ¢ 

The answer to that, sir, is that we would like to lock the barn door 
before the horse is stolen. What has happened to us is that the price 
of gas to our Municipal Gas Works as an operating company has 
gone up from 30 cents a thousand cubic feet to 39 cents a thousand 
cubic feet since World War II. We have been able to absorb that 
increase—— 

Senator Dantret. Excuse me. Were you talking about the price to 
your distributing company ! , 

Mr. Criark. From pipeline to distributor. 

Senator Danten. You are not talking about the producer’s price ? 

Mr. Crark. Not yet, sir. The price from the pipe ae we have two 
pipelines serving Phil: nde Aphis i—to the distributing company has gone 
up from 30 cents to 39 cents, about a 30 percent increase. We have been 
able to absorb that increase without passing it on to the consumer cost, 
because, during the early years, before that price went up, we were 
committed through the gas commission to a policy of paying as you 
go for as much of needed public improvements in the gas works a 
was possible, and instead of issuing bonded indebtedness to pay for 
those very substantial improvements, and for the most modern type 
of conversion and distributing machinery, we paid for large parts of 
it out of the earnings made from the savings we were able to-make 
when we converted from manufactured gas to natural gas. 
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Now, as the price has gone up from 30 to 39 cents, those savings are 
injected. The city of Philadelphia also takes as a return on its invest- 
ment of some $100 ae in the Municipal Gas Works, a rental, as 
we call it, of $5,200,000 a year, which is a vital part of our municipal 
budget, and the threat to that rental, plus the threat of constantly in- 
creasing prices at the field to the eventual price that our distributing 
company will have to pay is the reason why we are so exercised by the 
propos sed legislation before your committer 

Now, I know that it has been argued with a good deal of strength— 
and I will admit that is the strongest argument of those who agree with 
Senator Monroney and Senator Daniel—that the cost to the consumer 
of the field price to the pipeline company is a relatively small part of 
the total cost, and that therefore, we are really being a litle penny- 
pinching when we come down here and protest about it. 

The consumers in Philadelphia are no exception. Regulatory bodies 
in Philadelphia and Pennsylvania cannot protect us. They must 
approve reasonably compensatory rates to local utilities. Local dis- 
tributing companies are helpless. To get natural gas at all they have 
to agree to purchase from the pipeline companies for 20 years at rates 
considered reasonable by the Federal Power Commission. They have 
no authority under their contracts to reject new and higher prices. 
Indeed until the Phillips case the Federal Power Commission con- 
sidered itself helpless and relucts unitly passed on hundreds of millions 
of dollars in field price increases in the form of higher transmission 
rates to distributing companies. 

Nor is it significant to raise the issue that all we are talking about 
is a few more cents per day per consumer. This is an attractive way 
of describing a bill which to the Nation as a whole will run into 
hundreds of millions of dollars and not pennies. For every penny 
added to the field price of natural gas adds $2 billion to the value of 
the present reserves owned by the producers and millions of dollars 
to the annual bills of our Nation’s gas customers. 

Let me tell you what this has meant to Philadelphia. When natural 
gas first came to Philadelphia, in 1948, the price averaged 30 cents per 
thousand cubic feet. It was relatively constant for the next several 
years, and then suddenly just in the last few years, and most steeply 
in 1953 and 1954, the pipeline companies have secured rate increases 
so that in 1955 we are paying 39 cents per thousand cubic feet, or an 
increase of nearly one-third. Since we are buying 40 billion cubic feet 
of natural gas annually from our two pipeline suppliers, these in- 
creases in the rates charged our municipal gas works means that the 
city of Philadelphia is paying $3,500,000 more for its natural gas than 
it would have at the rates which prevailed when we were first induced 
to purchase this gas. And the basic reason for most of this increase 
has been an increase in the field price of gas. When the Texas Eastern 
Transmission Corp. put together its supply of gas in 1947 and 1948, 
the prevailing price of new pipeline supplies was in the order of 6 
cents per Mcf. This company is now paying more than double the 
initial price, by reason of various escalation clauses in its purchase 
contracts. Our other supplier purchased gas initially in the order of 
7 cents, a year or so later, and is now paying 11 cents, with all of its 
new contracts being entered into at 16 cents a thousand. And bear 
this in mind, too. Some of the same gas which is now being purchased 
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at 16 cents was being sold at 9 cents only a year ago. This brings uy 
a point which is a idicalas important for you to consider. ‘TI 
proponents of this legislation have been careful in most Instances t 
terminate their statistics in the year 1953. It is now well into 1955 
Spot figures are av: ailable for this year. Series figures are avail 
for 1954. ‘The omission of the last 2 years is significant in that had 
these years been included, they would show the very marked and steep 
price increases, the result of the escalation clauses abont which you 
have heard, and against which size of increase we are now protesting 
It is true that the rates for gas have not increased in Philadelphia 
daduring this time, althoug rh tl ey are gong up Ih many other pa ts ol 
( 


able 


the country. We have an arrangement here whereby a publ 


corporation, the United Gas peeorenes Co., opel ites the Philadel! 
phia Municipal Gas Works on a tixed-fee basis. Income } eq 
outgo, which includes the rental payment to the city and the cost « 
eas works on and mode rnization, However, the combina 
tion of incre: in business, including 100,000 new house-heat 
tomer since 1948, and eflicie nt management, have enabl 
this large price increase without a change in rates. | 
point is, though, that we are paying here $3,5 1,000 more ve ur, mostly 
to proaucers I exas and Louisian l. If we did hot have t Ot! 
rates could be lowered by this amount; or in the alternative, 
have to be borrowed to replace and improve the plant. It is hard « 
which we are paying out. Do not be misled by this few cents a da 
argument, however attractive 1t may be. 


r oe i . i . Eee ] 
fo summarize, the re: Issue ralsead Dy ih] slatio 


oppose, is Whether a group of produc ers, the fulcrum of whose powei 
rests in the hands of the large oil companie in this country, shoul 
be permitted to determine the price OT a commodity passing In inte: 
state commerce and affected by the public interest, unilaterally and 
without policing in the consumer interest by a Federal regulator body 
the Federal Power Commission. lf we can fasten our attention O 
that issue, [ would hope it would be a relatively simple decision 

It ject any legislation on this subject on the Cro ind that thie publ 

interest requires regulation of natural gas prices at the point wher 


ae gen renee Oe pipeline as well as after. Indeed it seems almo 
ineredible hat we all sho ld admit hot on Ly the right but the d ity Oo! 
Government to regulate the price a which pipeline companies m y si 
gas to distributors and the price at which distributing companies, b 
ak municipally owned or not, may sell gas to the consume) 


leaving wide open and without reg ilation the price at which the ea 
is sold by the proc lucer to the pipeline. 


| cannot take seriously the claim of proponents of this b ll that if 
the duty of the Federal Power Commission to reculate these prices 
continued there will be in effect a sitdown strike which will resul 
In an even shorter supply of natural gas. That the oil companies will 
continue to drill for oil, | would tha k. is obvious. Phat a crent ale: 
of gas will be discovered in conjunction with newly discovered o 


is certainly the history of the industry today. That private capital 
not controlled by oil companies will continue to drill for eas round 
not in conjunction with oil, the record now before you seems to make 
clear. That despite all this the product appears to be in short HpPply 


by reason of constantly increasing demand from our cities would seem 
CoO prove the need for } ‘ederal regulation. 
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Nor can I take seriously the argument that this problem is so com- 
plicated that the Federal Power Commission cannot arrive at a satis- 
fac tory solution. This Commission, established by Congress under 
the general jurisdiction of this very committee, and whose members 
are confirmed by this committee, surely with such help as you may 
give it, can act as reasonable and intelligent men, properly weighing 
in the balance the claims of the producers of natural gas and the 
rights of the consumers of this product, and can arrive at a solution 
which is in the public interest. No bill which would tie the hands of 
this Commission and prevent it regulating adequately the price of the 
very product which all admit needs a substantial measure of regula- 
tion can contribute to this discharge of what you have declared to 
be a Federal responsibility. ‘The clear conclusion I submit is that 
this bill should not pass and that the Federal Power Commission 
should continue to exercise the authority given to it by the Natural 
Gas Act of 1938, as interpreted by the Supreme Court of the United 
States. If the consumer interest is to be protected this regulation 
must include adequate ¢ jonas of the prices paid by producers to pipe- 
lines which carry the gas to distributing companies and to the ulti- 
mate consumer. 

Of that increase to our distributing company of pipeline sales, we 
figure that 6 of the 9 cents, or two-thirds, is the result of the increase 
in the field price since we made our initial contracts. 

While it is true that the average field price has not quite doubled, 
it has gone from in the neighborhood of 6 cents to a little more than 
10 cents, so far as we are concerned, we have expanded our gas mar- 
ket so as to take in approximately 100,000 extra customers during the 
years since World War II, and our pipeline companies are const antly 
in the field looking for increased supply. We are now paying 13 to 
16 cents per thousand cubic feet for those sources of supply, and I 
think the economics of that general situation will indicate to you, sir, 
why we feel so strongly that this legislation should not pass. 

It is very easy to say that the results of this field increase in price 
makes a difference-of a very few cents in the gas bill of the average 
consumer, and that is of course a happy way of looking at it from 
the point of view of the producer. 

We would look at it from the consumer’s point of view in this way: 
The increases which have resulted from rates charged on municipal 
gas works means that the city is paying annually $3,300,000 a year 
more for its natural gas than it would have paid at the rates which 
prevailed when we were first induced to purchase this gas, and the 
basic reason for much of this increase has been an increase in the field 
price of gas. 

When Texas Eastern Transmission Corp. put together its supply of 
gas in 1947 and 1948, the prevailing price of new pipeline supplies 


was around 6 cents per thousand cubic feet. The company 1s now 
paving more than double the initial price because of escalation clauses 
in its purchase contracts. Our other supply, Transcontinental, pur- 


= ised gas initially at around 7 cents, and it is now paying 11 cents 
ith all of its new contracts being entered into at 16 cents per thousand 
shin feet. 
Some of this same gas now being purchased at 16 cents was being 
sold at 9 cents only a year ago, and this brings up a point which is 
particularly important, in our judgment. 
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ihe proponents of this leg) lation in most instances have terminat 
their statistics at the end of 1953; it is now well into 1955. 

Spot heures are available for this year, series fioures are avallabl 
for 1954. 

I suggest that the omission of the last 2 years is something which 
your committee would wish to give some careful thought to, because | 
suspect if you had the recent figures we will show very marked and 

eep price increases which result from the escalation clauses of 
which you have heard, and the most favored nation clauses, and against 
which size increase we are protesting. 

Now, may I say again, sirs, that I do not purport to be a technica 

xpert in this field. We do have, however, Charles Frazer, from the 
United Gas Improvement Co., the company which operates our works, 
and he will testify before your committee at a later date, and I am sure 
will be far better qualified than I, to answer any technical questions 
which the committee may have in mind. 

To summarize the real issue 

Senator Monronery. Would you yield upon that ? 

Mr. Cuark. I would be happy to. 

Senator Monroney. In the testimony that you have just given, you 
issert that the price of the new gas now being acquired by your two 
pipelines, ranging up to 13 cents 

Mr. Ciark. Sixteen in some ee S. 

Senator Monroney. Is one of the reasons you favor this legis lation. 
‘Those new contracts would not be affected by Federal regulation uw 
less the contractor decided he wanted to sell the eas at that figure. 
You can’t compel the producer to hook up to the long line. It is his 
private contract that he has with the long line that makes him supply 
the 25-year gas production. The new stuff is outside of regulation 


— 


no one could make that man become a public utility 
Mr. Crark. But doesn’t that get back to the subject discussed rat] 


t} 


extensively a few moments ago, upon which I thought we agreed to 
disagree ? 

Senator Monronry. I didn’t think so, but maybe it does 

Senator Porrer. Isn’t it true that some of the new conti 
being let today, are being let at 20 cents a thousand cubic fi 
escalation of 5 cents in 5 years ¢ 

Mr. Cuark. We have been very concerned, as was mentiones 
testimony before the House several weeks ago, that the price ( { 


. . } ee , 7 } ] 
ro { 2 cent in the relatively near future rth leo tO} ( (| 


Vv, ao *’t purport to be an economist, but that is certa 
tory which pur] orts to come to us fairly traight from produ uy 
} 
rejes, 
Senator Danten. A moment ago you test fied about what you pect 
to the present prices, and what was reported as to the increase 
Aocents 
Are you voinge to have someone who will eive us evidence on t! ¢ 


} ] ! 


\s you said a moment ago, the kind of evidence that you would 
‘ourt ¢ 

In other words, what a witness may suspect, or what he might 
is going to happen, or predict, certainly is not all that we might cesi1 
yn this particular point. 
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Mr. Crark. Senator, I quite agree with you, but it seems to me it 
is terribly difficult to read the minds of any category of our American 
public, and all we could say is that if the door is unlocked, it is our 
best judgement the horse will be stolen. 

Senator Daniet. You can read the contracts / 

Mr. Ciark. Yes, sir. 

Senator Daniev. All of the interstate pipeline companies furnishing 
your cities have contracts for 20-year supplies / 

Mr. Crarkx. They have escalator and favored-nation clauses in 


their contracts, and while I would never suggest that this industry 
is a mon poly, vet I think it fairly clear that the large oil companies 
which do con trol : i substantial amount of the production of the re- 
serves in this field are in a position where their views, as to what the 


field price should be, are going to have a very real influence in deter- 
mining what that price should be. 

Senator Danrev. Under this bill, you understand as far as new 
contracts are concerned, there are provisions at least that would 
amount to indirect se age peel 

Mr. CruarKk. Yes, sir, I think those provisions are inadequate, and 
poss! ib ly unconstitutional. 

Senator Dante. ‘The provisions in the Fullbright Bill? 

Mr. Ciark. Yes, sir. 

Senator Dante. Do you intend to discuss that / 

Mr. Crark. Not by me, but by other witnesses. I am not an ex- 
pert, as I said. I am down here to tell you how we feel about it in the 
city of Philadelphia. I am not suggesting that I am a constitutional 
lawyer or an economist. 

Senator Danien. The reason I asked is that you expressed your 
opinion as to the constitutionality. 

Mr. Crark. I mentioned a curbstone opinion, and [ understand your 
curbstone opinion is as to the contrary, Senator. 

Senator Dante.. No, I have not expressed my opinion. 

Senator Pasrorr. Are there any other questions from members of 
the committee / 

Mr. Criark. I would like to summarize my statement, if I may. 

Senator Pasrorr. You may proceed. 

Mr. Crark. To summarize this legislation is whether the group of 
producers, the full group of whose power rests in the hands of the 
large oil companies of the country, should be permitted to determine 
the price of a commodity passing in interstate commerce and affected 
by the public interest, unilaterally and without polici ing in the con- 
sumer interest by a Federal regulatory body, the Federal Power Com- 
mission. 

If we can fasten attention on that issue, I would hope it would be 
a relatively simple decision to reject any legislation on this subject 
on the ground that the public interest requires regulation of natural 
was pri ices at the point where the gas reac ‘hes the pipe ‘lines as well as 
after. 

Indeed, it seems incredible that we should all admit the duty, or 
the duty of the Government to regulate the price at which pipeline 
companies can sell to distributors, and the price at which distributing 
companies, being municipally owned or not, may sell to the consumer, 
while leaving wide open without regulation the price at which the gas 
is sold by the producer to the pipeline. 
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Personally I can’t take seriously the claim of proponents OF these 
bills that if the duty of the Federal Power Commission to regulate 
these prices is continued, there will in effect be a sort of sit-down 
strike which will result in aneven shorte. supph Votnatut lou 
That the oil companies will continue to drill for oil 1 would t! 
IS obvious, and that IS where they find the Gas, Dy wd large, 
hey drill for oil, but a great deal of gas will be discovered in co 
eee with discovery of oil is certainly the history of the Indust: 
today. 
That private capital not controlled by oil companies will ce 
to drill for gas not found in conjunction with oil, the order bef 
you seems to make clear, though the extent of that may perhaps 
a question of judgment, again. 
Despite all this, the prow ict appears to be in short supply by reaso 
of consti: unthy Ine reasing demand from our « ‘ties. Which seemed to mnie 


to indicate the need for Federal reculation. 


Nor can I take seriously the argument that this problem 0 col 
plicated that the Federal Power Commission can’t arrive at a { 


factory solution. ‘This Commission, established by Congress unde 
the general en of this very committee, and whose member 
are conn med | Vv this committee, sur ly W 1 such he Ip as yo 

give it can act as reasonable and intelligent men in fixing a just and 
reasonable price which will yield a fair return to the producer fo 
this product. 

No bill, which would tie the hands of the Federal Power Con 
MISSioNn, and prevent it regulating adequately the price of the 
prod ict which all admit needs a substantial measure of regul 
ean contribute to this discharge ~ What you have declared to 
the Gas Act of 1938, a Federal 1 ‘sponsibility over a product att 
with the public interest. 

The conelusion I submit is that these bills should not pass, a 
that the Federal Power Commission should continue to exercise 
authority given to it by the Natural Gas Act of 1938 as interpreted 
the Phillips case. 

[f the consumer interest is to be protected, | would suggest to yo 
sirs, that we must not penn a hole in this dike, and we must ha 


— control of tl » prices paid by prod icers to pl eline VI 
Arry hecdhe: tadicintvatine chaeamenian and to the nltimate con ym 
Pare nthetically, sir, may I say that I noted in this morning’s Was 


ington Post, an editorial suggesting that a gas policy compromis¢ 
in contemplation in the House of Representatives 

| would only reiterate for the record, si I’. that in my Opinion, a 
of course I have had no opportunity to consult with the other 1 
who form this committee, the w: ay to handle this situation is to leay 
the law as it is, permit the Federal Power Commission to work out 
the administrative details of producer regulation, and take another 
look at it ina coup le of year's to see whether the consumer interest 
being protected, and whet her the producer interest is being hurt. a 
I would suggest to you, sir, there is no evidence in the record to date, 
which has been called to my attention, which would indicate that th 
producer interest is prese ntly be ing hurt. 

Senator ScnorrrreL. Mr. Clark, at the outset, as you said, these ar 
matters of judgment. You are here testifying on behalf of your city 
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and the consumers of your city, and you are unalterably opposed to 
any change in this legislation that would affect the Supreme Court’s 
aecision. 

We start with that premise ¢ 

Mr. Crark. I guess I would have to agree. I have an open mind, 
but I have seen nothing so far to indicate that the legislation would 
be in the public interest. 

Senator ScHorPpreL, Now, you, as I remember your testimony, are 
representing or heading a group of mayors who are going to appear 
before this committee in the interest of this legislation, as you see it. 

Mr. Crark. Yes, sir. 

Senator ScHorrreL. Do you solicit the assistance of these mayors 
over a country in behalf of our position in this legislation 4 

Mr. Crank. Yes, I did, sir. The history of the formation of the 
suena was that I had a telephone call from our good friend Mayor 
David Lawrence, and another from my good friend Robert Wagner, 
and they both felt it was important that the position of the consumers 
as represented by the mayors, should be brought before this commit- 
tee, and we three joined in soliciting the mayors of the major cities 
in the country to join us. 

Senator Scnorrret. Did you solicit mayors from cities over 100,000 
that were opposed to your view, or in favor of the change in legis- 
lation ? 

Mr. CuarKk. Yes, we did. 

Senator Scnorerret. Would you indicate those for the record ? 

Mr. Ciark. I would have to ask my assistant. 

One was Tampa, Fla.; another was New Orleans, La., where my 
good friend changed his mind because of the representations made to 
him by the oil interests in Louisiana, and by the Chamber of Com- 
merce in New Orleans. 

I have no doubt he acted in accordance with his conscience. 

There were one or two other cases where after the mayors accepted 
membership on the committee, we found that the proponents of this 
legislation had gone before them, and they changed their minds. 

Senator Scnorrret. They may have changed ‘their minds honestly 

after they had looked into all the facts and circumstances, wouldn't 
you think ? 

Mr. CxiarK. I would never imply that their change of mind was 
anything other than honest, and I would like to assure the committee 
my judgment is that this is a subject upon which reasonable men can 
differ. 

Senator Scnorpre.. I agree with you thoroughly. 

Mr. Crank. I have here a tabulation which shows the status of the 
various cities which we contacted, and exactly what happened in each 
case, if you would like to have that inserted in the record, Senator, I 
would be hs ippy to doso. 

Senator Pasrorr. It is so ordered that it become a part of the 
record. 

Senator Danret. Does this give a complete list of all of the cities 
that were contacted ? 

Mr. Ciark. Yes; it does. 

Senator Danren. And the report on the supplies ? 

Mr. Cuark. Yes, sir. It may be 48 hours out of date, my assistant 
tells me. 
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Participation on mayo? 8’ committee on natural gas 


Akron, Ohio: Leo A. Berg . Yes 
Albany, N. Y.: Erastus Corning II : ; No 
Allentown, Pa.: Brighton C. Diefenderfer. 

Atlanta, Ga.: William B. Hartsfield. 

Austin, Texas: Charles A. McAden. 


Baltimore, Md.: Thomas D’Alesandro, Jr Yes 
Baton Rouge, La.: Jesse L. Webb, Jr. 

Berkeley, Calif.: Laurance L. Cross No. 
Birmingham, Ala.: James W. Morgan Yes, 
Boston, Mass.: John B. Hynes i Yes 
Bridgeport, Conn.: Jasper McLevy-- ; sia: | a 
Buffalo, N. Y.: Steven Pankow 5 pi che Yes. 
Cambridge, Mass.: John J. Foley ac eand are 
Camden, N. J.: George E. Brunner-_---.- i ; a, 
Canton, Ohio: Carl F. Wise. 

Charlotte, N. C.: Phillip L. Van Every. 

Chattanooga, Tenn.: P. R. Olgiati. 

Chicago, Ill.: Richard J. Daley----- sana lealhies ; stains Sai 
Cincinnati, Ohio.: Carl Rich---- wide eheskecitteccanetaerea > Yes. 


Cleveland, Ohio: Anthony J. Celebrezze__......_._.._..--..~-- 
Corpus Christi, Tex.: P. C. Callaway. 

Dallas, Tex.: R. L. Thornton, Sr. 

DA Ore Ses TAGUEY os ONG ni oo ns eee cease cons, UROOCINAE 
Denver, Colo.: Quigg Newton___---~~-~- a a - Ves, 

Des Moines, Iowa: Joe Van Dreser_----- = ee 
Detrokt. Mich.: Alpert B. Cove... 1. .nnsnnnncwnne os Yes. 
Duluth, Minn.: George D. Johnson__- ee Faia Yes. 
Elizabeth, N. J.: Nicholas 8. LaCorte ay on 

El Paso, Tex.: Fred Hervey. 

Erie, Pa.: Arthur J. Gardner._......._. 


-- Yes, 


-------- ~~-------------- Yes, 


RvEneyiee, 1nd.: sentry ©. ORGPG. oo ca o cenece se wnsaes Np 
Fall River, Mass.: John F. Kane_---- ake a ecco sa a a a nn A a 
Flint, Mich.: George Algoe____----- ai chia meiah acetone ae mmeaaem Vou 
Fort Wayne, Ind.: Robert Meyers_- ss eiaateelt seal eri nia el sina ennnat nna nanny 
Fort Worth, Texas: F. Edgar Deen_- abhomcabariaenneree ia shapioniaresa saan aneiaiun' Die 
OES, Sars PONE CeO ice See nmeetadewananmeas Yes. 
Grand Rapids, Mich.: George Welsh, Mgr- aati - Yes. 


Hartford, Conn.: Dominick J. De Lucco. 

Houston, Tex.: Roy Hofheinz, 

Indianapolis, Ind.: Alex M. Clark ‘ No.” 
Jacksonville, Fla.: W. Haydon Burns. 
Jersey City, N. J.: Bernard J. Berry 
Kansas City, Kans.: Paul F. Mitchum 
Kansas City, Mo.: William E. Kemp. 
Knoxville, Tenn.: George R. Dempster 
Little Rock, Ark.: Pratt Remmel. 

Long Beach, Calif.: George Vermillion. 


— -———— Yes. 
eneipii ws to clive tore - Yes. 


oe 


Los Angeles, Calif.: Norris Poulson : No 
Louisville, Ky.: Andrew Broaddus__-_- Yes 


Memphis, Tenn.: Frank T. Tobey. 
Miami, Fla.: Abe Aronovitz 


Milwaukee, Wis.: Frank P. Zeidler Yes 
Minneapolis, Minn.: Eric G. Hoyer Yes 
Mobile, Ala.: Charles F. Hackmeyer. 

Montgomery, Ala.: W. A. Gayle Yes 
Nashville, Tenn. : Ben West Les 
Newark, N. J.: Leo P. Carlin Yes 

New Bedford, Mass.: Arthur N. Harriman ; Yes, 

New Haven, Conn.: Richard C. Lee Yes, 

New Orleans, La.: deLesseps S. Morrison Withdrew. 
New York, N. Y.: Robert F. Wagner Yes, 
Norfolk, Va.: W. F. Duekworth Undecided 
Oakland, Calif.: Clifford E. Rishell ; No. 


Oklahoma City, Okla.: Allen Street. 
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Omaha, Nebr.: John R. Rosenblatt 

Pasadena, Calif. : Clarence A. Winder 

Paterson, N. J Lester F. Titus : 3ee 
Peoria, 1 Robert D. Morgar 


| 
*hiladelphia 


, Pa.: Joseph S. Clark, Jr Yes, 
*~hoenix, Ariz.: Frank G. Murphy _ No 
’*ittsburgh, Pa.: David Lawrence Yes. 
‘ortiand, Oreg.: Fred L. Peterson ; _ = ae 
‘rovidence, R. I.: Walter H. Reynolds Yes 
reading, Pa.: J es B. Bamford 
echmond, Calit ohn J. Sheridan 


ichmond, Va Thomas P. Bryan Yes, 
hester, N. Y.: Samuel B. Dicker 

‘ford, Ill. : Milton Lundstrom 

icramento, Calif.: H. H. Hendren Yes, 
St. Louis, Mo.: Raymond R. Tucker : Yes. 
St. Paul, Minn.: Joseph EF. Dillon = ~ ee. 
Salt Lake City, Utal marl J. Glade No. 


mwas ses 


i 
San Antonio, Tex.: R 


pet pet AF tet = 
S 


Son Diego, Calit John D. Butler. 

San Francisco, Calif Imer FE. Robinson No 

San Jose, Calif.: George Starbird No. 
Savannah, Ga.: W. Lee Mingledorft Withdrew. 
Scranton, Pa.: James T. Hanlon ‘ Undecided, 
Seattle, Wash.: Allan Pomeroy Undecided. 
Shreveport, La.: James Gardner No 
Somerville, Mass. : Wm. J. Donovan. 


South Bend, Ind. : John A. Scott 


Spokane, Wash.: Arthur Meehan 


Springfield, Mass.: Daniel Brunton Yes, 
Syracuse, N. Y.: Donald TT. Mead Yes, 
Tacoma, Wash.: Harold Tollefson. 
npa, Fla.: Curtis Hixon Withdrew. 
edo, Ohio.: Ollie Czelusta Yes, 


Trenton, N. J.: Donal J. Connolly. 

Tulsa, Okla.: L. C. Clark No. 

| 11Ca, N, \ e Bovd IS Golder - pons Yes, 
Washington, D. C.: Samuel Spencer No. 
Waterbury, Conn.: Raymond E. Snyder 4 essed . een, 
Wichita, Kans.: Wm. C, Salome ; Undecided 
Wilmington, Del.: August F. Walz 7 Pe ee eae ee ee ee! 
Worcester, Mass. : James D. O’Brien. 

Yonkers, N. Y.: Kristen Kristensen . a ras ee ae _ Yes. 
Youngstown, Ohio: Frank X. Kryzan_- Sais i an bre Teeter aaiaraes ie. 


Senator Porrer. Could you tell us how many cities were contacted $ 

Mr. Crark. 106. 

Senator Porrer. And how many refused to participate ? 

Mr. Crank. Approximately 11. There are a great many that had 
important reasons, which I can well understand as a mayor, did not 
wishtotakea posit ion one Way or the other. 

Senator DanigeL. You do not speak for the difference between 106 
and 11? 

Mr. Crark. Those made no reply, sir. 

Senator Daniet. How many replied and authorized you to speak for 
them / 

Mr. Crarx. It is somewhere in the neighborhood of 45 to 50. The 
list is attached to the formal testimony, Senator, which you have before 
you: 19 to be exact. 

Senator Pasrorr. Of course it must be clearly understood by all, if 


there are any groups of mayors who want to take an opposite position, 
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they are welcome to come here and we will receive them with the same 
quality of cordiality that we have extended to M: ayor Clark. 

Senator Scuorrret, Mayor Clark, I hope you w ill understand that 
my que stion went to the degree of partic |patiol 1 or interest on the iow 
of these cities that you gentlemen contacted and please understand mi 
I certainly have no objection. 

i think that is perfe ctly proper and laudible that some may have an 
extra degree of precaution before they take a position, want ine further 
to look into it. 

Mr. Crark. Thank you very much, Senator. I appreciate your 
point of vie Ww. I think I did Say of record, that we » floure that most of 
the urban consumers, the majority of the urban consumers in the larger 
cities of the country are represe nted oh our committee. 

Senator Scnoerrret, Now, Mr. Mayor, I noted your testimony to the 
effect that you felt that there was more of a psye hological fear on a lot 
of these individuals as to what the Federal Power Commission might 
do, that is as far as the producers are concerned with, and I understood 
that that was your statement, or generally your statement, your pre 
view, 

Mr. Cuark. Yes; and I would have to admit there is an opposite 
psychological fear on our part. 

Senator Scnorrret. Might it not be plausible for us to assume, Mr. 
Mayor, that the mayors of some of the cities, and some of these folks 
who think that these prices will skyrocket, might be somewhat psy- 
chological, too? 

Mr. Ciark. That is just what I said, Senator, it is a question of 
judgment. 

Senator ScHorrren. That is the way we started in our questioning 
here. 

Now, Mr. Mayor, further, I am sure you are aware of the increased 
cost and prices in the last 5, 10, or 12 years, all over the country. 

Mr. Ciark. Yes, indeed, su 

Senator SCHOEPPEL. Whethe r wages, material, transportation Gost 
almost any type of product in the last several years in our inflationary 
period have gone up. 

Mr. Ciarkx. Wouldn’t you say that largely, cost rather conspicuously 
in those districts, as, for example, the transit industry, where the cost 
of labor is a very high proportion of the total operating cost—for ex 
ample, in our transit system, two out of every three cents en out 
goes to labor and salaries. In the gas business and the oil busines , itis 
my understanding that the proportion of labor cost is relative by less. 
I do not have specific statistics. 

Senator Scnorrren. Have your advisers informed you of the in- 
creased drilling costs within the last 5 to 7 years in practically all 
the oil and gas produci ing activities ? 

Mr. Cuark. Yes, sir; I know that to be a fact. I don’t have the 
economic competence to relate those costs to the field price of gas 
which we are having to pay. 

Again, with all ‘due deference to Senator Daniel, I would expect 
that it does not account for too much of the increased price of the 
producer to the pipeline company. I know there has been some 
increase. 
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Senator Scnorrre.. And they are substantial, as the men in the field 
who pay the field in the next 10 or 15 days will testify and produce 
evidence along that line. 

Mr. Crark. I am aware of that, but it would seem somewhat irrel- 
evant that continued regulation by the Federal Power Commission to 
permit the charging of a just and reasonable rate should be the policy 
of this committee. 

Senator ScnorpreL. But it does have a very direct bearing, rela- 
tively speaking, to what a man who is producing gas and is going 
to drill additional reserves, when he protects himself on some of these 
escalation clauses in these contracts, does it not ? 

Mr. Crark. I think we come back to the discussion that we had a 
little while ago as to whether the law of supply and demand gives 
adequate consumer protection in this field. 

I would contend it doesn’t. I would gather from your questioning. 
sir, you would think it did. 

Senator Scnorrre:. Frankly, Mr. Mayor, I think that it does. 

Now, I want to go to one other phase of this. 

I note that you are a mayor of a great city, Philadelphia. The price 
of gas up there is $1.36 per million cubic feet, thousand cubic feet, 
is it not ? 

Mr. Crarx. I think, sir-—— 

Senator Scuorrrev. That is to the consumer, I am talking about # 

Mr. Crark. I think the rate to the small consumer is somewhat 
higher than that. The figure I carry in mind is$1.91. 

Senator Scuorrren. It is higher than I thought it was. 

Mr. Ciark. We don’t think iti is so bad, yet. 

Senator Scnorrret. I am glad you do not. I am sure you know 
that the price the producer gets for the gas coming into your city 
averages 9.5 cents per thousand cubic feet. 

Mr. CrarK. I think, Senator, you have earlier figures, it is well over 
10. Isuspect your figures do not take in the latest. 

Senator Scuorrre.. My figure is based on the end of 1953; yes. 

Mr. CrarKk. The 54 and early ’55 figure is higher. I think the 
significant figure is that it is going from a little over 6 to pretty close 
to 11 on the average, but that, in effect, we are paying 39 cents now 
at the city line for what we used to pay 30 cents for. 

Senator Scnorrre,. Mayor, do you agree that when Congress in 
its wisdom last year exempted the distributing companies from the 
control of the Federal Power Commission, that we may have been a 
little too hasty, if these consumers’ prices that are paid, tie into prices 
charged by the distributing companies, directly ? 

Mr. Crarx. I would think, Senator Schoeppel, by and large, the 
State utility companies would control that pretty well. It is no 
problem with us in Philadelphia, because we have a municipally 
owned system, and we supply gas at cost. 

Senator Scnorrren. Now, going back to your city of Philadelphia, 
I note that you mentioned a moment ago that Mr. Frazier will be 
he re to testify some time during these proceedings. 

Mr. Crark. Yes, sir. 

Senator Scnorrrer. I think that it was in 1949, and at that time 
your gas company there was operating on manufactured gas, is that 
correct ? 
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Mr. Crark. It had been my impression that we got natural gas in 
1948, or at the end of 1948. Mr. Frazer is here, sir, if you would like 
the record corrected at this point. 

Senator Scnorrren. At any rate, the record will be subject to cor 
rection on that point. 

At that time, Mr. Mayor, your gas company in Philadelphia had 
been suffering a loss of about $3 million per year, is that correct, in 
round figures ¢ 

Mr. Ciark. I think that is right. Senator. 

Senator Scnorrren. And shortly after, your city was the bene 
ficiary of natural gas through interstate pipelines, and on long-term 
contracts approved by the Federal Power Commission, and which 
contracts they saw, and which contracts the pipeline companies saw, 
when they entered into them, on the part of the producers, that at 
that particular time, and shortly thereafter, and within the period 
of the first full year, that you had natural gas in Philadelphia, that 
your oe showed a profit of approximately $2,900,000, or $3 
million ? 

Is that substantially correct ? 

Mr. Crark. I don’t carry the figures in my head, Senator, but there 
is no doubt about the fact that we shifted from a loss to a profit about 
the time natural gas came in, and as a result of that shift, we were 
able to repeal an emergency increase in 10 percent of our rates, as | 
testified to a few minutes ago. 

Senator ScHorrren. Yes, I recall your testimony. The thing I 
want to get into in this record, is that when you were able to ge 
natural gas at the low producers’ price under long-term contrac 
the be nefic iaries of that saving were the consumers in your city a 
other cities in this eastern Atlantic Seaboard area, and throughout 
the country ? 

Mr. Crark. Natural gas has been a very real blessing to the con 
sumers in Philadelphia. 

Senator ScuorrreL. Now, you say you were able to reduée the 
prices, and at that time I am sure the record will show that the aver 
age cost of natural gas was somewhere around 7 to 9, between a range 
of 7 to 9 cents per thousand cubic feet. 

Mr. Crark. It was 6, plus. 

Senator Scuorrre. | am speaking of the average. 

You may be nearer right than I, and I will not dispute your figures, 
but the point I want to make is this, that because of the natural gas 
coming into Philadelphia, and because of the low price that the con 
sumers sold that gas on long-term contracts, the city of Philadelphia 
and its customers up there were the beneficiaries of a reasonably low 
fuel rate over what they would have had to pay on manufactured 
ras Which would, if you had continued, have priced you out of the 
narket up there. 

Mr. Ciark. It was that fact which induced us to make the substar 
tial investment which enabled us to provide our consumers with nat 
ural gas. 

What you have just said is why we went into the market 

Senator SCHOEPPEL. First, I think the history “ the natural 
industry shows that over these periods of years that this country ha 
aceued the benefits of natural gas producti on, 21 d ph invest) t of 
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stockholders, and capital in long-range interstate pipelines. The price 
of natural gas has remained very, very low in relation to the beneficial 
B. t. u. costs obtainable from gas per thousand cubic feet as against 
coal or oil. 

I think that isa fair statement, is it not ? 

Mr. Cuark. Well, I would say, Senator, that gas is presently com- 
petitive with coal and oil. It is a little higher in price, but it carries 
benefits with it which the other two fuels don’t in the way of clean- 
liness, so that many people prefer it, even though it is slightly more 
expensive. 

How long they would continue to do so, if the price went up almost 
without limit, I would not be pre pared to say. 

Senator SCHOEPPEL. Some ‘of us in the gas producing areas feel that 
because of the advantages of natural gas over some of these other com- 
petitive fuels that it is still underpriced on a dollar and cents value 
per heating unit. That is arguable, of course, but many of us in our 
areas feel that way. Isn’t it true, even in your area, you will find peo- 
ple even though natural gas mixed with your manufactured gas, hs h 
could be used there as you may be doing now, I do not know, they would 
pay higher prices for that because of the better fuel, and the cleaner 
fuel as against coal, and possibly oil ? 

Isn’t that true ? 

Mr. Cuark. I think it is true up to a point, Senator. I wouldn’t 
know where the law of diminishing returns would begin to take over, 
and it would occur to me that what we get down to in the long run 
s, Whether the normal law of supply and demand is going to give ade- 
quate protection to the consumers so that he is paying a price which 
does not include any element of profiteering. 

Senator Scnorpre.. Well, now, the element of profiteering—would 
you elaborate on that ? 

Mr. Ciark. What I mean is, we are in a situation where the pro- 
ducers are pretty nearly in the situation where they can charge what 
the traffic will bear, and I suggest to you that is not in the public 
interest, and we want to get the Federal Power Commission in the 
situation to regulate that. 

Senator Scuorrret. If you will pardon my disagreeing with you, it 
is quite to the contrary. 

When we look at the price of natural gas, the field price all over the 
country, and in the great Southwest, we ms ave found no evidences in 
those areas—and they are zealously watched by the regulatory com- 
missions and State agencies, because they have to handle it and deal 
with it on an intrastate basis—it hasn’t been demonstrated yet. I think 
I am certainly right on this, that there is no monopolistic tendency 
developing there, and if you have some definite evidence to the con- 
trary on that, I would very much like to have it for this record. 

Mr. Crark. I would think, Senator, that such facts as there are, 
are now in the record. I think I have seen that we know that on one 
side it is said there are 8,000 producers, and on the other side it is 
said that a relatively small number of oil companies have such control 
of the market that in effect, they establish the market price. 

Again, Senator, it isa question of judgment. 

Senator Scnorpret. That is correct, we started with that premise. 
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Senator Pastore. Senator Schoeppel, will you yield on that p 

Senator SCHOEPPEL. Yes. 

Senator Pastore. I should like to make this observation. 

Is the witness familiar with the ne in the Phillips case that 
went before the United States Court of Ap ypeals 

Mr. Ciark. Yes, Senator, I have read it. I can’t pretend to know 
it by heart. 

Senator Pastore. I am reading on page t of the copy of that de 
cision that I have before me, and I should lke to read it because | 
think it is rather important: because if we pass the Fulbright amend 
ment: the Fulbright amendment will not delegate any authority t 
the State to regulate within this particular field. It will remove Fed 


eral control from this particular phase of this selling of gas and gather 
ing of gas, and this is what it says on page 4: 

The Supreme Court decided in 1924, that the Constitution forbids State 
regulate rates at which natural gas is sold at points remote from the we n 


wholesale quantities not to consumers, but to distributing companies for resales 
in numerous cities and communities in different States 

The sales in that case, like those in this case were by the producer and the 
gatherer. 

Che Court said: 

The sale and delivery here is an inseparable part of a transaction in interstate 
commerce, not local, but essentially national in character. In the public utili 
business requiring public regulation need not be challenged, but Congress 1 
far 
speaking in 1924 
has not seen fit to regulate it, and its silence where it has the sole powe1 
is equivalent to a declaration that that particular commerce shall be fre¢ 
regulation. 
hat is Missouri versus Kansas Natural Gas Co., 265 U.S. 398, 1924 

rr . ye 

Then it goes on to say: 

Some years later, Congress decided that that particular commerce should 
longer be free from regulation, and therefore passed the Natural Gass Act of 
1938. The act begins with a declaration in section 1—A, “there the busine of 
transporting and selling natural gas for ultimate distribution to the public is 


affected with the public interest, and that Federal regulation in matters relating 


to the transportation of natural gas and the sale thereof in interstate foreigzi 
commerce, is necessary to the public interest.” 


The House Committee on Interstate and Foreign Commerce said in its report 


on the bill, “Sales for resale or so-called wholesale sales in interstate commerce 


for example, sales by producing companies, to distributing companie e beer 
considered to be not local in character and even in the absence of Congressional! 
action, not subject to State regulation. The basic purpose of the present regula 


tion to occupy this field in which the Supreme Court has held that the States n 
not act.” 


Now, the question I would like to ask the witness is this: 


In the event the Fulbright amendment is passed, the States as it is 


admitted here, will have the right to regulate the sale of gas at the well] 
head if it is in intrastate, because that is a State function, and I ques 


tion, Mayor Clark, whether or not the Federal Government could eve 


extend itself into that region. 
Regarding the gas that is produced and gathered to be sold in 
interstate commerce, if we passed the Fulbright amendment, don 


we revert back to the Supreme Court decision of 1924, which say 


t 
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that that can’t be controlled by the State, and therefore we will then 
have a complete hiatus of regulation insofar as this gas which is pro- 
duced and gathered and sold in interstate commerce ? 

Mr. Ciark. I would think so, sir. 

Senator Pasrorr. So we would have a phase of it that is absolutely 
without anybody ’s control because the Congress says that we won't 
control it on the part of the Federal Government. The States don’t 
control it, because the Supreme Court said it has no authority to do 
so, and it held so in 1924, and then we would have a complete hiatus 


to which the consumers of this country would be the victims. 

Mr. CLARK. The whole would have been e {Tec tively pune hed in the 
dike. 

Senator Scrorpret. Well, I might sav I am well aware of the 
position as taken by the Court. I am well aware of the position 


taken by the distributing companies when we came before the Con 
OTeSS and wanted to he freed from the regulatory measures and 
powers of the Federal Power Commission, and in view of the fact 
that in the first basic act, the Congress in its wisdom and judgment 
then said that the producers and gatherers were to be excluded from 
this act. Upon that State regulatory bodies relied, and many of the 
contractors and producers who contracted their gas to pipeline com- 
panies strictly as producers, now, and gatherers in the field, they 
relied upon that, and of course that is the reason why we are here in 
this type of proceeding to see what the congressional intent is now, 
as against the time when this first act was passed, with those words 
that I have indicated set forth in the act, delineated. 

Now, over this entire period of time, since the original passage of 
that act, the Natural Gas produced by the producers and sold, and 
as it has gone into the transmission lines, the field competitive price 
was established by competition. I think a lot of the witnesses before 
this committee have demonstrated that, and that price has remained 
relatively low, and it has not skyrocketed all out of proportion. 

Mr. Mayor, I would agree with you thoroughly if in surveying 
this field you would find that, say, the prices in Wichita, Kans., in 
my home town, the prices in Denver, Colo., the price in Oklahoma 
City and Tulsa, Fort Worth and San Antonio, Kansas City, St. Louis, 
and some of these other cities, were Compeeey beyond harmonizing 
with your prices that you purchase your gas from the field, let’s say, 
in your city of Phil: adelphia—it ahkiesately goes there. 

But, when I note that the city of Denver in 1953, or the beginning 
of 1954, was paying 7.5 cents per thousand cubic feet for gas, me is 
the field price, as against your price in that same year of about | bs 
and you say it is up now, with the latest figures, it does not ste 
to me to be the cause of too much alarm that some of the cities here 
in the East are being charged an outlandish figure on the part of 
producers of gas in the field. When we consider the long trans- 
portation haul of it, and that is what disturbs us in the producing 
areas, when we find there is a desire—maybe, Mr. Mayor, I was a 
little shaken up awhile ago when you said, if the prices of gas back 
in the producing areas, if they used a disproportionate amount, shall 
we say, in intrastate matters, and intrastate categories, or in the local 
areas, that maybe the Federal Power Commission would have to step 
in there. 





AMENDMENTS TO THE NATURAL GAS ACT 365 


L was shocked at that. 

Mr. Cuiark. Well, say, again I can say, I think we should cross that 
bridge when we come to it. 

Senator ScroEPreL. Well, we feel this way. 

In the face of what the historical price advances have been, since 
the inception of the Federal Gas Act, there is a considerable doubt 
in our minds that the alarm that is felt by a lot of you gentlemen here, 
is all out of ee to what the actual results would be. Look 
ng backward we see how we have developed this industry, adding 
millions of customers all ove the country, and in your great ( ity of 
Brother!) Love, there is a publication | take a little pride in, because 


I think a Kansas boy is the editor of it, the Saturday IK vening Post, 
| this parte bruarv: 

It is hard to believe that Congress will ignore the record of an industry which 
has increased its customers by the millions within a single decade, while keep 
ing the ultimate cost low during a period of inflationary prices What more 
ould ft l complished by Federal regulation of thi business is hard to ima he 
If some of us have a feeling that we ought to « hange this law, we do 
not star alone in it. 

Mr. Crark. I can only say, Senator, while I yield to no man in 
mv admiration for the Saturday Evening Post, it has never been 
NOTOrIONS as a protector of consumer interest 

Tr} nNeriod hic] hs , viewer! ye fairl and abl vac " 

{ eriod Which you have reviewed vel'y alriyw and avdly Wi One 
when natural gas was not in short supply, and when the producers 
were attempting to induce the pipeline companies, and the consumers 


1O take a product which they had very little other use for, al d | 
Think that situation drastically changes when vou make this Hnuve 
nvestment, first of the consumer interest, through the pipeline, right 
to the producer field, and then you proceed, having made that huge 
Investment to attempt to raise that price without Federal regulation, 
that is where I would in due deference, differ with you. 

Senator Scuorrren. Now, Mr. Mayor, on that very point, I hope 
the day will not come when we will have, within the relatively, short 
time, a drastic shortage of gas by reason of a lack of exploration and 
development. You are interested in sup ply for your city; we are 
interested in the production angle out there, and a cost differential 
coming back to producers that will justify the hazards of the busines 

The city of P hiladelphia and the State of Pennsylvania, could ill 
afford under our system of Government, to go out and say the Federal 


Power Commission should go into the production business of oil and 
gas, 

We ver want to get to that point, but the thing that I nae r, and 
I hope [I am wrong in it is this, that if you are interested in supply 


and lower reasonable prices, or reasonable prices as we go ta the 
road developing this great country and expanding, then there must 
be some incentive on the part of the producer to go out and get fields 
into production, run the hazards of the development. The history 
and records are replete with the losses sustained by those in private 
industry and on the private initiative and gambling side, if you 
please, looking to make a profit, hoping to make a strike and recoup 
and develop the business so they can make a legitimate profit out 
of it. 
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Mr. Crark. I qui e agree with you, Senator, if you will excuse 
me for interrupt ing, | rr ie fly, | vefore I lose the thought. 

{ would think that that incentive, which [ am most anxious to see 
continue, also would be largely in connection with the search for oil 
with respect to which there is no such regulation, and that in any event 
I suggest to you, sir, with all deference, that your argument makes 
the assum] when the Federal Power Commission is directed 
to fix prices which are just and reasonable, they will fix prices which 
will not give adequate inducement, and I see nothing to indicate that 
that would be the fact. 

Senator Scuorrret. Quite on the contrary, the Federal Power 
Commission, by its members, have indicated that they do not want 
this type of regulation. 

They are men that were skilled; they are men that were of good 
judgment. They were men that were designated by various Presi- 
dents, confirmed by the Senate, and it is rather compelling to me, if 
I may presume to be a bit argumentative, but it is something that I 
can’t ignore when men who have had the responsibility of members 
of the Federal Power Commission, come before the Congress and say, 

“We do not want this type of regulation, we do not think it is sound 
under the Phillips’ decision. 

Now, right or wrong, I know the law is as the Court finally spells 
it, but I can’t help believe if the producers, which under the Phillips’ 
decision, are made to place themselves in the category of a public 
utility, with all the utlondand harrassment, paper work, regulatory 
rules and regulations, there are thousands of men who are putting 
their money into development from an independent producer angle, 
who will say, “Well, rack up the tools, boys, I am not ready yet to be 
a public utility”. I think we are ultimately going to find that we 
are going to have a reduced gas supply for the future, unless this thing 
is clarified in some manner. 

I honestly and thoroughly am convinced of that. I hope I am not 
too far wrong. 

Mr. Crark. Senator, I certainly understand your argument, and 
believe me, I respect it, but I would have to say in honesty and due 
deference, that I don’t agree with it. 

Senator Scuorrren.. That is the way we started; we started on both 
ends of a pole. 

Senator Pasrorr. Mr. Mayor, do you know of any instance in your 
long experience of any public utility company that was regulated 
into bankruptcy either by any State public utility commission or by 
the Federal Power Commission ? 

Mr. Criark. No, sir; Iam happy to say I do not. 

Senator Danren. Mayor, you say that gas is in short supply. 

At what time do you fix the date, or approximately when do you 
feel that gas became in short supply 

Mr. Crarx. Well, Senator, again I don’t want to evade your ques- 
tion, but again I must say to you, sir, that I am not an economist in 
this field, I could not give vou the date. 

The statement is relative. I believe, and I am now speaking purely 
from memory, and on the basis of really superficial information, that 
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the year 1953, 1 think, was it not, was the first one in whieh the r 
serves TO nad there In) that vear did not continue to vo ihe \ I L¢ 
than the consumption, and I am asking vou Trankly, sir, To! 11oOl 


mation, because agaln | don’t |) irport to be ah ex ; 
senator DANIEI Have vou ever received adnv i forn wwion t it 1 


vel q esTion we have before iS now the question of ‘ederal 1 


1 i¢ (> produce ~ has had something LO ( 


Mir. Crark. Yes, sir: that suggestion has been made to me 
Aga 1} risa questiol ot iudoment, Senator, vic vou are certa 
. , 4 1° . } j } : 

far better qualihed tha I to answel that, because you come fT) 


is producing State. 


1 1 1 . : 2 
Chel ay pe a greater supply ol @as, especially for interstate 
1 ° ] 
merece he producers vere ot fearing regula oO}! isaut \ 
Mr. Crark. There is no question about that being a possibil 
| i 
: ; 8 ; 
vould nh Wwanttoaamilt t wasa probability. 
; ! . ' 
Senator Dante. Now. Mr. Chairman. I would like to od 
this point as a basi for my question, the sheet of LOU ! ented 
| 2 £3 | 
to t committee by Mr. Boatwright concerning the prices « 
| > ; 1 . ] 
Philadelphia. Pa.. both the fleur: ind the chart | O 
e! el ea part of the record at th pont 
aoe4 7 ‘ ; : 
=i Ate r Past RE. Without oblection. rissooraered., 
i table and chart referred to are as follows:) 
PHILADELPHIA, | 
S } ladelphia Gas Works Division of 1 d Ga In } ( 
Nupplie } Pray yitinental Gas Piz Line Cory md 7 a / / 
nis on ¢ D 
. 
19 
1 1 1, 623 { ) 
lied to PI 
‘ u u f 6. ¢ 
ural 
u | 
wate 
| pe ( i x 8 \ 
housand cub 
. ! 
- 
i 
i h (16.0 thot | 
jual 1 mill B 
‘ il Cust« 1 
: ly ser 
4 t | ( 
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PHILADELPHIA 
Comparative Prices of Natural Gas 
Paid to the Producer in the Field, Paid to the Pipeline 
Company and Received by the Local Distributor 
For 16 Mcf of Monthly Residential Uses 
Including House Heating 


19052 

(Source: Annual Reports to FPC; Rate Service, A.G.A.) 
Price received by 
distributing company $1.36 per Mcf 

Cost of distribution to 

Philadelphia customers, 100 

including higher cost cents 

supplemental manufactured 


gas 





Price received by interstate 


pipeline company $.36 per Mcf 


Cost of transportation to 
Philadelphia city gate 


Price paid to producers 


in the field 7S $.095 per Mcf 
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PHILADELPHIA GAS RATES STEADY IN TERMS OF HEATING VALUI 


Residents of Philadelphia have experienced little or no change in cost of gas 
for typical home use, when measured in terms of heating value, a survey covering 
prices from 1949 through 1954 revealed today. 

An increase in the price per thousand cubic feet last year, the first in many 
years, was merely a reflection of the improved heating value of the mixed gas 
when increasing quantities of natural gas became available. Heating value is 
measured in terms of British thermal units (B. t. u.). The mixed gas used in 


Philadelphia from 1949 through 19538 had a heat content of 550 B. t. pel 
cubie foot but was increased to 720 B. t. u. in 1954. By way of comparison, 
straight natural gas has a heat content of approximately 1,000 B. t. u. per cubic 
foot. 


Price to Philadelphia’s residential customers for estimated typical cooking 
water heating and house heating use was 71.6 cents a thousand cubic feet in 
1949 and remained stationary at 72.1 cents from 1950 through 19538. With the 
improved heating value of the gas in 1954 the price per thousand cubic feet rose 
to 97.2 cents a thousand cubic feet. This, the survey showed, was exactly tlie 
same price for 1954 as for 1949 in relation to heating value and was one-halt! 
cent lower than the price for equivalent heating value from 1950 through 1953 

Volume of gas supplied to the Philadelphia municipal gasworks more than 
doubled naan this period, rising from 15,214,623 thousand cubic feet in 1949 to 
34,418,912 in 1953. 

The survey was conducted under the supervision of Dr. John W. Boatwright, 
one of the Nation’s leading fuels economists. 


Senator Danret. Mayor Clark, these figures show that from the 
year 1949 through 1953—and I believe he said these were the only 
figures available at this time. 

“Mr. Cuarx. It think we have the 1954 figures, and some spot figures 
for 1955, and it has been my impression that they show rather signifi 
cant deviations over those which only go through 1953. 

Senator Daniet. Mr. Boatwright said they were the only ones 
available tohim. Have you introduced further figures ? 

Mr. Cuark. Mr. Frazer, our technical expert, will have those avail- 
able when he appears before the committee. 

Senator Danie. The figures we have here show that your supply 
of natural gas from 1949 to 1953, has almost doubled for consymers 
in your area. Is that about correct ? 

Mr. Crark. There has been a very large increase, Senator. 

Senator Dantet. Do you have anything to the contrary on that ? 

Mr. Crark. I don’t carry anything in my mind, which would dis 
pute you at all, Senator. 

Senator Dantex. These figures show that the increase in field prices 
from 1949, the average field prices of producers is from 6.6 cents to 
9.5, or an increase of 2.9 cents, during that period of time. 

Mr. Ciark. No, sir; 1 don’t think those figures are quite up to date. 

Senator Dante... I am just stating what these figures show, you 
understand. 

If you have later figures, it is all right. Iam just telling you what 
these show so as toask a question of you in just a moment. 

Mr. Crark. If I could interject for a moment, in our judgment, 
1954 was the critical year, the one which made us conclude that we 
should rather actively oppose this legislation. 

Senator Danier. Well, 1954 was a critical year also for the pro 
ducers, if I might say so, having been in the Phillips case as attorney 
general for my State. Even prior to that year I could tell you, sir, 
that it was critical for producers, too. 
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\I ( LARK, My 0] Ly point Was that ll seemed to me if we don’t 
e | 1954 figures we won't get far in the examination, though | 
{be glad to follow you. 
itor Daniet. We have here that the consumers, on the price to 
residential customers for typical cooking and water heating use, the 


consumers that I believe vou me itioned a moment ago, your 


e Was S1.75 to the consumer for the year 1950 through 1953. There 
crease that } rice to the consumers during those four years. 
Iv. Cuark. That is correct. 
Senator DANTE! Now, has there been an increase since then ? 


Vir. Ctark. No,sir:ias I said in my testimony in chief, we have been 


‘ it V¢ dh ‘t De, whi hy Is \ hy we are down here opposing 
C Ol 
| rv DANTE And there i oinereas n 542 
Mir. Crark. No 
™ DANIEI i we go0 To the price to thre residential cu 
yy) or typical ce cine, water heating, and nome heath go use of 
» 2, an 
eel \ ( nt if pl to vour consumers 4 
\Er. ( se ( e « hort tl g 
| my testimony in chief there had been no increases to con- 
Philadelphia, ex There have been no increases, whatever. 
| N I] . \V] il wanted to olnes into thi hi e of ques 
g ‘ry good tration of the misinformation 
put out on this matter to the public in general, and I 
you, or your city council, of doing it in bad faith. 
[ would certainly agree that you probably did it unintentionally. 
ir.C Ix Is that the resolution of the council ? 


Senator DANTEL. Yes. 

Mr. Crark. That was called to my attention when I testified before 
the House. 

Senator Dantex. If you will let me complete this? 

Mr. CLARK. Yes, fo ahead. 

Senator Dantet. The questions you have answered that there have 
been no increases to your consumers on their gas prices, and then what 
I am about to put in the record from the ity council to the contrary, 
ind a statement of yours to the contrary, simply illustrate, that how- 
ever inadvertently, some of you who have been opposing the legislation 
have given incorrect information. and misinformation concerning the 

ibject. 

I will read the resolution, Mr. Chairman, and offer it for the record, 
. resolution passed by the City Council of Philadelphia on the 17th 

f March 1955, and ask that it be made a part of the record. 

[ will read the pertinent paragraph. 

Senator Pasrorr. Without objection, it is so ordered, and we all 
take cognizance of the fact that it was St. Patrick’s Day. 

Senator Dante. Now, the resolution says, among other things: 

Whereas largely as a result of increases in the price of natural gas at the 
wellhead prior to the Phillips Decision, there has been a 30-percent increase in 
the price of natural gas to Philadelphia consumers. 

Now. Mayor, that statement is incorrect, is it not ? 

Mr. Crark. Yes. Senator, that is incorrect. 
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Senator DANTEL. However, that was the resolution of the City 
Council of Philadelphia sent out to other cities throughout the Na 
tion ¢ 

Mr. Crark. I beg pardon, Senator. Did you say the increase 
been to the consumer—it was not to the consumer, it was to the d 
tributor / 

Senator DANII L. | re ad the resolution. 

It Says, “the increase of 30 percent to the Philadelphia consume! 

Mr. CLARK. That was to the Philadelphia City Municipal (ra 
Works, not to the consumer. 

Senator Danien. Just a moment, sir, | am talking about the reso 
lution. 

Mr. Cuark. So am I. The resolution was incorrect, Senator 

Senator Danie. The resolution was incorrect. Was it mailed out 
to other citie throughout the land / 

Mr. Ciark. No, sir, it was not: because we caught it and stopped 


> 


Senator DANIEL. Now, then, Mavor. n the Ph ladelphia bullet 


of April 7, 1955, there is a statement concerning your telegram signed 
DY Mayor Wa inner, ot New York, and Mayor Lawrence, of Pitt 
i urgh, to the other mayors over the country, in which you make t 
statement, or at cd the newspapel quotes you to tl effect, 
Philadelphi he the price has climbed from o> cents pel thousand 1) 
feet in 1950 to 389 cents in 1955, and tt particular statement; * | 
has cost Philadelphia consumers S1L.500,000,” 

Now, | believe you quite readily told the House committee t itt ul 
tatement Was in error. 

Mr. Crark. That is right. sir: nor did I make it 

Senator Daniet. You dik fa not / 

Mr. Crark. No, sir: and the initial statement I madi nied 


record with the House. 

As | said ape the House. it comes with bad grace Tor anvooad 

public hfe if local newspapers are misquoting them, and I put tl 
newspaper comment and what I said on the record be fore the El lls 

Senator Daniet. Then to this date the consumers of Philad Ip ei 
have not had any increase in the rate that they must pay for ga 

Mr. Crark. That is right, sir; and I made that very clear many 
minutes ago. 

Senator Dantet. I want to make it doubly clear, sir, so we can 
correct the impression that might have been left both to the people 
of Philadelphia, and to other peop ‘le over the country, because thes 
state a of course, are picked up and quoted. 

Mr. Ciark. I can assure you, sir, the consumers of Philadelphia are 
very conscious of their gas bills, and had there been an increase they 
would be the first to know it. 

Senator Dante... Does it not appear to you that the experience that 
you have actually had, without regulation of producers during these 
past 5 years, is at least worth something as to whether or not your 
consumers are going to have to pay more on their gas bill ? 

Mr. Ciark. Of course it is worth something, Senator, I quite agree 
with you. 

Senator Dantet. In other words, we have 5 years of history with 
unregulated prices on producers, and the consumers of your city have 
not had to pay an extra cent on their gas bills. 


63057—h55 25 
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mr. Criark. All [ can say on that is I think it is my obligation as 
a pub slice servant to look ahe: ad, not backward. 

When we look ahead, we are gravely concerned about the suggestion 
that the Congress of the United States would by legislation, repeal the 
decision of the Supreme Court of the U nited States and place the 
consumers at the mercy of the courts. 

Senator Danrev. But during the years, the 5 years when you have 
had a reasonable price of gas to the consumers, you have not had an 
increase. You have had 5 years ot experience under what was thought 
to be the law. by the Federal Power (¢ OMISSION, before the supreme 
Court decision. 

Now, I haven't had any experience, you might say, under the present 
decision. 


Mr. Ciark. But, in due deference, I must point cut again, I testi- 
fied ste price to the di Se had gone up almost 30 per- 
saiat Maen OO inks te O0aente a M.c. f.. and it was only Ly ess atielent. 


if I may so say, without patting ourselves on the bac k, management 
and utilization of most efficient procedures, we were able to not pass 
th: at increase on to consumers. 


Senator DanieLt. You are coming to my next point. The increase 
of the price of the interstate pipeline which increased 9 cents. That 
WAS a reoulated price by the Federal Power Commission. 

Mr. Crark. No, it is not. IT am sure you know that the Federal 
Power Commission 1s con npel led to pern it an inerease to the extent the 
producer Increases his price to t| » pipe line, and that was 6 to 9 cents. 


Senator Danien. That is what ] want to get at. The Federal Power 
(Commission pel mitted an increase much oreater than the increase that 
was paid to the producers in the field. 

That pl ice increase that you have complal ned about, from 30 cents 
to 39 cents ts the price that the interstate line was pe rmitted | Vv the 
Federal Power (Commission to charge your distr ibut Ing company. 

Mr Cruark. Right. 

Senator DANIet. _ it was under regulation, was it not / 

Mr. Crark. Yes, sir; with the exception which I have just indi 
eated. 

Senator Daniev. Well, then, that 1s an increase of nine 

Mr. Ctark. It isan increase of about 30 percent. 

Senator Danieu. It is an increase of 9 cents or a little over, accord- 
ing to your statement. 

Now, the increase during that period of time to the producers in 
the field, according to my figures up to 1953, is only 2.9 cents per 
thousand cubic feet, and now let’s take your figures, assuming that 
you can show they are accurate—I believe you say it is now 10 cents ¢ 

Mr. Crank. I say out of that 9-cent increase, 6 cents was due to the 
increase in field price to our particular pipeline suppliers, and Mr. 
Frazer will support that when he gets on the stand. 

Senator Danie... Taking the question, and only the question I asked 
you, you said the field price was up to 10 cents by 1954. 

Mr. Ciark. 1954, that is the average field price, sir. 

Senator Daniev. The average field price in these figures is 9.5? 

Mr. Ciark. Mr Frazer tells me it is 183 cents to Philadelphia. 

Senator Dantev. The average ’ 





AMENDMENTS TO THE NATURAL GAS ACT Dé 


Mr. Crank. To Philadelphia. You will have an opport 
course, to examine him, sir. 

Senator Dante... All right, | believe I will stay with the | 
are before me and in the record now, because, afte) all. LT would rat ! 
Mr Krazer pul his fioures in) and then we will ask him anoout the 
r this period of time that we have asked bout, ve 


Durin 
2? Y cents Increase from 1949 through 1953, so therefore, t 
field price did not account for your 9-cent Increase in pi 
permitted by the Federal Power Commission to the Intersta toy 
line Co.. did it / 

Mr. Chark. Senator, if your facts are right, your conclusior 


sist ible. 


Senator DANIEL. Now, Mavor, were these statements that 
advertently made as to an increase in consumer prices In Philadelp 
either yours or the comell’s statements, matled out to any oO 
mavors over the country 4 

\fy CLARK. I don't thin Kk they were, Senator, beeaus » rat] rs 
in the day, we caught the inaccuracy, and I am pretty ( 
hot 

Senator DanieL. Do you have a copy of your telegram, or any other 
communications that you ent toth » jt rvors / 

Mr. Crark. I don’t have them here. Senator. Perhaj Wwe ¢ na 
them for you. 

Senator DANIEL. Would you ha en) \ obiec o to « r) f 
fo e record so we can | vin it for t nt tot 


Mr. Ciark. I would be happy to, Senator 

Senator Danrenr. Mr. Chairman, I will ask that the telegram o1 
other messages mailed to these mayors, he made a part of the recor 
when they are furnished. 

Mr. Cuark. I will be glad to supply them, Senator. 

Senator Pastore. With that understanding, it is so ordered 


-_% 


Philadelphia, Pe June 21,19 
Hon. WARREN G. MAGNUSON 
Chairman, Interstate and Foreign Commerce Committee 
United States Senate, Washington, LD. ¢ 


DEAR SENATOR MAGNUSON: As requested in your telegram of this date, I 
setting forth below the language of the telegram which was sent out | 
office on April 6 to the mayors of cities of over 100,000 population in t nit 
gas consuming areas throughout the United States 

“Regarding proposed legislation to exempt natural-gas producers from Fe 
price regulation greatly concerned that urban consumer interests are not be 
sufficiently weighed and represented, 

“We therefore ask your support in forming mayor's committes 
passage by Congress of H. R. 4560 and similar exemption bills 
‘Time being short, would appreciate early reply to following quest 

“1. Will you participate? 

“2. Would you join in testifying against H, R. 4560 or authorize the e] 
signed, as steering committee, to arrange testimony and approp 





releases? 

“3. Would you attend informal meeting of interested mayors in Washinet 
2p.m., April 16, to plan further action? 

“Please reply to Mayor Clark, Philadelphia.” 

Please accept my apologies for the delay in getting this to vou I ar eT 
sorry if it has caused any difficulty in the printing of the Senate hearings o1 
this subject. 
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Phe ourtesies whit ou extended to the members of the muavors’ committee 

of these hearings are dee piv appreciated: and there was a general 

Peli among our membership that the hearings presented a very helpful 
) nity to cor der the full effects of the proposed legislatior 

Viease let ‘ be « help te ou in supplying ay further 

i or 
i I we, OS i? ) 
Senator DANIEL. Now, Mavo1 do you have a citv or State tax, 


such as the sales tax on the bills that your consumers pay for gas? 
Mr. Ciark. No, sir 

Senator DanteL. Do you havea sales tax in Pennsylvania? 

Mr. OT \RK, We have al pers ent sales tax on commodities which IS, 


i hope, eXpIring I a colple of months. lt has heen the subject of 
ome political controversy. 
Senator Danie.. There is no sales tax of any kind, then ? 


Mr. Crark. No, sir. 
Senator Dante. You are acquainted with the sales tax in New 
York? 


Mr. CLARK. | know they have one, Senator. | have no doubt they 


ive one, but [ dol { know ot my own knowledge, Senator. 
Senator Danie... Would you be surprised to know the city of New 
York collects from its own consumers its sales tax, according to the 


figures I have before me, and I can’t verify them, but I hope to be 


ible to do so wher the New Y ork witnesses come on, that New York 
aS a Sales tax on its consumers’ gas bills which amounts to as much 
as the producers’ p! ice in the field for gas? 

Mr. Cuark. Well, l am a little startled. It has been my experience, 
nator, in the end, the consumer always pays. 

Senator Dante. The figures that I have here show that the average 
price paid by the consumer in New York City for gas, natural and 
irtificial, mixed, is $2.42 per thousand cubic feet, and the sales tax of 
> percent on that would be 7.26 cents per thousand cubic feet, and the 
iverage price the prod icer receives in the field for gas voing to New 
York is only 1.8 percent, 

Now, Mayor, there are such things as these that will not apply to 
your city, of course, but such things as these taxes levied by the cities 
which have joined with you in this protest, and the steel that goes 
into the pipelines, and all, that have as much to do with the price the 
consumer pays, or more, than the field price that the producer gets 
for natural gas. Do you agree to that? 

Mr. Cuark. I would have to admit, Senator, that the field price is 
a relatively small amount of the total price paid by the consumer. 
[ think we went into that rather fully a moment ago. 

Senator DAnteL. You will agree that the steel purchased and put in 
these interstate lines, the steel put in our distributing lines, amounts 
to a great percentage of the cost that the consumer finally has to pay 
for the gas, is that not so? 

Mr. Criark. I am sure it must. 

Senator Danie.. Do you advocate regulation of the price to be paid 
for steel ? 

Mr. Cuarx. No, sir, I do not, and I see no inconsistency. 

Senator Dante... You stated a moment ago that milk is controlled. 
[sn’t that a case where the producers get together and vote for a milk 
producing district where the price is controlled by themselves ? 


} 


Se 
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Mr. Crark. We have two types of regulation, regulation of price 
to the farmer, which the farmer gets from the distributing company, 
and we also have regulation of the price at which the distributor sel] 
his milk to the final consumer. It is a pretty heavily regulated 
industry. 

Senator Danien. That is put into effect in local districts by votes of 
the producers of milk. 

Mr. Cuark. Well. that plays a@ part in the process. Of course, we 
are a Federal milk district under the AAA Act, and we also have a 
State regulatory system, and so to some extent they overlap, but has 
been worked out on the whole pretty well, I think. 

Senator DANIEL. It is on the vote of the producers, isn’t that corre 

Mr. Crark. I am not sure I understand the implication, In thi 
end, the price is determined by the regulatory body. A vote of the 
producers is an important part of the process by which the price 
determined. 

Senator Danie. They agree to submit their production to regula 
tion, and if the majority votes to do that, they go into that system 
that is set up by the Federal law, and I assume that they have some 
say in your State laws ¢ 

Anyway, in the Federal system, the vote is submitted to the pro 
ducers, and they form themselves into it district and agree to be reg 
ulated, isn’t that correct 4 

Mr. Cuark. I don’t think it is entirely correct, Senator, I didn't 
come down here briefed on it, but it is certainly my recollection that 
the regulation of milk both at the consumer end and at the farmer 


+ % 


or producer end is something w hich is Imposed by both State and Fed 
eral regulation. J agree the referenda are taken frequently with 


respect to the producers, but there is certainly no referenda with 
respect to the ultimate consumer, Tle pays for lis milk what the reg 
ulatory body tells him and the distributor must charge. 

Senator Danten. Isn’t it correct that even though there have been 
small increases in the price to the producers of gas, that actuallV the 
increases are not as great as the inereases in other commodities? In 
other words, you agree that the increases up through at least 1953 
have not kept pace with the inflation of the dollar. 

Mr. CriarKk. I think one would have to agree with that. That, how 
ever, seems to be no argument as to why the Federal Power Commis 
sion shouldn’t continue the jurisdiction which the Supreme Court has 
said it has had. 

Senator Dantet. It was not, of course, exercising Jurisdiction during 
the years I have asked you about. 

Mr. Cuark. During those years it wasn’t exercising jurisdiction, but 
there was a good deal of controversy going on in legal circles as to 
whether it should or not, and hence, the legislation. 

Senator Dante. I appreciate your appearance, Mayor, and I just 
want to say to you that I think your city furnishes a wonderful ex 
ample of what the free competitive system among field producers has 
been able to do for the consumers of a city. With this increase in vol 
ume in your lines, even though there has been a slight increase in the 
prices in the field, and in the interstate pipeline costs, the increase in 
volume has made it possible for you to keep the price the same. You 
haven’t raised the price, and I think it is a perfect example of what has 
happened without regulation of the producers. 
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Now, you think things will be kept that way better by having regu- 
lation. We think otherwise. Frankly, I think that you are inad- 
vertently ap pearing against the best interests of Philadelphia, because 
| happen to know that there are many producers of gas in the gas pro- 
ducing areas that just slin ply can't afford. the Vy do not think the ‘Vy can, 
and I don’t blame them, to = regulated as utilities. There fore. they 


are going to try to find their ‘astate markets and get industries from 
your State, or new industri + hdl beth pebducioas States. I want 
you to know that there is not any threat from them or any of us, i Is 


just nothing but reasonable that if they can find the intrastate market 
they are eOll a todo it. 


That is why I say I think in the long run, Philadelphia will not 


profit by this, but your supp ly — decreased, and therefore, your 
price will go up m uch higher than it wg | otherwise. 

Mr. Crark. May IT assure you as a Philadelphia lawyer, I shall cer- 
tainly give carefi | interest to what vou have tos yasa Texas lawyer, 
be Ww e | now vou ki W VOU! busit eSS, 

Senator Danren. Thank you verv much, sir. 

Senator Pas ater Senator Potter? 


Senat l P ul rte] 4 


Senator Purren.. Intl questior of a 50-percent increase, actually, 
t | ere was a 50) perce T ine rease in t] eP cost tothe « is company in Phila 
lelphia, was there not ? 


Mr. Crark. Yes, sir. 

Senatol Purrei.. If you had elected to pass that onto the consumer, 

would be the normal thine. the consumer VW ould have paid more for 
his gas. would he not ? 

Mr. Ciark. Hecertainly would hav 
Senator Purrens. It wasn’t what h: ippened in the field, or in ~ 

ipelines. it was what your company, municipally owned, decided t 
do with regard to the rate, is that correct ? 

Mr. Crark. Correct, sir. 

Senator Purrer.. May T ask another question. 

First, your statement here indicates that the member of the com- 
mittee Pe pen ne the bi ll covers ce ities from 21 States. 

Mr. Ciark. Yes, sir 

= ele Purreti. Can you give me some rough approximate figure 
as to the number of people represente d by these mayors? 

It looks to me i ke 35 or 10 million people. 

Mr. Crark. We preferred to use a more conservative figure of 30 
million, Senator. 

Senator Purrety. I tried to estimate it roughly, but I am not sure 
of the popul: ition of some of these cities, so you are in effect represent- 
ing the views of the elected representatives of at least 30 million people. 

Mr. Ciark. That is our position. T wouldn't contend we don’t have 
disagreement. 

Senator Purretn. But the elected representatives of at least 30 mil- 
lion people. 

Mr. CrarK. Yes, sir. 

Senator Purreri. Do you use manufactured gas in your plant? 

Mr. Crark. Primarily natural gas, but we mix it to some extent, and 
for peak load purposes we have to use manufactured gas, but not very 
much. 





ore 
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Senator Purrentt. You have more than one pipeline coming into 
Philadelphia ¢ 

Mr. Crarkx. We have two. 

Senator Purretn. Many cities, however, have only one pipeline com 
ing In. 

Mr. Cuark. Correct. 

Senator Purreiit. If there was an increase in natural gas price 
at the well, regardless of what it might be unregulated, you would 
have to pay it if you wanted to give your people gas ¢ 

Mr. Ciark. Wearestuck with it. 

Senator Purrett. You haven't facilities to manufacture at the rate 
you “ gem | putting out / 


Mr. Cuark. That is right. 

Senator Purrein. If there is no regulation, you would have to pay 
the price or manufacture gas ¢ 

Mr. Chark. It would be difficult to put out manufactured gas at 
this time 

Senator Purrent. You would have to pay that price or discontinue 
serving your peop Je, and since you have no other recourse but to buy 
the gas from, in your case, 2 pipelines, in many cases, 1 pipeline, 
there is a distinct monopoly in the selling of gas in those areas m 


which there is only J pipeline ; is that correct ¢ 

Mr. Ciark. Yes, sir. 

Senator Purrett. Thank you. 

Senator Pasrore. As a matter of fact, I think in your statement 
you state a figure on an average of $1,000 per user for reconverting / 

Mr. Crark. That is for the user who heats as well as cooks 

Senator Purrety. May I make one observation / 

The Chairman asked you, Mr. Mayor, if you knew of any public 
utility that had gone into bankruptey because of regulation. On 
the contrary, is it not true that the regulation, itself, assures efficiently 
run ae utilities a profit / 

Mr. Crark. That has certainly been our experience in Philadel- 
phia, particularly with our transit company. 

Senator Monronry. Have you heard of a publie utility a 
assumed to be a gas producing well? We are entering into somethi 
new with a public utility that can march in with a corps of eaten 
and experts to demand, show proof and cause where he has got to 
have a better return on his investment, which certainly would not 
exist in the average of 8,000 gas producers. 

Mr. Crark. I wouldn’t be concerned about the ability of the pro- 
ducers to protect themselves, Senator. 

Senator Monroney. I think there has been a strong showing here 
that considering other extractive industries, I think the gas business 
is about as diversified as almost any of the others, as shown by Mr. 
Boatwright’s testimony. 

Mr. Crark. I think the facts are all in the record, and again it is 
a question of judgment. 

Senator Monroney. There is no use arguing about them, but it 
does concern us when we bandy about, and I know how people get 
excited, that there has been a 30- or 50- percent increase in the. con- 
sumer’s gas bill. Certainly, a 30-percent increase in the 36 cents 
that you pay at the gate is a lot different from the 30-percent increase 


or 
i. 
or 
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over $1.36 that you charge. I think it amounts to a vast difference, 
% cents and 40 cents: that is not passed on in the same percentage. 
If you passed the whole darn thing on, it would only be 9 cents, would 
it not 4 

Mr. Crark. Senator, within broad fields, depending on which side 
of the fence we are on, we can make these figures dance to whatever 
tune we want. 

Senator Monroney. The ve int thing is how many cents per 
oe His vas has jumped a goes into interstate commerce. 

Mr. Ciark. That is your point of view. I would think how many 
millions of dollars the consumers in Philadelphia have to pay. 

Senator Monronery. That is where we get in trouble. We take a 30 
percent increase in the well price, and add that 30 percent to the bill 
the consumers pay, and it has no relationship. 

Mr. Crark. We have converted the increase in the field price which 
has resulted in an increase to our distributor. 

Again, I say, Senator, I do think it isn’t very profitable. Iam happy 
te answer any of vour questions, sir 

Senator Monroney. Do I understand you to say you made 5 mil- 
lion, or turned back to the city 5 million in revenue from your com- 
pany ¢ 

Mr. Ciark. $5,200,000 a vear, sir. 

Senator Monroney. Has that been a steady return to the company, 
above and beyond expenses ? 

Mr. Ciark. When | was city controller back in 1950, we negotiated 
a new contract with the operating company, and we figured at that 
time that a 5.2-percent return on our $100 million investment would 
be about right. I admit it is a little on the high side, but the city wasn't 
in very good financial condition. 

Senator Monronry. Now, what has happened to the artificial-gas- 
producing facilities? Are those still carried on the books in that 
S100 million 4 

Mr. Crark. Would you mind if I leave that for Mr. Frazer to 
testify upon / 

Senator Monroney. You have 100 cents in the cost of distribution 
from the city gas to the burner tip, assuming $1.36 a thousand rate. 
In Pittsburgh, on the other side of the State, perhaps because they use 
natural gas, they show a distribution cost 35.8 cents. Now. I was 
wondering if that is because of a natural gas system in Pittsburgh, 
why they are able to distribute it at far less than half what it costs 
to distribute it in Philadelphia ¢ 

Mr. Crark. Senator, I am ashamed to say I can’t tell you that. I 
know that we stand up pretty well as compared to some cities such as 
New York, and I believe even with respect to Providence. Whether 
Pittsburgh is doing a better job than we, I am in no position to tell 
you, but I think Mr. Frazer could when he gets on the stand. 

Senator Monroney. There would be a ditlerence in the distribution 
costs if the two cities were alike, and then you would be able to reduce 
the cost to the consumers by some 60 cents a thousand, which ee be 
about six times what you are paying there now for your ga 

Mr. Ciark. We are pretty proud. I think we stack up saethe well, 
maybe not with Pittsburgh, but with most of the large cities in the 
country. 
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Senator Porrer. Mr. Mavor, are vou familiar with the Panhandl 
decision / ; 

Mr. Crark. No, Senator Potter. I am sorry, I am not. 

Senator Porrer. It is my understanding that the Panhandle deci 
sion rendered by the power commission permitted pipeline and also 
producers to receive the field value for their Was, rather than as a cost 
item. in other words, it became a commodity. 

Many of our pipelines are producers, and also they buy from other 
producers. Asa result of that decision, would there be any incentive 
for pipelines to drive down, or to keep the price lown of the natural] 
gas, when by the same token, they would be driving down the pric¢ 
of their own gas? 

Mr. CLARK. | wouldn't think so, Sehator. It doesnt seem like 
human nature. 

Senator Pasrorr. Are there any further questions ? 

Chat is all, Mayor. 

We appreciate very much your coming here, and whether we avree 
or disagree with you, we hope your impression of us is as good as 
our Impression of you. 

We are voing to meet at 2 o'clock, this afternoon. 

I have a statement here that has been submitted to this committe 
by Senator Long of Louisiana. It is a statement by Robert F 
Kennon, Governor of Louisiana, in support of S. 1853. 

I suggest that it be placed in the record along with the proponents’ 
testimony, and before the testimony oiven by Mayor Clark. 

Senator Monroney. Mr. Chairman, I would like to have inserted 
in the record, a letter from the mayor of the city of Tulsa to M1 
Clark declining to participate in the mayor’s movement. 

Senator Pastore. Without objection, it is so ordered. 


May 16, 1955 
Hon. Joserpn S. CLarKk, Jr., 
Vayor of Philadelphia, 
City Hall, Philadelphia, Pa 


My Drar Mayor CLarkK: This is in further response to your invitatioN to me 
to join in the Mayor’s committee instituted by yourself, Mayor Lawrence of 
Pittsburgh, and Mayor Wagner of New York, to oppose legislation now pend 
ing in the Congress to clarify the Natural Gas Act of 1938, so as to exempt 
local production and gathering of natural gas from Federal controls 

I reiterate my position that I regard such controls to be not only an infringe 
ment of States’ rights which would conflict with and destroy cil and gas con 
servation programs of all our producing States, but also wholly inconsistent 
with the public interest and with our American free enterprise system 

For the record, I want to say that I neither own nor have an interest in 
natural gas production. My interest is as mayor of a growing municipailty 
whose residents aredependent virtually 100 percent on natural gas as a fuel 
Anything which would discourage the continuous drilling for and development 
of natural gas is a threat not onlyto the consumers of Philadelphia, but to 
Tulsa. Controls over the natural gas producer would unquestionably discourage 
the search for, and reduce the supply of, gas 

In Tulsa, natural gas is a bargain. Our people use natural gas for cooking, 
heating, hot-water heating, and refrigeration For this service, the average 
Tulsa family paid last year, I am informed, a total of $61.33. T know of no 
other commodity which provides more comfort and convenience for a full year, 
for so little. 

Claims have been made that northeastern area gas consumers have been faced 
with “continuous” gas rate increases. This may be true; I do not know Hlow 
ever, by contrast, I would point out that in Tulsa there have been only five 
natural-gas consumer rate adjustments since the year 1925, and three of these 
have been downward. 
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It is therefore obvious that if consumers of other areas have been “harassed” 
by rate increases, the nominal producer price is not the cause. Tulsa is served 
from the same producing areas as many northeastern municipalities. Our 
advantage is being close to supply. I question whether more men, sitting in 
Washington, could juggle the natural economic laws so as to remove the disparity 
in price in all sections of our countrys 

I can only conclude that if natural gas rates are unreasonable in Philadel 
phia, or New York, or Boston, the cause lies in the cost of transportation and 
distribution from our great Southwest to such distant points. By any accepted 
standard natural gas produced in the Southwest, at the well, is today the cheapest 
fuel at the source of production—on a heat value basis—in the entire world 

i am profoundly disturbed by the growing misunderstanding of facts which 


to me seem obvious in this matter 1 feel that Someone in the business of pro 
moting centralized bureaucracy in our beloved country must be working over 
me to have planted so many seeds of mistrust against a basic American industry 
Which is composed of erage Americans, einploys average Americans, and has 
so well served average Americans 

Ilistorically, our country has established so-called “rate controls,” as con 
umer protection, only in instances involving utility or monopoly-franchise 
operations Natural-gus-producil activities can by no yardstick be classified 
as a utility function. In Oklahoma, hundreds of producers compete as gas pro 
ducers in single fields, and sell their gas competitively to willing buyers at fair 
prices The facts do not support your contention that “a small group of oil 
companies” control natural gas production 

fo give small, individual natural gas producers the status of Federal public 
utilities would be setting a dangerous precedent in America If we do this in 


1955—in 1956 it will be oil, then coal, then lumber, and cattle, and wheat To 
lay the withering hand of Federal control on local commodity production is 


the first step toward State socialism. To me, this would violate all concepts 
of our free competitive system which has made our economy the most dynamic 
and productive in the history of mankind 

The natural-gas producer has never been controlled. When Congress wrote 
the Natural Gas Act, it specified that he would be exempt from Federal regula 

) In 17 years operating freely under the act, natural-gas producers con 
tinuously found and made available increasing supplies of natural gas. When 

ipply of any commodity is adequate, the consumer is protected. When shortage 
eecurs, as it always does under OPA treat ent, the consumer becomes the victim 


Natural gas prices at the well were not even controlled in wartime. The 
thinking American needs but reflect on what happened to prices and avail 


b i oF comimoiditie hich had controlled p es at the point of production, 
under OPA, to revolt at the thought of that type of treatment of any material, 
service, or commodity Meat is a case in point. Under OPA, meat became prac- 


tically nonexistent, and our people could hardly afford the little that was avail 
able “under the counter.” 


Iam sure the American housewife does not want to be deprived of natural gas 


Evidence already presented in hearings before the House Interstate and For 
eign Commerce Committee, which is considering the Harris amendment to re 
store natural gas production to a competitive position in our economy, has fully 
acquitted the gas producer of any unfair treatment of consumers. 

For example, it was brought out that natural gas sold in New York at $2.42 
per thousand cubic feet was purchased from Southwestern producers for 8 cents 
per thousand cubic feet. Thus, the producer received only 3 cents of each dol- 
lar paid by the average New York eonsumer of natural gas. Is this a situation 
which demands OPA treatment? 

If the price of $2.42 in New York is too high, this conclusively illustrates to me 
that either (1) New York utility regulatory authorities have not adequately 
safeguarded consumer interests, or (2) it is not economically practical to trans 
port and distribute natural gas to such distant points. In either case, I fail to 
see how any fair American could seek to penalize the producers of gas with crip- 


e NE f short rhted and unneeded control me 


- j 


pling bureaucratic controls 

I am informed that a cabinet-level committee appointed by President Eisen 
hower has fully studied the natural-gas problem and has recommended that local 
production of gas be excluded from Federal regulation. Furthermore, the Chair- 
man of the Federal Power Commission, which agency would have the job of “‘con- 
trolling” gas production, testified before Congress that legislation exempting 
gas production from controls should have the approval of Congress. 
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The FPC Chairman spoke, in his testimony, for four of the five members of the 
Commission. These Commissioners supported corrective legislation to exempt 
gas producers from regulation, according to the Chairman’s statement, because 

* * * We firmly believe that such legislation will, in the long run, result in 
the greatest good to the largest number of people in this country.” 

I believe the FPC Chairman was upholding a principle. His testimony ¢ 
pressed the position of public servants whose experience has been in the field of 
regulating the natural gas industry. I can only concur in what these publi 
officials have said. 

I reaffirm that my position in this matter is dictated only by my belief in « 
competitive system. I have no confidence in “controlism,”’ when it is so utterly 
and obviously unnecessary as in this instance 





I wish to make one other point It is the “little fellows” who fit si 
ised in Philadelphia, and throughout our Nation. Smali, independe 
taking producers have found tore than 75 percent of the oil and gas deve ed 
in America. In our southwestern press, many of these men have } 
notice that they will not commit newly discovered inters ‘ ‘ ( 
the Natural is Act is clarified so as to reaffirm original inte t 
gas production from Federal control If such a situation hould deve Phi 
adelphia consumers cannot escape paying more money for le 
supplies dwindle, the pipeline companies and distribut { I 
fixed percentage of return on investment When they are accorded ( ime 
percentage of return on a smaller volume of gas, only the consumer \ I 
the bill , 

It is my hope that you, and others in resp. ble posi ns of public 









not be persuaded to continue fighting to make the gas producet f 
bureaucracy. Because of my strong conviction that the producers, the co er 
and America will all be the losers. I am taking the liberty of sendi: I 
to all of those mayors who have expressed their intent to support « e 
natural gas industry in the Congress 
You have my apologies for the length of this letter. However, I fe ength 
] justified by the importance of the si biect 
With every confidence in your judgment in this most import t issue } 
Very truly yours, 
L. ©. CLAI 
Mayor, Cit ilsa 
Senator PASTORE. We will recess until 2 o’eclock, this aftern: »] 
(Whereupon, at 12:17 oclo Ik Ds. Tikes: , Ommittee acy rie oO 
reconvene at 2 p. m. ) 
CIry TULSA . 
Orri M 
Mau 
Senator WARREN G. MAGNUSON 
Chairman, Interstate a l Foreign Commerce Ce niittes 
Nenate Office Building, Washinaton. D. ¢ 
Deak SENATOR MAGNUSON: On April 19, 1955, IT was invited | \ 
Clark, Jr., of Philadelphia, to join the so-called “Mayors’ Committee To 
H. R. 4560 and Other Exemption Bills.” I wired Mayor Clark that I 
participate in the activities of this committe and briefly stated 
ting H. R. 4560, or any similar measure, which would exempt 
from FPC regulation 
On April 20, I again received a letter from Mayor Clark in which he « 
regret that I would not join his committee's activities, which he ter 
“essential move to protect the consumers” and the bliec interest 
Because it appeared obvious to me that a great deal of distorted inf 
was being planted with our mayors, and other municipal officers, concert the 
natural gas problem, I then wrote Mayor Clark a detailed anal f 
tion in the matter I sent copies of this letter to all mavors I ifve ! 
than 100,000 population. I am attaching a copy of this letter for y ! forma 
tion 
I have since noticed that Mayor Joseph Clark anpeared before 
tee opposing corrective legislation which would reaffirm the intent of ¢ ix 
and restore the gas producers’ historic competitive freedor Mavor J } 


Clark, according to press accounts of his testimony, stated that he was 
for mayors representing 30 million Americans 
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Mayor Joseph Clark’s estimate of the support for his position may be accurate, 
but it is certainly not reflected in replies which I have received from mayors 
of many large municipalities who wrote in response to my letter For the 
information of your committee, I am attaching photostats of letters I have 
received from some of these mayors 

It is significant to me that although my letter went to 93 mayors of cities of 
more than 100,000 population, I have not received a single letter which disagreed 
with my position in support of the Harris or Fulbright bills 

I reaffirm to your committee my sincere belief that only through competitive 
ind economic freedom can the nautral gas producing industry continue to pro 
vide Americans with growing gas supplies at reasonable prices 

I hope the attached information will be helpful to your committee in arriving 
at an early and proper decision as to corrective legislation which will assure 
this freedom to this vital industry 

Most sincerely 
L. C. CLARK, Vayor, City of Tulsa 


Crry oF Tusa, OKLA., 
OFFICE OF THE MAYOR, 
Vay 16, 1956. 
Hion. JOSepH S. CLARK, Jr 
Mayor of Philadelphia, Philadelphia, Pa 

My Drar Mayor CLARK: This is in further response to your invitation to me 

join in the mayor's committee instituted by vourself. Mayor Lawrence of 
Pittsburgh, and Mayor Wagner of New York, to oppose legislation now pending 
in the Congress to clarify the Natural Gas Act of 1938 so as to exempt local 
production and gathering of natural gas from Federal controls 

I reiterate my position that I regard such controls to be not only an infringe 
ment of States’ rights which would conflict with and destroy oil and gas conser 
vation programs of all our producing States, but also wholly inconsistent with 
the public interest and with our American free enterprise system 

For the record, I want to say that I neither own nor have an interest in 
natural gas production. My interest is as mayor of a growing municipality 
whose residents are dependent virtually 100 percent on natural gas as a fuel 
Anything which would discourage the continuous drilling for and development 
of natural gas is a threat not only to the consumers of Philadelphia, but to 
Tulsa. Controls over the natural gas producer would unquestionably discourage 
the search for, and reduce the supply, of gas 

In Tulsa, natural gas is a bargain. Our people use natural gas for cooking, 
heating, hot-water heating, and refrigeration. For this service, the average 
Tulsa family paid last year, I am informed, a total of $61.38. I know of no 
other commodity which provides more comfort and convenience for a full year, 
for so little 

Claims have been made that northeastern area gas consumers have bee 
faced with “continuous” gas rate increases. This may be true; I do not know 
However, by contrast, I would point out that in Tulsa there have been only 
five natural gas consumer rate adjustments since the year 19238, and three of 
these have been downward 

It is therefore obvious that if consumers of other areas have been “harassed” 
by rate increases, the nominal producer price is not the cause. Tulsa is served 
from the same producing areas as many northeastern municipalities. Our 
advantage is being close to supply I question whether mere men, sitting in 
Washington, could juggle the fiatural economic laws so as to remove the dis 
parity in price in all sections of our country 

{ can only conclude that if natural gas rates are unreasonable in Philadel 
phia, or New York, or Boston, the cause lies in the cost of transportation and 
distribution from our great Southwest to such distant points. By any accepted 
standard, natural gas produced in the Southwest, at the well, is today the 
cheapest fuel at the source of production—on a heat value basis—in the entire 
world 

I am profoundly disturbed by the growing misunderstanding of facts which 
to me seem obvious in this matter. I feel that someone in the business of 
promoting centralized bureaucracy in our beloved country must be working 
overtime to have planted so many seeds of mistrust against a basic American 
industry which is composed of average Americans, employs average Americans, 
and has so well served average Americans 
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Historically, our country has established so-called “rate controls,” as con 
sumer protection, only in instances involving utility or monopoly-franchise oper 
ations. Natural gas producing activities can by no yardstick be classified as a 
utility function. In Oklahoma, hundreds of producers compete as gas pro 
ducers in single fields, and sell their gas competitively to willing buyers at fair 
prices. The facts do not support your contention that “a small group of oil 
companies” control natural gas production. 

To give small, individual natural gas producers the status of Federal publi 
utilities would be setting a dangerous precedent in America If we do this in 
5—in 1956 it will be oil, then coal, then lumber, and cattle and wheat I 
lay the withering hand of Federal control on local commodity production is the 
first step toward state socialism. To me, this would violate all concepts of oun 
free competitive system which has made our economy the most dynamic and 
productive in the history of mankind 

The natural gas producer has never been controlled. When Congress wrote 
the Natural Gas Act, it specified that he would be exempt from Federal regu 
lation. In 17 years operating freely under the act, natural gas producers con 
tinuously found and made available increasing supplies of natural gas When 
supply of any commodity is adequate, the consumer is protected When short 
age occurs, as it always does under OPA treatment, the Consumer becomes the 
victim 

Natural gas prices at the well were not even controlied in wartime Phe 
thinking American needs but reflect on what happened to prices and availa 
tv of commodities which had controlled prices at the pormt of produc on, under 
OPA, to revolt at the thought of that type of treatment of any material, service 
or commodity Meat is a case in point Under OPA, meat became practical 

onexistent, and our people could hardly afford the little that was \ } 
“under the counter.” 

I am sure the American housewife does not want to be deprived of natur: 
gas because of shortsighted and unneeded control policies 

Evidence already presented in hearings before the House Interstate and 
Foreign Commerce Committee, which is considering the Harris amendment to 
restore natural gas production to a competitive position in our economy, ha 
fully acquitted the gas producer of any unfair treatment of consumers. 

For example, it was brought out that natural gas sold in New York at $2.42 
per thousand cubie feet was purchased from Southwestern producers for 8 
cents per thousand cubic feet. Thus, the producer received only 3 cents of each 
dollar paid by the average New York consumer of natural gas. Is this a situa 
tion which demands OPA treatment ? 

If the price of $2.42 in New York is too high, this conclusively illustrates te 
me that either: (1) New York utility regulatory authorities have not adequate 


sifeguarded consumer interests, or (2) it is not economically practical to trans 


port and distribute natural gas to such distant points. In either case, I f 
»see how any fair American could seek to penalize the producer of gas with criy 
pling beaucratice controls 

I am informed that a Cabinet-level committee appointed by President Kiser 
hewer has fully studied the natural gas problem and has recommended that loeal 
production of gas be excluded from Federal regulation Furthermore, the cha 
inan of the Federal Power Commission, which agency would have the job of 
controlling” gas production, testified before Congress that legislation exempt 


S production from controls should have the approval of Congress 


The FPC chairman spoke, in his testimony, for 4 of the 5 members of thi 


commission. These commissioners supported corrective leg Slation to exe pt 
roducers from regulation, according to the chairman's statement bh ! 
We firmly believe that such legislation will in the long run re 
| crreatest good to the largest number of people nth Ss country tis 
I believe the FPC chairman was ipl olding a pri ciple Ilis testimor 
} pressed the position of publie servants whose experience has been in the field « 
regulating the natural gas industry. I ean only coneur in what these pub 


officials have said 
I reaffirm that my position in this matter is dictated only by my helief in o 


competitive System I have no confidence in “eor trolism.” when it is so utterly 
ind obviously unnecessary as in this instance 
I wish to make one other point It is the “little fellows” who find the gas used 
Philadelphia, and throughout our Nation Small, independent, risk-taking 


producers have found more than 7h percent of the oil and gas develoned in 
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America In our Southwestern press, many of these men have already served 
notice that they will not commit newly discovered gas to interstate use, unless 
tie Natural Gas Act is clarified so as to reaffirm its original intent to exempt 


gas production from Federal control. If such a situation should develop, Phila- 
delphia consumers cannot escape paying more money for less gas. AS gas sup 
plies dwindle, the pipeline companies and distributors will still get their fixed 
percentage of return on investment When they are accorded the same per- 


centage of return on a smaller volume of gas, only the consumer will pay the bill. 

It is my hope that vou, and others in responsible positions of public trust, 
will not be persuaded to continue fighting to make the gas producer a pawn of 
hureaucraey Because of my strong conviction that the producers, the consumer 
and America will all be the losers, I am taking the liberty of sending this letter 
to all of those mayors who have expressed their intent to support controls of 
the natural gas industry in the Congress 

You have my apologies for the length of this letter. However, I feel its 
length is justified by the importance of the subject 

With every confidence in your judgment in this most important issue, I am 

Very truly yours, 
L. C. CLARK, Mayor, City of Tulsa. 


Carbon copies of the attached letter to the following mayors: 
Thomas P. Bryan, Richmond, Va 
Richard J. Daley, Chicago, 11] 
Thomas D’'Alesandro, Jr., Baltimore, Md 
W. Lee Mingledorff, Jr., Savannah, Ga. 
Frank P. Zeidler, Milwaukee, Wis. 
Anthony J. Celebrezze, Celeveland, Ohio 
Frank X. Kryzan, Youngstown, Ohio 
Fred L. Peterson, Portland, Oreg 
Richard C. Lee, New Haven, Conn 
Quigg Newton, Denver, Colo 
Ollie Czelusta, Toledo, Ohio 
Joseph E. Dillon, St. Paul, Minn 
W. A. Gayle, Montgomery, Ala 
Leo P. Carlin, Newark, N. J. 
George W. Welsh, City Manager, Grand Rapids, Mich. 
Ben West, Nashville, Tenn 
John B. Hynes, Boston, Mass. 
Albert E. Cobo, Detroit, Mich. 
Walter Reynolds, Providence, R. I. 
George R Dempster, Knoxville, Tenn. 
John J. Foley, Cambridge, Mass. 
H. H. Hendren, Sacramento, Calif. 
Andrew Broaddus, Louisville, Ky. 
Kirsten Dristensen, Yonkers, N, Y. 
Eric G. Tlover, Minneapolis, Minn 
J. W. Morgan, Birmingham, Ala. 
Leo Berg, Akron, Ohio 
Arthur J. Gardner, Erie, Pa. 
Raymond E. Snyder, Waterbury, Conn. 
DeLesseps S. Morrison, New Orleans, La 
Nicholas Sylvester LaCorte, Elizabeth, N. J 
Peter Mandich, Gary, Ind 
Raymond R. Tucker, St. Louis, Mo. 
George FE. Brunner, Camden, N. J 
Maynard FE. Sensenbrenner, Columbus. Ohio 
George TD. Johnson, Duluth, Minn 
David L. Lawrence, Pittsburgh, Pa 
Robert F. Wagner, Jr., New York, N. Y. 


City oF SPOKANE, WASR., 
OFFICE OF THE MAyor, 


Vay 19, 1955. 
The Hon. L. C. CLarK 


Vayor of the city of Tulsa, 
Tulsa. Okla 


Dear Mayor Criark: I am in receipt of your interesting letter of May 16 and, 
like you ive been besieged by the Mayor’s Committee to participate in this 


fas question 
i 
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During 1956, we expect to have natural gas piped into Washington, Oregon 
and Idaho from your State of Oklahoma and also Texas. The surveys and 
negotiations have been going on for the past two years and the plan is soon to 
become a reality. 

Problems of the large cities of the East and Middle West are entirely different 
from ours here in the Pacific Northwest and your Southwest. I have contacted 
the mayors of Seattle and Tacoma and they are of the same opinion as you 
are that we do not want any Federal participation in our cities. We have 
enough of this in our power situation in this State. 

Some time ago, I informed Mayor Joseph Clark and Mayor Lawrence, whom 
I know, of our position out here so I guess they have given up on me. We 
pleased with your stand in this matter and wish you success. 

Sincerely yours, 


- are 


ARTHUR MEEHAN, Mayo 


WILMINGTON, DEI Vay 20, 19 
Hon. L. C. CLARK, 
Wayor, city of Tulsa, 
Tulsa, Okla.: 


Wish to advise that we are in accord with your stand on the amendment to the 
Natural Gas Act 


AvoeustT F. Wal 
Vavor, City of Wilmingto De 


Crry OF INDIANAPOLIS, May 19, 19 
Hon. L. C. CLARK, 


Vayor, Tulsa, Ol-la, 


letter to Mayor Clark of Philadelphia expressing your views with regard to the 
legislation pending on Government control of natural gas. 

I concur with your feelings on this matter and will do my part to keep 
producers from Federal regulation. 


Yours very truly, 


DreaR Mayor CLarK: Thank you for your letter together with the copy of the 


ALEx M. CLARK, Mayor 


City oF Fort WAYNE, INb., Way 19, 19 
Hon. Mayor L, C. CLARK, 


City of Tulsa, Tulsa, Okla. 
; : ' ® 
DreaR Mayor CLarK: I have likewise received various communications from 
Mayor Joseph Clark, of Philadelphia. As usual, I find myself in oppos 
I have expressed my views in opposition to the regulation of the production 
of natural gas in a letter which I have written to Mayor Joseph Clark and I 


have sent copies of this letter to both of our Senators from the State of Ind 


ition to him 


mna 
and to my Congressman, EK. Ross Adair. 
I, too, am a user of natural gas for heating purposes. I must say, however, 
that my bills run a bit higher than yours in Tulsa 
I appreciate receiving your letter and your statement of opinion on this matter 


I wish to compliment you upon the fine manner in which you have stated the 
Views 
With best personal regards, I remain, 
Sincerely yours, 
Ropert Kk. Mery 4, Mayo 
SALT LAKE CiTy Corp 


Salt Lake City 1, Utah, May 19, 19 
Hon. L. C. CLARK, 


Mayor, Tulsa, Okla. 


Dear Mr. MAyor: In answer to your kind letter of May 16, it is a pleasure 
for me to say that I, too, have notified Mayor Joseph Clark, Jr., that I ca ) 
vin forces wit his newly organized mayor ommittee In ( re 


opposed to any legislation which would not exempt local gas producers fror 
Federal regulation 
I have so notified Mayor Clark 
Very truly yours, 








386 AMENDMENTS TO THE NATURAL GAS ACT 


Ciry OF MIAMI, Fia., May 19, 1955 
Hon. L. ©, CLARK, 
Mayor of the City of Tulsa, Tulsa, Okla 
Re effort to exempt from Federal controls local production and gathering of 
natural gas. 
Dear Mayor CLiarK: Thank you for your courtesy in sending, with your 
May 16 letter, your views on the reference subject 
Because the city of Miami has no natural gas facilities whatever, I have no 
reason to enter the controversy. 
With best wishes, I am 
Sincerely yours, 
ABE ARONOVITZ, Mayor. 
\A:GH 


Ciry OF OAKLAND CALIrF., May 17, 1955. 
Hon. L. C. CLARK, 
Vayor, City of Tulsa, Okla. 
Dear Mayor CLaAkRK: Thank you for your letter of May 16 concerning the 
egislation on the regulation of natural gas producers 
I enclose for your information a copy of my letter to Mayor Clark of Phila- 
delphia, declining also to participate in their efforts to block the legislation. 
Also, a copy of the Oakland Chamber of Commerce’s statement on the subject. 
I concur completely in your feelings in the matter and sincerely hope that 
this legislation will have early and effective action. 
With best personal regards, I am 
Sincerely, 
CLIFFORD E. RISHELL, Mayor 


Ciry OF OAKLAND, CALIPF., April 20, 1955. 
Hon. JosePH S. CLARK, JF., 
Mayor of Philadelphia, Pa 
DeaR Mayor CLARK: With reference to your recent communications on the 
subject of H. R. 4560 and similar bills exempting producers of natural gas from 
Federal price regulation, please be advised that the consensus of opinion in this 
area is controversial in nature and therefore, I do not feel that I can participate 
at this time 
Our Oakland Chamber of Commerce has gone on record as being in support 
of the principle that the production and gathering of natural gas, including the 
sales thereof, in the field where produced should be conducted on a competitive 
basis, free of Federal regulation, and that the United States Congress should be 
petitioned to amend the Natural Gas Act to achieve this end 
The California State Chamber of Commerce has unanimously adopted a 
recommendation to that effect. 
With best personal regards, I am 
Sincerely, 
CLirForD E. RIsHELL, Mayor. 


OAKLAND CHAMBER OF COMMERCE, 
427 13th Street, Oakland 12, Calif. 

\t its meeting on Monday, December 6, the board of directors of the Oakland 
Chamber of Commerce unanimously went on record in support of the principle 
that the production and gathering of natural gas, including the sales thereof, 
in the field where produced should be conducted on a competitive basis, free of 
Federal regulation. 

Further, that United States Senators William F. Knowland and Thomas H. 
Kuchel, and Congressmen John J. Allen and George P. Miller, be petitioned to 
“mend the Natural Gas Act to achieve this end 

The Oakland Chamber of Commerce feels that the regulation of the prices of 
gas sold by independent producers and gatherers is contrary to the public interest 
in that it will result in curtailing the already inadequate supply of gas flowing 
in interstate commerce. It would also increase the cost of gas sold in inter- 
state commerce and tend to establish a pattern of socialism, applying to agricul- 
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tural commodities as well as to other minerals and to timber and other natural 
resources. This we believe is contrary to the American system of free enter 
prise, an unwarranted centralization in the Federal Government of regulatory 
authority and a usurpation of a power and function properly belonging to the 
respective States 
Sincerely, 
W. A. SPARLING, General Manage) 


CITY OF SEATTLE, OFFICE OF THE MAYOR, 
Vay 18, 1955 
The Honorable L. C. CLARK, 
Mayor of the City of Tulsa, Tulsa, Okla 
DreaR Mayor CLARK: Receipt is acknowledged of your letter which was received 
in the office of the mayor on May 17, in which you enclosed a copy of a letter 
which was sent to a group of mayors regarding the Natural Gas Act 
Mayor Pomeroy is presently attending the United States Conference of Mayors 
in New York City, and your letter, with enclosure, is being forwarded to him 
today. 
Very truly yours 
Berrna I. BANKS, Secretary 


OFFICE OF THE MAYOR 
La tngeles 21, Calif... May 17, 19 
Hon. L. C. CLARK, 
Vayor, City of Tulsa, Okla 

DrEAR Mayor CLARK: I have your letter of the 16th regarding the natural ga 
controversy. I wired the congressional committee that I was not in favor of 
this legislation and I also wrote Mayor Clark, of Philadelphia, that I was oppos 
ing it. 

Sincerely yours, 
NORRIS POULSON, Mayor 


Cry oF KANSAS Ciry, Kans., May 18, 1956 
Hon. L. C. CLARK, 
Vayor, City of Tulsa, Tulsa, Okla. 
DEAR Mayor CLARK: On April 5, I was elected mayor of Kansas City, Kans., 
succeeding Clark E. Tucker. 
Your letter of May 16 was received by this office and I am in full agre®ment 
with you regarding the opposing of Federal control of natural gas producer 
We are sending a wire today to the conference of mayors being held in New 
York, stating our position in this matter. 
Respectfully, 
PAauL F. MircnuM, Mayor 


CITy OF BERKELEY, CALIF., May 17, 193 
The Honorable L. C, Clark, 
VWayor of the City of Tulsa, Tulsa, Okla 
Drak Mayor CLARK: This will acknowledge your letter of May 16 addressed 
to the former mayor of this city in reference to the invitation of Mayor Clark 
of Philadelphia to join forces with a newly organized mayor's committee to op 
pose legislation now before the Congress which would exempt local gas produce) 
from Federal regulation 
I have read the COPY of your letter of May 16 to Mavor Clark and find mvself 
in full accord. 
In the meantime Mr. Clark has been advised that I shal) not join in the pro 
posal to defeat this legislation 
Sincerely yours, 
CLAUDE B. HuTCHISON 
YVavyor of Berkel 


B3057 DS iy 
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Ciry oF ALBANY, N. ¥ 
OFFICE OF THE Mayor, 
Vay 18, 1958 
Hon. L. C. CLARK 
Vayor, Office of the Mayor, Tulsa Okla 
Dear Mayor CrarkK: I have at hand your letter of May 16 and wish to state 
that I did not join with the committee you refer to. I am not a member of that 
committee and do not propose to be on it now or at any other time in the future. 
Sincerely yours 
ik ERASTUS CORNING 2d, Mayor 


Ciry OF CINCINNATI, 
OFFICE OF THE MAYOR, 
Vay 17, 1955 
Mayor L. C. CLark, 
City of Tulsa, Okla 

Dear Mayor CLarK: Thank you for your letter of May 16 and for your com- 
ments contained therein 

Your communication together with enclosure is being presented to council at 
ts next session, Wednesday, May 18, and you should hear from them in due 
course 

With kindest regards, I am 

Sincerely yours, 
Cart W. Ricu, Mayo 


Ciry oF DALLAS, Tex., May 17, 1955. 
Hion. L. C. CLARK, 
Wayor, City of Tulsa, Okla 

DearnR Mayor CLARK: I beg to acknowledge receipt of your letter of the 16th 

with enclosure, which I have read with a great deal of interest and, to use a 
street” expression, I am certainly on your side. I submitted your letter to the 
president of the Magnolia Petroleum Co. and he thought it was a very sound 
urgument and a sound document, and I attach hereto copy of my telegram to 
Hon. Elmer E. Robinson, mayor of San Francisco, expressing my views. 

It would seem to me that the mayors of the Central West, Southwest, North 
west and West would all be against the proposal of the mayor from Philadelphia. 
I do not believe they understand the gas production feature of the matter at all. 

If I can help you in any way, I will be glad to do it. 

With cordial good wishes, I am 

Very sincerely, 
R. L. THornron, Mayor. 


Ciry or Tampa, May 24, 1955. 
Hon. L. C. CLARK, 
Vayor, City of Tulsa, Okla 
Dear Mayor CLarkK: I appreciate your letter of May 16, which arrived during 
my absence from the city, relative to the committee organized by Mayor Joseph 
Clark, Jr., of Philadelphia, to oppose legislation exempting local gas producers 
from Federal regulatien 
Lam not a member of Mayor Clark’s committee, although I did join in opposing 
passage by Congress of H. R. 4560, in April of 1955. I was misinformed about 
the purpose of the bill by one of our local citizens, and Mayor Clark’s telegram 
of April 6 was rather vague, which added to my misunderstanding of the bill. I 


have since wired Mayor Clark that I jointed his committee in error, and instructed 
him to take my name off of the list. Also, I sent a wire to the Honorable J, Perey 
Priest, M. C., House of Re presentatives, advising him that I wanted to be re 


corded as LOO percent in favor of H. R. 4560 
I hope this is the information you desire, and assure you that I share your 
feeling that the supply and demand has always been a contributing factor in the 
American way of living, and feel it should continue to be so. 
sincerely yours, 


Curtis Hixon, Wayor. 
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OFFICE OF THE MAYOR, 
Jacksonville, Fla., May 23, 1965 
Hon. L. C. CLARK, 
Vayor, Tulsa, Okla 

DeaR Mayor CLARK: Thank you for your personal letter of May 16 and the 
copy of your letter addressed to the Honorable Joseph S. Clark, Jr., mayor o 
Philadelphia, which was enclosed. I wish to compliment you upon the very 
clear-cut position that you have expressed with regard to the Natural Gas Act 
and to state that Iam wholly in accord with your observations 

At the United States conference of mayors this past week through the expressed 
effert of my friend and colleague, Mayor Curtis Hixon of Tampa, we were able 
to forestall any action on the part of the mayors conference. As you are prob 
ably aware, we are being strongly urged by certain of our fellow members in the 
conference to pass a resolution urging the Congress to place producers under 
Federal regulation. 

You may be interested in knowing, also, that I have filed with Senator Warren 
G. Magnuson a statement submitted in my capacity as president of the Florida 
League of Municipalities, which organization has gone on record as unanimously 
supporting our position. 

Sincerely yours, 


LIAYDON Bt RNS, Vavor-Commissior } 


Ciry OF DAYTON, OHIO, 
OFFICE OF THE CITy COMMISSION, 
May oS. 1959 
L.. ©. CLARK, 
Vayor, City of Tulsa, Okla. 

DEAR MAyor CLARK: I have read with considerable interest your message of 
May 16 and the copy of your letter to Mayor Clark of Philadelphia 

On this matter of Federal gas regulation I have not taken a position. I am 
not one of the kind who always follows the leads of some of the big city mayors, 
for it has seemed to me in many cases that they were primarily doing the thing 
which would have popular appeal rather than things which are based on fail 
de:ling and good judgment. It seems to me that the national tendency is for 
legislators to play up to the voters regardless of the effect on the economy i 
guess I am talking like a reactionary Republican and I might as well admit that 
that’s what I am. 

An indirect poke was taken at me because through the newspaper it was noted 
that among the Ohio larger cities I was the only one who didn’t join u 
Philadelphia mayor. 

My feeling is that if it is sound to regulate public utilities in a city or in a 
State if that utility is doing business within a State, then it might be equally 
sound to regulate a public utility which is engaged in interstate commerce. How 
ever, I have not announced that position for the simple reason that no one |! 
yet told me what the hassel is in Washington relative to this proposed legislation 
affecting gas production, 

If it is legislation which would curtail production then I would be a nst it 
for I believe in competition. If it is legislation which would control prices in 
interstate commerce I might favor it although not enthusiastically 

[am not at all sure that my influence is at all great in either respect, but if you 
care to write me further I should be very glad to hear from you. In the meat 
time I send you my official greetings and hope that your troubles are 


ones 


Sincerely yours, 
AFTERNOON SESSION 


(The committee reconvened at 2: 00 p. ™., Senate Office Build 
Senator Pastore (acting chairman) presiding :) 

Senator Pasrore (presiding). The hearing will please come to ordet 

Our first witness is Congressman Charles A. Vanik, of Ohio 
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STATEMENT OF HON. CHARLES A. VANIK, A CONGRESSMAN FROM 
THE STATE OF OHIO 


Vir. Vanik. Mr. Chairman, and members of the committee 

Senator Pasrore. Without trying to limit you in any way, Congress- 
man, could you give us an idea of about how long you would take / 

Mr. Vanix. I don’t think I would have need for more than 10 or 20 
minutes. 

Senator Pasrorr. We have people here wanting to make a 3 o'clock 
train. You are the first witness, and you are at liberty to take all the 
time you require. 

Mr. Vani. I would be his appy to yie ‘ld to one of them, sir. 

Senator Pasrore. Tam not asking vou to do it. 

Mr. Vantk. Iam here, and I can certainly wait. 

Senator Pastore. Mr. Harrell, will you come forward, please / 

How long do vou think you will take / 

Mr. Harrevi. Eight to nine minutes. 

Senator Pasrorr. All right, Mr. Harrell, you may proceed. 

Will you identify yourself for the purposes of the record, and then 
vou may proceed. 


STATEMENT OF C. A. HARRELL, CITY MANAGER, CINCINNATI, OHIO 


Mr. Harretit. Mr. Chairman, may I express my appreciation to the 
Representative from Ohio. 

This is the first time I have known of a city to take precedence over 
the State. 

This is C. Harrell, speaking as the city manager of the city of 
Cincinnati, spe ie for the council of the city of Cincinnati. May I 

Mr. Chairman, that my remarks will be in a frame of reference 
as S this affects the city of Cincinnati, pinpointing it to that particular 
area. 

It is the sense of the council of the city of Cincinnati that enactment 
of any legislation that would exe “ sales in interstate commerce by 
producers and gatherers of natural gas from regulation by the Feder: i 
Power Commission would be detrimental to the interests of the citizens 
of the community. 

The city council therefore has instructed the city manager to appear 
In Opposition to any change in the Natural Gas Act of 1938 which 
would permit such exe mption. 

If the Natural Gas Act is amended in this manner, the price at which 
gas enters the pipelines will not be subject to any real regulation and 
consumer protection will be effectively destroyed. 

With Federal protection removed and the States constitutionally 
helpless to protect consumers, the producers are left unregulated and 
uncgntrolled, ‘The consumer, who bears the ultimate cost, 1s completely 
unprotected and at the mercy of the sellers of natural gas in interstate 
commerce, insofar as all elements of the rate are concerned exce pt the 
relatively stable cost of transmission and distribution. 

The producing, gathering, and processing functions at the field or 
wellhead, would be completely unregulated and almost completely 
uncontrolled. 
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Natural gas is now, and has been for many vears, a public service 
commodity, marketed by regulated public utility companies which gen 
erally are monopolies. 

The Congress of the United States had these facts clearly in mind 
when the Natural Gas Act of 1938 was enacted in order to prevent un 
just, unreasonable, and discriminatory prices for natural gas produced 
and sold in interstate commerce. 

Kxemption of the peeners of natural as from Kederal Powe 
Commission regulation will enable the producers to exact from t] 
pipeline ¢ ompanies. and the vinturn from the distributing companie 
the highest prices obtainable. This will result in unjust. unreasonable, 
and exorbitant rates to the ultimate consumer. This will so restrict 
the use of natural was as to endange the health, comtort, and wel 
being of the citizens of our community. 

It is therefore the conclusion of the council of the « It\ 
that the welfare of our citizens makes it Iiperative CO Oppose passage 
of the Harris bill. H. R. 4560, or similar bills, and to Oppose enactment 
of any legislation amending the N Saad Gas Act of 1938S which would 
exempt producers of natural gas for sale in interstate Commerce from 
regulation by the Federal Power Commission, 

The users of natural gas in the great urban centers of the Nation 
depend Oona combination of regulation by the Federal Power Com 


of C ineinnat 


mission and by State regulatory authorities, and the ability of thei 
city administrative officials to negotiate, for protection against exor 
bitant rates for cooking, heating, commercial and industrial uses 

The influence of the State and local agencies, In natural gas rate 
control, is confined almost entirely to the Margin which exists be 
tween the rate paid by the local gas distributing company generally 
known as the “oate rate” and the charge collected from the cor 
sumer. 

In almost every instance, the distributing company is a monopoly, 
and it purchases natural gas from a pipeline company which in turn 
isan actual or virtual monopoly. . 

Occasionally two of these pipeline companies overlap to some extent 
in territory served, but even then they retain the characteristics of 
a regulated monopoly. 

This is the case in the Cincinnati area, where the Cincinnati Gas 
& Electric Co. purchases its natural gas supply from the Ohio Fuel 
Gas Co., and the Central Kentucky Natural Gas Co. on a virtually 
mamcnengentene basis. 

The gate rate is the principal influence over the rates paid by the 
consumer, and the gate rate in turn is influenced mainly by cost of 
pipeline transmission and price paid by the pipe line company to the 
natural gas producer or gatherer. 

Gate rates have been increased to the Cincinnati area on 10 differ 
ent occasions since 1950, as follows: By Ohio Fuel Gas Co., April 1, 
1950; January 1, 1951; February 11, 1952; December 1, 1952; March 

, 1954. 

By Central Kentucky Natural Gas Co., February 17, 1952; February 
15, 1953; March 1, 1954 ; November 1, 1954: December 15, 1954. 

This has resulted in the average gate rate for natural gas m the 
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Cincinnati area being increased from 29.02 cents per thousand cubic 
feet in 1950 to 387.4 cents per thousand cubic feet in 1954, increase of 
Sos cents. 

Senator Danie. May I interrupt, or do you wish to finish / 

Mir. Harretn. No, sin 

Senator Danie. You say that is all due to field price increases ‘ 

Mr. Harrevy. Certainly we have in the city of Cincinnati, escalator 
clauses, and we feel that for the most part, not entirely, | uit for the 
most part, it has been. 

I will touch upon that later. 

Senator DanreL. The only thing Iam going by are the figures before 
the committee on the field price of gas shown with less than a 11, 
eent mcrease in the field price through 19D3. | wondered, with less 
than a cent am iy i. half 1 Nn hiel« ly} rice, I was wonde ring how you bl: ime 
the increase in your gate price charged by the Interstate Pipeline ¢ O. 
on that small ine rease sin field pr ice. 

Mr. Harreci. Well, be that as it may, Senator, the fact remains 
that these other increases have occurred, so that it is passed on to the 
consumer, at least to us, that way. 

Senator Dante. You don’t mean to say, then, that the total increase 
in price by the Interstate Pipeline Co. is due to field price increase / 

Mr. Harreti. Not completely. 

During the same pe riod, consumer rates have increased 12 times, 
being influenced to some extent by oper: ating expenses and taxes, but 
to a much greater extent by the price paid for natural gas by the 

distributing company. The net increase from 1950 to date, has 
amounted to 6.9 cents per Mecf, or an annual increase of $3 million in 
terms of 1954 « serene on. 

Cc onsumers’ ‘ates h ave not increased as mueh as wholesale or gate 

‘ates simply be cause there has been an expanding market in Cincinnati 
is to growth of the community and a trend toward greater use oi 
natural eas for home heating and industrial purposes. Fixed costs of 
the dis {Vl 
market. 

Th : residential] eonsumer, once 


ibuti ne company, therefore have heen spread over a wider 
he has installed fas burning equip 
ment, usually has no choice but to purchase gas. 

Cincinnati people have invested $40 milion in such equipment 
Some large commercial users install dual equipme nt so that er cai 
take advantage of the competitive gas, coal and oi] markets, but the 
residential user cannot afford to do so. He becomes part of a captive 
market. He is further penalized in case of a rate increase, by being 
shouldered with a higher share of the fixed costs of distributing eas 
in the prsrraabe if the commercial user switches to other fuels due 
to high natural was price 

It can readily be seen ‘th: at reversal of the expanding retail market 
for natur: aa gas, due to retail gas rates so high as to discourage use of 
natural gas, would compound and aggravate the rate problem. It is 
therefore, of the oreatest importance to consumers that natural fas 
rates remall i stable. 

The only practical way to accomplish this is through keeping natur: 
gas as a regulated public utility from the gas producing field to the 
point of consumption. , 
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I might inject here the thought _ when we were negotiating wit! 
our local company recently on a rate for the city, it was repeated!) 
said to us that we were approac ee the point whe re oll was becom 
competitive with gas, and I am now speaking from the standpoint of 
the utility, itself. 

That was their state 5 tage to us. 

Gate rates ch: arged | Vv the pipeline companies are reg tlated by Clie 
Federal Power Commission. 

Since cost of transmission is a relatively stable element once a pip 
line has been established—being influenced mainly by operating co 
and taxes—the price paid for natural gas at point of production on 

gathering, becomes the prince ipal fluctuating element in the gas rate 
Rasuavad of Federal Power Commission control over the price paid 
iif the producing field, as is proposed in pending legislat oh, Wou 
remove regulation from that part of the consume rs’ ultimate rat 
which is more likely to fluctuate than any other element in the entire 
chain of conveying natural gas from the well to the burner. 

It is a logical conclusion that every increase in the price charged 
for gas at the well, is going to be pushed along the line to the ultimat 
user, and if unregulated, exorbitant prices are allowed to prevail at 
the point of production and evatheringe, the consumer will pay exXol 
bitant rates, 

The only safeguard against this is continued regulation over natura 
ea production, gathering, transmission and distribution. 

Such reculation is consistent with the finding of United State 
Supreme Court concerning the Natural Gas Act of 1958: 

the primary aim of this legislation was to protect consume 


exploitation at the hands of natural gas companies 


It is not our contention at this time that the inereases 11 mute rate 
which have created successive Increases since 1950, in Cineinnati 
sumers’ gas rates, were unresnsonable or unjust under eXisting ec 
nomic conditions and trends They ere set dy he Federal Pow 
Commission after careful consideration of the facts before the C: 
MISSION. 


Che existing rates were set mW der a law which ove the Federa 


Power (Commission authority to re otilat price from the well a 
to the local distributing company. It is a law which gives the led 
eral Power Commission adequate authority to protect the publ 
terest by preventing unreasonable and exce e prices, at the exp 
of the ultimate consumer, at either end of the pipeline. 

We are well aware of the fact that the Federal Power Comm O 


has not made full use of its authority to regulate the | 

wellhead. However, we believe that the comparatively few corpora 

tions which are making such a desperate effort to « fectively tie { 

hands of the Commission, are doing so because of one of two reasor 
(a) They well know that they are presently receiving an uncor 

scionable price for the CAs they are delivering to the pipely C> 


they are convinced that when the Commission exercises 1 il ) 
of these rates, thes must of necessity, be reduced, on 
(6) They are expecting to increase their wellhead prices mn the 


near future, knowing that the pipeline companies, and their whole 
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sale customers, will have no other source of supply and must take 
their product at any price. 

In the latter case the producing companies are unwilling that the 
Federal Power Commission shall have any voice in their future op 
erations. 

There is little or no competition at the consumers’ end of the pipe 
line, so that rate regulation IS necessary there to assure proper rates. 
here is a clear possibility that effective competition will be equally 
absent at the wellhead end of the pipeline, so that nothing but rate 
regulation may assure reasonable prices there. 

It would not be in the public interest to deprive the Federal Power 
Commission of the potential power it now has to act as a deterrent 
to exorbitant prices at the producing fields, if the Commission detects 
any tence ney in that direction. 

Former President Harry S. Truman pointed out that 


such cases are few, if any, at the present time, but the authority to deal with 
them in the future clearly should not be dissipated 


Mr. Chairman, I have copies of this which I should like to leave 
with the committee. 
Senator Pasrore. All right, we appreciate that. 


LEGAI NOTICH 


Notice is*hereby given that on the 20th day of April 155, council of the city 
of Cincinanti, State of Ohio, passed the following: 


A RESOLUTION 


Stating the sense of council of the city of Cincinnati relative to the enact 
nent of any legislation by Congress of the United States which would exempt 
sales in interstate commerce by producers and gatherers of natural gas from 
regulation by the Federal Power Commission, and expressing the opposition 
of the city of Cincinnati to any change in the Natural Gas Act which would 
permit such exemption. 

Whereas approximately 229,000 retail consumers in the Cincinnati area 
are dependent upon a supply of natural gas from the Cincinnati Gas & Electri 
Co., including domestic uses such as cooking, water heating, refrigeration, and 
space heating; and 

Whereas the Cincinnati Gas & Electric Co. secures its entire supply of natural 
gas in interstate commerce at wholesale from the Ohio Fuel Gas Co, and Central 
Kentucky Natural Gas Co., who in turn secure their supply of natural gas 
from the United Fuel Gas Co., which companies are natural gas pipeline com- 
panies, and are susbsidiaries and a part of the integrated system of Columbia 
Gas System, Inc., and 

Whereas said pipelines are dependent in great measure for the bulk of their 
supply of natural gas upon purchases from independent natural gas producers, 
who have prior to the Phillips case been free to sell their gas at prices affected 
by competition between natural gas pipeline companies seeking a supply of 
natural gas to satisfy their respective customer demands, although said pipe 
line companies do themselves produce a relatively small amount of gas; and 

Whereas the Natural Gas Act of 1938 was passed by Congress with the pri 
mary aim of protecting gas consumers from exploitation by natural gas com 
panies, and gave the Federal Power Commission control over the transporta- 
tion of natural gas and of sales in interstate commerce of natural gas destined 
for resale to the consuming public, and was so recognized by the Supreme 
Court of the United States as the primary aim of the Natural Gas Act; and 

Whereas the Supreme Court of the United States has previously held in two 
landmark decisions that neither the State of origin nor the State of destina 
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tion could control the rates charged by these sellers in interstate commerce 
and that under the Constitution the Federal Government has exclusive juris 
diction in this field; and 

Whereas if the Natural Gas Act is amended, as proposed in the pending 
Harris bill, H. Ro 4560, and other similar bills, then the price at Which as 
enters the pipelines will not be subject to any real regulation and all consume 
protection will be effectively destroyed; and with Federal protection removed 
and the States constitutionally helpless to protect consumers, the producers a1 
left unregulated and uncontrolled and the helpless consumer, who bears th 
ultimate cost, is completely unprotected and at the mercy of the selle 
natural gas in interstate commerce ; and 

Whereas natural gas is now a public service Commodity just as are w 


electricity, and other historically regulated public services commodities, and 
wherein consumers have invested millions of dollars in gas-burning equipment 
and 

Whereas the Supreme Court of the United States has recently determined 


the case of Phillips Petroleum Co. against Wisconsin that independent producers 
are natural-gaus companies within the purview of the Natural Gas Act, and are 
subject to regulation by the Federal Power Commission to prevent unjust, un 
reasonable, and discriminatory prices for natural gas produced and sold in inter 
state commerce; and 

Whereas those favoring the passage of this legislation lay great str on the 
fact that there are 4,000 small producers of natural gas, but fail to mention that 
SS percent of all the natural gas sold in interstate commerce for resale is pro 
duced by less than 100 companies and that one-third of the supply is furnished 
by 7 companies; the repeated mention of 4,000 stuall producers is a smokescreet! 
intended to obscure the true situation that a few big companies make most of 
the sales; and 

Whereas it is conservatively estimated that a 5-cent-per-thousand-cubic-fee 
increase in the cost of natural gas, which could flow from the enactment of the 
Harris bill, or similar bills, would result in an approximate $2 anillion a ye 
increase for the Cincinnati consumer alone, if the 5 cents were applied to the r¢ 
tail rate under terms of the escalator clause contained in the Cincinnati exist 
ing gas rate ordinance. It is estimated that a total increase of $400 million pe1 
year, nationwide, for consumers is probably a conservative estimate of the effect 
of the pending bills; and 
f natura ras Trom reguintion b he 


Whereas the exemption of producers o Wil 
Federal Power Commission will enable said producers to exact from those who 
supply gas for ultimate consumption in the homes of Cincinnati and elsewhere 
the highest price obtainable by the incidence of competition among the pipelines 
for their source of supply ; and « 

Whereas such competition and competitive prices will rapidly increase the 
cost of gas for retail consumer use, both domestic and industrial, so as to restr 
the normal use of gas necessary for the health and comfort and well-being of 
residents of the city of Cincinnati: Now, therefore, be it 

Resolved by the council of the city of Cincinnati, State of Ohio 

SeEcTION 1. That it is the sense of the council of the city of Cincinnati that tl) 
welfare of the citizens of Cincinnati makes it imperative that the Congress of the 
United States oppose the passage ol the Harris bill, H. R. 4560, and similar bi 
and oppose the enactment of any legislation amending the Natural Gas Act whicl 
would exempt producers of natural gas for interestate commerce sales from reg 
ulation by the Federal Power Commission. 

Sec. 2. That the clerk of the council is hereby authorized and directed to fo 
ward to the Honorable John W. Bricker and the Honorable George H. Bender, the 
Senators from Ohio, and the Honorable Gordon H. Scherer and the Honorable 
William E. Hess, Members of the House of Representatives from the First ane 
Second Districts, respectively. anthenticated copies of this resolution 

Passed April 20, 1955. 

DorotHy N. Dotrey, Vice Mayo 

Attest: 

R. A. MacDonaLp, -icting Clerh 


A copy of this resolution is on file in the office of the clerk of council for public 
inspection. 
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Senator Monroney. I will yield to Senator Daniel. 

Senator Danie... Mr. Harrell, as I understood your statement as to 
the motives of those who are seeking this legisl: ation, you refer to them 

isthe “companies which support this legislation. . 

You do not credit them with any wood faith at all. I believe you 
said that they are either charging unconscion: able prices now, and do 
not want them reduced, or the y are expecting to start ch: arging uncon 
scionable prices in the future. 

Has it ever occurred to you that the majority of the producers of gas 
are not companies, In the sense that I am sure you use that word, but 
that a majority of them are actually independent, individual opera 


tors 4 


Mr. Harreco. I think that is true, Senator, to the best of my know] 
edoe and the information I have, that although in number's they Nias 
De large ly OvVversthlis ado wed, the Com pahles ee oe the Stal dpoint 
f actual volume produced, that about a third of the as is produced 
by about 7 companie ~O! eae 
“Senato1 DANIEL. At least you do not charge that the producing end 
Ott 1 INCGUSCTLy is2 monopoly, do you 4 

Mr. Harreny. I don’t think you could say it is monopoly from the 
tandpoint of the people nvolved. Iw il] sav this to you, Senator, in 
my opinion, that In anything where a few people | have the potentiality 
of control of the situation, it woul | be a monopoly. 

Senator Daniren. Do vou think e verything of that nature should be 
regulated by the Federal Government. is to prices / 

Mr. Harreti. ] am not one to believe in the Government vetting 
nto anything they ‘an stay out of. Senator. It does seem to me there 


are certain fields, \ caliaae: in which the Federal Government has to 
step in and regulate, 

Senator DanieL. You know it has been asserted on some oceasions. 
by some people—I am glad you haven't—that the gas industry, the 
producing industry is a monopoly. 

We have evidence here from an economist, Dr. Boatwright, who pre- 
sented facts and figures to this committee which have not yet been 
denied, showing that the gas produci Ing industry is more competitive 
than most of the industries of similar nature, that the concentration 
ratio is less than in all extractive industries except bituminous coal, 
and is more competitive than 382 of the 452 manufacturing industries 
In the country. 

At least you do not deny that. You do not contend that it 
monopoly. 

Mr. Harreiy. I don’t contend it is a monopoly, but I will say it can 
easily become a monopoly. 

Senator Dantev. By one or a few companies buying up all the gas? 

Mr. Harrewtu. That is right. 

“Senator Dante. I want vou to know that is one of the reasons I 
am for this bill, because I do not want to see a few companies buying 
up all the independent’s production. 

Do you not realize that independents simply cannot afford to be 
regulated by the Federal Power Commission and therefore be uncer- 
tain about the price they are going to get for their gas until after they 
have started deve loping their field, and even then to go through all 
of the redtape that is necessary under Federal regulation? They, 
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in good faith, feel like they can’t afford to sell in interstate commerce 
if they can possibly find a market in intrastate commerce. 

You can understand that some people supporting this bill micht Le 
in good faith, and not wanting to profiteer or charge an outrageou 
price, but simply not wanting to be classed as a utility when they ar 
not a utility, can’t you / 

Mr. Harrevy. I certainly can, Senator, and [ lived for 3 vears in 
your State, and I think I saw as I traveled around—not as much 
you, of course—what was going on in that State, and I can say that 
there are literally hundreds of people, small producers, who prod 
this Os, and vel how can they vet rid of it unless thev in tw ell it 
to somebody who has the money to pipe Ittoa central poll C te 
of it 


Phen you begin to get into a monopolistic field 

Senator Danien. When you speak of an interstate 
pany, of course it is recognized that certain conditions exist 
which are different from producers. Interstate pipeline 
eminent domain, the right to condemn land t 0 t. and the 
some instances constitute a monopoly. You have those C1] 
ipelines regulated by the Federal Power Com on, and it 


price, their increase in prices, as I understood your statement 
you al omplaining about it. 
Mr. Harreti. That is right, but their increa have iner 
turn because they paid more for the raw product, shal 
] 


Senator Dantev. All right, let’s see exactly how much more the 
paid for the raw product and how much they increased their ] 

We have before us fioures taken from the Ie l¢ ral Powe r Ue 
sion records on the city of Cincinnati. 

Mr. Chairman, I will ask that the figures with relation to Cincinnat 
and the graph showing the consumers’ dollar submitted by Mr. Boat 
wright, be made a part of the record at this point. 


Senator Pastore. Is there any objection / 


It is so ordered. 
(The table and charts are as follows:) 
CITY OF CINCINNATI, OUTO 
Served by the Cincinnati Gas & EBlectrice Co Supplied by Ohio Fuel ¢ e ¢ 


Est ted ize f 1 price ce t ‘ 
uppl oO ( f ( inati, O 
“nts per thousand cut t } 

Volume tural upplied to ¢ ti G | 

Co. of C innat lion cut s ® 
Average n iral i ] red t ( cinn ( \ 

Electric (¢ it ( cinnat or per tho nd eut { 4.4 R 4 
Price to residential customer for ty] ooking and 

heating use cents per thousand cubic feet 81.9 41.9 R74 <S 
Price to residential customer f¢ vpical cook 

ing, and home heating use cent er thousand cut feet 64.4 4.4 69.9 

Not availabl 


2.38 per thousand cubic feet per month (1,050 B. t 
15.24 thousand cubic feet per month (1,050 B. t. u. gas) is quantity timated to t 
Source: Annual Repor 


ports to the Federal Power Comn on by 
Gas Association Rate Book 
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CINCINNATI, OHIO 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated 
typical cooking, water heating and home heating use 
(15.24 Mcf per month) 
1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies 
and American Gas Association Rate Book) 


Price received by distributing company 71.2 cents per Mcf 


Cost of distribution to 
Cincinnati customers 


Price received by pipeline company 42.9 cents per Mcf 


Cost of transportation from 32.5 
field to distributor 


| 
Price paid to producers in the field _, 10.4 cents per Mcf 
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Senator DanieL. According to these figures, in 1951, the produce ! 


were being paid 7.5 cents, and in 1952, that was increased to 8.4 cents 
1952. At the aate, the inter 


an increase of nine-tenths of a cent in 
ne 


tate pipeline company’s price, which is a regulated price set by { 
Federal Power Commission, was raised from 33.9 to 38.4. 
In other words. considerably more than the nine-tenths of a cent 


nerea se to the producers. 
price over 1951 was nine 2 nths of a cent 


lhe —— Increase in 
in price permitted under re eal nm by the Federal 


to vour interstate pipe line was ove 


and the ncres 
r+ cent 


ower Cominission 

Mr. Harrecni. That may be true, Senator. 

Senator DANIEL. So, all the increase in 1952 wasn’t charged to the 
producer and didn't go to the producer, did it, if these figures are 
correct 4 

Mr. Harrevyi. That is right. 

senator DANIEL. Phen im 1953. the producel 3 price th the 

voing nto Cineimnati, was increased 2 cents 


iverage price of the gas going 
Now, then, that was from &.4 to 
vear that the interstate pipelines’ price 


LO.4 cents, We nnd tor the Lire 
set by the Federal Power 
rease of 4 


Commission was increased from 38.4 to 42.9 cents, an ine! 


cents. <A 4.5-cent increase to the interstate pipeline under regul 


by the FPC, with only a 2-cent Increase to the producer in the field 
Chere avalh We have ahi hnerease that you have compla ned bout 
which is not all attributable, not even half of it is attributable to t] 
producers’ increase: 1s that riaht ¢ 
Mr. Harretu. I think I said in the statement, Senator, t { e « 
not want to contend that all of it was attributed. some ofit w 
senator DANIEL. Now. according to the graph we have here ot 
percentages of the consumer dc llar to date, or at least the latest figuré 
} 
L] 


vy 10.4 ce} 


1 


vallabl to the Federal Power (ommission., S that 


feet, the average price of the ga batineatiatis rs 


er thousand cubis 
| eoes Into Cineinnati ¢ 

‘on your distributing company . according to these —— 
32.5 cents of your consumers’ dollar, and your interstate transmissio1 
company, 28.3 cents, so actually the small increases that ones have 
State, have been vOINng to the 2 com 


the distributors, and the inte! 


prices 1} your 
panies which are under regulation. 
state pipelines. 

Isn't that true? 

Mr. Harrevn. I can’t say whether 
of view, Senator. I think the study you have made there was made 
in all good faith. I know from my own experience that you can take 
most any base in the datum from which you start, and arrive at various 
standards or various conclusions, and I wouldn’t want to either affirm 
or dispute your figures unless I had an opportunity to have them 
analyzed by someone who was capable of analyzing them from that 


ad ihn consumer 


it is true or not, from this point 


point of view—an economist. 

Senator Dante. Of course I am assuming the correctness of these 
figures, and if you have anything to the contrary, this committee, 
| know. would cert: uinly want to have it. 


I know I would. 
Do you realize that the supply of sp gas, the adequate supply t 
1 keeping the price down ? 


to 


your consumers, is the main concern 
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Mr. Harreii. I would say it is one of the major factors, sir. 
Senator Dante.. Do vou fear, at all, that if this legislation does not 


pass, that more and more of the producers are going to try to sell in 
intrastate commerce, and that therefore the intrastate purchaser would 
he t position to outbuy the interstate purchasers, and thereby, cut 


down your supply 4 

Mr. Harrenni. Senator. I can only sav in answer to that what I think 
is a broad economic pring iple, that we should not. by legislation, try 
to control economic growth, and if it is more advantageous for it to be 
sold there. I see nee eee it. 

Now, mavbe hiv peop le at home wouldn't agree with that. 

Senator DANIEL. ln ates r words, vou certainly can see the possibility 
that supply in the future for vour area would be cut down if legisla 
tion of this kind is not passed, 

Mr. Harreni. As a matter of fact. many of the large plants in our 
area have these standby services, and some of the large homes if 1s 
very unusual, but if you go into some of the large homes, vou will find 
standby plants for heating. 

Senator Danien. Don't you think you would be in a better position 
if you had free and competitive producing industry ¢ Don’t vou think 
from the standpoint of supply that we would be better off and that vou 
would have a better chance to entoy this fuel in the future at reason 
able prices ¢ 

Mr. 1 .RRELL. | think basically the free and hone ontrolled eCOnonie 

te! is absolutely the ve Is best. I sav when we vet to the point 
where I. asa small consumer, having to put gas in my house, as I intend 
to do, then I would like to feel that there is a reasonable certainty ot 
rexorbitanth, high if Tam fOInYg to keep the was and 


the price not bein 
limit it to that. 

Senator Danrev. And you would want to be sure you had an ade 
quate supply / 

Mr. Harrevri. IT would want to be sure I had an adequate supply. 

Senator Danien. In what instance do you —— <the Federal Govern 
ment is justified in de ‘parting from the system of free economy and 
free enterprise? Under what circumstances, on producers of raw ma- 
terials. do vou think that is justified ? 

Mr. Harrent. a Senator, isn’t it true. I am speaking now from 
general observatio . that there is a te ne nev for. say, the big gas com- 
panies and I am gees tee now of @asoline, that type of vas com- 
panies—that all these little producers gradually would be taken up by 
them and become a part of the | ng system / 

It is true we have several of them. 

Senator Dante. Yes, sir, that would certainly happen if you make 
them all utilities. If vou make utilities of the 25 people in my small 
hometown who are in the independent gas sro ant ing and oil business. 
so that they have to get lawyers to come to Washington to establish the 
price that they can charge to sell to the lines they are connected with, 
vou are going to force those 25 to sell to big comps nies, or to sell intra- 


state. 

They will sell their reserves out in toto to the big companies, if there 
are not intrastate markets. 

You know, that happened here a while back. A lot of independent 
oil producers and gas producers, both, made sales when they felt like 
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t was getting just a little bit too restrictive for them, and those pu 
hases were made by the large companies at good prices. 

Now, in view of inflation, I don’t want to see any more independent 
oil and @ ras producers bought out by the major oil companies. I don't 
ant to see their reserves bought out, because we will have a healthier 
dustry, if we have more and more people engaged in it, and it will 
De better for the consumers to have that kind of ienaaiiaen 

It is for the very reason that you mentioned that | don't Wwanht 
ee the smaller independents there are a total of about S000 ¢ 
producers now, according to the evidence I don’t want to see more 
of them bought up. You can understand why some of the small ones 


d intrastate markets. They 


to 


can’t stav in business 1f they cannot fi 

ill be forced to sell to people who have the lawyers and the know 
:oW TO Comme Up here and take care of the details of reg lation before 

Washington Commission / 

Mr. Harrewi. I think you and I think alike, so far as the final prob 
lem 1S concerned. | would Say this to you, however, that the very 
fact that the large companies hot reoulated in time will make it more 
profitable for him to go out and buy out these little companies al d 
pav mavbe more than he ought to pay, the httle fellow will profit 
t. because he in turn is not re oul: ited. and if he has oa dollars more 
than he ought to par to the little man, he can pass that price on to 
ne consumer, 

Senator Danie. If he has a free and compet tive market. he ear 
el] his as for what ver the market price 18, and hie Can k 10) Woibeut 
that 1s ot Ine to be, bit he cannot if this legislation Is hot pas ed 
Ife will never know when the Federal Power Commission mig 

lange the price, 

Mr. Harreit. I was going to say, with this exception, after you ge 
your big pipelines built, and the cities get their distributing system 
bullt. they are going to pay high prices before they let them go by 
the board, because they have vot big Investments both from the stand 
point of money and from the standpoint of operation, and that type 
f thing, they are going to pay it in the end. : 

Senator DANIEL. The best evide hnce we have is what they have done 
In the past. They haven't cobbled up these independent producers 
of gas, at least, in the past, have they / 

We still have 8,000 of them. 

Mr. Harrevi. They haven’t gobbled them up. 

Senator Dante. Mr. Harrell, isn’t it true that the small increas 
i the producer’s price of gas that we have talked about here, today, 
have not anywhere near kept up with the deflation of the dollar ? 

Mr. Harrewn. I think I said, that is true, Senator, I think I said 
in the paper, that we have no particular complaint up to the present 
time, we just want to be sure that we are froing to be protected for the 
future. 

Senator Dantev. I wish you would judge the future by the past, 
sir. You have gotten along fine in the past, and I am sorry you are 
not willing to judge what will happen in the future by what has h: ip 
pened in the past. 

I have taken up too much time, Mr. Chairman. 

Senator Pasrore. That is all right. You can take up all the time 
you want. 


{ 
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Senator Schoeppel / 

Senator ScHorrreL. Senator Daniel has covered many of the points 
tliat | wanted to raise, 

Senator Monronry. Could I ask one question / I believe you men 
tioned in answer to Senator Daniel that if the independent did find 


t unprofitable and too d ficult to operate as a public utility, that 
mula he a strong po sibility that a large) combine would take over 
tese gas reserves ¢ 
In case this regulation by the Federal Power Commission does take 
ace on the producers, would not the inflated price that might be paid 
vy these laren combines then become the rate base for the fixing ot the 
ld price / 
Mr. HARRELI It could be, except that the Federal Power Commis 
on would | ve to exerelise its 1Hdgment n letting them set the rates. 
Senator Monroney. Isn't it a fact that in almost all utility regula 


} 
ns, the pur ise price by aut lity. bei Oo the latest price set, becomes 
alue for rate xing purpose 


ie \ 
Mr. Harrenn. There is certainly a tendency in that direction. 
senator Nii NRONEY (Oncee vou remove the competitive influence, l 


eve Senntol Da e] s correct, and that you agvres with him. this 
VO ild ive a tendency to influence mergers and combine s. and sel] 
out Ot ndependents Phen vi ul would he Lutomatically raising the 
ft at ( eld OT the wa prod eed by fhe nov depe ndent. and by 


eP comboine 


Mr. Harrenn. That is right, sir. 

Senator Monronery. It seems to me that we have as much competi 
tion as we would like. you certainly still have competitive influences, 
luctuatine source of new oas 


Mnv small producers, and a cont nual t 


4 herefore. “us long as Vou do have these new was supplies, and mANV 
people in the busine 5, you have a better chan e, as you have had inthe 


] 
I 


past, to maintain a more reasonable rate than you would under an in 
lated Vi ave of mergers 

Mr. Ifarreiy. It seems to me, comparing it with coal, for instance, 
or with oil, we forget that you aren't tieing yourself up to a type of 

ng and to a system where you can’t change as much as you are when 
vou use gas and build the big pipelines and build the big distributing 
system to handle it, but of course, that is a different philosophy. 

Perhaps we will never get together on it. 

Senator Monroney. But the interstate pipelines are continually ex 
tending their routes to attract new gas supplies, and every time a new 
gas field comes in, they are willing to build into that field, if the price 
sright. 

If the price is exorbitant, they won’t build into that field. 

Mr. Harreti. Have you any reason to think that under regulation 
it wouldn't be right ? 

Senator Monronry. I just haven't found anybody that can tell us 
how they intend to regulate. 

Senator Pasrorr. Oh, we are going to get tothat. Weare going to 
have the FPC up here, of course. 

Senator Monronry. The FPC in the Panhandle Eastern case has 
decided that the way to regulate, particularly on those interstate pipe- 
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line companies who have their own production, is to take the competi 
tive price set by the field, and they have studied, worked, and worried 
over this thing ever since it has been in issue. 

Now, they tried the other, they tried the valuation base, and prac- 
tically went down to the nonexistent new supply, by the interstate 
pipe line company, and because ot th: ate xperience, the Vy bac ke d : iway 
from that policy and went back to the competitive field rate, and that 
isthe rule of the C ommission tod; ay. 

Mr. Harreiy. Senator, I don’t say this facetiously, I really mean it. 
I don’t prete nd to be a gas economist. Lam an administrator deal ng 
with what we feel affects our people, and that is what I am talkin 
about here. 

Senator Monroney. I realize that, and you are interested not only 
In pr ice, but in supp ly. One is no vood without the other. and whether 
you are able to buy the gas at 15 cents at the burner type, if you didn’t 
have any gas, it wouldn’t be any good. 

Isn’t it a fact that many of these new contracts that do tend to 
raise and increase the price in the field are due to the need for added 
reserves that these interstate pipeline companies are establishing. 

Mr. Harretxi. I would think that is one of the factors. 

Senator Monroney. And this bill permits all new contracts, as 
L understand it, to be examined by the Federal Power Commission, 
or renegotiated contracts, to determine whether they are exorbitant, 
in oood faith, or not. 

Senator Pastore. Well now, if they can do that if they can deter 
mine whether or not a rate is exorbitant, why can’t they supervise it ? 

Senator Monroney. Well, this gives them the right to be sure that 
none otf the new contracts, nor the renegotiated contracts, are rigged 
or represent other than a fair arm’s length result of competition in 
the field. 

Senator Pasrore. I don’t want to express an opinion. 

My mind is open. 

1 would like to hear all the testimony, and I suppose some of the 

. > * é ° r ° 
questions that were asked of Mr. Harrell were a little bit out of his 
own field, but he did raise a question that I should like to explore 
just a little bit, because I think there is an ambiguity in the record. 

You did admit that there are many independent produ ‘ers. There 
has to be somebody who gathers the gas so it can be sold, otherwise 
the producer wouldn’t know how to get rid of it. 

Usually these gatherers, are they small or large operators? Have 
you any experience on that? You say you spent 3 years in Texas 

Mr. Harrewu. I lived there for 3 years. I don’t pretend to know, 
Senator. 

But my impression was that they were large gatherers, but I could 
be entirely wrong. I wouldn’t care to express an opinion upon it. 
That would be my judgment on it. 

Senator Pastore. Are there any other questions / 

Senator Danret. Mr. Harrell, the truth about it is that you realize 
that on this matter of supply, adequate supply, that the passage of 
this legislation could result in the consumers in nonproducing States 
having more supply of gas than they would without this legislation, 
do you not ¢ 


r 
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Mr. Harreti. Would you mind repeating that, Senator / 

Senator Danrev. As far as supply is concerned, don’t you recognize 
that it is entirely possible that the consumers in nonproducing States 
will have more gas available to them if this legislation is passed than 
if it is not passed ? 

Mr. Harreiy. It may, and it may not, Senator, because if it isn’t 
passed, and regulation is by the Federal Power Commission, I would 
think that they would set a price in a procedure where you would 
get these people to produce. 

They are just cutting off their heads. If they don’t do that. you 
are killing the goose that lays the golden egg, if you take aw aw all 
incentive, and I am not for that, certainly. 

Senator Danrev. If there is regulation, you believe it should 
the fair market price in the field ? 

Mr. Harrevyi. That is one of the major factors. 

Senator Danret. You wouldn’t expect them to put a utility type 
of regulation over producers of raw products / 

Mr. Harrevyi. I would expect they would have to feel their way 
in it fora while., 

Senator Dante. Where did you live in Texas ? 

Mr. Harrety. San Antonio. 

Senator DanreL. Were youcity manager there / 

Mr. Harrevyi. That is right. 

Senator Danre.. Having been there and seeing the many, many 
independent produc ers engaged in the business, you know of your own 
knowledge, do you not, that those men, if at all possible, are going 
to sell in the intrastate market rather than interstate market if this 
legislation is not passed ? 

Mr. Harrevy. I think there would be a tendency in that direction. 

Senator Pasrorr. Are there any other questions / 

Thank you very much, Mr. Harrell. I hope that you can make your 
train. 

I understand there are two other witnesses who only wanted to pre- 
sent their statements for the record, a Mr. Slater and a Mr, Fillmore, 
is that so? 

Mr. Fittmore. That is true. 

Senator Pasrore. Identify yoursel?. 

Mr. Fitumore. My name is Dale H. Fillmore, from Dearborn, Mich. 

Senator Pasrorr. You are corporation counsel of Dearborn / 

Mr. Finimore. That is correct. 

Senator Pasrorr. Is there any objection on the part of the members 
that that statement be submitted for the records ? 

Mr. Firimore. I would like to say, if the committee please, that I 
do represent the mayor and the city council by unanimous directive to 
‘me to come here and advise of the objection of our municipality to the 
Fulbright bill and to all related legislation that purports to take away 
the regulation of the Federal Power Commission on this matter. 

Senator Pasrorre. And your statement goes on to explain that 
position ¢ 

Mr. Firimore. That is right. 

Senator Pastore. Without objection, your statement will be included 
in the record. 
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STATEMENT OF DALE H. FILLMORE, CORPORATION COUNSEL FOR THE CITY OF 
DEARBORN, MICH. 


My name is Dale H. Fillmore. I am the corporation counsel of the city of 
Dearborn, Mich., which at the present time has an estimated population of 
120,000 persons, most of whom are consumers of natural gas. 

I have been authorized by the unanimous approval of Mayor Orville L. Hub- 
bard and the City Council of the City of Dearborn to appear before the Commit 
tee on Interstate and Foreign Commerce of the Senate and oppose S. 1853, com- 
monly known as the Fulbright bill, as well as all similar legislation, on behalf of 
said city. 

In support of and as reasons for such opposition, I will set forth the following: 

1. Approximately 120,000 small consumers of natural gas in our city will be at 
the mercy of the large producers of natural gas to charge whatever the market 
will bear if the proposed legislation is adopted. The control by the Federal Pow- 
er Commission of the price of gas at the wellhead will be wiped out, and gas will 
cost any sum the “buyers” agree to pay for it. This cost will be included as an 
operating expense in the price to the ultimate consumer. 

2. Such increased prices will mean windfall profits to the producers, result 
ing in a huge giveaway by the Congress, not of public money but of the consumers’ 
money. Such profits have been conservatively estimated to be between $200, 
000,000 to $800,000,000 annually, depending on how much the wellhead price is 
raised. 

3. The Natural Gas Act of 1988 was enacted by the Congress in the interest 
of and to prevent exploitation of the consumers of natural gas, Phillips Petro 
leum Co. v. State of Wisconsin (98 L. Ed. 10835, 1049; June 7, 1954) The 
Federal Power Commission has not taken jurisdiction to regulate the price 
of gas at the wellhead largely because of litigation, legislative efforts to change 
the act, and through changing personnel on the Commission. On June 7, 1954, 
the Supreme Court, in the case above referred to, decided that the Federal 
Power Commission had jurisdiction, and it could no longer sidestep its respon 
sibility to regulate the price of gas at the wellhead. Since said decision pro 
ducers are now redoubling their efforts to amend the Natural Gas Act, by elimi 
nating the regulation of such price from the control of FPC. 

4. While there are somewhere between 4,000 and 8,000 small independent 
producers of natural gas which enters interstate carriers, approximately four 
fifths of the gas in interstate commerce is produced by the so-caled independent 
producers who would be exempt from regulation, if the Fulbright bill is made 
law. Of this number 7 producers sell one-third of the total and approximately 
100 producers sell more than 85 percent of the total. A few large producers, 
mostly major oil companies, make most of the sales to pipeline companies 

5. Ultimate consumers of natural gas will not be protected against price 
increases by the so-called long-term, arm’s length contracts between the pipe 
line companies and the independent producers because most of such contracts 
contain various kinds of escalator clauses as well as providing for renegotiation 
Unless such price increases are based on a reasonable cost price with regula 
tion by the Federal Power Commission, the consumers will have to pay what 
ever the traffic wil! bear. 

6. During the last 3 or 4 years the Federal Power Commission has had a 

great many applications by pipeline companies filed with it for increases in 
their rates at what they call the fair field price. These increases have substan 
tially all been based on the fair field price of gas as compared with the reason 
able cost thereof. 
7. Federal regulation at the wellhead is necessary because natural gas is 
a commodity different than any other commodity in interstate commerce, it can 
be transported practically only through pipelines which are constructed at great 
expense to the pipeline companies. The result is virtually a monopoly existing 
in the pipeline companies which requires reasonable regulation. Natural gas 
in that respect differs from coal, oil, grain, and almost any other commodity 
handled in commerce. 

8. Legislation regulating the price of natural gas which enters interstate 
commerce is necessary by the Federal Government “to fill the gap in regula 
tion that now exists by reason of the lack of authority of the State commis 
sions.” The Natural Gas Act “was intended to regulate the wholesale sales of 
natural gas which were beyond the jurisdiction of the States but which entere 
into the costs underlying gas sales over which they, the States, had jurisdicti 
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and consequently had to be taken into account in fixing rates” to the consumers. 
If the proposed legislation is adopted, the so-called gap will be reopened 
in which neither the States nor the Federal Government will have jurisdiction 
to regulate. 

9. For the foregoing reasons in the public interest we ask that the Senate 
do not adopt 8. 1853, being the Fulbright bill, as well as all similar proposed 
legislation. 

Senator Pasrore. Is Mr, Slater here ? 

All right, Congressman Vanik, we are ready for you now. 


STATEMENT OF HON. CHARLES A. VANIK, A MEMBER OF CONGRESS 
FROM OHIO, 21ST DISTRICT 


Mr. Vantk. Mr. Chairman and members of the committee, I am 
having my problems with the independent production of my state- 
ment. It will be here in just a few moments, and I will see that it is 
distributed to the members of the committee. 

My name is Charles A. Vanik, and I represent the 21st district of 
Ohio, which is principally the east side of Cleveland. 

Asa member of the other House, I can hardly come here and pretend 
to be an expert. I am moved to appear here out of deep conviction 
and desperation. Over 95 percent of the residents of my district are 
consumers of natural gas which is distributed by the East Ohio Gas 
Co. which serves northeastern Ohio including the northern Ohio cities 

Akron, Canton and Youngstown and which derives some very small 
quantities of its gas from what was once described as the inexhaustible 
Appalachian field. 

I want to place emphasis on that word “inexhaustible”, because later 
[ will contend it may have some connection with what seems now to 
be the inexhaustible area of gas production in the Southwest. 

Today most all of our gas comes from the Southwest, and we in 
Cleveland are probably as concerned as consumers as perhaps any 
other group in America. For example, the local distributing com- 
pany—the East Ohio Gas Co.—has had its natural gas sales per domes- 
tic consumer rise from 85,748 cubic feet in 1945 to 195,893 cubic feet 
per domestic consumer in 1954. Domestic sales have increased in the 
area of our local distributing company, which is the nothern Ohio 
area, from 46,674,457,000 cubic feet in 1945 to 131,175,084,000 cubic 
feet in domestic sales in 1954. For this same period, industrial sales 
have climbed from 30,126,754,000 cubic feet in 1945 to 59,554,879,000 
cubic feet in 1954. The total consumption therefore of our northern 
Ohio gas served principally by this one local distributing company 
has risen from 76,801,211,000 cubic feet in 1945 to 190,729,963,000 cubie 
feet in 1954. 

We find, in analyzing these figures, that gas consumption has in- 
creased almost 300 percent in domestic sales and almost 200 percent 
in industrial sales within a 10-year period. Putting it another way, 
our space heat consumers have increased from 120,709 in 1945 to 

59,109, or roughly an increase of almost 350 percent, within 10 years. 

In our part of the country, gas heat is practically the only source 
of fuel we use and we do not ‘desire to return to wood stoves. In short, 
we have been consuming a great quantity of natural gas which has 
come from the Southwest, and we feel that we have made about as 
much contribution to the development of the economy of the Southwest 

any other part of the country. 
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Now, it will be undoubtedly mentioned by some of the members of 
the committee or persons present that my community has one of the 
lowest gas rates in the country, and that is true. To bring this mes 
sage directly to you as a matter ot comparison, my gas bill for heat 
ing my W ashineton home during the month of January Was 46, 
while the month’s heat bill for the month of January in my Cleve 
land home, which is several hundred cubic feet larger than my Wash 
ington home, which was open and maintained by my family during 
that time, that bill was S17. 

There is an important reason for these low rates in Cleveland 
Our low rate stems from the prudent activity of the distributing 
company in establishing huge storage areas in the Akron and Canton 
area. ‘These areas once provided our natural gas, and now they are 
being used as tremendous reservoirs in which gas is pumped during 


slow seasons, and pumped out in the seasons of high consumption 
during the winter months. ‘Therefore the distributing company cai 
make a steady and constant purchase of gas into its territory, a 
keep the pipeline going 

In addition to that, perhaps no other community in America ust 
the tremendous volume of natural gas for industrial purpose We 
do in the Cleveland area. It is mixed with other industrial ga 
and used by the basic industries in the production and fabrication 
of steel and in the manufacture of coke and in many other industrial 
wavs so that while our domestic con umption has been large, ow 
industrial consumption has al Oo been large, al cl as a@ iargve consumel 
we have received a large cor suming price, because it Is one of thi 


benefits of large-volume consumption. 

In addition to the maintenance of reservoirs, our local company 
has done a good job in selling natural gas not only as a clean and 
efficient fuel, but also as a useful fuel for the operation of appliance 
We perhaps have more gas water heaters, gas incinerators, gas re 
frigerators, and gas stoves per capita than perhaps any other 
munity in America. 

Gas consumption has been stimulated and extended on the baSis of 
its low cost. 

Now, there has been much said during the course of these hearings 
about the relatively low price of gas at the wellhead and the high 
cost at the point of distribution to the retail consumer, but it must 
be borne in mind that while the producer digs a well and the gas 
flows out, usually under the natural pressures of the earth, the find- 
ing of the gas is an incidental happening. I think that has been 
pointed out here several times before. It is discovered in the search 
for oil, principally. The pipeline people must build and maintain 
pipelines and maintain pressure through the lines, but the big opera 
tional cost features naturally devolve upon the distributor who must 
build a tremendous distributing system down every street of every 
city and to every home at which he must maintain an expensive 
meter. There is a thousand times more earth _ laced in the laying 
of distribution lines than in the drilling of gas wells, and the dis 
tributor must maintain the pressure of the gas _ aera the system, 
and make sure that it is of sufficient thermal stre ngth to be useful : 
a fuel. 

In addition, the distributing company must maintain the huge 
reservoirs I spoke about, with excessive pumping facilities. It must 
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stimulate the use of gas for space heating and for the operation of 
household appliances and must in the northern cities maintain a 
constant inspection system so that the use of natural gas in the aver- 
age home or in the factory is safely flued, so there isn’t any danger 
to human life. 

From our point of view, members of the committee, gas is a public 
utility. We have nothing to say in our homes about whose gas it is, 
or where it comes from. It comes to the transmission pipeline com- 
pany’s pipelines, and through the distributing lines. We have noth- 
ing to say about the price paid for it either by the distributing com- 
pany, the transmission company, or the agencies of the wellhead 
producers. 

If we had oil furnaces, we could bargain for our oil. It could be 
trucked into our homes from any part of America, from any oil dis- 
tributors in our country, and we might decide we could use Pennsyl- 
vania oil, or Oklahoma oil, or California oil, which is transported all 
over America by oil tank cars. 

The same applies to coal. If we had coal burning equipment, we 
could use our choice of Kentucky, Pennsylvania, or coal that comes 
from any part of the country from thousands of mines. We could 
purchase our coal directly in innumerable retail outlets, but when our 
economy, our life blood, the very usefulness of our homes depends on 
natural gas which flows through pipelines into them, we are com- 
pletely at the mercy of anyone w ¢. has to do with that gas along the 
line—the producer, ‘the transmitter, the distributor. 

I know it has been said that the States can regulate this subject, 
that the State of Ohio can regulate the cost of distr ‘ibution relies a 
the State, and determine that it is fair and equitable based on the 
charges that are involved, but my State can exercise no dominion what- 
soever over the cost of gas before it gets to the State line, and unless 
we can have something or some agency can determine for us that a 
fair price is determined before it reaches the State line, we have 
absolutely no control whatsoever over the price that we must pay for 
our gas. 

Now, prior to 1947, as I understand it, there were relatively few 
independent producers of natural gas, but after a series of Federal 
Power Commission rulings with which I did not agree and with which 
most of our Northern gas consumers did not agree, there developed 
on the horizons a great ‘number of producers of natural gas who, rely- 
ing upon those decisions, considered themselves exempt from the regu- 
lation of the Federal Power Commission. The number of independent 
companies has continued and is continuing to multiply to the end that 
the price of gas at the wellhead may be freed from Federal control. 

Everything was fine with the so-called independent producers until 
the Phillips decision came along, and said that it was all wrong, that 
if gas was intended for transmission in interstate pipelines, it was 
subject to regulation. 

Now, let us analyze for just a moment the numbers of these so- 
called independent producers of natural gas. The fact is that the 
Federal Power Commission conveniently “does not have records of 
the number of independent gas producers in the succeeding years until 
the year 1953, when it determined that there were 4,545. 
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Now, the Standard Oil Co. of Indiana, in a letter to its stockholders 
dated March 16, 1955, and it is the same Standard Oil Co. that sends 
Mr. Boatwright down here as its ee said that there were 5,000 
inde pe ndent producers of natural gas, while its neighbor, Standard 
Oil Co. of Ohio, told all of its stoc Jchol lers, in support of the Harris 
bill and the Fulbright proposal, that there were more than 4,000 
producers. 

Now, during the course of the hearings in the House, the number of 
producers was increased until it reached 8,000. We are now talking in 
terms of 8,000 producers. 

I want to call the attention of this committee to the statement made 
by Congressman Roberts of the House Interstate C ommerce Commit- 
tee when he, in a statement before the committee on May 3, 1955, said 
this. and I am quoting now from Congressman Roberts: 

Of all 4,000 producers, seven—mostly big oil companies—produce one-third of 
the supply. Less than 100 of these companies, 2.5 percent of the total companies, 
produce 85 percent of all the natural gas used in the United States and the re- 
maining 3,900 produce only 15 percent. This means the big producers can set 
the rates once the FPC authority is removed. 

The Phillips Petroleum and Humble Oil Co. (a subsidiary of Standard Oil Com- 
pany of New Jersey) hold one-sixth of the country’s total natural gas reserves 
about 34 trillion cubic feet. With each 5 cents added to the fuel price, the value of 
their combined reserves increases at the rate of $1,700,000,000. 

The fact is that the number of the so-called independent producers 
of gas did not increase until it became very profitable for them to in- 
crease under the subsequent favorable rulings of the Federal Power 
Commission. Now just how many independent producers are there and 
how independent can they be ? 

How can the committee intelligently arrive at a solution of this prob- 
lem without knowing how many independent producers of natural gas 
there really are? 

It may be entirely coincidental but it is interesting to note that the 
powerful gas and oil lobby with its one million and a half dollar plush 

campaign fund forgot the elementary requisite of bringing a smgle 
so-called independent producer of natural gas to the cross-examination 
of committee members. The simple fact is that there was not a single 
person present at the House committee hearings who looked as though 
he had ever been covered with drill dust or oil spray—at least not for 
a long period of time. 

There is both in your proceedings and in the House proceedings, ex- 
tensive testimony by an economist ‘employed by the Standard Oil Com- 
pany of Indiana, I believe he was referred to as Mr. Boatwright. I 
have profound respect for this gentleman, but I cannot help note in 
passing that the Standard Oil Company of Indiana has a specific inter- 
est in this bill as is indicated by a brochure which was distributed 
throughout the State of Indiana and elsewhere, and I have a copy of 
that brochure. 

Standard Oil of Ohio issued a similar statement to its stockholders, 
and to its public. The Standard Oil Company of California also 
made distribution of this brochure, as well as the Standard Oil Com- 
pany of New Jersey, which sent one to every one of its credit card 
purchasers. 

In all of these documents, which were given wide distribution to 
stockholders and gasoline consumers, the not-very-independent Stand- 
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ard Oil Cos. urged against the Federal regulation of the so-called in- 
dependent producers. 

Now, if the Standard Oil Cos. profess and intend to have the same 
attitude toward the independent producers of natural gas as they 
have toward the retail distributors of gasoline and oil produe ts, some- 
thing just isn’t right. 

Apparently they have tried to convince the public that what is good 
for the Standard Oil Cos. is good for America, and this claim cannot 
be recone iled with our experience. 

Furthermore, gentlemen, I have with me a copy of an ad which I 
read in yesterday’s Washington Daily News, which is entitled “Com- 
petition Serves Consumers Best”. This ad is allegedly placed by the 
District of Columbia Sétemal a and Resources Committee, Robert 
E. Bowen, chairman. 

Now, I don’t know Mr. Bowen but I do know en 5a 


so-called committee in Ohio. and it is he: aded | a ee friend of 
mine, Mr. Robert E. Collacott, whose real position ae v > presi dent 
of the Standard Oil Company of Ohio. Ap parently aan kind of 
committee with the same ki nd of name is sponsore | by the Standard Oil 
Cos. in every other section of America 


This whole subject ic s your most serious investigation. It 
is unlike large corpe rations like the Standard Oil Cos. to be benev- 
olently concerned about the welfare of the development of the so-called 
in depe nde nts in anyvt! hing 


Gentle: Wh, Shake has Hee n considerable talk throughout these hear- 


ings on the effect that the Harris — o] t bills would have to con 
serve the natural gas supplies and at the same time make abundant 
supplies of natural gas available at no higher price to the consumer. 


It cannot do all things for all people, it simply can’t. 

It was pointed out by the officials of the Federal Power Commission 
that we have reserves that would last 22.5 years at the present rate of 
consumption, but the fact that is overlooked is that the present rate 
of consumption is only a fraction of what current increased demands 
could make it, particularly in view of the anticipated increase in the 
population and the deve ‘lopme nt of our industry. I doubt whether the 
present reserves are sufficient te last 10 years. The shoe may end up 
on the other foot. The great gas-producing States of Texas, Arkansas 
and Oklahoma may someday, sooner than they now believe possible, 
find themselves in the same plight as Ohio. The wells may become 
depleted and become useful only as storage bins, perhaps, to bring 
back through the interstate pipelines the gas that may be manufac- 
tured in West Virginia from coal and shipped back to Texas and Okla- 
homa. 

Now, if that were to happen, would Texas and Oklahoma feel as they 
do now about the regulation of the Federal Power Commission on 
this important subject ? 

Now, it has been brought out during the course of the hearings, both 
here and in the House, that 50 percent of the gas produced in Texas 
goes into interstate while 50 percent remains in Texas. 

Now, since that statement first came out, it was modified to provide 
that now 51 percent of the Texas gas remains for interstate use. 

Now, what is being overlooked in this discussion is that most of that 
50 percent of the gas that remains for intrastate use is pumped back 
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into the wells for ultimate reshipment in interstate commerce as gas 
going outside the pipeline. 

Senator DantreL. Congressman, would you document your statement 
there? Do you personally know that statement is true ? 

Mr. VaniK. I told you at the outset I wasn’t an expert, I couldn't 
calculate the cubic feet involved; but I do understand that a consider- 
able portion of the gas that was indicated as going into intrastate 
commerce was in fact pumped down into the wells for further proc 
essing, for drying up, and to be returned into interstate commerce 
ultimately for shipment and transmission to the other states. 

I will be glad to try to researc h that que stion, gentlemen. 

Senator Dantev. You do not of your knowledge know that state- 
ment to be true 4 

Mr. Vanix. I do not of my own knowledge know that statement 
to be false. or untrue. 

Senator Dantet. You made a flat statement here that sounds like 
straight testimony as to the truth, and I just wanted to know if yon 
personally knew it to be true. If you didn’t know it to be true or 
talse, I would think probably you wouldn’t make the statement. 

Mr. Vanix. Let me say this. I am not convinced, and I have read 
both the testimony, both the House and Senate, on this point, and I 
have not been convinced by any authoritative information that 50 
percent remained. 

Senator Pasrore. Let me ask you a question there. Did you make 
that statement to the House committee ? 

Mr. Vanik. Yes, sir. 

Senator Pasrore. Has anybody refuted it yet 

Mr. Vanix. It has not been refuted. 

Senator Pasrore. All right, proceed. 

Mr. Vanixk. There has been some discussion here about the fair 
field price. ‘The fair field price of a substance—any substance in de- 
mand—is what the market will pay. A fair field price of natural gas 

at the wellhead will move the areas of competition and I think this 

goes to the whole heart of this question—it will move the areas of 
commie from the field to the consuming end in the development 
of vigorous competition between cities and urban centers needing the 
gas. 

Apparently some Indiana communities I know, and some Illinois 
communities, are willing to get this gas at any pric e. We cannot bid 
for this gas in Texas or Oklahoma gas auctions. The struggle which 
we witness in this hearing is a struggle between the have and have-not 
areas of this country with respect to natural gas. 

Now, the people of my State and the people of my district do not 


want to engage in combat or in any way engage with the people of 
Texas and Oklahoma in any aia on this question. All we seek is 
an arrangement whereby we can get along together. We seek in 


natural gas what another Texan, Wright Patman, seeks in other fields, 
fair and reasonable trade policy. We don’t want to pay a tariff on 
our gas to the producing States. We want the good people of the 
Southwest to get everything to which they > are entitled for their enter- 
prise, and for the bountiful things whic h the Lord put into their land 
and forgot to put in ours. 

They are entitled to every bit as much consideration for their enter- 
prise and for their risks in drilling for gas and oil, but some of the 
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national interest in the earth of the Southwestern States is something 
that the northern people feel entitled to, because we are a part of this 
same country. We live in the same Republic, and we feel entitled to 
participate in the bounties of another part of our Nation, at a reason- 
able cost, because the people of the Southwest just didn’t put that gas 
into the earth. 

Now, the decision which confronts your committee is a technical 
one, but it is primarily a political and economical conflict between 
regions. Should the rights and interests of 88 million people be dis- 
regarded in the interests of the so-called independent producers of 
gas ¢ 

A Federal Power Commission-which is constrained to work, I think, 
could do the job under the law as it now stands, in fairness to all 
groups, without any further legislation. 

Now, gentlemen, before I close I just want to say that during the 
months of March and April I attended most of the House Interst: ite 
and Foreign Commerce Committee hearings on the Harris bill, and 
other related legislation. During some 21 days of hearings, the com- 
mittee heard 105 witnesses. I made my count before the official com- 
mittee documentation was completed, so I may be out 1, 2, or 3, one 
way or another, but among the witnesses who testified for the Harris 
bill was the Chairman of the Federal Power Commission; Mr. Thomp- 
son, of the Texas Railroad Commission; Mr. David T. Searls of Hous- 
ton, who represented some pipelines and some so-called independent 
producers; your Dr. John Boatwright of the Standard Oil Co. of 
Indiana; Mr. R. G. Laughton, president of the Laughton Oil Corp. ; 
Mr. Russell B. Brown, general counsel of the Independent Petroleum 
Association; Mr. Clarence T. Smith, member of the Illinois Oil and 
Gas Association. They, inc identally, have a brochure that looks as 
though it were prepared by the Illinois State Chamber of Commerce, 
which looks like the others prepared by the Standard Oil Cos. Mr. 
J. P. Jones, Pengrade Crude Oil Association; Mr. John F. Marion, 
president of the Independent Natural Gas Association of America, 
and also president of the Northern Natural Gas Co. of Omaha, Nebr., 
also representing some interstate pipelines; Mr. William Jackman, 
president of the Investors League of New York City; Mr. Lloyd C. 
Halverson, self-styled economist; Mr. H. B. Fell of the Chamber of 
Commerce; Mr. J. Taylor of Amarillo, Tex., and yprorecens of the 
National American Cattlemen’s Association; Mr. Ray Willoughby, 
past president of the National Wool Growers Association. 

Now, the Chairman of the Federal Power Commission testified for 
the Harris bill, and it is the first time that I ever heard a public offi- 
cial in a so-called regulatory agency publicly ask a legislative body 
to give him less work to do, and perhaps eliminate the necessity of the 
Commission, itself. 

Now, I would hardly call the Standard Oil Co. of Indiana an inde- 
pendent producer of either natural gas or oil, and it w ould be difficult 
to believe that the Pengrade Crude Oil Association is particularly 
interested in natural gas reaching northern homes at fair and reason- 
able prices, and it would hardly ‘be expected that the representatives 
of the interstate pipelines would be vitally concerned with the cost 

of gas to the home owner of New York, Akron, or Chicago, but it is 
not surprising to find the Investors League zealously interested in 
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he bill, because through it the investors in oil and as stocks stand 
a pretty good chance of a $5-billion windfall if the Harris-Fulbright 
p roposals: be come lk: aw. 

Now, the president of the Cattlemen’s Association testified for the 
Harris bill, and I can well understand that. I understand that some 
of those large oil and gas ranches raise cattle as a sideline; and I can 
understand the testimony of the former president of the Wool 
Growers Association, as gas becomes more expensive to the re up 
in our northern cities, they will probably have to keep their thermo 
stats down and their blood pressures up and go back to niacin 
woolen underwear. 

On the other hand, gentlemen, there were 80 witnesses testifying 
against the Harris bill. They represented cities, consumer groups, 
public utility officials, and dis stributors 

Now, some distributing companies are deeply concerned with the 
possibilities that are present if the Harris-Fulbright proposals become 
law, beause they will be on the firing line, they are going to be issuing 
the eas bills to the consumers. 

Gentlemen, from these hearings, and from the record as it appears 
to me, the so-called independent producers of natural gas are ghost 
riders in the sky, created and dancing to the music of the oil com 
panies of America, and the groups of investors in oil stocks and natu 
ral gas pipelines, whose fundamental interest, whose basic desire is 
profit, profit free from Federal regulation, profit free from Federal 
scrutiny, and profit free from Federal calculation. 

Their interest is certainly incompatible and contrary to that of the 
great body of consumers of natural gas who can m: ike no selection 
as to the source of their gas supply, and who have very little to say 
about the price they must pay for it. 

These so-called independent producers, these ghost-riders in the sky, 
are ghost-riding against the public interest. 

Gentlemen, the Harris-Fulbright proposals. 

Senator Pastore. Mr, Congressman, I know you mentioned it, but 
I would like to have you repeat it again. . 

How many companies contro! 85 percent of the gas production of 
this area ? 

Mr. VaniK. This research is not mine, the research is the testimony 
of Congressman Kenneth A. Roberts, who is a very capable member 
of the House Interstate and Foreign Commerce Committee, and this 
is his statement, which was not refuted in the record. 

Of all 4,000 producers, 7—mostly big oil companies—produce one-third of the 
supply. Less than 100 of these companies. 2.5 percent of the total companies, 
produce 85 percent of all the natural gas used in the United States and the 
remaining 3,900 produce only 15 percent. This means the big producers can set 
the rates once the FPC authority is removed. 

And the next paragraph : 


The Phillips Petroleum & Humble Oil Co. (a subsidiary of Standard Oil Co. of 
New Jersey) hold one-sixth of the country’s total natural gas reserves—about 34 
trillion cubic feet. With each 5 cents added to the fuel price, the value of their 
combined reserves increases at the rate of $1,700,000,000. 

Senator Pastorr. In other words, it was the statement by Mr. Rob 
erts that less than 100 companies control 85 percent of the gas produc- 
tion ? 
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Mr. Vanik. Yes, sir. 

Senator Pasrore. That is the statement the proponents of this legis- 
lation should refute. They have been shedding crocodile tears here 
about the army of independent producers. I believe this is an im- 
portant point. I am not saying it is true, but I think the statement in 
the record should be refuted by those who take a contrary position. 

Senator Monronry. The testimony we have had, Mr. Chairman, 
from Mr. Boatwright 

Senator Pastore. Mr. Boatwright is one of the boys, he is from the 
Standard Oil Co. of Indiana. 

Senator Monroney. But where is the source of Mr. Robert’s figures ? 
He pulls these figures out and says it is the fact. We had testimony 
in an all-day session that the first four companies in size produce 17 
percent of the natural gas; the first 8 produce 28 percent, the first 20 
companies produce 16 percent; the first 50 companies produce 66 per- 
cent, and the first 100 companies produce 75 percent. 

Senator Pasrore. I am not the chairman of this committee; I am 
only acting as chairman of the hearings, but I think it is incumbent 
upon the staff of the committee to investigate these figures on their 
own, because it is absolute ly import: unt. 

Senator Monronry. Mr. Vanik is quoting Mr. Roberts. We do not 
have his testimony before this committee, we don’t know the sources. 
These sources go back to the records of the Federal Power Commis- 
sion, and it was an exhaustive study that wasn’t challenged by any 
member of the committee. 

The further showing he made was that of all the extractive indus- 
tries, only bituminous coal is greater diversified than natural gas. 

Senator Pasrore. Yes, that is true, insofar as the number of people 
engaged in it. 

Senator Monroney. That is the percentage of supply. 

Senator Pastore. I am not going to debate with the members of the 
committee here. I am saying this is an important revelation, whether 
true or untrue, and if we don’t get testimony here from witnesses, I 
thmk our staff ought to look into it, and we ought to get our own 
figures on it. 

Mr. Vanix. The witnesses should certainly be impartial and come 
without an interest. 

Senator Monroney. But how impartial are the witnesses? I don’t 
know Mr. Roberts, I assume he is an able Congressman. I assume he 
got his figures from the Federal Power Commission, but also you know 
the base, or know the amounts being calculated; we have no way of 
knowing from the figures we have here from Dr. Boatwright, which 
were rather carefully documented by the yearbooks of the Bureau of 
Mines. 

Mr. Vanix. If you take the figure on the number of independent 
producers, every one of these documents, 4,000, 5,000, and now it has 
jumped to eight. Earlier publications this year were 4,000 ; those that 
came out in April brought it up to five, and now it is eight—doubled in 
5 months of testimony. 

Senator Monroney. But it is rather hard to run down the number 
of producers of natural gas. Some of them sell a very small amount, 
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and wouldn't sell it at all but would flare it off if it weren’t for the 
State conservation laws. 

sy the time you chase it down through the five gas-producing States, 
the gas producers, you have quite a job on your hands knowing who 
isa gas producer or oil producer that maybe dloesn’t even put any gas 
into the lines. 

It is a difficult proposition, at best, and that is why regulation pre 
sents such a problem and Iam wondering just how you would go about 
setting the fair field price. 

Would you base it on a utility return 2 

Mr. Vanix. I don’t think it is my province to determine how a 
fair field price should be determined. I think under the law now, as 
it is now constituted, the Federal Power Commission has the right to 
develop a flexible formula, which can take into consideration the dry 
wells, and so forth, the cost of exploration, and all the various factors 
involved. 

I think they can arrive at a fair formula. I don’t think it is my 
province to create a formula for the Commission. I think they have 
the experience, and the basis upon which they can arrive at a formula. 

If it isn’t a fair formula, it can be taken to the courts and reviewed 
for its equity, both from the standpoint of the industry and from the 
standpoint of the consumers. 

Senator Daniet. Mr. Congressman, you talk about the witnesses be 
ing impartial. Frankly, I haven’t seen any completely impartial wit 
nesses before this committee, and I assume that you do not put your 
self in that category. 

Mr. Vanrk. I am not partial, Iam thinking about the consumers in 
my area, but I start off with that—my first statement was that I rep 
resent my district and the consumers in my district. 

Senator Dante. The important thing is whether the witnesses 
are telling us the truth, whether or not they have the information and 
are giving it to us truthfully. 

With respect to Mr. Boatwright, I am now referring to Mr. Boat 
wright’s testimony to which you were referring a moment ago, say- 
ing he is one of the boys. 

Mr. Vanik. That is not my term, sir. I didn’t use that term. 
The Senator from Rhode Island used that term. 

Senator Dantet. Now, do you have any evidence that any of this 
information given to this committee, and to the House committee, as 
to the statistics on this subject by Dr. Boatwright are incorrect? 

Mr. Vanik. I think that the information that I submitted from the 
testimony of Mr. Roberts is at variance with portions of Mr. Boat- 
wright’s testimony, and I understand that he got his information from 
the Federal Power Commission, the same source. 

Senator Dante... Well, I know you would want us to find out 
from Congressman Roberts the exact source of his information, be 
cause Dr. Boatwright’s information, though he is a partial witness, 
came from the Federal Power Commission, according to his state- 
ment to the committee. 

Now, do you have any other evidence that the information given 
to this committee by Dr. Boatwright is not correct, other than the 
statement you read from Congressman Roberts ? 











416 AMENDMENTS TO THE NATURAL GAS ACT 


Mr. Vanik. What was his statement with re spect to the number of 
independent producers? He said there were 8,000, didn’t he? 

Senator Dante. I am not sure. 

Mr. Vanix. I would have to compare his statement with these 
official documents undoubtedly prepared with great care. 

Standard Oil of Ohio says 4,000, 

Senator Dantet. You attribute those documents to some of this 
work, too? 

Mr. Vantk. Standard Oil of Ohio, I assume they ought to have 
some idea about this, and Standard Oil of New Jersey’ s statement 
isn’t in. Standard Oil of California’s statement reads 5,000 and here 
is a statement here issued by the legislative secretary of the Illinois 
State Chamber of Commerce—they ought to have some source of 
information— and they say 8,100. 

[ think if we wait another few weeks, it will be up to about 20,000. 

Senator Dante.. That might be true if we believe people are not 
going to give us information in good faith. Personally, I think 
anybody making statements before this committee will make them 
in good faith, and just won’t pull them out of the air. I know ina 
statement I made last year, I believe there were about 5,000 inde- 
pendent producers, and I was taking it from the Federal Power 
Commission estimates. 

The higher figure, and the only source of it that I ever found 
the Federal Power Commission. 

I understand th: at since they found out that the V might be in the 
business of regulating indepe ndent producers, they found out that 
there are a lot more inde} vendent producers than they previously 
thought, and if my recollection serves me correctly, Mr. Kuykendall, 
or someone from the Federal Power Commission, first brought in a 
larger figure. 

Anyway, do you have any other evidence that would cause you to 
say that statements made by Dr. Boatwright are not true? 

Mr. Vantk. I have this officially, and I got this information myself 
from the Federal Power Commission, and that was the figure I used, 
4.545 in 1953, and no record prior to that date. Now, that I got 
from the official records from the commission, itself. 

Senator Dantret. Of course, you don’t know which figure is correct ? 

Mr. Vani. I truly don’t know, but I say someone ought to find 
out. T really don’t know. 

On the basis of this evidence to me, what has been testified to be- 
comes suspect. 

Senator Monroney. Isn’t it a fact that even the Federal Power Com- 
mission. or even the Illinois Chamber of Commerce, or Standard Oi] 
of New Jersey or these other companies did not know the exact eee 
6f gas produc ers until the Phillips case when you suddenly found thes 
people bec ane public utilities by court decision, and by that coker n 
these peop le, | IV law, had to file their rate schedules, and so it is coming 
in. an i vou are finding out that they grossly underestimated the num- 
ber of ae ers. because they have vot to have rate schedules filed 
under this Phillips a ision, and they are in that process now. 

Mr. Vanix. They ought to know how many applications they have 
tod: Ly, the Vy Ol cht to be ab le to tell us. 
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Senator Monroney. It is my understanding that is where the 5,000 
figure came from, 

Mr. Vanix. Then I think this committee ought to try to determine 
why the great increase in the short period of time. 

Senator Monroney. It wasn’t an increase, since this has been 
free competitive situation. people selling gas toa pipeline, no one paid 
any attention to how many wells were under contract, or what concen 
tration or lack of concentration there was. Now we are having these 
filings. and we can determine rather accurately, and I think the statl 


can look it up and should look it up. 

Senator Danie. Is there anything else vou question, or do you 
have any evidence to the effect that there is incorrect evidence in Dr. 
Boatwright’s testimony 4 

Mr. Vanix. That is a question I think deserves a lot of study. 

Senator Dante... I am not asking you to do it at this time. 

Mr. Vanix. I wouldn’t want to give a categorical answer. — | 
wouldn't want. by my statement, to endorse the heures he has there 
until [ have an opportunity to have them checked. 

Senator Danrev. Iam asking you, Do you at this moment have any 
evidence in your possession or any other indication that anything he 
gave this committee was not true / 

Mr. Vantk. I have no evidence that I can submit at this time 

Senator Danre.. Mr. Chairman, I ask that there be incorporated in 
the record at this time the information concerning eas rates in Cleve 
land, Ohio, and the chart with respect to Cleveland, Ohio, that was 
submitted to this committee by Dr. Boatwright. 

Senator Pasrore. Without object on, it is so ordered 

(The information is as follows:) 


CLEVELAND, OHIO 
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CLEVELAND 
Comparative Prices of Natural Gas 
the Producer in the Field, Paid to the Pipeline 
panies and Received by the Distributing Company 


Average for all gas used by residential customers 


1953 
(Source: Annual reports to FPC) 
Price received by : 
Distributing Company ——- 60.4 cents per MCF 


Cost of distribution to 
Cleveland consumers 


Price received by pipeline —_ 3s E 
companies 33.8 cents per Mcf 
Cost of transportation 22.4 
from fields to cents 
distributor 


Price paid to producers in - 11,4 cents per Mcf 
Appalachian and Southwestern 


Fields 
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CLEVELAND NATURAL GAS PRICE RISE SLIGHT 
Average cost of gas to Cleveland residential customers rose only 2.6 percent 
in 5 years, despite the substantial increase in the price of other commodities, 


a survey revealed today. 

Cleveland householders paid an average of 58.87 cents a thousand cubic feet 
for the fuel in 1949 and 60.89 cents in 1953, the latest year for which reports 
are available. 

Meanwhile, the average use of gas rose from 109,000 cubic feet to 148,600 
for each residential customer and the number of such consumers increased from 
836,580 to 368,035. 

Cost of gas for typical residential use in heating the home, cooking and heat 
ing water remained stationary at 56.9 cents a thousand cubie feet for the first 
4 years of this period and rose less than 5 cents a thousand cubic feet in 19538 

The survey was conducted under the supervision of Dr. John W. Boatwright, 
one of the Nation’s top economists in the fuels industries and an official of 
Standard Oil of Indiana. 

Senator Dante. I feel that this information is the best answer 
that can be given to the Congressman’s testimony here, because it 
certainly shows that the past history of unregul: ited producers has 
not harmed the consumers of Cleveland, Ohio, but has served ve ry 
much to their benefit. 

Senator Pasrorr. Senator Schoeppel ’ 

Senator ScuorrreL. Congressman, did you know that the Farm 
Bureau testified in favor of this bill? 

Mr. Vanik. Yes, sir; I forgot to mention the Farm Bureau 

Iam sorry about that. Yousee, I recall it. 

Senator Scuorrret. They are not big producers of oil or gas, but 
in their wisdom, in the pagan of their convention participants, 
they passed a resolution in favor of this measure. I wanted to have 
that in the record as a on of my questioning of your appearance 
here today. 

Now, Congressman, I rather take it from the overall tone of your 
testimony that you are critical of the large companies, as you see it; 
that is your judgment, and that is your prerogative. 

I can’t personally see that that is a crime in the United States of 
America for a company to get big, for a company within this+great 
country of ours to have, as a number of these companies, thousands 
and thousands of stockholders, and people working for them drawing 
some of the largest wages in the history of this country. 

The significant thing to me is that in the course of these 10 or 15 
or 20 years, these companies have in this specialized field, furnished 
this Nation of ours and the consumers of this Nation of ours oil and 
gas products, and now gas at the lowest prices that possibly could be 
in the network of transportation of these facilities that we have avail 
able to us today. 

Don’t you think that the y are entitled to a little credit on that side 
of the ledger, that they haven’t been out gouging the public, and they 
are not great giant monopolies ¢ 

Mr. Vanik. Well, I would like to answer that question. I concur 
with you that our great corporations have done a magnificent job 
of development, production, exploring, and developing a great many 
things that we enjoy, but I would call your attention to several things 
that I think they have failed in. 

[ think I will pass this line for the time being, but I concur with 
you that they have done a fine job, and have no argument with their 
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continuing to do it, providing that I can be assured that the product, 
the end product, this thing that we consider a public utility, is brought 
to us at a price that is fair and equitable, and about which somebody 
has something to say. 

Senator ScHOEPPEL. I see your viewpoint, and I accord you that 
right, as I do any man who has an interest such as you have in this 
great type of legislation here that means so much to everyone, 

Now, the thing that is compelling to me, Congressman, is this: In 
the last 10 years, and certainly in the last 5 years, the users of gas 
all over this great Nation of ours have multiplied by the hundreds 
and hundreds of thousands, and the price has remained relatively 
cheap, and it must have been due to something, and that something, 
I think, has been the competitive influence, and the competitive factors 
that have worked in the great oil and gas industry of this country. 
On the basis of the last 5 years, or since the inauguration of the Natural 
Gas Act, and up until the Philli ips decision, I think that there are 
very few instances that can be pointed out that these companies, these 
inde ‘pe ndent produc ers, have gouged the pub lic. 

(Quite on the contrary, I think the records show that they have made 
available to the oreatest possible number, and to millions ot folks 
who might yet want it, if they are not stifled in their production, 
the opportunit ies to use the greatest eee tive fuel that is the nicest, 
the cleanest that could be used in any household. 

Now, you mentioned awhile ago, in your testimony, that you are 
not blessed in Ohio with these natural resources which m: avbe some 
if the Southwestern States are. 

My people in Kansas and the southwest area are not blessed with 
steel and coal, and vet that is a very important item for us to con- 
sider in our channels of trade, and the prices that we have to pay for 
them. 

In a great many Instances in our own State, your industrial users 
are using’ this fine fuel that has been made available to them by the 
tens of thousands and hundreds of thousands of people interested 
in this industry making it available to them, and they haven’t gouged 
the public on that. 

They got along very well up until the time of the Phillips decision 

nhok ling the pi rices fo vn. 

What was the price of coal 10 years ago in Cleveland, Ohio? Can 
you tell me? I am sure you can’t, but it was much lower than it is 
today. What is it today? It is considerably higher, isn’t it ? 

Mr. Vantrx. I don't ] 

Senator Scnorerent. The gas producers in this country didn’t sit 
lown like John Lewis’ folks did, and no one seemed to be too se im iously 
concerned about that, but oil and gas that has been transported has to 
he produ ced, th le haz: rds gate to be run. These people weren't run 
ing in for any guaranteed prices, and all of those things. 

They are fear ful of this regulation. You are interested in one thing, 
end x am interested in the same thing, namely, the supply of gas and 
the supply of oil. I just know that in the economic facts and facets 
of this thing, if you stifle production, if you discourage production in 

competitive market, you are going to drive it into fewer and fewer 
ands, In a controlled market, it is sone to be bad for the country 

ecause you are taking out a lot of these independent operators who 
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are not connected with some of these big companies as you heard men 
tioned today. They are independent fellows. 

I know you will agree with me, and your friends from Ohio that 
know something about the oil and gas business will agree with me that 
the greater percentage of discoveries in oil and gas have been made 
by the independent, as we used to say in our great country hardy and 
able boys who raked together a few thousand dollars to drill wells with 
the hope and expectance of putting them into the channels of trade, 
selling them, making long-term contracts, and using that for their 
social security card. 

Now, when those people are put under regulation and classified as 
public utility, I can understand their fears. I can understand the re 
stré aint they are going to exercise about getting themselves where they 
have to come back to Washington, hire lobbyists year round, and keep 
lawyers up here. Look at some of those stacks of material that come 
out from the Federal Power Commission, now, since the Phillips de- 
cision, to some of these independent gas operators. Why, it scares 
them to even envision it. Actually it is taking place, and it is fearful, 
and that is one of the stifling influences that we are being confronted 
with in the great producing areas. 

There ought to be some median line here, some “live and let live.” 

I said to some of the witnesses this morning that in the wisdom and 
judgment of the Congress we exempted the distributing companies 
from Federal Power regulation. I think the evidence is unbounded 
here, and I think it is convincing, and I think it is factual; at least I 
hope that phase of it is correct, namely, that the price that the inde 
pendent operator gets before his gas goes into interstate commerce is a 
significant part of the ] rice that a lot of these cities have to pav. You 
are fortunate in ( ‘level: ind, Ohio, because of the resourcefulness and 
the ingenuity and the farsightedness of some of these companies to ar- 
range for storage space and all of those things so that your great area 
can enjoy these low prices of gas, but that doesn’t happen in a lot of the 
other sections of the country. 

if you overcontrol this industry, overregulate it, and stifle the de 
velopment and exploration work, I am vane of the very thing that 
you are meaning, Congressman, namely, you are not going to have the 
supply of gas that you are hoping to enjoy in Cleveland. I hope that 
day never comes, but I am fearful of it. 

This legislation is not all bad. If it was good for these distribu 
tors to be released from the obligation of TON hefore the Bede ral 
Power Commission, then the independent operators in these elds 
should be treated likewise, and I think the purport of the whole thine 
was the Supreme Court decision, namely if that is not the law, then 
the Congress should change the intent of the law. That is why we 
are here today. 

I regret there 1s disparity in some of the testimony offered here, 
honest in intent and purpose, of course, but it ought to be harmonized, 
and that is our responsibility to dig into it and come out with some 
answer legislative-wise. If we can do that in the time allotted. I 
don’t want to leave this record stand that these companies who made 
this country and this industry up to this point where it is, giving us 
the finest fuel, the finest distribution systems, the finest pipeline sys 
tems, and I think at reasonable prices, are to be condemned summarily 
because of that one fact. 
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Mr. Vantk. Mr. Chairman, if I might reply in two brief sentences, 
I think we wouldn’t be here today if it had not been for the fact that 
the Government built the pipelines which ultimately passed to the 
transmission companies, and it was the enterprise of the Govern- 
ment during the war that pointed out the very useful way of trans- 
porting fuel across the country, and when the idea was developed 
by the Government, and then sold to the private corporations, and 
developed as transmission companies, for the first time the gas of the 
Southwest was permitted to reach the hungry areas of the North that 
needed it. 

[ also want to say that the low prices that we have enjoyed have 
also been the result of the diminishing effect of public relation by 
the Federal Power Commission, and I think the record bears me out 
on that point. We are still enjoying some regulation. It has been 
diminishing right along, and that is why I think, in part, this price 
has been kept at what I think has been a fair and reasonable level 
up to the present time, but I have fear that once we take out the 
independent producers, the so-called independent producers and let 
the market be controlled at that end, I think we are completely at 
the mercy of the fellow who puts the gas in the line. 

Senator Scnorrre.. I happen to have served a little time as Gov- 
ernor as my State, and I did appreciate that responsibility and that 
honor. I am not going to ever play down the role that has been 
played by the States and their utility commissions against what I 
have observed in Washington by the Was —- bureaus. When 
these folks come in here and say that nobody but the Federal Gov- 
ernment can regulate this, the Federal Government has its field and 
the States have their fields. . 1 think partial review of the history 
will show that it has been the State regulatory bodies in these respec- 
tive States that have done a tremendous job in seeing that these 
prices, the competitive field prices, have been passed on and have not 
been overcharged to the public. Let’s don’t overlook that fact. Sure, 
[I am a States riter, when it comes to that fact, because I have seen 
the evidences of it at-work. 

Senator Pasrore. I would like to make one observation. 

We have on the list here four more witnesses. We are going to take 
a vote at about 4:30 and I was wondering if somehow, without cutting 
anyone short, but just merely eliminating repetition, we conclude with 
these four witnesses this afternoon. 

Senator Monroney. I would like to, and I will try to cooperate, 
but I would like to call to your attention, Congressman Vanik, you 
have been under the — type of field price setting for your produc ers 
since 1938, when the Natural Gas Act was passed up to the time of 
the Phillips decision. Through all those years, you, in Cleveland and 
many other parts of the country have maintained a very reasonable 
gas rate. 

Mr. Vantik. Yes, sir. 

Senator Monroney. Between 1949 and 1950, your field price of the 
gas actually dropped, yet the price at the city gate of Cleveland went 
up by 1.5 cents. 

In 1950 to 1951, the price still dropped further, yet under a regu- 
lated interstate pipeline your price went up a half a cent. 

It finally climbed a half a cent above the 1951 price in 1952. 
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Mr. Vantx. The field price went up, then. 

Senator Monroney. The field oe went up a half a cent, and the 
price at the gate went up a half a cent. You have got an increase 
of two and a quarter cents ianauu 1952 and 1953, and your price 
at the gate went up 3.5 cents under regulation. 

Now, those are the latest figures we have from the Federal Power 
Commission, but it illustrates to me that the claim of a $5 billion 
increase on the gas consumers is anticipating that has not taken 
place, and I don’t know how anybody can say will take place. 

Most of these contracts are 2o-vear contracts that were negotiated 
at the time the long lines were built, and they are in black and white 
and signed up by these various companies. 

Mr. Vanik. The helium clauses in them, they keep shooting up all 
the time. 

Senator Monronry. Clauses—you wouldn’t deny the producer the 
right to increase his rate when the taxes go up ? 

Mr. Vanrx. Not so he can come down to the Federal Power ¢ a 
mission and argue about it. We can come down and have the thing 
explained and have it argued out. We can have the acemaatn hear 
us. If the Commission makes an arbitrary ruling, we can go to the 
courts, just as they did in the Phillips case. 

Senator Monroney. But these are contracts entered into contingent 
upon the construction of these lines. The producer committe : a 
reserves for 25 years, with the understanding that this would be his 
price. 

Now, if the court sets aside the price, and says it is to be regulated 
by the Federal Power Commission, the question I am see is in law 
will the contract for those reserves stand ? 

Mr. Vani. I don’t know. 

Senator Mownroney. Isn’t that an important thing, that these 
reserves that are committed to guarantee the supply of Cleveland and 
other towns are invalidated because of the Supreme Court decision to 
price, then have you any assurance that the Court will hold that the 
producer is still bound by his contract to give his reserves for the 25 
year period ? 

Mr. Vantk«. I feel that we can feel a greater degree of security if 
the independent producer is retained under regulation then we can 
if we let him go. Once we let him go, we are helpless. We are com- 
pletely at the mercy of the market out there in the Southwest field. 

Senator Monroney. You have been doing that since 1938, and these 
figures show that there has not been a substantial increase, not as much 
as in any other fuel during that whole period, yet the cost for the 
regulated operation, the long lines, has increased. 

Mr. Vanix. During those vears, the thing you overlooked, we were 
practically in a noncompetitive market. The Southwest said, “Use 
our gas.” Today, they are looking around, maybe we won’t sell it to 
you, ‘maybe we will keep it ourselves, 

Senator Monroney. They have committed their reserves. It is only 
the new gas that is found that is uncommitted and open for new con 
tracts. Every bit of the gas that is in existence and that has been in 
existence is under contract to these long lines. 

Mr. Vanik. But nothing stops the gas that is in the reserves to 
pass to the hand of other companies that are not bound by that con- 
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tract. It can be dissipated in the creation of more and more inde- 
pendent companies that can seek to sell it for higher prices. 

Senator Monroney. Those contracts are valid, and the gas has to be 
delivered. You don’t contend that that is a contract that anyone can 
get out of by se lling the prope rty to someone e Ise ? 

Mr. Vanik. That is right. and then the y can come in as independ- 
ents. That isapparently what has been happening. 

Senator Monroney. No, I think it has been going the other way. 
The independent knows he can’t come down every time someone wants 
to complain about a new tax heavily in the State of Texas or Okla- 
homa, and he can’t be protected on the increase to take care of that 
tax, though it was written in his contract. 

Mr. Vani. I would point out our contract has only 8 more vears 
to go. Our contracts were negotiated in 1938, and have only 8 more 
years to go. 

Senator Monroney. Which one? 

You receive supplies from Hope Natural Gas, Panhandle Eastern, 
Tennessee Gas Transmission, Texas Eastern, and about three of those 
were built long after 1938 

Mr. Vantk. I have a notation here that those contracts have gen- 
erally about 8 more years to run. 

Senator Monroney. I think you will find, if you check, that is true 
as to perhaps 1 or 2, but you have a wide source of supply which 
probably accounts for your very reasonable rate that you have in 
Cleveland, that you pull on various sources for your gas, and at prob- 
ably different rates in the field which is another illustration of the 
competitive influence at work in your natural-gas production. 

Mr. Vantx. I would like to have an opportunity to submit a sup- 
plemental statement on that point, and I would be happy to do it 

Senator Monroney. We would like to have it. 

Senator Pastore. Thank you. 

I understand there is a Mr. Wallace here, who wants to submit his 
statement for the record, 

Mr. Waxtace. That is correct. 

Senator Pasrore. Your statment will be included in the record. 

(The prepared statement of Mr. Wallace is as follows :) 


STATEMENT OF JOHN L. Wattace, City ATTORNEY OF LEWISBURG, TENN. 


Iam John L. Wallace, of the law firm of Jones & Wallace, attorneys for the 
city of Lewisburg, Tenn., and make this statement with approval, and by the 
authority of the mayor and commissioners and members of the the Lewisburg 
gas board of the city of Lewisburg, Tenn. 

I am here, on behalf of said city, to register strong opposition to the matters 
and things referred to in the premise of this testimony. 

The city of Lewisburg, Tenn., owns and operates its natural gas system, serv- 
ing this commodity to some 909 customers. 

For the past 2 years, it seems that said city has done nothing but contest nat- 
ural gas rate increases before the Federal Power Commission. Furthermore, 
this utility service to the citizens of Lewisburg is about 3% years old in opera- 
tion and during this period of time the city has suffered 4 gas rate increases 
which have amounted to $41,975.88, which our citizen customers have had to pay. 

The Lewisburg Gas Board has received rate increases so fast and furious that 
it has been unable to establish any reliable rate structure for our system—and 
this is due to so many increases. The FPC, by orders and inferences, has in 
substance said—well, that’s your hard luck—but the citizens and customers of 
my city just can’t see it that way. We have been taught through court rulings 
and the Natural Gas Act itself, that it is the legal duty of the FPC to protect 
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the consuming public from exploitation by the big oil and gas industries. Lvery 


time the city receives a rate increase in this commodity, it is the contentions 
and also the proof of our supplier that such increase is based upon the increased 
cost of gas to it by the producers in the field—over which the FPC maintained 
it had no jurisdiction. 

Since 1938, when the Natural Gas Act was enacted and became law, it, tl 
act, gave the right to the FPC to control the cost of gas at the wellhead 
However, the FPC declined to exercise its legal duty to control such costs and 
as a result our customers have suffered irreparable damages which is in a 
liquidated amount. 

It took a ruling by the Supreme Court of the United States to impress upon 
the FPC their legal duty as to jurisdiction of this commodity at the field level 

There are rate increases now pending before the FPC which will cause our 
customers more damages in the form of increased gas rates. And still, the 
FPC is not taking a positive stand on these pending cases because the majority 
of the members of the FPC favor the passage of legislation which will exempt 
producers from Federal regulation because such could cause that administrative 
body less work to consider in respect to field regulations. 

The history heretofore related has its importance in this respect. 

Now, and since the ruling in the Phillips case, the big gas and oil industrie 
are now seeking, by a legislative act, to destroy the ruling, effect and the pro 
tection as was afforded the gas consuming public by the ruling in the Phillips 
case. 

The oil and gas industry will succeed in their efforts by the passage of the 
bill in question, which they, industry, have seemingly settled upon as their piece 
of legislation best suited to fulfill their purposes. 

The City of Lewisburg strongly and unmistakably opposes the passage of this 
bill or any bill Similar in design and purpose. Release the cost of gas at the 
wellhead from regulation and it will increase twofold—and this percentage 
passed down the line from field to transmission company, to ultimate consumer, 
and it will reach the consumer at a price which they cannot afford. It boils 
down to the question—how much cost can the traffic bear—and I’m here to say 
that in my home town the traffic is carrying all the load they can stand. 

There is no reason for the passage of this bill; it is unnecessary and unreason 
able, and certainly not in the interest of the public. And, in conclusion, I sub- 
mit that this bill should not pass and the FPC should exercise the authority 
given to it by the Natural Gas Act of 1938, as recently interpreted by the Supreme 
Court of the United States. If the consumer interest is to be protected, the 
regulation must include adequate control of the prices paid for natural gas in 
the field. 

Senator Pastorr. Mr. Broaddus? ° 

Mr. Broappus. I am anxious to be through by 4 o’clock, if I may. 
I would like very much to get through in a hurry. I have a plane 
to catch to New York. 

Senator Pasrore. What time is your plane? 

Mr. Broappus. Five o'clock. 

Senator Pasrore. Is Mr. Maloney here ? 

Mr. Maroney. Here. 

Senator Pasrorr. How long will your statement take, sir? 

Mr. Maroney. My statement is about 12 minutes. 

Senator Pasrorr. Is Mr. Durfee here ? 

Mr. Durrrr. Yes, sir. 

Senator Pastore. How long will your statement take? 

Mr. Durrer. Mr. Chairman. for the Public Service Commission 
of Wisconsin, I intend to testify as chairman. The chief of our rates 
and research department was one of the principal witnesses in the 
Phillips case, and may I say, Mr. Chairman, that we at least attach 
some importance to our statement because our State was the only 
State, and the only State commission which appeared in the Phillips 
case. 
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Senator Pasrorr. And how long would your statement take, sir! 

Mr. Durrer. We had requested 45 minutes. 

Senator Pasrorr. Is Mr. ¢ Leary here / 

Mr. Durrer. Yes, he is. 

Senator Pastore. He is with you? 

Mr. Durrer. Yes, sir. 

Senator Pasrorr. You want 45 minutes for both of you, or each ? 

Mr. Durrer. Forty-five minutes for both. 

Senator Pastore. All right. we will hear Mr. Broaddus now. 

Mr. Broappus. Mr. Chairman, I am Andrew Broaddus, mayor of 
the city of Louisville, and I speak to you as the mayor of Louisville 
representing 400,000 people. 

I would like to file my statement, sir, commenting on several of 
the paragraphs, and then adding one or two statements to it, if I may, 
sir. 

Senator Pasrore. Yes, vou may, and your statement in its entirety 
will be made a part of the record at this point, and then you may ex- 
plain it any way you desire. 

(The prepared statement of Mr. Broaddus is as follows:) 


STATEMENT OF ANDREW BROADDUS, MAYOR OF THE CITY OF LOUISVILLE, Ky. 


Mr. Broappus. I speak to you as mayor of the city of Louisville, the chief 
elected representative of more than 400,000 people. These Louisville citizens 
are all consumers, and as they are unable to speak to you personally, I do so 
on their behalf. Let me make clear in the very beginning that our basic position 
is that consumers are entitled to protection against unreasonable prices. 

in 1950, the Louisville Gas & Electric Co., which services our area, changed 
ver from mixed gas to natural gas, and as a result almost all of the consumers 
in the city of Louisville now use natural gas for cooking and/or space heating. 
These citizens have invested millions of dollars in cooking and heating equip- 
ment in order to take advantage of the just and reasonable rates of the natural 
gas industry. Now that consumers have acted in reliance upon this congressional 
promise, it would be highly inequitable for the Congress to withdraw that promise 
by adopting the Harris bill, thus causing millions of dollars of producer rate 
increases to descend upon them. If the consumer protections are scuttled by 
the Congress, no effective regulation will exist and producer price increases 
already totaling millions—will “automatically” go into effect. As a matter of 
fact, there are more than 117,000 residential units in Louisville, Ky., using gas 
burning appliances for space heating and these consumers spend more than 
$8,000,000 per year for the use of natural gas. 

I have always felt that the need to protect the average citizen who depends 
on gas to run his home and his business was widely recognized, and will continue 
to be. Natural gas consumers are helpless to protect themselves against price 
exploitation by the giant oil and gas companies who dominate the natural gas 
market—too few control too much of the market for it to be competitive—and 
the Supreme Court of the United States has found that the “primary” purpose 
of the Natural Gas Act, which the Harris bill would effectively scuttle, is “to pro- 
tect consumers against exploitation at the hands of the natural gas companies.” 

,I further believe that it can be said without dispute that gas in the nature of 
a utility and must be kept available at reasonable rates, and this is all the more 
true when it is in an expanding market where the supply shows no sign of catch- 
ing up with the demand. The business of selling natural gas in interstate com- 
merce is affected with a public interest which requires the regulation now 
provided by the Natural Gas Act. Such gas is unique in that it can only be 
transported economically through a pipeline. Natural-gas consumers are cap 
tive consumers, dependent entirely upon Federal producer price regulations for 
protection against price gouging. The producer, transporter, distributor and 
ultimate customer are linked together and the freedom of action, or choice of 
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several suppliers, found in the buying and selling of Commodities and goo n 
the open market is not found in the sale of natural gas in the field, at the cit) 
gate or at the consumers’ meter 

The consumers are not the only group who are interested in the continuance 
of the controls. Our local supplier, the Louisville Gas & Electric Co., is a regu 


lated utility that must obtain approval from the Public Service Commission be 
fore its rates can be changed. It would be as interested in controls ; re its 
consumers, if for no other reason than uncontrolled prices of natural ga ould 


cause it additional time, trouble, and expense in rate cases. 

If there is to be any effective protection of consumer, producers who bring the 
gas to market, as distinguished from the pipeline operators who are already iI 
iect to Federal control, must be under Federal control alse If this 
a serious gap would open in the price control structure and the protection there 
might be for the consumer would be destroyed 





The facts of recent history show that the Natural Gas Act of 1958 was ] ed 
by Congress to protect gas consumers from certain ruthless tactics of the 
industry. Further historical facts show that it was impossible for the individua 
States to do anything about the gas comit in to their jurisdiction fron 
state sources Only the Federal Government can control gas moving in inte 
state commerce and experience has sadly shown that control is necessar Ar 
other fact, that of the price structure of gas producers who charge trans ng 
companies more than local sources, shows the need for control Asa pre 
tative of the consumers group, I am skeptical when I hear gas produce1 Ly 
that no regulation is necessary because “we are not going to hurt 
are left alone.” If this is true, why is the g industry going to great and t 
expensive lengths to try to escape Federal scrutiny and control ? 

I know that gas producing companies state that contro 1] 
ploration for new gas fields. This has never happened in the ] 

27" percent tax exemption I feel it would not happe1 n th future - 

1938 Federal Act, the industry has grown tremendou under Feder l 
As long as there is a greater demand for a product than the available 

some one in our free enterprise system is going to be in the busine 

the demand KPC control in the past has never stifled the indust1 nd I] ( 
no reason why it would do so in the future. Under the Natural G Act the 





industry has prospered greatly, is now gigantic in size, serving mi 





sumers in several hundred cities. The effect of natural gas on the 
economy is tremendous. The unique characteristics of the busine the ircil 
and monopoly of supply, along with monopoly of transportation and absolute 
dependence of consumers upon one source, cause the natural gas industry to be 
affected with a compelling public interest which Federal regulation must protect 
or L0 protection exists. The “few pennies” for producers argument advanced by 
proponents of the Harris bill is unsound, illogical, and contrary to every basi¢ 
principle of regulation of business affected with a public interest under our system 
of free enterprise. 

Gas is a natural resource which cannot be separated from a strong public 
interest, which I believe is in the nature of a public right. Even the gas industry 
does not oppose regulation but it says that the State should do the regulating 
However, as I have noted, the States cannot control effectively the necessary im 
portant factors. Control by the Federal Government is necessary to protect the 
otherwise helpless consumers from those in a position to exploit them. 

In addition, I am authorized to say that the distributor of gas in the Louisville 
area, a very fine private utility—namely, the Louisville Gas & Electrie Co.—joins 
with us in saying that controls at the producing well are necessary in order to 
prevent increased costs to the consumer which are not needed and out of line 

As an example, in the last 3 years the cost of gas to the Louisville Gas & Electrie 
Co. has increased by 26 percent. It is the fear of the Louisville Gas & Electric 
Co. that without controls this cost to them will continue to mount in an ever 
increasing spiral. 

To be more specific, the annual cost of gas to the Louisville Gas & Electric Co 
from its wholesale suppliers has increased $1,880,000 since 1951. Because of this 
increased cost, our distributing utility now has a petition before the Public Service 
Commission of Kentucky requesting an increase in their income from the gas 
consumer in the amount of $915,000. This utility feels that if adequate controls 
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at the well and over the pipeline had been in existence right along, no such in- 
creases to them would have occurred and they, therefore, would not now be 
seeking a rate raise. The Louisville Gas & Electric Co. has spent much time and 
much money telling Louisvillians of the convenience, cleanliness and economy of 
gas cooking and heating and have very greatly expanded their plant and their 
financing because of the increased sales of natural gas. The Louisville Gas & 
Electric Co. is fearful of further increases because those increases would be detri- 
mental to their business and to their volume. Therefore, they, with the consumer, 
hope that the Congress will not remove those controls over natural gas sales which 
now exist. 

Mr. Broappus. The Louisville Gas & Electric Co., a very forward 
and progressive company, also authorized me to speak for them. 

[ happen to be one of those small fellows that Senator Daniel was 
talking about a little while ago. I am a small independent business- 
man, in the laundry and dry-cleaning business, so I know what ob- 
jections I have to regulation as a principal operator and owner of my 
own business, but I can’t help but feel that in these instances in the 
strongest chain, the weakest link in any chain will break it and there- 
fore as the chief elected official of the c ity of Louisville, we do call 
upon you to oppose the Harris bill and the Fulbright bill. 

The Louisville Gas & Electric Co. as of now has not passed on to 
the consumer any increases in the cost of gas. Because they have their 
rates under control of the State commission, they keep their rates under 
control pretty well, as their gas and electric rates are figured together. 

Up until now they have found their total return is already but the 
last 3 years increases in cost to them of $1,880,000 have been passed on 
by the pipeline companies, and part of that comes from—in order to 
avoid the necessity of question—part of that comes from the wellhead, 
itself, and I quote from a wire to me from Mr. Hudson Milner, counsel 
of the Louisville Gas & Electric Co., and if I may, I would like to leave 
this as a part of the record. 

The wellhead cost of Texas gas in 1951—and that is 1 of 3 suppliers for Louis- 
ville Gas & Electric Co.—as 7.6 cents. In 1954, 13 cents. 

To Tennessee Gas in 1951, it was 5.45. In 1954, approximately 11 cents. 

We think those are significant figures. 

Senator Monroney. May I ask you, is that an average price in the 
field, or is that the new contract ? 

Mr. Broappus. I can assume it is the average price in the field. 

Senator Monronry. Tt would make a difference whether it repre- 
sents a new connection, or two, or whether that is the average price 
in the field. 

Mr. Broappus. When he was up here with the intention of being 
heard by the House committee, I had to leave, and I found out the 
type of information in questions of Mr. Boatwright, I called Louis- 

ville and asked for this information and this is the wire I got in re- 
tutn addressed to me at the Mayflower Hotel. 

The particular reference that they had to Mr. Boatright’s infor- 
mation, it is correct the price to consumer decreased—there is a dif- 
ference in their prices there, and I do not want to be the expert in 
this, sir, but inasmuch as we now have an application before the Pub- 
lic Service Commission by this company for $915,000 increase for gas 
prices, and up until this past year they haven’t felt called upon to 
make increases, we know any increase made anywhere is bound to be 
passed on. 
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The Boatwright consumer pl ice refers to residential, 
commercial and industrial revenues, 55.8 per Mcf. 
figure given on that committee was 61,258, I believe. 

We feel strongly about the fact that regulation is required in every 
point, in ever V step. 

[ personally, since the early thirties have been connected in one way 
or another with the municipal government, and we have been tin ie and 
again called on to try to protect the consumer’s interest. This is the 
first time I have ever found that the distributor, the Louisville Gas 
& Electric Co., and I would be on the same side. They are very strong 
ly in favor of this Federal regulation, because they do not want to 
raise their prices any further. 

If there are any further brief questions, I would be glad to answer. 
We wanted to be sure to be heard, we wanted you to understand our 
OsItion. 5 

There are in our community, 400,000-odd people. Our community 
has gone forward looking and progressive enough to install distribut 
ing plants for both gas and electric, and attracted them, many fine in- 
dustries to our community in the last few years. I have people from 
any number of communities say how did you get that big G. FE. plant 
in Louisville, and the only reason for it is that fact that we have been 
progressive enough to look forward. 

Senator Monroney. I would like to ask permission to put in the 
tables from the testimony given here to the price in Louisville. 

Senator Pastore. Without objection, it is so ordered. 

(Committee insert. ) 


but ineluding 
The Boatw right 


LOUISVILLE, Ky. 


Served bu Louisville Gas & Electric Co Supplied by various pipe line companies 





1949 1950 1951 
Volume of natural gas supplied to Louisville Ga 

thousand cubic feet) l SS, 744 (19, 746, 60 23.192, 280 | 25, 287. 2¢ 53 4 R64 
Estimated average field price received by pro- * 

ducers for natural s supplied to Louisville 

cents per thousand cubic feet &. ( 7.6 
A verage cost of natural gas supplied to Louisville 

Gas (cents per thousand cubic feet 16.8 19.8 20, 4 29.4 
lotal number of gas customers served in Louis- 

vilk 91, 417 94, 910 100. 100 101, 92 103. 970 
Average cost of gas to all customers (cents per 

thousand cubic feet 3.1 53.4 ) 6. ( 
Number of residential customers served in Louis 

ville 83, OOS RH 170 ¥) O50 9 x 4 
Average use per residential customer (thousand 

cubic feet per year 75.3 92. 6 105.3 102.8 
A verage cost of gas per residential customer (cents 

per thousand cubic feet 60. 2 8 ) 9 9 
Price to residential customer in Louisville for 

typical home heating, cooking, and water heat 

ing use! (cents per thousand cubic feet 58. 7 57.2 57.2 2 

24.27 thousand cubic feet per month is quantity estimated to be used aT jential customer for home 


heating, cooking, and water heating. 900 B. t. u. gas was distributed in 1949, price per thou 
feet is on basis of 1,030 B. t. u 


NOTE Principal sources of natural gas are Tennessee Gas Transmi 
Corp., and Kentucky-West Virginia Gas Co 


Source: Annual reports to the Federal Power Commission by the pipeline companies, and the Amer 
Gas Association Rate Book 

Louisville Gas and Electric has franchise in Louisville and counties of Jefferson, Hardin, Oldham, and 
Meade Market data starting with total number of gas customers applies only to the city of Lou Lle 
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LOUISVILLE (Ky.) NATURAL GAS Prices Drop, 1949-53 

Prices to residential customers of natural gas delivered by the Louisville Gas 
& Electric Co. dropped in the 1949-53 period by 1.5 cents per thousand cubic feet. 

Lousiville consumers who use natural gas for typical home heating, cooking, 
and water heating purposes paid 58.7 cents per Mcf. (thousand cubic feet) in 
1949. In 1950 and for the succeeding 3 years, the price leveled off at 57.2 cents 
per Mcf. 

The number of customers in Louisville increased during the 5-year period 
from 83,008 to 94,547 while the amount of gas supplied to the gas company for 
the area more than doubled, from 13,588,744 Mef. in 1949 to 33,166,864 in 1953, 

An increase in the amount of gas used by each residential customer also was 
recorded. Louisville consumers, who were using an average of 75.38 Mef. per 
year in 1949, burned 103.0 Mcf. in 1953. 

The survey was conducted under the supervision of Dr. John W. Boatwright, 
nationally recognized fuels economist. 

Senator Pasrore. Thank vou very much, Mayor. 

Is Mr. Hooker here ? 

] understand he would like to submit astatement. 

Mr. Hooker. Yes, sir. 

Senator Pasrorre. Do you want to be heard, or do you want to sub 
mit your statement ¢ 

Mr. Hooker. I want to be heard. 

Senator Pasrore. How long will your statement take ? 

Mr. Hooker. About 15 minutes. 

Senator Pasrorr. Is Mr. Moloney here / 

Mr. Moroney. Yes. 

Senator Pasrorr. I think you are first, Mr. Moloney. 

Mr. mg oe Pg Mr. Chairman and members of the committee, my 
name is John J. Moloney; I am the mayor of Covington, Ky., a city 
of 65,000 people located in the northwest junction at the ¢ onfluence of 
the Ohio and Licking Rivers. Covington is the largest city in the 
northern Kentucky group, comprising 22 municipalities, lying both 
east and west of the Licking River and extending along the south 
bank and south of the Ohio River. These 22 municipalities make up 
a total population of 175,000 people. Directly north and separ: ated 
from the northern Kentucky cities by the Ohio River is the city of 
Cincinnati, Ohio. 

While primarily I represent only my own city, it must be stated 
that C puleabae. Ky. ., is a member of the Northern Kentuc ky Munici- 
pal Association, organized for the sole purpose of representing the 
consumer in cases affecting natural gas rates and charges. All of the 
cities in the aforementioned organization receive their gas from the 
Union Light, Heat & Power Co., a subsidiary of the Cincinnati Gas 
& Electric Co., the latter serving the city of Cincinnati, Ohio, and 
the surrounding cities in Hamilton County, Ohio. It is locally owned. 
So while I speak for my own city, all of those people living in and 
around the cities mentioned above are directly affected by the same 
rates and charges for natural ga 

I am appearing before this hanes able body in ogee st to any legis 
lation that would relieve the producers of natural gas from regula 
tion by the Federal Power Commission, because we "Miia that a 
monopoly exists, and for this reason the public and the market is best 
protected by the Natural Gas Act of 1938 as interpreted by the 
Supreme Court in the case of Phillips Petroleum against State of 
Wi isconsin. 
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There is nothing new or novel about regulating a product at the 
source, Regulation of producers has been and is being practiced on 
products other than natural gas. These regulations are imposed on 
producers for various reasons, and I am at a loss to find one single 
instance where they have destroyed or in any way crippled an industry 
or hindered a market. 

The tobacco produce rs of this Nation have been regul: ited for some 
time. My own State of Kentucky is one of the a if not the 
largest producer of white burley tobacco in the Nation. Our great 
loose leaf markets at Lexington and Maysville rank among the largest 
in the world. Yet the tobacco producers of Kentucky do not want 
these regulations removed. 

The regulations of the tobacco producers differ from that of the 
was producers in that the production of the tobacco producer is regu- 
lated whereas the sale price of the gas producers is regulated. 

Should the same type of regulation be applied to the gas producer 
as is now regulating the tobacco producer, it would mean that each 
gas producer would feed a stipulated amount of the requirements 
of each day’s demand, into the carrying lines. 

I hardly believe that any of us would agree to such a regulation for 
the producers of natural gas. Most everyone would reject this plan 
on the grounds that it is geographically impractical and economically 
unsound. 

It is economically unsound because so many of the producers are 
separated from the present carrying line by many miles. These lines 
were built to receive their supply, for the most part, from the wells 
in the southwestern oil fields where the gas was formerly a waste 
product and burned to eliminate the danger of explosion. 

The mere fact that these lines were built to be served by certain 
fields is our first contention that a monopoly does exist. 

Thus do I contend that in the physical structure of the industry 
lies proof of a monopoly. But the market itself does no more than 
reflect this monopoly in the manner in which the gas finds its wavy to 
the consumer. , 

The number of vas producers in the United states has been variously 

timated from 4,000 to in excess of 5.000. The number is rel: itively 
unimportant in view of the fact that in 1955 approximately 100 pro- 
ducers supplied 85 percent of the consumers’ needs; wi Ac this group 
of 100 producers, more or less, 7 companies sup plied 35 percent of 
the total consumers’ oa 

Thus 15 percent of the market is left to a very top-heavy majority 
of the producers, The ratio of producer to amount sold then be- 
comes 100 to 85 percent as compared to from 3.900 to in excess of 
5,000 to 15 percent. This is hardly indicative of a free or competitive 
niarket and therefore becomes a monopoly. It would be so considered 
in any other industry and becomes axiomatic in the natural-gas in- 
dustry. 

Gas reserves buried deep in the earth have no identity. But acts 
of men give these reserves certain characteristics. By buile ling pipe- 
‘ines from these wells to distant points be yond the State lines in which 
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the wells exist, definitely makes such gas taken from the well, inter 
state in character, because the primary intent is to deliver the gas 
beyond State lines for sale. An act of Congress could remove this 
product from interstate commerce by law but no act could remove 
it from interstate commerce in fact. The regulation at the wellhead 
therefore belongs to Federal agencies as opposed to State agencies in 
which the wells exist. 

How the price at the wellhead affects the consumer is easily exempli 
fied in my own community. 

The Cincinnati Gas & Electric Co., and the Union Light, Heat & 
Power Co. buy their gas from the Kentuc ky Central Gas Co., who in 
turn receive their supply from United Fuel Co. Both Ke ntuc ky and 
United Fuel are a part of the vast Columbia system. United Fuel is 
supplied by Gulf Interstate and Tennessee Pipe Line, neither of which 
are a part of the Columbia system. From this point I do not know 
the identity or the number of lines that ¢ arry this supply as they follow 
a devious route to the wells in the distant Southwest. 

The northern Kentuc ky cities enjoy a rate lower than the national 
average. The local market also differs in that the residential use of 
gas accounts for a larger portion of the total sales than is generally 
the figure in other cities. In 1954 the average residential rate was 


64.85 cents per Mc. f. against a national average of in excess of 83 cents 
per M c. f.; but the re mon ntial sales accounted for about 70 percent of 
the local market against a national average of approximately 55 


percent. 

In 1948 our rates were low, lower than they had been for some time. 
They did not begin to rise until 1952. Prior to 1952 mos : of our -_ ply 
came from the West Virginia and Kentucky fields, but sin Lod 
practically all of the gas is brought in from the wells in shin South 
west. The increase in rates that followed is nothing more than a 
reflection of the increase in rates at the wellheads. 

The Public Serivce Commission of Kentucky has allowed little o1 
no increase in consumers’ rates over the amount of increase in whole 
sale rates. Yet since 1952 they have allowed three increases. 

Kentucky Public Service Commission case No, 2452, bearing an 
order date of January 24, 1953, permitted the Union Light, Heat & 
Power Co. to increase rates that would gross $349.200 more annual 
revenue: case No. 2640, order date July 22, 1954, allowed a $455,814 
annual increase: case No. 2.750, with an interim order date of March 
21, 1955, grants an increase up to $376,794 annually depending on the 
outcome of cases now pending before the Federal Power Commission. 

Comparing the low in 1948 with 1954, after two increases, the effect 
on the consumer is readily seen. In 1948, 39,547 residential customers 
paid $1,965,214.97 for 3,243,187 M c. f.; this is a yearly average of 
$49.69 for 82 M ec. f. per customer. 

In 1954, 44,311 elas ntial customers paid $3,993,073.81 for 6157345 
M c. f., or $90.11 for 139 M ¢. f. per customer. Each customer therefore 
paid 81 percent more for 70 aan more was in 1954 than in 1948. 

The increase in the amount of gas used per customer is due to a 
more widespread use of gas for space heating. The interim order in 
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se No, 2750, Kentucky Public Service Commission, may or may not 
increase this amount by $376,794 in 1955, depending on the outcome 
of the cases before the Federal Power Commission. 

Thus is the residential customer affected, and the local retailer has 
also felt this change. In 1948 the Union Light, Heat & Power Co., 
paid 28.64 cents per Me. f. for gas; in 1954, it was 39.11 cents per M e. f. 
Although some other factors affected their rate of return, it dropped 
to 3.15 percent in 1952 and to less than 3 percent in 1953. Due to the 
increases granted in 1953 and 1954, it rose to 5.31 cents in 1954. How- 
ever, no dividends were paid from April 1952 until December 1954. 

During the period from 1951 to 1953, the average price at the well 
head rose from 7.3 cents to an estimated 8.3 cents. We cannot be 
definite on the wellhead price as our supply is received from various 
sources. 

So the wholesaler, the retailer and the consumer are all vitally 
affected by the price at the wellhead. Should you remove the regula- 
tions at the source you only pass an unregulated product into a regu- 
lated market. Those regulatory bodies that must control prices be- 
yond these wells are left no other alternative than to pass whatever 
price is fixed at the wellhead on and on until it reaches the consumers, 
the greater number of which live in ordinary American residences. 

Thus the price is left to the will or the whim of the owners of the 
wells, too few of whom control too much of the market to leave it 
either free or competitive. 

Now, Mr. Chairman, in regard to the figures showing the number 
of producers producing a certain amount, I think you will find on 
May 11, in the Congressional Record, under amendment to the Natural 
Gas Act relating to jurisdiction over sales by independent producers, 
Mr. Douglas had some figures there which are not exactly in accord 
with mine, but are probably more accurate. They were taken from 
the Federal Power Commission files. 

I merely say that because you questioned the last witness on that. 

Senator Pasrorr. Do you mean Senator Douglas got them from 
there / 

Mr. Moronry. Senator Douglas quotes them, “Source: Federal 
Power Commission Studies.” 

Senator Pasrorr. You are using Senator Douglas’ figures? 

Mr. Moroney. Mine are not quite the same as his. 

Senator Pasrorr. What is the source of your figures ? 

Mr. Motonry. Part of it was from the Federal Power Commission, 
but they were probably not as complete as Senator Douglas has them. 

Senator Pasrorr. Are there any questions ? 

Senator Monroney. I notice that in the figures that you had at least 
before the committee, the wellhead price of your supplier at Coving- 
ton was 8.8 cents per thousand cubic feet in 1950, and advanced in 1953 
to 11.7 cents, or an advance of 3.4 cents at the wellhead, which corre 
sponds rather roughly to some of yours, though you don’t carry it out 
past 1953. 

However, at the same time, the producers were receiving 3.4 cents, 
while the price to your residential consumers, having to pay on a reg- 
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ulated market both on the long lines and on the distributing lines, went 
up 9 cents at the city gate, and went up 11.4 cents to the burner-tip 
customer 

Mr. Moroney. Actually, Senator, our average price—I am taking 
the amount of money that we paid for gas and the amount of gas we 
used in the 3 years that I made the study only went up 4 cents on 
an increase of 1 cent at the wellhead. 

However, it went up 11 cents for our supplier, but our State com 
mission, because of the vast increase in the volume of his business, 
would not allow the full amount. 

Senator Monroney. But your long line raised the price at the city 
gate by 9 cents during that period. 

Mr. Motonry. That is true. 

Senator Monroney. But the unregulated part of the industry went 
up only 3.4 cents during that period. 

Mr. Moroney. Senator, I have listened both this morning and this 
afternoon to you, and the Senator from Texas, and I was very much 
impressed by your sincerity in this case, and I want to compliment 
you on the intelligence with which you are representing your constit 
ents. 

At the same time, because I disagree with you, please believe me 
there is no malice intended, 

Senator Monroney. Certainly. 

Mr. Motonry. When I speak of monopolies, I speak without malice 
there. Many times the public is served much better through a mo- 
nopoly, but I might add there it has long been a practice in American 
economics, and in American politics to regulate monopolies. 

Now, I certainly agree that if the market would be free and com 
petitive, as you and the gentleman from Texas have made it, I think 
it would be much better. 

Now, from a standpoint of regulations I don’t like them from a 
municipal officer’s standpoint. They are expensive to us, they cause 
us a lot of time, but I believe that the pipelines have more or*less 
made this case more of throwing the independent producers in a very 
bad light in a number of cases. 

Now, I have here a letter to the stockholders, or a brochure to the 
stockholders of the Tennessee Gas Transmission Co., which I men- 
tioned is one of the suppliers of the Columbia system, which supplies 
our distributor, and here is what they have to say, and I will read 
it in part, and with your permission will make it a part of the record: 

The company began 1955 with increased earnings and a substantial expan- 
sion program. Earnings the first quarter were 55 cents on 10,456,329 shares 
of common stock outstanding. This compares with 33 cents per share for the 
same quarter a year ago, after adjustment for an increased number of out 
standing shares. The higher earnings reflect increased gas deliveries and the 
results of folding production operations into the company through merger of 
Tennessee Production Co. last December. 

Plans for extending gas transmission facilities to the important New York 
City-northern New Jersey metropolitan areas are progressing. Construction 
is expected to be completed in time for winter service. A Federal Power Com- 
mission certificate was received in April to lay a 370-mile 30-inch line along 
the Texas Gulf coast from the present system near Agua Dulce, Tex., to an 
existing terminal point in southwest Louisiana. This will provide increased 


63057 DD ny 











136 AMENDMENTS TO THE NATURAL GAS AC 


transmission facilities so as to substantially increase system capacity to 


1,800,000 Mcf. daily and to 2,180,000 Mcf. on peak days The project calls for 
reasing sales by 148,000 Mef. daily and for a major extension of the com 
pany’s gas gathering system into the Southeast Louisiana coastal supply areas 


now Without adequate gas market outlets 
Subsequent to the Tennessee Production Co. merger, the Company is engaging 


accelerated oil and gas exploration and production program, including 


greater emphasis on both exploratory and development wells Fourteen wild 
it wells are being drilled or readied for drilling in six States Drilling oper 
tions the first quarter resulted in the completion of 21 oil wells, 1 gas well, 3 
injection wells, and 7 dry holes. Twenty-one development wells and one wild 
cat were productive During the first quarter the company acquired 838 and 
ne-third percent of the properties of Far West Oil Co. by liquidation of the 
mmpany’s interest in such corporation As a result, the company increased 
its net oil reserves to more than 38 million barrels 


In expanding collateral activity, the company has fulfilled its agreement with 
ood Machinery and Chemical Corp. to purchase and operate, jointly through 
etro-Tex Chemical Corp., the Government-owned Houston plant producing 
butadiene, an ingredient of synthetic rubber. This entry into a new phase of 
the petrochemical field is expected to have a significant effect on future earn 
ings. Construction was begun in April on a six-level block-square public park 
ing garage in downtown Houston being built by a company subsidiary, Ten 
Ten Travis Corp. 

In early April, the company sold publicly $25 million of 4 percent debentures 
due 1975. The debentures were well received and approximately $9 million of 
the proceeds were used to retire outstanding short-term bank notes. The balance 
was added to the company’s general funds 

At the annual meeting of stockholders on March 25, the present board of 
directors was reelected for the ensuing year, and a resolution was adopted for 
the reservation of an additional 140,000 shares of common stock under the 
company’s restricted stock option plan. At a special meeting of stockholders 
the same day, with both common and preferred stockholders voting, resolu 
tions were adopted to increase the authorized preferred stock by 200,000 shares 
and to prohibit reissuance of preferred stock retired for sinking funds. All 
matters were voted for by a substantial majority of the outstanding shares 
entitled to vote. The management expresses its appreciation to the stockholders 
for this indication of confidence in and approval of the company’s programs. 


GARDINER SYMONDS, President. 


This statement more or less describes their entry into the oil well 
field, and gas wells. so it seems that they are the ones who are crowd- 
ing your independent producers out. 

Senator Monroney. If I remember the figures we had here, it was 
less than 27 percent of the production of the long lines that is owned 
by them and that the rest of it all comes from outside purchases 
from independent was producers, or from other oll companies or people 
of that nature. 

Mr. Mononey. By independent gas producers, you are referring 
to, as I imagine one of the Senators some time today referred to some 
people grouped together to gel three or four thousand dollars and 
go out and explore for oil or gas. 

Senator Monroney. You couldn't do much on three or four thou- 
sand dollars. Most of those wells cost $300,000 or $400,000, and if 
you find it is that much for each well and you have to continue, it 
snot a small-man’s operation, it can't be. 

Mr. Moroney. But these large corporations, with the vast resources 
in the market behind them, are certainly in a much better position 
to explore and to produce these wells than an independent would be. 

There are not many men that can get 200 to 300 thousand dollars 
together. It would certainly take a lot of people, normally, pooling 


} l the resou ‘eS They could get. 


Senator Monroney. It takes many vears to vet that more Eek 
out of that well, most are financed on borrowed money from the ba 
and those loans are backed up by firm contracts that at lea 
time they were entered to th the long lines were 

eld a certa hn amount OF retul Ole the Gas that Was coll (tea, 
th position thi produce) ire placed i f vou get a rate CreASe 
oft | » cent n Covineton, most all the FOK »ythe | 

en actually the cost has gone up only about 3 ( ! 

year period 

Mir. Montonry. Senator, [T am taking th tand, that on 
the wellhead means 4 cent 

Senator Monroney. Why should it? That part reoulated \ ft 
ill. the l-cent at the wellhead goes into the long line. and thi | 


; ; 
regulated Trom then on. 


Mor. MoLONEY. Phat s quite true, but r you Were no prod 


and you found a man you were selling the gas to was getting more 
for his gas by being regulated than you were by not being reeulated., 


wi 
you might | ke to be regulated. 
Senator Monroney. | dont believe you would like to do that | 


you were an iIndependet 


{ producer, because there are the many wel 


cles revulating it. Ile Is going to be the victim because he will be 


rht in the squeeze between all the b eo pipelines, the distributing 
| | 


lines, and the municipalities. 
Mir. Montonrty. I think he would be caught in a much greater squeeze 


Cau 


if he is not regulated. 

Senator Pasrore. Thank you very much, 

That is the buzzer which precedes the vote. I don't see how we cat 
hear your testimony without coming back. It is now quarter past 4 

Llow lone did you say vou would be / 

Mr. Hooker. If you don't ask any questions, it wouldn't take ove 
ten or fifteen minutes. 

Senator Pasrore. We wouldn't want to put it on that basis. 

Senator Monroney. I want to introduce for the record these table 
with regard to the city of Covington. 

Senator Pas vrore. That will be done, without objectio 


(The committee tnsert follows:) 
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COVINGTON 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 
Based on price to residential customer for estimated typical 
cooking, water heating and home heating use 
(16.67 Mcf of 1050 Btu gas) 


1953 


Source: Annual Reports to F.P.C. by the Pipeline Cos., and A.G.A. Rate Book 


Price received by distributing company 65.5 cents per Mcf 


Cost of distribution to 
Covington customers 


Price received by pipeline company 38.7 cents per Mcf 


Cost of transportation from 
field to distributor 


Price paid to producers in the field 11.7 cents per Mcf 
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Senator Pasrorr. Would you want to go on tomorrow ¢ 

Mr. Hooker. If I could be the first witness tomorrow. Otherwis« 
[ will have to make a change in my other commitments. 

Senator Pasrorr. If you will be patient, we will try to catch that 
vote and come back. 

Mr. Hooker. I will wait. 

Senator Pasrorr. As a matter of fact, you can come on the floor 
and see how we are going to vote. 

(Whereupon, at 4:15 p. m., the committee recessed until 4:35 
p. m.) 

Senator Pasrorr. Mr. Hooker, will you identify yourself for thi 
purposes of the record, pleas 


STATEMENT OF H. LESTER HOOKER, CHAIRMAN, STATE 
CORPORATION COMMISSION, VIRGINIA 


Mr. Hooker. Mr. Chairman and members of the committee, my 
name 1s H. Lester Hooker. 

Il am chairman of the State Corporation Commission of Virginia 
and have been a member of that commission since November 192 

I was president of the National Association of Railroad and Util 
ties Commissioners in 1933 and 1 am now chairman of the legislatio 
committee of that association and a member of its executive com 
mittee. 

However, | am appearing in this matter on behalf of the State 
Corporation Commission of Virginia in opposition to this legislation 

The State corporation commission is a constitutional agency having 
the powers of a court of record. ‘The Virginia Commission has juris 
diction over public utilities, transportation and transmission com 
panies, motor-vehicle carriers, aviation, banks, insurance companies 
public service taxation, the issuance of securities, the granting of 
corporate charters, and numerous other matters. 

One of the principal duties of the State Corporation Commission 
of Virginia is to fix the rates charged by public service companies 
including, of course, natural gas companies, and to see to it that those 
rates are reasonable and just. 

In fixing the price to the consumer of natural gas in Virginia, we 
allow the companies to charge rates that will allow them to earn about 
6 percent of the original cost of their plant investment, less deprecia 
tion and plus working capital. The rates must necessarily be a 
enough to cover all the company’s operating expenses, and one of : 
company’s biggest items of expense is the cost of the gas it buys. 

All of this gas comes to Virginia through pipelines in interstate 

‘commerce, and. therefore, the price that our Virginia companies have 
‘i pay for it is fixed by the Federal Power Commission. Since our 
companies have to pay that price, and since neither they nor we have 
any control over it, and since that price changes every few months, 
we have entered orders that permit the local companies to adjust their 
rates automatically to follow the fluctuations in price permitted by 
the Federal Power C ommission. 

Thus, the price of gas in Virginia depends on the price charged by 
the interstate pipeline companies, and the price charged by the pipe 
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he comipal es «cle pends on what they pray the producers for the was, 

If the price paid the producer Is not regulated, it will be Impossible 
to secure gas for the consumer at a just and reasonable price; and 
the regulatory process breaks down at the source of supply. 

Two of the arguments that have been advanced In support of the 
proposal to exempt the producers from price control are : 

Ps) We do not regulate the price of the « oal that electric companies 
ae Kg 4 


(2) a ~p yroducer’s price is a small fraction of the price to the con 
sumer. 
he answer to the first argument is that the factors that go into the 
establishment of the market price of coal differ widely from the factors 
that oO 1! to the establishment of the market pl ice of natural was, Tl ne 


ieart of the matter is the method by which the market prices of natural 
vasare ae 

One of the arguments is the analogy between coal and gas. The 
more you ade the facts, the more obvious it will be to you that the 
supposed analogy between coal and gas is not a correct an: alogy . There 
is but one kind of natural gas being tr: insporte (| by pipe line comp: nies. 
Itisac omp lete monopoly. 

There are several kinds of coal—as for example, lignite, bituminous, 
and anthracite. Coal is not transported through pipes many miles 
under the ground, but by trains and motor vehicles, and there are many 
places where it can be purchased wholesale, and of course, numerous 
dealers from which the consumer may purchase coal. If he does not 
like the price or kind of coal he gets from one dealer, he can go to 
other dealers and get a different kind of coal and at a different price. 
There is only one gas line that can come into his home or place of busi- 
ness. Gas pipes cannot be moved around from place to place or from 
producer to producer like a hose with which you water your lawn, as 
some seen to think. 

Therefore, as the proponents surely know, the more you study these 
bills, the less likely they are to pass. 

Another argument is that the producer's price is a small fraction of 
the consumer’s price. The farther you get from the source of supply, 
the smaller that. fraction is of the total cost, because the transmission 
costs increase with the distance 

And, also, the farther you get from the source of supply, the harder 
it is to sell natural gas, because of that necessar y increase 1n cost. 

I want to make two points about this argument : 

First, the fraction may be relatively small now, but it is getting big 
ger all the time: and 1 if the people who establish the market price of 
the gas are assured by the Congress of the United States that their bar- 

gaining will not be supervised by the Federal Power Commission, the 
fraction will keep on getting bigger and bigger. 

An important point to consider is not what this fraction of cost may 
be, but whether or not this cost is reasonable. It may be that 5 cents 
instead of 10 is reasonable. Whatever price is reasonable is the price 
that should be allowed and this can only be ascertained by regulation. 

Second, if either of these bills becomes law, the producer’s price will 
be the only link in the chain from the source of supply to the consumer 
that will not be subject to regulation. And yet, this whole industry 
that we are considering here today, the industry that brings heat, light, 
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and power from the fields ot lexas to the factories and house 
Massachusetts, New Jersey, New York, and Pennsylvania, is a publ 
utility industry. 

[f, at any point, unregulated profit is permitted, at that point ex 
cessive profit will be sought and found. It is obvious that, 1f the pric 
the producers may charge is unregulated, the price to all pipeline com 
panes will be the price olfered by the highest bidder. Phe market 
price W ill be the highest price that can be obtained. 

] listened with great interest to Gveneral Phompson’s clear and co) 
cise testimony eiven before the House Interstate and Foreign Com 
merce Committee in support of the Harris bill. He certainly hit the 

ul on the head when he said at page 200 of that record : 

You always find the royalty owner and the landlord and the producers wantil 


more for their gas. That is normal and natural That is just human nature 


Ife did not try to make the committee believe that competition would 
brine pric esdown. He said at page 232: 

We just want to be let alone and let it be worked out under a free econo! 
it will bring a better price 

nf page 945, he dese. ibes how competition works to bi ne a better 
price: 

Mr. HeEsSELTON. Well do you consider that there is any real competition so far 
as the purchase of natural gas is concerned ? 

Mr. THOMPSON. Oh, yes. 

Mr. HESELTON. Competition between whom ? 

Mr. THOmMpsON. Between the various purchasers trying to get the gas from the 
various sellers. 

At page 177, Mr. Wolverton asked the witness a long and detailed 
question about the “escalator cl: AUse, “the “spiral escalator clause,” and 
the “most favored nation clause. 

The question concluded : 


Now, will you explain to me just what those phrases mean‘ 
And General Thompson's complete answer was: * 
They all increase the price. 


That really is a complete summary of what those clauses mean. 

The inevitable consequences of continued price increases are not hard 
to foresee. The people who have put their money in the securitie 
issued by distributing companies, and the cities that have converted 
their plants from manufae sorte to natural gas for fuel, and the home- 
owners who have installed gas furnaces and stoves, in the belief t 
there is the cheapest and oes of fuels, will find that they have ere 
baat misled. 

[ do not believe anyone will tell you that if the price the producers 
»f gas may charge is exempted that the cost of gas to the pipeline com 
panies will not increase and if the past is any criterion for the future, 
it will increase rapidly =e substantially. 

In Virginia the cost of gas was increased four times during the year 
1954 and there are now eahing two more applications for further 
Increases. 

The Congress in 1938 after most careful consideration, passed the 
Natural Gas Act, because of its vital interest to the public. It ex 
pected it to be regulated by the Federal Power Commission. It has 
not been regulated as a complete business, but only partially, and be 
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cause of this incomplete regulation the public has been beset with con- 
stant and substantial increases. 

Can you imagine a more illogical, a more inconsistent and a more 
indefensible position to take than to pass a law stating that the natural 
gas industry should be regulated in the public interest, but that the 
base price of this commodity is to be exempted from regulation. If 
you are to have efficient and economical regulation of a utility, you 
of necessity must regulate its entire business. 

It is essential that you regulate the base price to ascertain whether 
or not the price proposed is fair and reasonable. Unless the base 
price is reasonable, it is obvious that the price the consumer must pay 
will be unreasonable. 

The testimony of Mr. Searls before the House Interstate and For- 
eign Commerce Committee shows that it is of great importance to 
the pipeline transmission companies that the producers’ gas prices be 
fixed by the Federal Power Commission. 

At page 353, he proposed an amendment to the Harris bill that 
would not require the Federal Power Commission to determine, upon 
application made by a natural gas company, whether proposed new 


prices are in f: we reasonable market prices. 
Without such a cla e in the bill, the iat ‘lines run the risk of get- 
ting pinched between » demands of the producers for higher prices 


and the decision of the “EF ede ral Power Commission that the new prices 
are too high. ‘The witness explained at page 355: 

It seems to me that if the pipeline company makes a contract at a price and 
it does not know whether the Commission is going to approve that price or not, 
and starts operating, that contract might give them 5 or 10 years, and they 
might pay out that price to the producer, and after 5 or 10 years wake up and 
find out that the Commission believes that price is too high. 

His proposal is in —— that the Federal Power Commission enter 
orders in advance stating that the new contract price is or is not rea- 
sonable within the aaa eae of the Harris bill. 

If the Commission says that the price is reasonable, then that is 
the price. If the Commission says the price is unreasonable, the pipe- 
line company will go back to the producer and agree on a lower price. 
This procedure will be repeated until a price is ‘agreed upon that the 
Federal Power Commission finds to be reasonable. 

The parties will then make their contract at that price. 

Obviously, this proposed amendment of the Harris bill is nothing 
more nor less than a very cumbersome method of making the Com- 
mission fix the price. Instead of having the Commission fix the price 
in the first instance, the parties will make maybe half a dozen trips 
to the Commission until they come up with a price that the Commis- 

‘sion approves as reasonable. 

Senator Pastore. At that point, may I interrupt ? 

The highest point ever fixed by the Commission on any contract 
to take effect in the future would be constituted as the market price. 
The Commission couldn’t very well establish, or approve a contract 
that established a rather high price, and then the next day try to 
approve a contract where the price would be any lower, or can you 
envision that ? 

Mr. Hooker. I am not sure I get your point. 


4qa¢ 
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Senator Pasrore. You say that under this procedure that every time 
a producer made a contract with a pipeline, he would have to have 
the contract approved by the Commission. 

Mr. Hooxer. That is right. 


Senator Pasrore. The highest price would therefore become tl] 


tile 
market price. 

Mr. Hooker. The highest price the seller could get. 

Let’s assume that you two Senators are operating pipeline com 
panies, and I am a producer. You need gas, you are more interested 
in the amount of gas you can get than you are in the price you pay for 
it, and I would have you bid as to the price, and consequently it would 
just keep going up because you are more interested, as I said, in the 
amount of gas because you have got all these customers with millions 
of dollars invested in it, and of necessity you have got to have the 
gas, and that is more seat ant to vou than what you have to pay for 
t, aaa consequently the market price will just keep soaring. 

Senator Monroney. Wouldn't it be a fact that if the market price 
soars Very high, vou would reach a place of diminishing returns, where 
the income from transportation of gas, where the pipeline makes its 
money, is decreasing / 

You can’t say that an unlimited price on natural gas would work 
to the benefit of the gas transmission lines. 

Mr. Hooxer. It might finally reach the point as far as the traffic 
would bear. Then it would start going down, but whi at would happen 
then would be that these people who put the money in all these ap- 
pliances, the distributing companies and the pipe tile companies and 
stockholders would all be losing their lapsatediith, 

Senator Monronery. And they would also lose their investment if 
there was a shortage of gas to supply the lines. 

Mr. Hooker. According to the record before the House, the gas will 
last 22 more years, and as far as I am concerned, that wouldn't worry 
me. It might worry my grand chairman. 

Senator Monroney. Eight vears ago there was a 35-year supply 
We have increased the known reserves, but the number of customers 
have been so greatly added that you have 2214 vears, now, and this last 
year we disc overed less gas than we were increasing our rate of con 
sumption, so you are running into the natural law of not finding more 
gas which is threatening the supply today. 

Mr. Hooker. We often wonder why things don’t give out, and I 
sometimes wonder why gasoline doesn’t give out, but it doesn’t seem 
to give out, and I feel similarly optimistic about natural gas. 

Without some such provision, the Harris bill, as the witness so 
clearly shows, could ruin the pipeline companies. Therefore, they are 
compelled to demand this protection, and the substance of what they 
are demanding is that the Commission fix the prices. 

Those favoring this legislation give as a reason for their position 
that the producers should be exempted because of competition with 
coal and oil. I do not see how regulation will be detrimental. It is as 
sumed that the gas producers fear regulation because it may keep them 
from charging higher prices for their gas. If this is the reason, and 
there is competition, regulation will be helpful. Certainly increasing 
the price of gas would be harmful to any competitive situation that 
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might exist. The lower the price of vas, the better its competitive posi- 
tion becomes. The higher the price of gas, the greater the opportunity 
for its competitors to compete with the gas indust ry. The coal and oil 
industry favors this legislation because the higher gas rates become 
the better position they are in to sell more coal and oil. This leaves 
in my mind substantial doubt as to whether or not the gas industry is 
very much troubled about any competition with coal or oil. 

If the producers are to be exempted from regulation because of 
competition, why not abolish all regulation of re ailroad transportation, 
motor bus transportation, trucking transportation and aviation. All 
ire highly competitive with each other as well as with the unregulated 
privately operated motor vehicle. 

Senator Monroney. But all of these regulated industries are subject 
to restrictions on entry into this business. You can’t enter the aviation 
business without a permit. You have to have a permit from your 
public service corporation for trucking er canenin’ ition on railroads, 
but in gas production, anybody that can find a gas field that is big 
enough can bring in thousands of new wells. 

Mr. Hooker. Doesn’t the Federal Power Commission give them 
certificates / 

Senator Monroney. That is to take care of the people who have 
found gas and have been declared to be public utilities. 

Mr. Hooker. If they are regulated, they would have to have a cer- 
tificate, or permit of some kind. 

Senator Monronry. The purpose of regulated industry, as I under- 
stand it, is to assure limited competition. 

In the gas business you have unlimited competition depending on 
the number of gas fields you find and the number of wells that are 
drilled. 

Mr. Hooxer. I think the reason for regulation, Senator, from my 
experience, certainly the way I understand it, is to assure the public 
that we are going to get reasonable and fair rates, and that the utility 
will receive a reasonable and a fair return. 

Senator Monroney. But the utility is protected against competition. 

Mr. Hooker. The railroad is not protected against competition. 

Senator Monroney. They are protected against new entry. 

Mr. Hooker. What do you mean / 

Senator Monroney. Entry of new railroads. 

Mr. Hooker. They are not protected against trucking, and that is 
where the competition is. 

Senator Monroney. But you control that. 

Mr. Hooker. Not private automobiles, 

Senator Monroney. You control the trucking industry. 

Mr. Hooker. Certainly, but this is competition all the time with 
the railroads, and aviation, the same way. 

Senator Monronrey. We have competition between fuels, which is 
the same thing. 

Mr. Hooker. There isn’t competition in natural gas, except the 
natural gas producer. 

Senator Monroney. There is competition with gas for heating 
homes, and for —— ry, by coal. 

Mr. Hooker. I don't agree that coal is any real competition with 
natural gas. It certainly isn’t in Virginia. 
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Senator Monroney. But there would be in industry, we have it all 
the time. We have industry that goes on a temporary contract to use 
gas during the summertime, and goes back to coal in the winter. 

Mr. Hooker. We don’t have any of that in Virginia. We have the 
interruptible, so they could cut them off if they got scarce of gas, but 
the sv haven’t had to do it. 

Senator Monroney. Most of them use gas during the summer going 
back to coal in winter. 

Mr. Hooker. We don’t have any such contracts in Virginia. 

Senator Pasrore. If that logic worked out. you could very well 
remove the pipelines from supervision by the Federal Power Com 
mission, and say, “Well, they could use coal or oil, and no one would 
ever dare make that kind of assertion. 

Senator Monroney. But the pipelines are protected against com 
petition in those areas, they are certificated to build the lines into 
certain areas. You can’t have two or three lines built on free entry into 
an area. 

Senator Pasrore. But they are not protected against conversion 
back to oil or coal. As far as the argument works out with the pro 
ducer that you could go oe or oil, you could work the same argu 
ment with the pipeline and say, “We don’t have to supervise them, 
either.’ 

If you carry out these arguments to their logical conclusion, you are 
going to get yourself in a confused picture. 

Let me ask you this further question: If a pipeline company becomes 
a producer also, as some have 

Mr. Hooxer. The Columbia System is a producer, I understand. 

Senator Pasrore. Under this Fulbright Amendment, to your under 
standing, does the part of the pipeline’s production activity come under 
the supervision of the Federal Power Commission ¢ 

Mr. Hooker. Under the present law ¢ 

Senator Pastore. No, I mean if the Fulbright Amendment—— 

Mr. Hooxer. As I understand it, it would be exempted. . 

Senator Monroney. It comes under the supery ision of the Federal 
Power Commission at the field price. 

Senator Pastore. At the field price ¢ 

Senator Monroney. Certified that it is the field price. 

Mr. Hooker. It would be the same effect as being exempted, because 
the market price of others would control that price. 

Senator Pasrore. All right, you may proceed. 

Mr. Hooker. It would appear obvious that the real reason the pro 
ducers desire to be unregulated is to put them in a position to obtain 
from the consumers the highest price possible for their gas. 

Senator Monroney. These produce rs are all under contract — 
with these long lines. They can’t arbitrarily raise their rates. It 1 
written down as a part of the condition for commiting their reserves 
for 20 or 25 years. That was the consideration that was given to them 
when io signed up to supply Virginia and these other States, and the 
testimony that we hear from these witnesses, you would think that 
any producer can come in and arbitrarily increase his rate to whatever 
he wishes, or all the traffic will bear. 

We have heard that from almost every witness today, and yet ever) 
one of the rates, and all the rates that these producers can charge is 
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written down at the time the contracts were made on which the long 
lines were constructed, and it is in black and white. 

The only deviation from that is the so-called favored action clauses 
which allow a higher price to be paid if they contract with another 
producer to pay a higher price. 

Mr. Hooker. Of course the consumer is interested in knowing 
whether that contract is reasonable or not. 

Senator Monroney. But those contracts were approved at the time 
the Federal Power Commission approved the license for the construc- 
tion of the long lines. 

Mr. Hooker. You mean they have been legally approved ? 

Senator Monroney. They certified that the supply of gas was avail- 
able to justify the construction of the long lines, and I am sure you 
will find those contracts are a part of the certification of these long 
lines. 

Mr. Hooker. In other words, the Federal Power Commission has 
actually approved those contracts ? 

Senator Monronery. Those contracts have to be before the Federal 
Power Commission. I know some have been denied because they 
didn’t have a supply of gas contracted for 25 years. 

Mr. Hooker. I am talking about the price, now. 

As I understand it, the Federal Power Commission never approves 
the price. 

Senator Monronery. They approve the supply, but the price is in 
black and white at the time. 

Mr. Hooker. If they haven’t approved the price, and this Fulbright 
bill isn’t passed, it will of course be the obligation of the Federal 
Power Commission to investigate and see whether that price is reason- 
able. 

Senator Monronery. But at the time those contracts were made, 
there was no regulation. It is just the Supreme Court holding it was 
the edict of Congress that the bill did not apply to the production 
and gathering of natural gas. 

Mr. Hooker. Of course I know you are thoroughly familiar with 
the fact that you cannot contract against the public interest. 

Senator Monroney. But the law, the court holding, or anything 
else—the law seemed clear that it did not run to the production and 
gathering of natural gas, but was exempted by Congress when it 
passed the bill in 1938. 

Mr. Hooker. If that is true, why are the producers kicking so? 

Senator Monroney. The Supreme Court wrote a new intention 
on the part of Congress. 

Mr. Hooxer. I think the Supreme Court wrote the correct inten- 
tion, but if the producers have already got this price tied up for 20 
years, why worry about being exempted now? 

Senator Monronry. Because we feel the Supreme Court decision 
will invalidate the consideration of the contract, and turn it over to 
a third party to determine that which was agreed to by contract. 

Mr. Hooxer. That would go back to what I said, that the Federal 
Power Commission then would have a right, and it would be its duty 
to look into it and see whether or not the price in that contract was 
reasonable in the public interest. 
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Another contention made in behalf of the exemption of the pro 
ducers is that it may have an adverse effect on the expansion of the 
business. This contention has been the subject of constant repetition 
without, so far as I know, the slightest offer of any proof to substan 
tiate it. This contention must be based on the assumption that Fed 
eral regulation of producer prices would not be reasonable. 1 know 
of nothing in the history of regulation by the Federal Power Com 
mission to justify any such cone ‘lusion. 

From my experience as a regulatory commissioner of more than 30 
years, it is my belief that regula ation stabilizes the business of a utility, 
enhances its opportunity for expansion, its relationship with the 
public is stre ngthened, and its status in the investment field is helped. 

Since much of the pressure back of the Harris bill is based on the 
doctrine of States rights, let’s see how that doctrine applies to this 
bill. 

I have had the privilege of appearing before this committee from 
time to time since 1935 advocating the rights of the States. The 
record will show that I have always taken the position that the juris 
diction of the Federal Government should begin where the State 
jurisdiction ended, and that there should be no encroachment of the 
Federal jurisdiction on the rights of the States. I adhere to that 
position now. You can not have complete regulation unless the 2 
jurisdictions dovetail 1 with the other. 

The doctrine of States’ rights does not assert that the Federal 
Government should have no powers at all. It asserts that the Federal 
Government should have and exercise as few powers as possible. 

We are concerned with the pr ice that the transmission pipe ‘line com 
pany pays for the gas sold to it by the producer. When the Federal] 
Government fixes that price, it does not deprive the State of origin of 
any right, because that State has no right to fix that price. The sale 
is a transaction in interstate commerce. However, the Fulbright bill 
requires the Federal Power Commission to keep the pipeline com 
panies from paying more than the fair market price. To that, small 
and impractical extent the Fulbright bill itself would be infringing 
upon the rights of the State of origin if that State had any rights 
to be infringed. 

Does the doctrine of States rights require that the people of the 
producing States are to have the ‘sole and final say as to the price of 
natural gas? No matter how much damage that does to the people of 
the consuming States ? 

The people of the consuming States are not claiming and could not 
claim that the doctrine of States rights means that the consuming 
States ought to have the sole and final say as to the price of natural 
gas. They “y are claiming that here is an obvious conflict of interest 
among the States and that it is the duty of the Federal Government 
to provide an impartial tribunal in which that conflict of interest can 
be peaceably adjudicated. The whole issue is whether the price should 
be fixed by an interested party or by a disinterested umpire. 

If you are going to have a Federal Government composed of sov 
ereign States, the absolute minimum of power that can be delevated 
to the federation is the power to settle controversies between the 
States. Nobody has ever denied that the Articles of Confederation of 
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1777 conferred to the Central Government the absolute minimum of 


power. Article IX of those articles provided : 


The united states in congress assembled shall also be the last resort on appeal 


in disputes and differet 


two or more states concerning boundary, jurisdiction, or 
whatever * * 


A difference now subsists between the selling States and the buying 
States. To provide a forum for the adjustment of that difference is 


not to ignore the do tl ine of States rights. 


I have some statistics here which I will not read. but will let them 


1} 


be put in the record. They are related more to Virginia than to 


the rest of it. but it hassome relevancy, I think. 
Senator Pasrore. That will be permitted. 
(The statistics referred to read as follows:) 


Natural gas purchased by congressional districts in 
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ces now subsisting or that hereafter may arise between 


any other cause 
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Natural gas purchased by congressional districts in Virgip 


The above tabulation shows that every increase of only 1 cei 
M. c. f. increases the cost of gas to the consumers lh Virein a $345 001 
tually. The record he he: 7 he Harris bill sets 1 h that 
annually. ie record in the hearing on the arr] Nii sets Torth that 
n recent vears the cost of was has increased from 6 cents to 16 cents 
An increase of this magnitude mean ani annual ncrease to the use 


of gas in Viregimia of TH, million. Is it thus seen that the Har 


if passed, will place a very heavy burden on the users of 


Virginia. 


Tabulation showing effect of increases in cost of gas to companies in J yinia, 
purchasing gas from interstate pi] ne ince 1949 
[All costs are based on 1954 volumes of gas purchased by the indivi il 


COMMONWEALTH NATURAL GAS CORP 


Gas purchased from Atlantic Seaboard Corp., gas sold to distribution stems 
serving 152,428 customers in Colonial Height Hampton, Hopewell, Newport 
News, Norfolk, Petersburg, Portsmouth, Richmond, South Norfolk, Sutff ind 
Warwick 

| Cc\ 
Perio¢ Ml 
* 
0 6, 1950, t M f ) ¢ ; ( ¢ ) ) 
1 7. 1952. t Fet 4 ) 
1953, to I QS, 1954 { 

Tar. 1 4, to Oct | 154 " 

1, 1954, to Dee. 14, 1954 5 

| N54 K 8 9 

| ‘ ed er be 


CITY OF CHARLOTTESVILLI VA MUNICIPAL SYSTEM 


Gas purchased from Alantic Seaboard Corp. g d to 6,SO00 ¢ 1 
Charlottesville and vicinity 
| ( {T; 
} 
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CITY OF DANVILLE, RICHMOND (MUNICIPAL SYSTEM) 
Gas purchased from Transcontinental Pipe Line Corp: Gas sold to 7,600 cus 


tomers. 





Rates per M cubic en Increase over 1950 
feet rates 
Periods effective - l 
: , |\Commod- arias Per M = ea 
Demand ity Amount |aybic feet Amount Percent 
Dec. 5, 1950-Mar. 17, 1953 $2. 40 $0. 21 $407,488 | $0. 3028 
Mar. 18, 1953-Jan. 31, 1955 2.79 2127 431,416 3206 $23, 928 5. 87 
Feb. 1, 1955-Mar. 31, 1955! 2.79 2343 460, 484 . 3422 52, 966 13. 01 
Apr. 1, 1955! 2.79 246 476, 228 3539 68, 740 16. 87 


1 Rates being collected under bond. 


LYNCHBURG GAS COMPANY 


Gas purchased from Atlantic Seaboard Corp. Gas sold to 8,886 customers 


in Lynchburg and vicinity. 


Rates per M cubic 
feet 


Increase over 1949 


Annual cost rates 


Commod- Per M 

Demanc n ’ } Perce! 

Demand ity Amount auhiec feet Amount Percent 
1949 to Mar. 6, 1952 $1. 90 $0. 2100 $291, 701 $0. 410 
Mar. 7, 1952 to Feb. 13, 1953 2. 60 2100 320, 261 449 $28, 560 | 9.8 
Feb. 14, 1953 to Dec. 31, 1953 2. 60 2570 353, 785 . 496 62, 084 | 21.3 
Jan. 1, 1954 to Feb. 28, 1954 1.90 3032 358, 177 502 66, 476 | 22. 8 
Mar. 1, 1954 to Oct. 31, 1954 1. OF 3119 366, 830 514 75, 129 | 25.8 
Nov. 1, 1954 to Dec. 14, 1954 !_- 2. 85 32380 414, 626 581 122, 925 | 42.1 
Dec. 15, 1954 to! 2. 85 3368 $20), 903 590 129, 202 44.3 

i 
1 Rates being collected under t 
ROANOKE GAS CO. 


Gas purchased from Atlantic Seaboard Corp. through the Roanoke Pipe Line 
Corp. 
Gas sold to 17,216 customers in Roanoke and vicinity. 


Increase over 1950 
rates 


Rates per M cubic 


feet Annual cost 


Periods effective — — - — —_ 


Per M 


Commod- 


Demand Amount Amount Percent 








ity cubic feet 
August 1950, to Mar. 6, 1952 $1. 90 $0. 21 $465, 145 $0. 3157 
Mar. 7, 1952, to March 1953 2. 0 21 522, 335 . 3545 57, 190 12.3 
March 1953, to Feb. 28, 1954 1. 90 3032 598, 802 . 4064 133, 657 28.7 
Mar. 1, 1954, to Oct. 31, 1954 1. 96 3119 616, 360 . 4183 151, 215 32.5 
Nov. 1, 1954, to Dec. 14, 1954 2. 85 3280 4836 247, 428 53. 2 
Dec. 15, 1954 2. 85 3368 . 4923 260, 311 56.0 


1 Rates being collected under bond 
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VIRGINIA. GAS DISTRIBUTION CORPORATION 


Gas purchased from Atlantic Seaboard Corp. Gas sold to 20,724 customers in 
cities and towns of: Buena Vista, Clifton Forge, Covington, Culpeper, Herndon 
Lexington, Manassas, Quantico, Standardsville, Staunton, Warrenton, and 
Waynesboro. 


Annual cost Inere ao 
Periods effective 
A moul Per M A mou | 
cubic feet 
1949 to Apr. 30, 1950 $2, 154, 949 $0. 3663 
May 1, 1950, to Mar. 6, 1952 A 2. 053, 301 3490 $101, 648 ( 
Mar. 7, 1952, to Feb. 14, 1953__. 2, 334, 075 3967 179, 126 8. 31 
Feb. 15, 1953, to Feb. 28, 1954 2. 500, 846 25] 345, 897 16. 24 
Mar. 1, 1954, to Oct. 31, 1954 2, 574, 862 4377 419, 913 19. 49 
Nov. 1, 1954, to Dec. 14, 1954 2 3, 016, 134 5127 R61, 185 39. 06 
Dec. 15, 1954, to ?_. 3, 070, 552 . 5219 915, 603 42. 49 


1 Decrease over 1949 rates 
2 Rates being collected under bond. 


WASHINGTON GAS LIGHT CO. 


Gas purchased from Atlantic Seaboard Corp. Serves the metropolitan area 
of Washington, including the District of Columbia, a section of Maryland, and 
65,848 customers in Alexandria, Falls Church, Arlington County, and Fairfax 
County, Va. 


Rates per 


hana , Increase over 1919 
M cubic feet ESAS 20 rat 


Periods effective 


Commod Pet 


Demand ity Amount Therm ! Amoun Pe 

(¢ fe 
1949 to Aug. 31, 1951 $8, $44, 000 2. 83 
Sept. 1, 1951, to Mar. 6, 1952 $1. 90 $0. 2100 | 10, 260, 000 3.28 | $1, 416, 000 16.0 
Mar. 7, 1952, to Feb. 14, 1953 2. 25 2510 11, 024, 000 2. 53 2. 180, 000 24. ¢ 
Feb. 15, 1953, to Feb. 28, 1954 1. 90 . 3082 | 11, 789, 000 + 3 2 O45, OK 
Mar. 1, 1954, to Oct. 31, 1954 1. OF 3119 | 12, 137, 000 3 88 3, 293, 000 ¢ 37. 6 
Nov. 1, 1954, to Dec. 14, 1954 22.85 . 8280 14, 237, 000 456 5. 292. 000 60. OS 
Dec. 15, 1954 to-—- 2 2. 85 . 3368 | 14, 476, 000 4.63 5. 632. 000 63. 68 


Therm+100,000 B. t. u.=(approximately 100 cubic feet gas 
2 Rates being collected under bond 


MISCELLANEOUS SMALL SYSTEMS 


8. Bristol Gas Corp. Gas purchased from East Tennessee Natural Gas Co. 
Gas sold to 748 customers in Bristol, Va. 

9. Commonwealth Public Service Corp. Gas purchased from Atlantic Seaboard 
Corp. Gas sold to 62 customers in Bluefield, Va. 

10. Shenandoah Gas Co. Gas purchased from Atlantic Seaboard Corp. Gas 
will be sold to customers in Stephens City, Winchester, and vicinity (started 
operation in 1955). 

11. Southwestern Virginia Gas Co. Gas purchased from Transcontinental Pipe 
Line Corp. through Southwestern Virginia Transmission Co. Gas sold to 1,010 
customers in Martinsville, Va. 

As of December 31, 1954, 434,317 customers were receiving natural gas service 
from distribution companies and systems that were receiving their supply from 
interstate pipelines. 


Mr. Hooker. I have not seen the testimony of Senator Fulbright, 
and I have two papers here answering the questions he raised. 


63057—55 30 
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Senator Pasrore. Did you want to read it 4 

Mr. Hooker. Yes, sir. 

Senator Pasrorr. All right. 

Mr. Hooker. Thank you. 

The New York Times of Wednesday, Muay 11, in a news column 
written by Charles EK. Egan, attributed to Senator Fulbright a state- 
ment to the effect that “consumers of natural gas enjoy a ‘luxury’ 
fuel and therefore are not entitled to Government control of its 
price. 

He maintained [the news item said] that customers could always turn to 
coal or oil if they did not like the prices asked for natural gas. He said his 
bill was aimed at preventing “Yankees from exploiting us.” 

I have not seen the transcript of his testimony and I am greatly 
surprised if Senator Fulbright contended that natural gas is a 
“Juxury”—as, if it is a luxury, of course, it should not be regulated, 
and neither should the pipeline and distributing companies be 
regulated. 

The statement that, if they do not like the price of as, the con- 
sumers can turn to oil or coal, is hard to understand, and I cannot 
believe that a public servant of the standing of Senator Fulbright 
is really so indifferent to the welfare of the public. 

The statement that his bill is aimed at preventing “Yankees from 
exploiting us” is astonishing. Suppose we examine this exploiting 
allegation. The latest issue of The Lamp, a magazine published by 
the Standard Oil ¢ ‘Company of New Jersey primarily for its employees 
and stockholders, contains an article describing the hardships of a 
Mr. Carl Smith, an independent producer. 

It states that in 1937 there was an overproduction of gas and that 
Mr. Smith contracted to sell gas at “the price of half a cent per thou 
sand cubie feet.” 

Kver since 1938, the nationwide demand for gas has been zooming: pipelines 
now reach every State except Maine, Vermont, Idaho, Washington, and Oregon, 


and their total mileage is greater than that of all the railroads in the country 


Today, gas supplies one-fourth of all our energy: it has 25 million household and 


industrial users An estimated two million more are waiting for connection 

Better prices “at the well” have naturally been his chief incentive. For ex 
ample, a recent well which he drilled in Oklahoma is contracted for at 15 cents 
per thousand cubic feet 

It is reasonable to assume that Mr. Smith cid not sell his was in 1937 
below cost, and today he is selling it at a price 30 times higher than in 
1937. The demand for natural gas has naturally brought about this 
great increase. What brought about the demand? The pipeline and 
distributing companies, and the many millions of consumers of this 
gis, who were able to receive it because of the transportation of this 
gas by the pipeline companies throughout the Nation. But for the 
money invested in these pipeline and distributing companies, Mr. 
Smith might be continuing to sell his gas at half a cent per thousand 
cubie feet. 

It seems to me that it would be appropriate to inquire, who is ex- 
ploiting whom ¢ 

My confidence in this committee and the Congress is such that [ 
ave no fear that it will determine who is being “exploited.” 

Senator MoONRONEY. Might I ask you one question ? 


] 
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In 1950, taking Richmond as an example, we have tables presel ted 
in evidence before the committee where at the city gate the average 
field price paid for the Richmond supply was 10.9 cents a thousand. 

Mr. Hooker. What year was that 4 

Senator Monroney. 1950. In the year 1953, it was 11 cents. That 
is an Increase of two-tenths of a cent during that period. It dropped 
down in 1951, and 1952, and in 1953 went up. 

You have had an increase in the 4 years of two-tenths of 1 cent in 
the field price of the gas, yet Richmond, at the CIty gate, has had aa 
increase of 12.7 cents. 

Mr. Hook R. There is some mistake about that, because Mr. Har 
asked me a question about that before the House, and I furnished him 
the information about it, and it came from the reports of the Ten 
nessee Transmission Co., and the Transcontinental Co., and it showed 
that the increase had been from 7 to 14 cents, which is slightly ove 
100 percent. 

Senator Monronry. You mean the field price / 

Mr. Hooker. That is in the record in the other case. IT don’t have 
a copy with me, but I would be glad to file it here. 

Senator Monronery. I wish you would file it with the committee, 
because the figures the committee has show only that increase of two 
tenths of a cent in average field price, vet the cost to the consumer ha 
gone up 35 cents a thousand. 

Mr. Tooker. | think the cost fo the consumer in Richmond has 
gone up 50 percent since World War II, and right here in Wash 
ington and metropolitan Virginia it has gone up 63 percent sin 
World War ti 

Senator Monroney. The witnesses have testified to vast increase 
but when you check back to the field price, a very small fraction of 
the pl ice Increase has been due to the field pp! ce, 

Mr. Hooker. What was the price you mentioned / 

Senator Monroney. Two-tenths of 1 cent from 1950 to 19 
the average field price for vas supplied to Riehmond, vet your col 


; ; ‘ 
sumers’ price has gone up, for the customers using cooking, wate) 


heating, and home heating, 32 cents a thousand, and it has gone up 
heh eents A thousand for those just using it fo. cook ne md vatel 


heat ing. 


Mr. PLooKker. [ tried to make the point that the question s whether 
the price is reasonable, whether it 1s 1 cent, 5 cents, or 10 cents 
| will file for the record statistics which will show that t] stat 


of Virginia has 434,000 consumers, and 1 penny increase would 
crease their cost $343,000 annually. 


Senator Monronery. Do you pass on only the 


e tcrease Ih the het 
1 
| 
| 


price, or when the price Foes up for the Supp \ of was - t merely 
carried through on that exact amount, or do you allow an mere 
in the rate bevond that / 

Mr. Hooxer. Of course we are tied by whatever the Federal P 
Commission allows interstate 

Senator MoNRoNEY. Suppose it goes up 5 cents in interstate, 
much allowance 

Mr. Hooker. The Federal Power Commission allowance. I do 
know. 

Senator Monroney. How much do you alloy 
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Mr. Ilookrr. We don’t allow—whatever the Commonwealth pays 
for its gas is the identical penny, to the penny—we will not permit 
them to increase it one-tenth of 1 percent, no increase whatsoever. 

Senator Monroney. According to these figures, the cost of the 
gas at the well has been only two-tenths of a cent, but at the city 
gate it has gone up 12.7 cents, and a 33-percent increase has been 
passed on to the consumer. 

Mr. Hooker. That isn’t in line with what I furnished Mr. Harris 
of the House committee, and I got it from their records. I had 
our engineer get it from their records. 

Senator Monroney. If you get the latest tabulation, the wellhead 
price is 11 cents, the cost of transportation is 41.5 cents, but the cost. 
of distribution within Richmond is 100.5 cents, which gives a rate 
of $1.53. 

In other words, after the gas is produced at the well, it grows 
in value from 11 cents a thousand to $1.53, a dollar of which takes 
place in distributing it after it gets to the city gate of Richmond. 

Mr. Hooker. I know we allow them about a 6-percent return on 
their net investment cost, and they do not get any profit on the gas 
they purchase from the Columbia System. 

Senator Monroney. Have you had any increases in telephone rates ? 

Mr. Hooker. Quite a number. 

Senator Monroney. They have all been under complete regulation. 
Have you had any In electric-power rates ¢ 

Mr. Hooker. Yes, sir. 

Senator Monroney. Mr. Chairman, I would like to ask that these 
two tables concerning the price of gas in Richmond be placed in the 
record at this point. 

Senator Pasrorr. That may be done. 


UNITED STATES SENATE, 
COM MITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
May 20, 1955. 
Mr. FRANK PELLEGRINI, General Counsel, 
Senate Committee on Interstate and Foreign Commerce, 
The Capitol, Washington, D.C. 

DeAR FRANK: I am enclosing a letter which the Senator has received from 
H. Lester Hooker, chairman, State Corporation Commission, Commonwealth of 
Virginia, as a follow-up to his testimony before the Committee on Natural Gas 
hearings. 

I believe this information and letter will be of assistance to you as apparently 
it has been sent to the Senator as a follow-up to an understanding that Mr. 
Hooker had with the committee when he testified. 

With every best wish, I am 

Sincerely yours, 
C. J. MAISANO, 
idministrative Assistant to Senator John O. Pastore. 


_———_ 


COMMONWEALTH OF VIRGINIA, 
STATE CORPORATION COMMISSION, 
May 18, 1955. 
Senator JOHN O. PASTORE, 
Senate Office Building, 
Washington, D. C. 

Dear SENATOR PASTORE: In accordance with our understanding, at the time I 
testified yesterday, that I would furnish for the record certain information as 
to the increase in the cost of gas to the city of Richmond from 1950 to 1954, such 
a statement is herewith enclosed. 
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The Virginia Commission does not have any jurisdiction over the cost of gas 
sold by the Commonwealth Natural Gas Corp. to the city of Richmond for the 
reason that it is a municipal operation. Consequently, I knew very little about 
the Richmond rate when asked about it yesterday, but I did know the information 
was different from that indicated by Senator Schoeppel. 

I also enclose a statement of the cost of gas to the Commonwealth Natur 
Corp. which shows how its cost of gas has increased since 1950, Also, enclosed 
is information showing changes in wellhead price of natural gas to the Com 
monwealth Natural Gas Corp. 1950-55. This information, you will note, as I 
stated yesterday, is taken from the annual reports of these companies and shows 
that the average field cost increased from $0.0731 in 1950 to $0.1489 in 1955 

Mr. W. H. Trapnell, president of the Commonwealth Natural Gas Corp., at 
my request, has given me the following information which he checked with the 
Utilities Director of the city of Richmond so that there would be no question 
about the information being correct. This shows that in 1950 the M e. f. price per 
1,000 cubic feet was 41 cents on a 60-percent load factor and 59 cents at the end 
of 1954 on the same load factor. You will note that this is an increase of 18 cents 

If there is any further information you desire or an explanation of any 
information furnished, I shall be very glad to secure it. 

I appreciate most deeply your patience and kindness on yesterday 

Sincerely yours, 


al Gas 





H. LESTER HOOKER 
Chairman 


City oF RIcHMOND 


Effect on cost of gas of the five rate increases sustained by the citu of Richmond 
since its initial delivery of natural 





Rates per M cut Incr yn) 
feet Co ! 
Period Annual per M 
: ‘YT nt } 
i 1 
Demand a i Amoul 
V 
Oct. 14, i950! to Mar. 6, 1952 $2. 00 $0. 2 $1 1,731 $0. 4102 
Mar. 7, 1952to Feb. 14, 1953 OF 20¢ 731.859 471K) $29) On 1 ¢ 
Feb. 15, 1953 to Feb. 28, 1954 2. 90 3482 1, 854, 190 O34 843, 459 
Mar. 1, 1954to Oct. 31, 1954 2 06 69 1 899. ORG 153 55 6 
Nov. 1, 54 to Dee. 14, 19543 , QF 2 2 133 O65 79 ») 934 1] 
Dec. 15, 1954 2__ S&S IR | 2, 166, 3! 879 654, 664 13.3 
Date service started to Richmond * 
lhese rates are being paid subject to refund pending determination of rate wir by Con ! 
ipplier before Federal Power Commission 


All costs are based on 1954 volumes of ga 


COMMONWEALTH NATURAL GAS CORP 


Effect on cost of gas of the five rate increases sustained by commonwealth since 
its initial delivery of natural gas 





Rates per M cubic Increase over 19.0 
feet Cost rate 

Period effective Annual per M 

ymount cubk 

; nod ‘ ? 
Demand a en Amount | Percent 

i 

Oct. 16, 1950,! to Mar. 6, 1952 $1. 0 $0. 21 $5, 693,639 $0. 2048 
Mar. 7, 1952, to Feb. 14, 1953 2. 25 251 6, 787, 197 3514 $1. 003. 558 2 
Feb. 15, 1953, to Feb. 28, 1954 1.90 3032 7, 493, 892 IRR) 1, 800, 2 if 
Mar. 1 to Oct. 31, 1954 1 96 1197 BRO. 636 Of “ire os 
Nov. 1 to Dee. 14, 1954 ? 2.85 Ds % 791. 560 4551 097. 92 1.4 
Dec. 15, 1954 2.__- 2.85 368 & O61, 54 1639 3) 267. WO? ‘ 


Initial purchase from A. 8. C. formerly V. G. 17 
hese rates are being collected under bond by A. 8. C. per ng determination of rate irl 


All costs are based on 1954 volumes of ga 
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wellhead price of natural gas to Commonwealth Natural Gas Corp., 


1950-55 


Changes in 


FIELD PRICI IN 195 rENNESSEE GAS TRANSMISSION CO 1950 ANNUAL REPORT, 


SCHEDULE 458 


314, O67, 484 


Total M cubic feet purchased 
$0. 05 


Average cost per M cubic foot 


United Fuel Gas Co. 1950 annual report, schedule 458 


Thousand | Total cost A verage 


cubic feet n field field cost 

roducer West Virgi 21, 000, 090 $3, 100, 882 $0. 1477 

Local producer Kentucky 17, 447, 073 3, 093, YSY 1773 
I ee G [rans I 146, 867, 337 7, 343, 367 050 
p te 600, 000 41. 700 0695 
185, 914, 500 | 13, 579, 938 0731 


Seaboard had only a trace of gas purchased in 1950 in the Appalachians area, 
f $0.0731 as the field cost of gas to Seaboard in 1950. 


so we can use the figure of 
NOTE Estimated at same price as 1955. Annual report does not breakdown 


the cost between field cost and transmission 


Tennessee Gas Transportation Co., line 12, statement N-5.11 


Field price in 1955 
VNGT «application of Nov. 4, 1954 


$0. 1223285 


Average cost of TGT gas in the field 


United Fuel Gas Co., docket No. G—2451, statement H-1, sheet 29 


| 


} lhousand Total cost A verage 

| cubic feet in field field cost 

Local produ 36, 073, 000 | $6,801,040 | $0. 1885 
lennessee Gas Transmission 110, 000 | 20, 938, 867 2233 
( Corp 13, 140, 000 913, 230 O695 
Gulf Interstate 127, 750,000 | 23,075, 550 1806 
Total 348, 073, 000 51, 728, 687 1489 


Seaboard’s local production could raise this cost about one one-hundredth of 
a cent, bringing the 14.89 cents 14.90 cents 
$0.1490 average field cost to Seaboard of gas purchased 


. 0731 


SO. O759 increase since 1950, or almost 104 percent 


If the cost of local production is eliminated, the average field price of South 
west Gas has increased from 5 cents in 1950 to 14.4 cents in 1955, an increase of 


9.6 cents or 192 percent 
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RICHMOND, VA 


Nerved hua municipal sustem, supplied hu Commontwealti Natural Gas ¢ 


Est ty ra fleld pr rec } ‘ roducer ) 

i Ip ed to Rict Oo! ents per M feet ‘ "i 
Average cost of gas to Commonwealth Natural Ga 

Corp ents per M cubic feet og 2 ) Q 

l natural upplied to city of R M 

ibic feet & 
4 € CO 1 Rict i t I 

per M cubi ‘ } 
Price reside i ist r I 

oking and iter itin l 
I ‘ residential cu r | 

( I Vater-he it ! l 

ry \I bic fe ? 

les from Stanar lle, V Richmond 
2.27 M cubic feet pe } iu t 
IS M eubic t per nt ju ' ito 

Source AY ] renor to the Fed 1] ( . ( ' 

r supplier pipelir pa i t \ I nG \ r 

Nort Vatural gas was introduced ir 1949 por 

00 B. t. u. natural Pr tor ] 

vercent itility tax 

RICHMOND GAS RATES LAG BEHIND Cost OF LIVING 
Imports of natural gas from the Southwest have caused the monthly fuel 


bills of Richmond’s gas consumers to lag far behind the increase in the gen 
cost of living, a survey revealed today 

From 1945 to 1952, the last year for which complete information is ay 
able, the survey—which was made by Research Services, Inc., of Ridgew 
N. J.—showed these changes in average costs: 

The cost of living in Richmond (and Norfolk) jumped 47 percent 

The cost of gas to Richmond householders decreased 5 percent 

The cost of an equivalent amount of hand-fired coal increased about 75 pet 
cent. 

The cost of an equivalent amount of fuel oil increased about 

These figures reflect the economies in fuel service resulting from the introduc 


ii percent 


tion of natural gas to Richmond in 1950 (The use of high-cost manufactured 
gas has been completely discontinued in Richmond and other Virginia cities. ) 
Since natural gas made its Richmond debut, the city’s annual consumption of 


this less expensive fuel has soared from 368 million cubic feet in 1950 to more 
than 3 billion cubic feet in 1953—a nearly ninefold increase 

The price to the Richmond residential consumer for typical cooking, wate 
heating and home-heating use (13.18 thousand cubic feet a month) has increased 
from $1.21 a Mef. (thousand cubic feet) in 1950 to $1.53 in 1953, but the latter 
figure is still 13 cents a Mef. cheaper than the $1.66 a Mef. that manufactured 
gas cost in 1949, 

Less than half-a-cent per Mcf. of the increased cost was due to increased 
prices in the field. The gas producers supplying Richmond get less than & 
cents out of every dollar the residential consumer pays for his gas 
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RICHMOND 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company, and received by the Distributing Company 
For 13.2 Mcf of Monthly Residential Uses 
Including House Heating 


1953 


(Source: Annual Reports to the FPC, Rate Service; A.G.A.) 


Price received by 


distributing company awe $1.53 per Mcf 


Cost of distribution to 
Richmond consumers 


Price received by interstate 


pipeline company a. $.525 per Mcf 


Cost of transportation 
from field to distributing 
company 


Price paid to producers in 


the field — $.11 per Mcf 





Senator Pastore. That concludes the hearing for today. 

We will recess until 10 o’clock tomorrow morning. 

(Whereupon, at 5:17 p. m., the committee adjourned, to reconvene 
at 10 a.m., Wednesday, May 18, 1955.) 
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WEDNESDAY, MAY 18, 1955 


UNITED STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D. ¢ 

The committee met, pursuant to adjournment, at 10 a. m. room 518, 
Senate Office Building, Senator John C. Pastore (acting chairman) 
presiding. 

Present: Senators Pastore, Monroney, Daniel, S hoeppel, Potter, 
and Duff. 

Senator PASTORE. This hearing will plea e come to order. 

Our first witness is Mr. James R. Durfee. 

Mr. Durfee, before you commence, Senator Dirksen of Illino 
called my office this morning and told me that he desired to come 
before the committee at 11 o'clock. 

Do you mind if your testimony is not concluded by that t 
we interrupt your testimony / 

Mr. Durrer. Was that at 11, Mr. Chairman / 

Senator Pasrore. I don’t expect that you would be concluded. 

Mr. Dr RFEE. | hope our testimony vill be concluded, but a LO 
any interrogation, I, of course, don’t know how long that would 
last. We planned on our own presentation not taking over 40 minutes. 

Senator Pasrore. But, should it go beyond 11 o'clock, you won't 
mind the interruption 4 

Mr. Durrer. No, sir. . 

Senator Pasrore. All right, Mr. Durfee, will you identify you 
self for the record, and then you may proceed in your own fashion. 


STATEMENT OF JAMES R. DURFEE, CHAIRMAN, PUBLIC SERVICE 
COMMISSION OF WISCONSIN 


Mr. Durree. I am James R. Durfee; I am chairman of the Public 
Service Commission of Wisconsin. 

This commission, within its extensive regulatory jurisdiction, in 
cluding jurisdiction over the regulation of public utilities in Wiscon- 
sin, has jurisdiction over the rates and services of natural gas furnished 
by Wisconsin utilities within Wisconsin. 

We are, therefore, very much concerned with the reasonableness 
of rates at the producer end of the pipeline. 

We have a particular interest, and may I say in preface, Mr. Chair 
man, that my presentation, our prepared statement, which we ask to 
have incorporated in the record here, is prepared jointly with Mr. 
Henry J. O’Leary, chief of rates and research department, who pre- 
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pared the last part of the statement and will ask permission to submit 
{ it part ot the statement himself, 
Phe Public Service Commission of Wisconsin has a particulan 


interest In any proposed legislation now pending before this com 
mittee which would free producers of natural gas for sale in inter 
tate commerce from regulation by the Federal Power Commission. 

The Wisconsin Commission took a very active part in the Phillips 
Case in which the United States Supreme Court confirmed the author 
itv of the Feder il Power (‘ommission to regulate such producers. 

J hat proceeding was started in 1948 on the application or motion 
of James Lee, corporation counsel of Wayne County in Detroit, Mich., 
who is also here and I believe, will testify. 

Wisconsin entered the case in 1950, and as you know the Federal 
Power Commission denied jurisdiction, we appealed the case to the 
United States court of appeals, were successful there, and Phillips 
then took the case on certiorari to the United States Supreme Court 
where the position taken by Wisconsin and its associates in the case 
was finally sustained. 

We propose to address our comments to five basic propositions : 

a The Importance of the facts in the Phillips case as they pertain 
to the State of Wisconsin. 

”». There is no effective competition among producers, 

3. Increase in field prices materially atfect consumer rates. 

t. Federal regulation of field or producer prices is feasible. 

>. The methods of Federal regulation proposed by S. 1853, or 
similar bills, are not feasible, or adequate for the protection of the 
consuming public. 

We, of Wisconsin have followed with considerable interest the 
flood of publicity that has been released through the newspapers in 
our State by the producers, and it is highly insignificant that in all 
of that publicity, which deals with the dire effects of the Phillips 
decision, there has been a complete absence of any reference to the facts 
in the Phillips case, particularly as they pertain to Wisconsin. 

| Say that is significant because these facts in the record in the 
Phillips case, insofar as it is established, these facts establish that in 
Wisconsin, Phillips held and fully exploited an unregulated monopoly 
over the basic supply and price of natural gas to over 95 percent of 
the consumers of gas in our State. 

These Wisconsin natural gas customers are served by eight Wis 
consin distributing utilities which are subject to the regulatory juris- 
diction of our Wisconsin Public Service Commission. These eight 
distributors receive their entire natural gas supply from the Michi 
gan-Wisconsin Pipe Line Co., which is subject to the regulatory 
jurisdiction of the Federal Power Commission. 

The sole suppher of the Michigan-Wisconsin Pipe Line is the 
Phillips Petroleum Co., which now seeks to escape Federal regula- 
tion, of its monopoly of supply in Wisconsin as decided by the Phil 
lips case. 

The facts as to the contractual provisions in the Phillips case are 
also significant. 

Mr. Chairman, I am going to take some time on this, because I 
have sat through the hearings before the House, I have sat through the 
hearings here so far, and I have heard so many references to effective 
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CO} petitive baroaimine, to the elo es of free enterp) 56, to arnys 
leneth transactions, that 1 want to pin that down here and now, fact 
by fact and step by step in the record of 1 i Phillips case in Wiscon 

senator PASTORE. You are welcome to take all the time Vou need 
sir. 


Mr. Durrer. The initial contract bet ween Phillips and the Micl 
Onl Wisconsin Pipe Line Co. was entered into on December 11. 1945 
It pro ided for an initial delivery rate of 343 million cub feet daily 
at an initial price of 5 cents per thousand cubie feet of ois, for 2 
period of 20 vears. 

No gas was ever delivered at this price of 5 cents. 

Due to the inability ot the pipeline to meet contract deadline cats 
amended contracts and new contracts were subsequently made. Under 
their provisions, including escalator clauses and other changes, the 
nitial rate of 5 cents was successively raised to over 8.5 cents, before 
a cubic foot of Gas Was ever delivered through that pipeline 

For all practical purposes, It may be stated that the rate ch urged 
by Phillips to Michigan Wisconsin Pipe Line Co. Increased toa total 
of over 70 percent between the date of the original 1945 contract, and 
the date of full contract deliveries to the pipeline In 1950. 

Now, this we haven't included in our written statement. but I am 
come to take the time to examine this more care fully. 

The original contract of 1945 required the pipeline company to 
complete the line and start delivery of gas by January 1, 1948. This 
time was later extended by ame ndment to Januar vi, 1949, 

By the summer of 1948 it became apparent that this deadline could 
not be met because of construction difficulties in the pipeline, and that 
the deadline date for taking gas would have to be extended by Phil 
lips. or the contract canceled. 

By that time, in the fall of 1948, the pipeline had been built about 
160 miles at the supply end, and the pipeline company had invested 
over $8 million inthat line. It had to get an extension on its deadline 
date of January 1, 1949, or Phillips could cancel the contract. — It 
coul In’t atford to los se the contract with 87 million worth of pl eli he Wm 
the ground; it couldn’t pick up that pipeline and move it around like 
a garden hose lookine around for another SO called pie een pene pro 
ducer 

By the summer of 1948 the Michigan-Wisconsin Pipe Line Co. was 
ina position where it was ready to be put over the barrel, if necessary, 
to extend its contract deadline date, and the Phillips Petroleum Co. 
then proceeded to roll out the barrel. 

How it. did so is best stated in its own words, taken from exhibits 
in the : ecandis and record of the Phillips case in the United States 
court of appeals, which was reviewed by the United States Supreme 
Court. 

First, let us examine exhibit 18, commencing on page 7189 of the 
case, page 820, volume 3 of the Joint Appendix before the United 
States Court of Appeals of the State of Wisconsin and the Puh/i 
Nervice Commission of Wisconsin and others, Vv. Phillips Pe trole Udi 
C ompany, and others. 

This isa letter from Mr. A, M. Ripple to Mr. (seorge 3 Bund, dated 
March 14, 1947. Both Mr. Ripple and Mr. Bund are executives of 
the Phillips Petroleum Co., in charge of its natural-gas operations. 
It is addressed to Mr. George P. Bund from Mr. Ripple. 
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For purpose of brevity, I will not read the entire letter, but will 
refer to the last page of the letetr as stated on page 7190 of the record. 

Senator Pasrore. Do you desire that the entire letter be made a part 
of the record, sir? 

Mr. Durrer. Mr. Chairman, if possible, we would like to reproduce 
both of these exhibits and offer them for the record at a later date, 
by photostatic copy. 

(The exhibits referred to are as follows :) 


PUBLIC SERVICE COMMISSION OF WISCONSIN, 
Madison 2, Wis., May 26, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, United States Senate Interstate and Foreign Commerce Com 
mittee, Senate Office Building, Washington, D. C. 

DEAR SENATOR MAGNUSON: In my testimony before your committee at the 
hearing on S. 1858 and other bills to amend the Natural Gas Act, which testi- 
mony was given on May 18, 1955, I read from two exhibits in the printed record 
and the joint appendix in the case of the State of Wisconsin and Public Service 
Commission of Wisconsin vy. Federal Power Commission, Phillips Petroleum Com- 
pany, ct al. in the Court of Appeals with the District of Columbia Circuit. 

I asked for permission to offer photostatic copies of these two exhibits, Nos 
18 and 21, as part of the record of my testimony before your committee, and 
permission was granted by the acting chairman, Senator Pastore, to file these 
two exhibits as part of the record later. 

The photostatic copies of the two exhibits are herewith enclosed for inclusion 
in the record as part of my testimony 

Respectfully yours, 
JAMES R. DurFEE, Chairman. 

Enclosure. 


Exutpir 18 IN PRINTED RECORD IN PHILLIPS CASE 


Photostatie copy of pertinent portions of pages 820-831, inclusive, of Vol. IIT 
of Joint Appendix in case of State of Wisconsin and Public Service Commission 
of Wisconsin vs. Federal Power Conm., Phillips Petroleum Co., et al., No. 11247 
et al., in the Court of Appeals for District of Columbia Circuit, 92 App. D. C. 
284, 205 F. 2d 706, affirmed Phillips Petroleum Co. v. Federal Power Comm., 347 
U. S. 672. 


[7189] Exutsir No. 18 
March 14, 1947 


INCREASING PRICE OF GAS TO MICHIGAN-WISCONSIN PIPE LINE COMPANY 


File: 2—Ri-133-47 
Mr. Geo. P. BuNN, 
Office. 


Dear Sir: Your attention is called to the fact that our contract with Michigan- 
Wisconsin for the prices of gas per M. C. F. delivered to it by five year periods, 
are as follows: First, 5¢; Second, 5.7¢; Third, 6.4¢; Fourth, 7.4¢; Fifth, 8.4¢; 
Sixth, 9.4¢. 

No other gas sales contract, to my knowledge, in either the Hugoton or the 
Panhandle Field provides for a stated price after fifteen years, and the weighted 
average during the first fifteen years approximates our sales price to Michigan- 
Wisconsin with the exception of Hagy, Harrington, and Marsh with natural gas 
pipe line company, said prices by five year periods being six, Seven, and eight 
cents per M. C. F. with average of the field thereafter. In other words our 
contract is the only one which provides a definite price for upward revision 
after fifteen years, and the inflation clause is based upon an index of wholesale 
prices of 104. Mr. Biddison, Mr. Hiatt, and myself have conferred at consider- 
able length as to the procedure Phillips should follow to get more for its gas 
than in the Michigan-Wisconsin contract. We conferred briefly with Mr. Emery, 
and more particularly on the legal phase with Messrs. Hummer and Hudson. 

Our discussion is summarized in the memorandum prepared by Mr. Allen B. 
Hiatt outlined as follows: 

1. Need for Michigan-Wisconsin to increase prices paid to Phillips. 

2. Reasons for Phillips to get more for its gas. 
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3. Rights of cancellation and keeping contract in force. 

4. Possibility of increasing field prices and city gate rates as necessary with- 
out destroying feasibility of project. 

5. Result of renegotiating contract to increase price, either with or without 
the additions of reserves before operation of the line is commenced. 

6. Negotiations with producers under Phillips contract for increases in prices 

[7190 Page 2]. Mr. Geo. P. Bunn. March 14, 1947. 2—Ri-133-47. 

7. Availability of additional reserves. 

8. Possibility of a certificate to Michigan—Wisconsin under a new proceeding 
before the Federal Power Commission. 

9. Wait until pipeline starts operation to renegotiate prices. 

10. Contract with Panhandle Eastern. 

In order to receive a greater price for gas from our reserves dedicated to 
Michigan-Wisconsin, three courses are suggested. 

1. Dedicate more reserves (Peerless, Cabot, and others) to the Michigan 
Wisconsin project, obtain consent of four producing companies now under 
contract to sell gas to Phillips to stay with the project, and hazard the success 
of a new certificate case with the present commission. 

2. Do nothing until it may become apparent that Michigan-Wisconsin can 
not meet the gas delivery date east of the Missouri River by Jauanry 1, 1949 

3. Approach Panhandle Eastern Pipe Line Company with the suggestion that 
subject to Phillips not delivering any gas under its contract with Michigan- 
Wisconsin Pipe Line Company, Phillips will sell negotiated volumes to Pan 
handle at prices by five year periods of six, seven, eight, nine, and ten cents 
per M. C. F. 

I am of the opinion that top management negotiations between Phillips and 
Michigan-Wisconsin should be reviewed before making a definite recommenda- 
tion. However, if it is decided to not pursue my first suggestion, I would 
recommend that we approach Panhandle Eastern as suggested in 3. 

Very truly yours, 

(Original signed by A. M. Rippel.) 

A. M. RIpPEr 

AMR :as 
cc: Members of Executive Committee 

R. F. Hamilton 

R. B. F. Hummer (r) H. K. Hudson 

W. G. Hiatt 

S. S. Learned 

B. F. Stradley 

Allen B. Hiatt (r) P. McDonald Biddison 


[7191] Mich. Wisc. Gen. Prop. Deals—March 14, 1947 
MEMORANDUM 


RE POSSIBILITIES OF INCREASING PRICE OF GAS FROM PHILLIPS’ ACREAGE DEDICATED 
TO MICHIGAN-WISCONSIN PIPE LINE COMPANY 


(By Allen B. Hiatt) 


This matter has been the subject of discussion on numerous occasions by 
Messrs. Biddison, Rippel, and me, and on one occasion with Mr. Don Emery 
and on two occasions with Messrs. Hummer and Hudson, of the Legal Depart- 
ment, with Mr. Bunn in attendance at one of the two latter meetings 

Our discussions have developed the following approaches to accomplishment 
of the objective: 

1. Increace price now. 

2. Agree with Michigan-Wisconsin now that prices will be incre#sed after the 
line is placed in operation. 

3. Wait until line is placed in operation, then increase prices. 

4. Contract now with Panhandle Eastern Pipe Line Company for sale of 
if and in the event the Michigan-Wisconsin project faiis to materalize. 


nS 


Need for Michigan-Wisconsin to increase prices paid to Phillips 

1. To keep contract in force—Phillips has two possible rights to cancel; (a) if 
construction is not commenced on or before March 1, 1948, and (b) if accept- 
ance of gas for delivery east of the Missouri River is not commenced on or before 
January 1, 1949. 
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> Teo minate paw nt fo miinipiin Michigan-Wisconsin is required to 
or pay for a minimum of 152,000 Mcf. average per day from July 1, 1949 t 
1, 1950, but has unt April 1, 1951 to take deficiencies (over required takes 
that time) before ] ment for minimum not taken 
To add reserve The present reserves are inadequate for further ex 
ion of their facilities beyond a single line and are believed by some to be 
equate for expansion of the proposed system beyond the initial step. It may 
be that further examination of the present reserves, in connection with financing, 
prove them inadequate for financial stability The deliverability will not 
permit full line load beyond possibly 20 years 
1 Vo climinate marinum obligatio Michigan-Wisconsin is now obligated 
ke all of the requirements up to 343,000 Mcf. per day from Phillips. This 
prevent the economic looping of the lines since 343,000 Mef. at 100 percent 
id factor will have to come from Phillips and only the excess maximum and 


3,000 Met in be taken from another supplier, 


support the looping 








hose reserves must be obtained 

7192] Reasoi for Phillips to Get More for its Gas 

1. Advanced Field Prices The price for gas under recent contracts has ma 
terially increased over the prices of December 11, 1945 Royalty rates and 
ites paid to the four producers are too far out of line with rates now being 
htained by other producers and royalty owners. This holds whether reserves 


to Michigan-Wisconsin are increased or not 

2. Effect of Adding Reserves Additional reserves will bring about lower 
takes from Phillips and other producer’s wells in supplying the same market 
and this will reduce current income. Spreading the market over a larger area 
Will entail $3,000,000 additional investment for gathering facilities and added 
gathering cost per unit of volume 


Rights of cancellation and keeping contracts in force 


Under freedom of action by Michigan-Wisconsin the requirement to begin 
construction by March 1, 1946, appears to be attainable since a compressor sta 
tion or river crossing, either of which would constitute actual physical construc 
tion, could be commenced and built independent of pipe deliveries for the main 
line. Also the present information on pipe delivery indicates that deliveries 
may be obtained, cominencing in the second quarter of 1948, which would per 
mit the construction of some 500 miles of line required to serve Maryville, 
Missouri, east of the Missouri River by January 1, 1949. If the two above con 
ditions are fulfilled, the requirement to take between July 1, 1949, and July 1, 
1950, or pay for on April 1, 1951, an average of 132,000 Mcf. per day, does not 
appear as a handicap to Michigan-Wisconsin 

Hlowever, we have been advised by the Legal Department on October 9, 1946 

etter Hudson to Rippel) and in recent discussions that there is a very good 
probability that the appeal proceedings before the Circuit Court of Appeals and 
the Supreme Court will not be adjudicated before the fall or latter part of 
N48. With favorable speed, however, this matter might be settled by the fall 





of 1947 In the present status of the proceedings this date is not predictable 
within the limits set Should an adjudication by the courts hold up the financing 


and construction, and should time intervene till it becomes impossible or at least 
unlikely to obtain final adjudication by July 1, 1948, the probability of Michigan 
Wisconsin being able to commence the acceptance of gas east of the Missouri 
River by January 1, 1949, becomes remote. This fact may be ascertained by the 
spring of 1948, in which event and at which time Phillips could approach Mich- 
ican-Wisconsin and offer relief or Michigan-Wisconsin may approach Phillips 
and ask for relief The contract will not face real probability of termination on 
January 1, 1949, until July 1, 1948 


Possihbilitu of nerceasing field prices and citu oate rates as necessary without 


destrouing feasitbilitu of project 


Two trial schedules of field prices have been tested against the pipeline earn- 
ings. Each of these started at 7¢é @ 14.65 psia or 7.84¢ @ 16.4 psia with one- 
half cent increases each 5-year period through the first 15 years. The first 
increased 1¢ each 5 years after 15 and the second increased only one-half-cent 
each 5 years. These rates permit the establishment of a city gate rate which 
leaves the project financially sound and the rates [7193] competitive and 
in line with those now offered by Panhandle Eastern. The average rates for 
firm gas delivered in Michigan are 18.85¢, 18.22¢, 17.82¢, 17.554, and 30.65¢ for 
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he firs »> veal and if the <i b I of interrup doa [tie 
} eur the average rat en es Zine fe that vea nstend of BO I 
verage present rate of Panhandle for firm gas delivered to the city of De 
Yoas2z¢ per Mf The average firm rate of Natural Gas Pipe Line ¢ 


3 19.78e and of Northern Natural is 3.7 Te 
Benefits to Phillips of the two field 
forth in my letter of February 24 (File 1-Ri-42-47 


Result of renegotiating contract to increase price cithe eith on i} 
rdditions of reserves, before Ope ation of the line es commenced 

The city e rates of Michigan-Wisconsin Pipe Line Company pi 
ede Power Commi m were not approved | \ ul revel \ 
Ipparentl cic juate, but the form of rate vas objer onable and the ¢ 

ion imposed as a condition on Michigan-Wisconsin’s certificate the hy { 
revised rate schedule A new city city gate rate chedule, embodying a de i 1 

irge, Which will permit an increase in field prices for gas and under wh 

e pipe line can be financed readily can be devised In such a wavy as to bi 
bout small increases in revenues and average cost of gas at the city gate 
the first 5 vears Phis tvpe of rate schedule will produce earnings after 5 years 
vhich would justify a reduction in the city gate rate 

It bas been suggested that Michigan-Wisconsin rates be revised and ou O1 
tract be revised for higher field prices and that this situation be preset 
formally to the Federal Power Commission With the 3 to 2 decision o 


original certificate it seems unlikely that approval could be obtained in th 
manner ven if the Commission had been unanimous in its decision we rr 
advised by the Legal Department that the Commission would not uphold 
responsibility to the public in granting approval of such an increase without a 
hearing since these are factors which governed its findings in the original cer 
tificate application hearings. Assuming that approval of the Commission could 
be obtained informally without hearing, it is the Legal Department's view that 
knowledge of the increase will be brought to the attention of the court (Ciren 
and/or Supreme) and inasmuch as this would be an alteration of the facts « 
which the Commission granted the Certificate the courts would remand the 
ter to the Commission for further hearing 

It is the view of the Legal Department that any binding commitment by Mich 
gan-Wisconsin, inade at any time before the commencement of operation of t 
pipe line, would bring about a new certificate hearing and a suspension of tl 
present certiiicate 


Veygotiations with producers under Phillips’ contra t for increases in price 


Should it be desired to renegotiate at this time with Michigan-Wisconsin fo 


7. 
ncreased prices we should have the producers along with us since a new cor 


ract will result in a new hearing and revoking of the certificate now i ed 
The Legal Department advise that to approach the producers at this time wit] 
iew to getting higher prices for our gas and their ga will either pla 
7194] liability on Phillips nor jeopardize our position with respect to the 
resent contracts 

{railability of additional reserve 

The Peerless O77} and Gus Co. have ipp oximuatel ST.520 ners il el 

ur acreage in Texas County, Okla., which constitute a reserve of O.GS88 ft 
cubic feet This gas is how under contract to Mid-Continent Gas ‘J LSINISSLé 
(‘o., Which is controlled by Peerless and which is now rosecuting a mplicut 
before the Federal Power Commission They probably would we rie ‘ 
opportunity to drop this project and go along with u 

Cahot Carbon Co. has approximiutely 17,760 acres in Texas County vl 
mstitute a reserve of approximately 0.1236 trillion cubic feet This g 
voing to a channel carbon black plant. the future of whicl not cer Mh 
ey be induced to go along with us 

There is sufficient acreage owned by misce neous operators inter d 
the Peerless-Cabot area so that a total of 1 ¢ boy f | ol 
eserves could be obtained 

These companies have not been approached relative to this matter Wit ( 
acreage now under contract and the above deseri l acreage, | | 
offer Michigan-Wisconsin a reserve C > t2 ion cubie feet 

If Michican-Wisconsin ever to obtain addition reserve ! we HH 
I ield it should do it now ince the uncontriacted acre ean al 
becoming nonexistent 
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Possibility of a certificate to Michigan-Wisconsin under a new proceeding before 
the Federal Power Commission 

Panhandle Eastern at the time of the Michigan-Wisconsin hearing was offering 
to expand its facilities and to furnish the same service to Michigan as was 
Michigan-Wisconsin. Panhandle Eastern, on March 5, 1947, filed a certificate 
application with the Federal Power Commission requesting authority to construct 
and operate the second portion of their third line. Any rehearing of Michigan- 
Wisconsin’s application would more than likely be consolidated with Panhandle 
Eastern’s new application and Panhandle might even amend their present appli- 
cation to provide for the complete third line. All of this would undoubtedly 
lessen the compartive showing to be made by Michigan-Wisconsin. 


Wait until pipeline starts operation to renegotiate prices 

It was agreed by those in session that the only way to proceed on a price 
increase without jeopardizing Michigan-Wisconsin’s certificate was to wait 
until the line was in operation. However, the increase would then depend upon 
approval of the price by the Federal Power Commission as far as inclusion 
as an allowable expense in setting Michigan-Wisconsin’s rates and as far as 
any increasse in Michigan-Wisconsin’s rates would be required. This course of 
action does not provide added reserves for Michigan-Wisconsin at this time, and 
[7195] it is not at all certain that such reserves would be available after 
Michigan-Wisconsin commences operation. 


Contract with Panhandle Eastern 

The Legal Department has expressed the opinion that so long as everything 
is open and above board we could.contract at this time with Panhandle Eastern 
for the sale of gas from our acreage after and in the event that the Michigan- 
Wisconsin project fails to materialize. It is felt, however, that such action 
would almost certainly in itself kill the Michigan-Wisconsin project. Thus 
if we could contract with Panhandle Eastern for higher prices than under the 
Michigan-Wisconsin contract and also improve some of our other contracts with 
Panhandle, this course has considerable merit, particularly if there is any 
indication that Michigan-Wisconsin will not be able to go forward anyway. 


EXHIBIT 21 IN PRINTED REcoRD’* IN PHILLIPS CASE 


Photostatic copy of pertinent portions of pages 840-842, inclusive, of Vol. III of 
Joint Appendix in case of State of Wisconsin and Public Service Commission of 
Wisconsin versus Federal Power Comm., Phillips Petroleum Co., et al., No. 11247; 
et al., in the Court of Appeals for District of Columbia Circuit, 92 App. D. C. 
284, 205 F. 2d 706, affirmed Phillips Petroleum Co. v. Federal Power Comm., 
347 U. S. 672. 

ExHisir No. 21 


(Note :—This exhibit was rejected by the Examiner at record 2355 and not 
received in evidence. An offer of proof was made on page 2357-58 of the record 
by the State of Wisconsin and the Public Service Commission of Wisconsin. ) 


MINUTES OF ADJOURNED REGULAR MEETING OF BOARD OF DIRECTORS OF PHILLIPS PE- 
TROLEUM COMPANY, SEPTEMBER 27, 1948 


An adjourned regular meeting of the Board of Directors of Phillips Petroleum 
Co. was held at the Bankers Club, 120 Broadway, New York, N. Y., at 12:30 
p. m. eastern standard time on the 27th day of September 1948. 

The following Directors, constituting a quorum, were present: 

Mr. Frank Phillips, Mr. K. S. Adams, Mr. H. M. Addinsell, Mr. F. W. Begrisch, 
Mr. E. E. duPont, Mr. J. L. Johnston, Mr. Ch. A. Lemp, Mr. Don Emery. 

Mr. R. C. Jopling and W. G. Angel also were in attendance. 

Mr. Frank Phillips, chairman, presided as chairman, and Mr. B. F. Stradley, 
secretary, recorded the minutes of the meeting. 

The minutes of a regular meeting of the Board of Directors held on September 
13, 1948 in Bartlesville, Oklahoma, were reviewed, and, on motion of Mr. J. L. 


1This exhibit was not received in evidence because it was ruled not relevant to the 
jurisdictional issue, i. e. whether Phillips was a “natural gas company.” An offer of 
proof was made by the State of Wisconsin and Public Service Commission of Wisconsin. 
Joint Appendix Vol. I, p. 341-8. Counsel for Phillips expressly stated he would not ques- 
tion the authenticity of Exhibits 18, 19, 20, and 21. Joint Appendix Vol. I, p. 341. 
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Johuston, seconded by Mr. H. M. Addinsell, were unanimously approved. Résun 

of said minutes is included herein as a sgl of these minutes as follows: [7217] 
As a matter of information, the President reported on the results of negotiation 
of an amendment to the Gas Sales eaten t with Michigan Wisconsin Pipe Line 
Co., explaining that the price of gas had been raised from 5¢ to S4é¢ per thousand 
cubic feet, with a 1¢ increase [7721S] per thousand cubic feet each 5 years, 
together with an escalation clause. Additional acreage in the Panhandle gas 
field, comprising 40,000 to 50,000 acres have been dedicated under the contract, 
and present estimates indicate these price increases will result in increased in 


come to the Company of between $15,000,000 and $20,000,000 over the life of the 
eontract. 


Senator Monroney. But the full letter will be in the record ? 

Mr. Durrer. Yes, sit 

This was in 1947, when the pipeline company was starting at that 
time its financing and construction of the line, when they had a 5 
cent contract rate, and a 1949 deadline. 

This Was a year and | months before the deadline. 

In order to receive a greater price for gas from our reserves dedi 
eated to Michigan-Wisconsin, three courses are suggested by Mr. 
Ripple to Mr. Bund. 

1. To dedicate more reserves, Peerless, Cabot, and others, to the 
Michigan-Wisconsin project. In that connection, I might say there 
were 40,000 additional acres dedicated, that was less than 10 percent 
of the total acreage, and 25,000 of those 40.000 acres was acreage 
which had been omitted by an admitted mistake in the original con 
tract. Twenty-five thousand was to take care of an omission in the 
original contract. 

Obtain consent of the four producing companies now under contract 
to sell gas to Phillips to stay with the project, and hazard the success 
of a certificate case with the present Commission. 

The Michigan-Wisconsin had already obtained its first certificat 

2. Do nothing until it may become apparent that Michigan-Wis 
econsin ean’t meet the gas delivery date east of the Missouri River by 
January 1, 1949. 

3. Approach Panhandle Eastern Pipe Line Co.—a competitor which 
does serve in the State of Michigan—with the suggestion that subject 
to Phillips not delivering any gas under its contract with Michigan 
Wisconsin P ipe Line Co. , Phillips will sell negotiated volumes to P: 
handle at prices by 5- year pe riods of 6, 7, 8,9, and 10 cents per Me i. 
parenthetically, a base price increase of 1 cent to Panhandle if they 
could get out of their Michigan-Wisconsin ae 

Continuing the quote: 

I am of the opinion that top management negotiations between Phillips and 
Michigan icscmate should be reviewed before making a definite recommends 
tion. However, if it is decided not to pursue my first suggestion, I would recom 
mend that we approach Panhandle Eastern as suggested in item No. 3 

Now, what happened after Mr. Ripple’s recommendation is best 
borne out by exhibit No. 21, 207 of the record, page 84 of the appendix 
n the appeal, and I invite the part icular attention of the committee to 
this rather remarkable document. 

An adjourned regular meeting of the board of directors of the Phillips 
Petroleum Corp. was held at the Bankers Club, 120 Broadway, New York, at 
12:50 p. m., eastern standard time on the 27th day of September 1948 

I will now skip to page 817 of the record, page 841 of the appendix. 
We will offer this entire exhibit in evidence. 
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(Juoting from the minutes of the Phillips board meeting, held on 
September 27, 1948, after they had acted on Mr. Ripple’s memo- 
randum: 


As a matter of information, the president reported on the results of negotia 


mn of an amendment to the gas sales contract with Michigan-Wisconsin Pipe 
line Co., explaining that the price of gas had been raised from 5 cents to 8.5 
cents per thousand cubic feet with a 1-cent increase per thousand cubic feet 
each years with an escalation clause. In the Panhandle gas field, 40,000 
icres has been dedicated under the contract, and present estimates indicate 
these price increases will result in increased income to the company of between 


15 and 20 mill yn dollars over the life of the contract. 

Senator Monroney. That was a ~U-year contract / 

Mr. Durrer. A 20-year contract. The statement was $15 to $20 
million over the life of the contract. 

senator Monron ; 
Mr. Durrer. Ye 


Senator Pasrorr. And that is before one cubic foot of gas was actu 


EY. The bio increase was from 15 to 8.5? 


ally delivered ? 


Mir. Derrek. That was at least a year before a cubic foot of gas had 
been delivered. 

Senator Monroney. But, is it not a fact. and I don't wish to inter- 
rupt too oiten is it not a fact that was Was pledged and held there 
for the Michig in- Wisconsin people, an | no meome was earned during 


that long period in which the line was under delay in construction / 

Mr. DURFEE. Tl] itisa fact, senator, but it is also a fact that as an 
alternative the Phillips Petroleum Co., from the memorandum of Mr. 
Ripple proposed to sell the gas to Panhandle for 6 cents, which they 
apparently deemed was at that time, a reasonable inerease, and I 
assume somewhere near the market price of gas at that time. 

Senator Monroney. As I understood your reading of that letter, 
it was an escalation of every year of the sale, which would have aver- 
aged out, probably, higher than the rate they were selling to you? 

Mr. Durrer. No, Senator. 

Senator Monroney. The trouble is that the committee hasn’t had 
a chance to see these documents, we don’t know what is in them, and in 
this case it is kind of hard to follow them orally. 

Mr. Durrer. If you want to go into detail, I can give you an ex- 
haustive analysis of the contracts themselves, but in brief let me say 
this, that in one amendment to the contract, one amendment alone prior 
to this report to the board of directors, the contract was amended to 

nerease the price of gas from 5.8 to 7.5 cents by one stroke of the 
pen of the contract, no escalation or anything else. 

A price increase of 2.5 cents. 

Senator Monroney. That is your contract ¢ 

Mr. Durrer. That is the contract between Phillips and Michigan- 
Wisconsin Pipe Line Co. 

Senator Monroney. I am getting confused between the two con- 
tracts. Did not that contract originally contain a provision for in- 
flation, and that the price would be measured on the increase in the 
cost of living index ? 

Mr. Durrerr. It did, yes, sir. 

Senator Monronry. Just the same as the labor clauses that have 
been contracted for, and this contract was made in 1945 when anybody 
in their right minds knew that we were in for an inflationary spiral, 
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anc wnVot} hi ku y Ll Yo-vyear ¢ ntl would certainh be entitled to 
writ in on a definite and certain base, which as | understand thre 
orig al contracts, were } rade look ne imto thre Bureau of Labor Sta 
tistics for definite and certain raises d pend 2 on the upV ird move 
ment of the index 

Mr. Durrer. Senator, the increases which Phillips exacted from 
this pipe e company were not under ¢ lation provided {fe t 
orig nal contracts. 

menator NIONRONEY. Thev were ind ra provi ion ro. inflation pl 
tection provided for in their origimal contract. 

Mr. Durree. No, they were not. 

Senator Monroney. [ think you will find they were. 

Mr. Durrer. After the construction of the pipeline had heey 
nenced, Phillips went to the pipel he ¢ Mpany and said: 

Unless we raise our price 2.5 cent * the dealine date of this contract wi not 
be extended 

That is my own conclusion, but it is obvious from the contract elf 
That Was 1n hO Way contingent on any ¢ alation clause li Lilt iract 

Senator Pasrore. Well, now, to the members of the committee, may 
| address myself. 

Yesterday afternoon we had six witnesses, and we were in sessii 
until late in the afternoon. 

| sugvesi that che witnes be vive) i chanee to make is statement 


and then let the members of the committee examine the witne 

Senator Monr NEY. This Tt: not exam nation, but we seem to be at 
a wide variance of opinion as to whether there was a cost of living 
provision in the contract, and as I understand the contract 

Mr. Durrer. There was, Senator, but that contract expired, they had 
to get a renewal of the contract. 

Senator Monroney. The contract could have been after the Mic! 
l@an- Wis onsoin delay Oct urred, and the \ didn’t vel their certl! ite, 
Phillips could have walked out on the contract, but they did not do so, 
they chose to remain, and they waived their rights to contract with 
other parties 

Mr. Durrer. Senator, they chose the alternative outlined in Mr 
Rip ple’ Ss memorandum between either walk-out on the Mic ‘higan-Wi 
consin Pipe Line Co., and selling their gas to Panhandle at 6 cents, o1 
renegotiating the contract and selling their gas to Michigan-Wisconsin 
at 8.5 cents, and oby iously, they chose the latter. 

Senator Monroney. But they chose the latter only by reason of 
keeping the original contract. in force, which was certainly agreeab! 
to the Michigan-Wisconsin people, and that contract was in force and 
did provide for an increase based on t 
modities by the Bureau of Labor Statistics. 

Mr. Durrer. They did not keep that contract in force, and as to this 
increase, I will refer to exhibit 36 in the record, in this case. 

Shortly before this bnant to the board of directors, a new contract 
was entered into which extended the initial delivery date to July 1, 
1949, and this contract provided not by any cost-of-living index or 
anything else, it provided for a straight 50-percent increase in the 
ise cost of the gas, that is the initial 5-cent rate was increased. to 

cents, and may I say that the escalation clauses that were then 
inserted in that contract are far different than the rather modest esca 


he wholesale prices of all com 


ba 
75 » 
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lat lon clauses ( ontained In) the original contract, and | al referring to 
exhib) It 56 of tl 1e record, 
Now, this increase of ! 9 cents of Phill ips, Which amounted to about 


SYO million over 90-seates4 and which even the president of the company 
admitted to the directors, was a pretty nice deal for the company, 
despite the fact that it was only 3.5 cents, we submit was a plain and 


clear exploitation of the consumers of the State of Wisconsin. 

Senator Monroney. You ignored completely, then, the fact that 
inflation would take up the value of this gas that is produced in Okla- 
homa, is that not correct ? 

Mr. Durrer. Senator, | do not ignore that. and while there is a com 
plete dearth of market price of gas in 1948, when this contract was re 
negotiated, and which this Commission has been trying for 5 years 
In a rate c ase pe nding be ‘fore the I ‘eder: il P ower €C ommiussion, whi ch 
is now again resuming hearings after the decision in the Supreme 
Court, we have been trying to get the very information that you and 
other Se nators have commented on, that there is a dearth of tod: ay, be- 
cause there is no p lace to find it. 

There is no definitive evidence as to what the market price of gas 
was in 1948, but I submit, Senator, that from all the information that 
I have been able to find at hand, that i of 8.5 cents, as far as being 
geared to any index cost of living, or field price, or fair market price 
or anything else, was at least 2 cents above the then market price of 
gas, and the best evidence of that is that Phillips, itself, was ready 
to turn around and sell that gas to Panhandle for 6 cents in a new 
contract. 

Senator Monronry. We never did get straightened out on this, this 
amount on Panhandle Eastern. 

The 6-cent figure you keep referring to, but as I reeall, there were 
3 other figures. I am sorry to interrupt, but we don’t have those 
documents before us. 

Mr. Di RFEE. The I anh: indle was to be stepped up, the original price 
of 6 cents was to_be stepped up to 7, 8, 9, and 10 cents, every 5 years, 
which is not an unusual provision in a contract. 

Senator Monronery. So you average out about the same, every 5 
years, in 6 years it 1s 7 cents, and so on. 

Mr. Durrer. Plus the Michigan-Wisconsin 8.5-cent contract going 
up 1 cent every 5 years, too, Senator. 

Senator Monroney. From the starting 8.5. 

Mr. Durrer. Yes, every 5 years. 

Senator Pasrore. All right, Mr. Durfee, you may proceed. 

Senator Monroney. I just wanted to get the contract thing straight- 
ened out. 

Mr. Durrer. I want to get it straightened out. With the permis 
sion of the chairman, these are facts of record, and I don’t want to 
have any misunderstanding as to what those facts are. 

Senator Pasrore. No, the problem that confronts me is, at what 
juncture of your testimony will we attempt to straighten it out. I 
think you ought to be allowed to proceed, and then when Mr. Mon- 
roney questions you, he can question you on any phase of your testi 
mony at the conclusion of your testimony, and I suggest that only 
for the orderly composition ‘of the record. 

Senator Danrev. Mr. Chairman, on some important points where 
there is a difference, or maybe we do not have an understanding, I 
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thought the chairman very wisely interrupted witnesses for the pro 
ponents during the first week and attempted to get as much unde 
stand ng as possible on the particular point that might be before us. 

Now, is it still all right for us to do that / 

Senator Pasrores. Yes; at the discretion of the members of the com 
mittee: when you feel you should interrupt, you go ahead and do it 

Mr. Durrer. In the interest of complete accuracy, with reference 
to exhibit No. 21, the minutes of the meeting of the board of director 
of the Phillips Petroleum Co., this exhibit was offered in evidence by 
the staff of the Federal Power Commission in the original hearings 
on the Phillips case as a result of their investigation of Philly 
records. 


This exhibit. was not. received because at that time the Commissio1 
had refused, the Federal Power Commission had refused to consider 
the merits of our pending rate case, and the other rate cases, until it 


first determined the question of jurisdiction. 

We then made an offer of proof of this exhibit, of the minutes of 
the meeting, it was properly identified for the record, and its inclu 
in the appendix of the case on appeal was by agreement of all counsel, 
including the counsel for Phillips. 

[ merely state that, because while it was not actually received 
evidence, due to the fact that the Commission was only considering 
then the question of jurisdiction, it was stipulated and made a part o 
the record. 

I think in the interest of accuracy I should explain that 

Thus, has Phillips iasitieaae ta ania words, in the two exhil 
have referred to, the most eloquent answer I have ever heard to the 
argument of the producers that there i: open, tree competition among 
them for the gas market. 

I submit that at the time of the renegotiation of this contract, the 
Michigan-Wisconsin Pipe Line Co, was a captive of the mono} oly of 
the Phillips Petroleum Co. 

This increase in the Phillips contract to 8.5 from 5 cents, however, 
was not the sole concern of the State of Wisconsin. ‘There also existed 
definite possibilities ot further unmerited increases under the piral 
type escalator clause inserted in the final contract. ‘These escalate 
clauses were added to the original contract by amendments which the 
pipeline company I re peal had to oe because of the contract 
deadline dates and because of the fact that they had 160 miles of pipe 
and $8 million invested ai the time of this renegotiation in 1948, 

U p to the time of the last Michigan-Wisconsin Pipe Line Co. rate 
case, dee ided by the Federal Power Commission on July 98, 1954, the 
city gate rate of the Michigan-Wisconsin Pipe Line Co. to the W 
consin Utilities whom we regulate, has been successively raised under 
bond from YS cents to 55 cents. This increase in the pipeline rate re 
sulted in an automatic escalation in the Phillips rate of 40 percent 
without a showing of any necessity or reasonableness by hillips, un 


der any cost-of-living index, or anything else, for such an automatic 
increase. 
Senator Dante.. Now. so that I will understand you, is that in 


crease that you are speaking about that resulted in the producer, 
Phillips, obtaining an increase in price, was that the increase in the 
price pe srmitted the Interstate Pipeline ¢ ‘o. to charee ? 
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Mr. Durrert. That is correct, Senator. 

Senator Danie.. By the Federal Power Commission 4 

Mr. Durrer. The Federal Power Commission successively raised 
the rate of the Michigan-Wisconsin Pipe Line Co. from 28 to 31.5 
and from 31.5 to 35, and that 7-cent increase was a 1)-percent raise, 
ind by virtue of the escalation clause in the final renegotiated Phil- 
lips contract, Senator, that wasn’t 1 the original contract, either by 
virtue of the escalation clause in the final renegotiated contract arrived 
at In the ee I referred to, Phillips got an automatic escalation of 

) percent without any showing, whatever, except the contract. 

Senator ice L. In other a the increase to the produce rin 
that instance came after the interstate pipeline received an increase 
approved by the if ederal Power + ( ‘ommission ¢ 

Mr. Durrer. Yes, sir 

Senator Danrex. That increase, in other words, was not based on 
the producers’ increase in price, but it was around the other way. 

Mr. Durrer. That is right; yes, sir. 

Senator MoNrONE y. Stric tly because of the pipeline being entitled, 
on account of inflation or higher operating cost, to get a better price, 
is that right? 

Mr. Durrer. The pipeline at that time was catching up with the in- 
creases under the escala tion : ssiealiinan which Phillips had already been 


r 


charging. Part of it was due to increased cost of operation under 
infl ition, yes. 

Senator Monroney. So the pipelines regulated had that problem 
just the same as the independent producers, it was a general problem 
in the whole gas industry. It wasn’t just limited to those that were 
reculated and those that were unregculated. 

Mr. Durrer. I guess it was general to everybody, Senator. 

Senator Monroney. And the price of steel went up about 70 per- 
cent at that time, the same steel made in Wisconsin, I believe. 

Mr. Durrer. Of course by that time the pipeline had been biult, 
senator. 

Senator Danten. Well, during that period the cost of everything 
was going sie isn’t that true? 

Mr. Durrer. That is right, but our point is that this escalation 
clause under which Phillips collected 40 percent, and as the chairman 
- a eeeaeny Commission, may I say that Iam unalterably opposed 

» Phillips, or anybody else, getting an automatic escalation or in- 
crease in its price of 40 percent without even having to make any show- 
ing of proof, or amendment to its contract, or any vthing else. 

I don’t believe that that is in the public interest. 

Senator Danre,. When you get down to it, though, the reason for 
that increase was the action of a regulatory body, the Federal Power 
Commission, isn’t that correct, sir? 

Mr. Durree. Well, yes, but the reason for the Federal Power 
Commission increasing the rate from 28 to 35 cents was not entirely 
due to the increase in cost of livine. 

The increase was based on the escalation clauses in the Phillips- 
Michigan Wisconsin Pipeline contracts, a the pipeline company 
had already had to pay, and which the Federal Power Commission 
was then adjusting its rate to. 

Senator DanreL. One more question. 
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Do you think that the producers’ price for natural gas has kept up 
vith the increase in cost. of living? 

Mr. Dt REEE., | would like LO find that out, Senator, and some d lV 
{ hope the Kec ral Power ( omni! “1Oh, Call hold a hie Wines ab Wilk hy 
the witnesses from the producer industry can be place Lt under oath 
and required to submit their records, and we can all find out. 

Senator DANIEL. Well, | asked you about the Increase In Cost of 
living, or we will say, inflation. 

Now, Iam saying to you that several witnesses appearing in opposi- 
tion to this legislation have admitted that the producers’ prices of gas 
have not kept up with inflation, or the reduced value of the dollar, and 
[ just wondered if you were prepared ee at. 

Mr. Durrer. First, Senator, | think that is a technic al question. I 
think I will ask Mr. O'Leary, the chief of our rates and research 
department, who is a technician, to make a note of your question, and 
in his testimony to answer that, if I May. 

Referring to the escalation clause of 40 percent, let us remember 
that after the Phillips case the Federal Power Commission in the 
Michigan-Wisconsin rate case at last had an opportunity, under its 
new yarseciction, to pass on the \ alidit) of such escalation clauses, 
and in the decision of this pipeline-rate case, the Federal Power Com- 
mission, In commenting upon the esealator-clause provisions in the 
Phillips-Michigan-Wisconsin Pipe Line Sai contracts, said, and I 
quote: 

Any provision in a gas purchase contract which provides for an increase based 
to be charged by the purchaser for the sale of such natural gas in 
interstate commerce for resale, is inconsistent with the standards of the Natural 
Gas Act, and contrary to the public interest as a matter of law, to say nothing 
of the fact that a change in rates, under no circumstances, may be made effective 
except in accordance with section 4 (d) of the act 


on the rates 


Passage of S. 1853 or similar legislation would effectively nullify 
this finding of the Federal Power Commission that such spiral-type 
escalation clauses are conti ‘ary CO the public interest as a matter of law. 

Passage of S. 1853 would restore to full contractual force and valid- 
ity such escalation clauses 1 in the P hillips and other existi Inge producer 
contracts even though they have been found contrary to public interest 
as a matter of law, because this legislation applies only to new or 
renegotiated contracts. 

Senator Pasrore. If this is a convenient place for you to pause, 
Mr. Durfee, Senator Dirksen is here now, and we will allow you to 
be interrupted with the understanding that this new testime ny v il] 
appear In the record at the conclusion of your testimony, once you have 
resumed it, once ant un. 

All right, Senator Dirksen. 

Senator Dirksen. Senator, you are very kind to make way so I can 
present a matter or two to the committee. 


STATEMENT OF HON. EVERETT McKINLEY DIRKSEN, A MEMBER 
OF THE SENATE, FROM THE STATE OF ILLINOIS 


Senator Dirksen. First of all, I should like to present to the com- 
mittee, a letter from the attorney general of the State of Llinois. 
This is a letter in response to a letter that he evide ntly received from 
the Hon. Miles Lord, attorney general of the State of Minnesota. 
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It isdated April 19, 1955, and it is very short, and with the indulgence 
of the committee, | would like to read it into the record. 
Ile says, and I quote: 


Dear GENERAL Lorp: Replying to your letter of April 4, I respectfully decline 
to join you in resisting efforts to amend the Natural Gas Act which would free 
the gatherers of natural gas from control of the Federal Power Commission. 

If it is reasonable to regulate the independent producers of natural gas, it is 
equally reasonable to regulate the independent producers of oil or coal. I am 
opposed to Federal regulation for industries. Such regulation is justified only 
where the particular business is given special privileges and holds a quasi 
monopoly. 

I might add that Gov. William G. Stratton has expressed similar views. Not 
withstanding that Illinois is a large consumer of natural gas, we do not wish 
our citizens committed to the specter of expanding Federal control. 

Sincerely yours, 
LATHAM CASTLE, 
Attorney General. 

Senator Dirksen. Now, Mr. Chairman, the Governor of Illinois, 
Hon. William G. Stratton, has presumably filed a statement with this 
committee. I have copies for the committee, and I shall not. burden 
vou by reading all of this statement, but if you will indulge me about 
5 minutes, I will address myself to the highhghts, with the under 
standing that the statement in its entirey may be included in the 
record. 

Senator Pastore. All right, Senator. 

Senator Dirksen. For purposes of identification, this is the state 
ment made by Governor William G, Stratton of Illinois in support of 


Senate L853. He says: 


Mr. CHAIRMAN AND GENTLEMEN OF THE COMMITTEE: The people of my State 
have an interest in the proposed amendment to the Natural Gas Act equal to 
those of any other State. Virst of all, the State of Illinois is itself a producer 
of petroleum and natural gas. In the second place, Illinois is a large gas-con 
suming State and a large importer of natural gas by interstate pipeline. Thirdly 
as chairman of the Interstate Oil Compact Commission, I am deeply concerned 
that the Natural Gas Act, as currently interpreted will, if not amended, come into 
direct conflict with the successful conservation programs set up and adminis 
tered by our State°governments 

As a producer of gas, the State of Illinois is overshadowed by a great many 
of its sister States In current production of gas, Illinois ranks 16th among 
the gas-producing States, and in gas reserves it ranks 19th. 

But it is Tlinois’ role as a large consumer of gas that will be of chief interest 
to you gentleme During 1953, the latest year for which Bureau of Mines 
figures are available, Illinois’ oil and gas wells had a total net production of a 
little less than 334. billion cubic feet of natural gas. Of this amount, some 
24 billion cubic feet did not leave the producing fields. Most of this gas was used 
to generate power for pumping oil wells, to provide the heat necessary for the 
operation of oil and water separators on the producing leases, and re-injection 
into oil-producing formations for pressure maintenance purposes. Our market- 
able gas production came to a little over 91 billion cubic feet, which brought 
the Iilinois producer at the wellhead an average price of 16.8 cents per thousand 
cubic feet. 

We are, therefore, great importers, as the amount we produce in the 
State is relatively small compared to our consumption needs. 

Now, the Governor goes on to set out many facts and figures in 
his statement, which I trust the members of the committee will read. 
He makes another point, however, at the end of the statement that | 
think bears emphasis, and that is only about a page that I would like 
to read into the record. 


* * * There are few businesses in the United States as highly competitive and as 
heavily laden with risk as exploring for gas and oil. I cannot see how anyone 
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ean contend that exploration for and production of gas has any of the char 
teristics of a utility-type operation rhe recent hearings by the Federal Power 
Commission, in Docket R-142, demonstrated, if nothing else, the complete impo 
sibility of attempting utility-style regulation of producers’ prices with anything 


“i pppraae hing fairness 
At the Interstate Oil Compact Commission meeting held at Omaha, Nebr 
September 9-10, 1954, the commission unanimously adopted ar ution fre 


which I now desire to quote, in part, as follows: 


‘* * * The exercise by the Federal Power Commission of the authority posed 
upon it by the decision of the United States Supreme Court aforesaid and ordet 
174-A will conflict with, impede, burden, and be detrimental to the enforcement 


by the States and their agencies of regulations for the conservation of oil and 
gas and necessarily result in decreased supplies of these essential products and 
in higher prices to the cousumer to the great detriment of the Nation, the public 
and the consumer as well as the producer * * *” 


As chairman of the Commission, I urge that the remedial legislation under 
consideration by this committee is in accordance with and will meet the funda 
mental objectives of the resolution and petition of the compact as set forth in 
its full resolution and petition 

Further, as Governor of the State of Illinois and representative of one of the 
largest gas-consuming populations of the Nation, it is my belief that these 
remedial amendments will result in the future discovery, and availability t 
reasonable prices, of new large reserves of natural gas for the use, benefit, and 
convenience of all our people. I believe that, for the reasons I have already 


outlined, the gas-consuming public of my own and other States is already ade 


quately protected against unreasonably high prices, and ill be st further 
safeguarded by the new protective measures contained in S. 1853 
I therefore earnestly recommend that your committee report favorab D 


such resolution. 


(The complete statement of Governor Stratton, after first inter 
polation as presented by the Honorable Senator Dirksen. follows:) 


», the State of Illinois imported from State to the 
southwest of us, chiefly Texas and Kansas, a total of more than 3868 billion 
cubic feet of natural gas. The pipeline companies importing this gas to our 
State paid in the fields where they purchased it an average of 7 ents 
thousand cubic feet at the wellhead—less than half the amount realized by 
producers of gus in our own State 


In this same year 1. 


In other words, we imported for our own use in Illinois during 1953, more 


than 40 times the volume of gas we produced ourselves, and the im rting 
companies paid the southwestern producers for this gas le tha half the 
amount realized by our own producers in the State of Illinois These fact 


clearly evidence that economies enter into the price received at the wellhead, 
including cost of transportation over long distances to the principal consuming 
areas 

These figures give some idea of the magnitude of the job th the I 
gas utilities, and the gas pipeline companies which supply them, are doing to 
provide the people of our State with a large volume of natural gas. They 
have been public service companies in the full sense of the word 


We in Illinois early enjoyed the benefits of natural gas delivered by long 
distance high-pressure pipelines. The Natural Gas Pipeline Co. « America, 
a subsidiary of the Peoples Gas Light & Coke Co. of Chicago, in 1931, took 
advantage of high-pressure transmission pipe, then only recent perfected 
to build a long-distance interstate pipeline from the gas-producing area of 
the Texas Panhandle Here long-term contracts for the upply of g could 
be secured Hlere were enormous undeveloped vi reserves in i] iren tur 
removed from the populous centers of consumption Panhandle gas was erally 
all dressed up with no place to go,” for until the advent of the high-pre ire 
transmission line, gas could not be transported economically over long d 
tunces. The high-pressure pipeline, by compressing gas to a fraction of it 
volume, made possible unit transportation costs low enough to allow natural 


gas to become a competitive fuel in the Chicago market 

Since the end of the war, the Peoples Gas Light & Coke Co. has begun supply 
ing gas-home heat to 140,000 Chicago households that did not have it previously. 
The Northern [linois Natural Gas Co., which serves 236 communities in the 
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area adjoining Chicago, was heating 45.000 homes in 1945; today this number 
has risen to 176,000. Peoples has a waiting list of 115,000 homes who want 
gas heat as soon as it can be supplied to them; Northern Illinois Natural Gas 
Co. has a like waiting list of 113,000 householders—a total in the Chicago area 
alone of some 228,000 families who want gas heat. 

Our Illinois Commerce Commission, the regulatory body charged with over- 
seeing utility rates, estimates that in our State at least 300,000 families, or at 
our family quotient of 3.7, a number of people in excess of 1 million—more than 
the total population of several States—are awaiting gus heat. 

some of our utilities now have organized the Natural Gas Storage Co. of 
Illinois to develop a large underground storage reservoir at Herscher, 55 miles 
south of Chicago. Here gas in excess of demand in summer months is stored 
in underground cavities. Eventually this Herscher storage project will be 
capable of storing many hundreds of millions of cubic feet of natural gas during 
the summer months. In winter, the gas will be withdrawn during the periods of 
peak demand. 

But the problem of chief concern today to our public utility gas companies, 
and to me as Governor of one of the largest gas-consuming States, is the finding 
of additional reserves of gas as a future supply for the pipelines that are already 
built—and to make possible the construction of additional pipeline facilities so 
that Illinois may have natural gas for all who want it. The decision of the 
Supreme Court in the Phillips case last June, and the subsequent restrictive 
orders which the Federal Power Commission has issued, have endangered the 
acquisition of additional gas supplies. 

The Natural Gas Pipeline Co. has proposed a 350-mile, large diameter pipeline, 
costing $32 million, to run from its southern terminus in the Texas Panhandle 
into Oklahoma to supplement its present facilities. This company has been 
conducting negotiations for large-scale additional purchases of new gas reserves. 
The restrictive regulations promulgated by the FPC, under the Phillips decision, 
has materially hampered, and in some cases terminated, negotiations for addi- 
tional supplies of natural gas between the pipeline company and producers. 

The Texas Illinois Natural Gas Pipeline Co., which also transports large 
quantities of gas into our area, has encountered similar experiences. It has 
endeavored to obtain large new commitments from producers in these fields, but 
these commitments have not been forthcoming because of the uncertain posi- 
tion in which the natural gas producer finds himself. 

I, for one, cannot find it in my heart to blame the producers with whom they 
are negotiating. The producers are, under current regulations, being asked to 
sign long-term contracts in the certain knowledge that the terms and prices 
fixed in these contracts can be changed or abrogated at will by FPC order, mak- 
ing it impossible for either party to fulfill the contractual obligations agreed 
upon. Such a situation is not in accord with the principles of law or the funda- 
mentals of common sense. 

Mr. James IF’. Oates, chairman of the Peoples Gas System, which owns a con- 
trolling interest in both these pipeline companies, expressed the same point of 
view several weeks ago in a speech he made in Boston: 

“The Peoples Gas System is not in conflict with the basic attitude of the 
producers as to amendment of the Natural Gas Act. Fundamentally, we agree 
that in the long run, the public will be best served by keeping the production 
phase of the business free of Federal regulation. We believe, as a matter of 
economic principle, that the production of such natural resources as natural 
gas, in which great business risk is inherent, should be free of regulation par 
‘ticularly since competition is fully operative.” 

And, in its annual report for 1954, the same company said further, 

“As a large-scale purchaser of natural gas from independent producers, the 
Peoples Gas System wishes to stand by the prices specified in its agreements 
now or hereafter in effect. It expects those with whom it bargains to do the 
same.” 

The Illinois consumer is already protected against overcharges by the rate- 
regulating authority of the Illinois Commerce Commission. Far from experi- 
encing a skyrocketing increase in rates, the people of my State have enjoyed 
practically stable gas rates in a time when the cost of nearly everything else has 
climbed steeply upward. These rates were not artificially low prices promul- 
gated by regulatory fiat. Our regulatory commission has an obligation to see 
that the public utility serving the customer makes its expenses and a reasonable 
percentage of profit. When rates are too low to provide this amount, the com- 
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mission is empowered to order an increase. When rates provide 
excess of the amount which the public utility company is allowed to 





commission can and does order a rebate to 
Our continuing low gas rates have, to my mind, been proof of increased oper 
ating efficiencies on the part of the companies concerned. As natural-gas con 





he utility company’s cust 
; 


sumption mounted, and increased the amounts of gas moving through the pipe 
lines, lowered unit costs resulted. The increasing use of high-thermal-content 


natural gas in the facilities of the public utility distributing companies allowed 
them to supply a greatly enlarged volume of business without appreciable expan 








sion of their mains and other facilities. This kind of increased efficiency, rather 
than arbitrary rate making, | been responsible, for keeping at a low level 
the price of gas delivered to Illinois householders In this regard, the cost of 
living ine! ed 54 percent from 1945 to the end of 1954. In contrast the aver 
ages of typical monthly gas bills for five important Illinois cities have changed 
as follows: 
Monthly use 10 therms, a decrease of 12 percent 
Monthly use 25 therms, a decrease of 12 percent 
Normal monthly space-heating use, an increase of 10 percent 
Since 1938, when the Natural Gas Act was enacted for the purpose of regu 
lating the interstate is-transmission lines, the publie utility companies have 
also been protected against overch es by the pipeline nipanie wl Ipply 
them. The Federal Power Commission, which was appointed as the regulatory 
body under the Natural Ga Act, allows rate iners es In approximately the al 
manner as the cor ission which regulates publie utility rates in my State 
The rates that a pipeline company can charge are based upon Ss operating 
eX] CS j isa re hi ¢ iveste Cu} | 
Ss. 18 vhich is irr under considera n t ‘ e¢ vould 
imend Natural Gas Act s to ex de f lederal jurisd 
busine ol roducing, gathe pro¢ SII treatil compre n | ‘ 
j i n or ne } field he produced, and so as to ¢ ! ect 
] e fixing of tl ompet ( roduced ] uct when 1 | { ( 
l rt fhe 
Wl the } I mi i e!1 D Ss to eX] e t } 
g { their a es at the reasor ‘ I eld pl the |} ! 
‘ ner tha e pipeline company Ww l not pav or be } ed ft ‘ 
na a re onable market eld rice for the es sor? lin 
der the bi t I ine ¢ mit canno d t ] VI ( | I I I 
et f 1 price ria irchases be ise en rate increase 
I rcerti ( lered by the Comr n, it] ‘ 
the 1 ce paid und ney r¢ otiated e« which fe n 1 } h 
I e or « ite applic na the reasonable 1 ket l | e ¥ 
ii 
Che 300,000 famil in my State who is for heating, and wl lo not 
now have ire under m ustions tf vddi il Gover 
the producer w gi them the ¢g l need. Quite the ntral 
tional reserve t gas which we need to assure future supplies to our § id 
bake poss ] eases 1h our present upply I be comm ed } 
ducers signing pig-in-a-poke contracts whose terms the FPC may instru 


pipeiine companies to ignore 

Nor, if the producing business is to be regulated as if it were a public utility 
do we expect the people now in the business of wildeatting for oil and gas to 
continue active development—if all they can expect when successful, is a uti 
type of return on their investment 

Senator Dirksen. Now, Mr. Chairman, in addition to the expres 
sed views by the attorney general and by the Governor of the State of 
Illinois, I have here. with the permission of t] e& col mittee. for nei 
s10n In your record, some resol 
and municipalities, all of these in behalf of the pendin 

Resolutions by the Illinois State Chamber of Commerce. by the 
Peoria Association of Commerce, by the Springfield Association of 
Commerce, and the Canton Chamber of Commerce, the Bloomingto 
Association of Commerce, Champaign Chamber of Commerce, Cham 
ber of Commerce of the City of Danville, and the Chamber of Com 
merce of the City of Urbana. 


itions adopted by the following Groups 


r bill. 
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nen orials from the ( ity vyovernments 


In addition, resolutions and 1 

of the city of Monticello, Danville, Winchester, and Delavan. 

In addition to that, resolutions by the Illinois Manufacturers’ As- 
the Illinois Gas and Oil Association, the Illinois Petroleum 
ation, and the Illinois Rural Eleetrice Co. 


I do hope that the committee will see fit to include these petitions 


ociation, 


Marketers \Lssor 


and memorials in the record. 
Senator Pasrorr. Without objection, it isso ordered. 


(The pet itions are as follows:) 


The legislative committee recommends that the Illinois State Chamber of 
Commerce support legislation to amend the Natural Gas Act to clearly establish 
that the function of producing and gathering of natural gas shall not be subject 


to Federal regulation 
Approved by the boara of directors, February 18, 1955 


‘ 
RESOLUTION 


Whereas there has been introduced before the Congress of the United States 


. the purpose of which is to remove 


H. R. 4560, commonly known as the Harris bi 
the price at which natural gas is 


from control of the Federal Power Commission 


sold by the producer thereof ; and 
Whereas this association favors the removal of governmental requisition over 


the price of Commodities sold in the open market and governmental restrictions 


free enterprise system and believes that the adoption of the Harris bill 
interests of the economy of this country: Now, therefore, 


upon the 
would be in the best 
be it 

Resolved by the Peoria Association of Commerce, of Peoria, TIL, That this 


association favors the passage of H. R. 4560, the Harris bill, and urges upon our 

Representatives in Congress that the same be adopted ; further 

Resolved, That the secretary of this association be and he is hereby authorized 
nd directed to forward a certified copy of this resolution to the Honorable Harold 
if. Velde, Member of Congress from this district, with the request that he cause 

this resolution to be introduced before the Interstate and Foreign Commerce 

Committee of the Hlouse of Representatives in connection with hearings now 


being held on said bill: further 
Resolved, That the secretary be and he is hereby authorized and directed to 
furnish certified copies of this resolution to the Honorable Everett M. Dirksen 


and the Honorable Paul H. Douglas, United States Senators from the State of 





Illinois 


Hon. Everett M. DIRKSEN, 
Nenate Office Build no, iW ashington, ID. ¢ 


DEAR SENATOR DIRKSEN: Through various sources, we have heard about H. R. 
vn as the Harris bill. We understand that the purposes of 


1560, commonly kno 
Commission the pricing of 


this bill is to take away from the Federal Power 


natural gas sold by the producers 


We would like to inform you that the Springfield Association of Commerce and 


Industry is in accord with the provisions of this bill, primarily because we believe 
! ricing of commodities is incompatible with 


that Government reguiation under pr 


the free enterprise system We believe that the adoption of H. R. 4560 would 
be in the best interests of this country 
We certainly hope that you will use your influence to support this measure. 


Sincerely yours, 


ALBERT M. Myers, President. 
(Signed) WALTER E. WAGNER, Manager. 


Senator PAt I HI [or LAS, 
Senate Office Building, Washington, D. ¢ 


DEAR SENATOR DouGLAS: The Canton Chamber of Commerce is in favor of the 
Harris-Henshaw bill to exempt the production and gathering of natural gas from 


Federal controls 
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F fyit ' real ‘ ? 
Phe Canton Chamber of Commerce opposes it Mosel or contre i bed 
eral bureau of production, and use, or p e of natural ¢£ 
The Canton Chamber of Commerce believes in the free enterp ‘ Ste 
a system that gives maximum scope to private initiative, enterprise, and 
petition The chamber of Commerce opposes all forms of Federal price regu 
lation 
Very t V voutl 
(Signed) J. Harry Pi ‘ 
J. 2 yY PINSON, P) 
(Signed) Kenneth C. Col 
INI NI Hf ( '¢ E, / ‘ hire Ne > 
ry} tter also sent to Senat Everett M, Dirksen, Ce ! sma Rot br 
Chipertield. He 1 Perey Pries 


< ed al P ( ! ~ ! ( | he I f 
well 1 d j 
\\ l S he Federal Powe ( | ‘ nd the | 
Stites Constitution to regulate 1 I “ tt l I na 
Whereas, it is obvious that natural as might be produced and ce umed 


only on an intrastate basis ; and 








Whereas, the Federal Power Com <i had, prior to the Supreme ¢ 
Cisiol ti) ) er To regulate natu 1 gas ( ( i! 
ezulation of natural I SS 1h compan id - { 
Powe na 
Where the ctior f the United S ( nmreme ¢ ‘ ‘ 
0] ( mn UnMeCee yY extel ‘ ed ‘ nd 
Whereas bill known a he Harris bill, H. R. 4560 ‘ iad +] 
Cong Ss the United States hich l I thie I ) f 
Powe Comission, as guards natural l he transi f i 
in interstate commerce: Now, therefore, be it 
Resolved by the hoard of directors of the Bloon noton issociation of ('on 
merce, Bloomington, I/l., That the Representatives of the people of the State of 
Tllin s 1 the United State Senate and the Member « Congere I ] 
Illinois congressional district be urged to pport the Har H. R. 4560 
in the best interests of the people of the United States 
Dated this 11th day of April, the year of our Lord, 1955, at Bloomir n, I 
HE BLOOMINGTON ASSOCIATION OF COM Mel 
I\ J President 


RESOLUTION 


Whereas, the directors of the Champaign Chamber of Commerce, thi 
report made by the chamber national affairs committee, believe t 


tion of natural-gas producers is not in the public interest ; and 
Whereas, leg 






slation such as Congress passed in 1950 to clarify the matter 


particularly section 1 (b) of the Natural Gas Act, which states that provi ns of 
said act shall not apply to the production and gathering of natura 
necessary in order to eliminate the present chaos which has resulted from the 
Supreme Court decision: and 

Whereas, the prosperity of the gas-producing industry is vital to ft) com 


munity : Now therefore be it 

Resolved, That the Champaign Chamber of Commerce, Champaign, Ill, be 
directed to communicate with Senators Dirksen and Douglas and Congressman 
Springer urging their support of the bill which will be presented in Congress to 
protect the natural-gas producers from Federal regulation. 

Approved and adopted this 28th day of April 1955, by this unanimous action 
of the Board of Directors of the Champaign Chamber of Commerce in regular 
session 

CHAMPAIGN CITAMBER OF COMMERCE, 
By JouHN J. NEILS, Secretary 
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RESOLUTION 


Whereas, the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938, by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over the producers of natural 
£as; and 

Whereas, the construction of the existing Natural Gas Act of 1938 by the 
Supreme Court of the United States in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over intrastate producers of natural 
£as supplying interstate pipelines, has tended to result in an impending shortage 
of the supply of this commodity for domestic and industrial development in 
Illinois, and has greatly impeded the operations of the free enterprise system 
which would otherwise rectify such shortage; and 

Whereas the interests of the city of Danville for its citizens as well as for its 
present and future industrial development will be best served by the continuing 
and increasing supply of natural gas, which supply is seriously threatened by 
the circumstances above recited : Now, therefore, be it 

Resolved, That the Chamber of Commerce of the city of Danville go on record 
as recommending the proposed legislation to the above effect, and as urging the 
Members of the Senate and of the House of Representatives of the United States 
to give serious and careful consideration to the same and to support the proper 
enactment thereof into law; be it further 

Resolved, That a copy of this resolution be forwarded to United States Sena- 
tors Everett Dirksen and Paul H. Douglas and to United States Representative 
Leslie C. Arends, 

I, the undersigned, David J. Twomey, being the secretary of the Danville 
Chamber of Commerce do hereby ratify that the foregoing is a true and correct 
copy of a resolution adopted by the Board of Directors of the Danville Chamber 
of Commerec, at a meeting held in the chamber of commerce offices, on the 
third day of May 1955 at which a quorum was present, and that said resolution 
has not been altered, amended, changed, or repealed since that date. 

Dated this 4th day of May 1955, 

(Signed) DAvin J. TWomMey, 
Secretary of the Danville Chamber of Commerce. 


Senator Paut H. DouG.as, 
Senate Office Building, Washington, D.C. 

DeAR SENATOR DouGLAS: The Urbana Association of Commerce is very vitally 
interested in the Natural Gas Act of 1938, and particularly an amendment thereof 
concerning certain regulatory powers which the act gave to the Federal Power 
Commission. 

From information which we have it would seem that this section of the 
country is being handicapped because the utility companies are unable to 
purchase all of the gas they could readily sell in this area. We understand that 
the Federal Power Commission has extensive regulatory powers over intrastate 
producers of natural gas supplying interstate pipelines, and that this has resulted 
in a shortage of supply in this area. 

A resolution was adopted by the Board of Directors of the Association of 
Commerce on April 13, authorizing me to call this matter to your attention 
and requesting your cooperation in support of the amendment. 

Cordially yours, 
FRED W. SIMMERING, 
Managing Secretary. 


RESOLUTION 


Whereas, the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938 by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over the procedures of natural gas; 
and 

Whereas, the construction of the existing Natural Gas Act of 1938 by the Su- 
preme Court of the United States in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over intrastate producers of natural 
gas supplying interstate pipelines, has tended to result in an impending short- 
age of the supply of this commodity for domestic and industrial development 
in Ilinois, and has greatly impeded the operations of the free enterprise system 
which would other wise rectify such shortage; and 
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Whereas, the interests of the city of Monticello for its citizens as well as for 
its present and future industrial development will be best served by the con- 
tinuing and increasing supply of natural gas, which supply is seriously threat- 
ened by the circumstances above recited: Now, therefore be it 

Resolved by the City Council of the City of Monticello, That the city of 
Monticello go on record as recommending the proposed legislation to the above 
effect, and as urging the members of the Senate and of the House of Representa- 
tives of the United States to give serious and careful consideration to the same 
and to support the proper enactment thereof into law; be it further 

Resolved, That a copy of this resolution be forwarded to United States 
Senators Everett Dirksen and Paul H. Douglas and to United States Repre- 
sentative William L. Springer. 

Adopted this 26th day of April, A. D. 1955. 

Approved by me this 26th day of April, A. D. 1955. 

F. ANDERSON, Mayor. 
Attest: 
A. B. BARAANA, City Clerk. 


RESOLUTION 


Whereas, the Congress of the United States is considering proposed legisla- 
tion to amend the Natural Gas Act of 19388 by removing from the jurisdiction 
of the Federal Power Commission regulatory powers over the producers of 
natural gas; and 

Whereas, the construction of the existing Natural Gas Act of 1938 by the 
Supreme Court of the United States in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over intrastate producers of natural 
gas supplying interstate pipelines, has tended to result in an impending shortage 
of the supply of this commodity for domestic and industrial development in 
Illinois, and has greatly impeded the operations of the free-enterprise system 
which would otherwise rectify such shortage; and 

Whereas the interests of the city of Danville for its citizens as well as for 
its present and future industrial development will be best served by the con- 
tinuing and increasing supply of natural gas, which supply is seriously threat- 
ened by the circumstances above recited ; Now, therefore, be it 

Resolved, That the city council of the city of Danville go on record as recom- 
mending the proposed legislation to the above effect, and as urging the Mem- 
bers of the Senate and of the House of Representatives of the United States 
to give serious and careful consideration to the same and to support the proper 
enactment thereof into law; be it further * 

Resolved, That a copy of this resolution be forwarded to United States Sen- 
ators Everett Dirksen and Paul H. Douglas and to United States Representative 
Leslie C. Arends. Adopted this 22d day of March, A. D. 1955. 

SETTY OAKES, City Clerk 


RESOLUTION DIRECTING THE FILING OF AN APPLICATION 


("OM MISSION 


rO THE FEDERAL POWER 


Whereas, city of Winchester, Scott County, IL, by action of its city council, 
has heretofore decided that it is advisable and advantageous for said city and 
its inhabitants to construct or acquire and to operate a municipal gas supply 
and distribution system improvement ; and 

Whereas, in order to construct or acquire and operate such improvement, it 
is neeessary that a supply of natural gas be obtained therefor: and 

Whereas, Panhandle Eastern Pipe Line Co. operates and maintains pipeline 
facilities at a distance of approximately 414 miles from the corporate limits of 
the city of Winchester, Ill., through which facilities said company 
natural gas; and 

Whereas, city of Winchester is advised and informed that said company has 
an adequate supply of natural gas for supplying the needs of city of Winchester 
and its inhabitants without impairing the adequacy of the service of said com- 
pany to its other consumers: and 

Whereas, said company has been contacted for and on behalf of city of. Win 
chester and has declined to make a commitment to furnish a supply of natural 
gas to city of Winchester at this time; and 


transmits 
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Whereas, it is advantageous and desirable and for the best interests of the 
city of Winchester and its inhabitants that an application be filed with the 
ission under section 7 (a) of the Natural Gas Act for an 


Federal Power Comm 
order requiring said Panhandle Eastern Pipe Line Co., to connect its facilities 
of the city of Winchester, L[ll., and to sell to said city an adequate supply of 
nutural gas for the proposed municipal gas supply and distribution system 
N therefore, be it 

Resolved by the city council of the city of Winchester, IL, that an application 
be prepared and filed with the Federal Power Commission under section 7 (a) 
of the Natural Gas Act for an order requiring Panhandle Eastern pipe Line Co., 
to connect its facilities with the proposed municipal gas supply and distribution 
system of the « of Winchester, IIL, and to sell to said city an adequate supply 
! for y | ind distribution system; Be it further 

Resolved, That Vaught, Robinson, & Foreman and Norbert L. Hutchens, speci: 
counsel for city of Winchester, Ill, in the matter of said municipal gas supply and 
distrib svste rr el | iid they hereby are, authorized and 
directed pre e al file such appl tion fo nd on behalf of the city of 
Wine! f it nne ( l ovided | \ 
» ILLI Is 

(0 ye Scot 


I. L. H. Dieterle, the duly elected, qualified and acting city clerk of the 
city of Winchester, Ill, do hereby certify that the attached and foregoing docu 


ment is a true and correct copy of a certain resolution entitled: “Resolution 
directing the filing of an application to the Federal Power Commission,” as such 
resolution was duly passed and adopted at a meeting of the city council of 


Winchester, Ill, held on the 12th day of January 1955, and as such resolution 
pears in the minutes of said meeting and on file in my office. 


| 
In witness whereof, I have hereunto set my hand and the official seal of 


said city, this 12th day of January 1955. 


a} 


[SEAL] 


t 


RESOLUTION OF THE CIry OF DELAVAN, ILI 


Whereas, The Congress of the United States is considering proposed legisla 
tion to amend the Natural Gas Act of 1938S by removing from the jurisdiction 
of the Federal Power Commission regulatory powers over the producers of 
natural gas: and 

Whereas, the construction of the existing Natural Gas Act of 1988 by the Su 
preme Court of the United States in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over intrastate producers of natural 
vas supplying interstate pipelines, has tended to resuit in an impending 
shortage of the supply of this commodity for domestic and industrial develop 
ment in Illinois, and has greatly impeded the operations of the free-enterprise 
system Which would otherwise rectify such shortage; and 

Whereus the city of Delavan, IL, has arranged for the introduction of natural 
vas service for the welfare of its citizens and to promote the cleanliness of the 
city, and the interests of the city and of its inhabitants will be best served by 
the prompt inauguration of such service and by a future increasing supply of 
natural gas, which supply is seriously threatened by the circumstances above 
recited: Now. therefore, be it 

Resolved, That the city council of the city of Delavan, Ill., go on record as 
recommending the proposed legislation to the above effect, and as urging the 
Menibers of the Senate and of the House of Representatives of the United States 
to give serious and careful consideration to the same and to support the proper 
enactment thereof into law: be it further 

Resolved, That a copy of this resolution be forwarded to United States Sen 
ators Everett Dirksen and Paul H. Douglas and to United States Representative 
Harold H. Velde 

Dated this 24th day of March A. D. 1955. 

LesTeER B. BreYLer, Mayor. 

JouN F. WATSON, Alderman. 

LEONARD R. PARKHURST, Alderman. 

Epson H. Hart, Alderman. 

HaroLtp R. Rosppins, Alderman. 

CHRIST F. CHRISTENSEN, Alderman 
Attest: 


Mase. T. YARRINGTON, City Clerk. 


AMENDMENTS TO THE NATURAL GAS ACT 1X3 





Rest ) RE | ITED STAT SUT ae | | DECISION I PHILO 1’) 
{ 4 
Whereas i J e 1954 the Supreme ¢ of the United S ‘ ease 
itled “Philli; Petro ( } ( nstrued the Natu (ral Let { 
LS s is lo i e ] ip Pyle rhe { lepende }) ( ( I 
tural ga reaithy threat ( ) a | ‘ pipe es hich were t 
rivinal objec ol e® statul ind 
Whereas ( sult of this constructior o fore ie | 1 ( 
Hil mt Pose prehen e pul iti eculatho i" te price 
I gas, Ol qducel ree op nt he Ce 1 
l i ! trie © ¢} hia 
Whereas the es 1 { | ni 4 } red 
( h I Vy ¢ Tiipoe t 4 i ( t ‘ 
tl en er, Ove 000, of Lins rg { 
in'é \ it) HeSNt ( ved il ph ® of ! 1 \ st} 
conn i icky the dust product Pace | 
‘ i { | ! ders p re Oly \ ad 
Wheren l e fi ( ( { tine t ( ‘ 
intl ! ontrols | © he i pri pe e ente 
prise ine if nel enced l ‘ ( 
ni | i ) ‘ moa ul \ ‘ mnmod I 
the trend toward nationa Wig tl! rv and turn countl ntoa 
stite Now, therefore, be 
ii olred, ‘| he Tllin \I ture \ elitio hie l¢ ‘ 
Is Strongiy Prose \ Heme ¢ i lel re l 1 1 t! I 
lation sees | is step toward bkedera nti of the ec ail th 
oO business and in tt t ol i Tllineis it throughout the | ted S ‘ 
RESOLUTION OF TH ILLINOIS Or & GA LSSOUCTATIO MEMBERSHIP MEETING 
The Supreme Court of the United State in a recent decision, held that iles 
of natural gas by producers and gatherers to purchasers who transport the gas 


n interstate commerce for resale are subject to regulation by the Federal Power 


Commission under the terms of the Natural Gas Act 


The Federal Power Commission, as a result of such decision, has asserted 
control over the price at which natural gas subject to it jurisdiction may be 
sold by producers and gatherers and over the production and gathering of 
natural gas in the field 

While there is little gas produced in the State of Illinois there snsider 
able oil production and if Federal regulation of the gas industry permittes 
to continue, we feel this is the final step before nationalization f he oj 
industry 

Our forefathers and we, ourselves, have fought to preserve the vhit f 


the individual, and it is certainly in the interest of the entire Na 
production and gathering of natural gas should not lie under Federal contro! 
Now, therefore be it 

Resolved by the Illinois Oil & Gas A ocliation th membersh p necting d 
assembled on December 9, 1954, That this association does hereby recommend 
and urge that the Congress of the United States enact at its next session legisla 
tion that shall clearly exempt producers and gatherers from the jurisdiction of 
the Federal Power Commission: Be it furthe 

Resolved, That a copy of this resolution be sent to each Senator ind Represent 
tive of the 84th Congress of the United States 


RESOLUTION 


Whereas the Supreme Court of the United States has ruled that under 
present law the Federal Power Commission has authority to regulate prices 
in the production and gathering of natural gas; and 

Whereas the fact that natural gas is often produced in conjunction with 
crude oil means that the disruption of the natural-gas industry through Fed 


B3057 DD ; 
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eral regimentation is bound to affect the marketing of other petroleum products, 
including gasoline and heating oil; and 

Whereas such Federal regulation of natural gas represents a backward step 
toward Government control of private industry, with the clear danger that the 
principle involved here could spread to every industry and business including 
all branches of the oil business, leading the country down the road to national- 
ization of all forms of productive enterprise: Now, therefore, be it 

Resolved, That the Illinois Petroleum Marketers Association in convention as- 
sembled at Peoria, Ill., this 9th day of March 1955, go on record as calling upon 
their State’s representatives in both Houses of the United States Congress to sup- 
port corrective legislation which will relieve field prices of natural gas of unneces- 
sary and dangerous Federal regulation ; and be it further 

Resolved, That the secretary of the association be instructed to forward copies 
of this resolution to each Senator and to each Congressman from the State of Illi- 
nois with the respectful request that they take a forthright stand in defense of 
American private enterprise by pledging their support to such corrective legis- 
lation. 


APRIL 8, 1955. 
te the Harris bill—H. R. 4560. 
Hon. J. Percy PRIEST, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 

DraAR CONGRESSMAN IP’rrest: The Illinois Rural Electric Co., with headquarters 
at Winchester, Ill., is a rural-electrification cooperative serving the rural areas 
in all of Pike, Greene, Scott, and Calhoun Counties and in parts of Adams, 
Cass, Morgan, and Jersey Counties, Il The cooperative serves about 8,000 
connected consumers and has about 3,000 miles of distribution and transmis- 
sion lines. It is the only rural-electrification cooperative in the State of Illinois 
which generates all of its own electricity. It has a generating plant located 
at Winchester, Ill., and another at Pittsfield, Ill. All of the generating units 
in these 2 plants, except 2 small engines installed back in 1936, are equipped 
to operate on either diesel fuel or natural gas. 

The cooperative has in force with Panhandle Eastern Pipe Line Co. contracts 
for the purchase of natural gas on a “dump load” basis at prices which are 
contributing substantially to low-cost power to the member-consumers of the 
cooperative. Since we buy “dump load” gas from Panhandle at rates that we 
consider fair and reasonable, we feel that we are contributing to the efficiency 
of the trunkline distribution of gas by making it possible for Panhandle Eastern 
to improve its load factor in the transportation of its gas and at the same time 
make it possible for Panhandle to make use of its transportation facilities 
at times when it has a reduced demand for gas for domestic use or other priority 
customers, 

This cooperative has invested about $200,000 in the installation of facilities 
to make it possible to use natural gas in the production of electricity. Very 
eareful engineering and cost studies were made by this cooperative before it 
took the step of making these investments and, furthermore, consideration 
was given to the provisions of the Natural Gas Act and past decisions of the 
Federal Power Commission to the effect that the act and the regulatory powers 
of the Commission should and did “not apply * * * to the production and gath- 
ering of gas.” We feel that the only hope we have for the continuation of 
adequate supplies of natural gas at fair and reasonable prices is to have the 
decision of the Supreme Court in the Phillips case reversed through enactment 
of the Harris bill by the Commission, 

We buy natural gas because of the resulting economy that helps us generate 
and transmit power to the rural areas at rates that the farmer can afford to 
pay. If supplies of natural gas are curtailed, either directly or indirectly, as 
a result of the Court’s decision in the Phillips case, this cooperative will suffer 
irreparable injury. The members of the board of directors of this coopera- 
tive, who come from rural areas throughout western central Illinois, have con- 
sidered this whole question very carefully and very seriously and they have 
instructed me, as manager of the cooperative, to write to you in this matter. 
They have directed that I urge you and the members of your committee to give 
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favorable consideration to the Harris bill and to press for its enactment by the 
S4th Congress. We request that this letter be made a part of the record 
of the hearing before your committee. 
Very truly yours, 
ILLINOIS RURAL ELECTRIC Co., 
[t] S. R. Faris, Manager. 

Senator Dirksen. In addition, Mr. Chairman, may I only add my 
P yrivate opinion that I = hope that the committee will report favor 
ably the pending bill, or substantially the pending bill, because it 
does represent the fee lee and the sentiments, I believe, of the con 
sumers and the producers in the State of Lllinois. 

I am aint for your kindness in making way that I might have 
this moment with the committee. 

Senator Pasrore. Are there any questions? 

Senator Monroney. One thing | thought significant in the state 
ment of Governor Stratton regarding producers of gas in Illinois 
selling 9.25 billion cubic feet at an average wellhead price of 16.5 
cents per thousand, whereas in the southwestern States, Illinois buys 
363 billion cubic feet of natural gas and that the average price paid 


is ¢.¢ cents. 


In other words, the vast volume of gas a at less than half of 
what the smaller quantities are avi cil: ib - pm 1 [llinois, showing that 
there is a difference in pricing, and that ee must be competitive 


influences at work in differing degrees of need and supply that make 
the price established by our adequacy of supply. 

Senator Dirksen. I concur in that, that that was a significant state 
ment to the committee 

Senator Pasrorr. Are there any further questions ? 

Thank you very much, Senator 

For the purpose of the record, this entire statement w . be placed 
n that part of the record, along with the proponents of S. 1853. 

Senator Dirksen. Thank you, Mr. Chairman, and aa yo , nem 
bers of the committee. 

(The documents above referred to appear at pp. 1050-1074 of the 
transcript. ) 

Senator Pasrorr. Mr. Durfee, we are ready to resume your testi 
mony. ; 

Senator Monroney. Mr. Durfee, will you tell us for the record, 
what it amounts to in cents for the producer on this 40-percent. in- 
crease that you referred to? 

Mr. Durree. I believe, Senator, that actually I don’t think we have 
ever been able to exactly find out, but I think the price of the pro- 
ducer rose, under escalation, from 8.5 to where it is today at, I believe, 
about 11 cents. We don’t know that. We would like to find out 

All we can do is just use our own pencils on that. 

Senator Monroney. You kee ‘pre ‘ferring to a 40-percent increase 
You knew what it was be fore. The 40 percent increase would Dring 

up to how many ene! 

In other words, it seems to me that for 9, 10, or 11 cents in the 





‘ 


he ‘Id, the tendency of these State regulatory bodies and majors is to 
blame all increases, whether labor, materials, « or anything else, on the 
fact that the gas producers are trying to exact, and we had it quoted 

unconscionable rates from all the customers that they have—and I 
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think it is important, as we discuss these, after all, an increase from 
2 to 1.) cehts is a ol pere ent ihcrease, ist t it i 

Mr. Durrer. Yes, sir. 

Senator Monroney. But if you say 2.5 cents, it is the exact amount 


that the producer is gaining in the increase in price, but you say a 
Dv percent Incre: ee tay i Coeuanee # YAIOE-OF 8 dollar a ‘thousand, 
and he is thinking in terms of $1. or 50 cents instead of 2.5 cents, 


and I think to keep this thing in its , roper perspective—after all, we 
want to get the information across—if we rely on the cents and dollars 
figures, we would be presenting a clearer case. 

Mr. Durrer. Well, Senator, [am not trying to characterize the con 
cuct of the producers in Texas by any such reference to unconscionable 
creases, I am referring, page by pare, exhibit by exhibit, to the 
record of the transactions of P hillips, which | ‘Ly with all due re pect 
to the other independent producers, in my opinion the conduct of 
Phillips in this matter hardly bye speaks the conduct of an indepr naent 
producer who feels t] 


he hot breath of « ompetition on the back of his 
neck, 


If anything, it ig een age the position of a producer which knew that 
it had a monopoly, kn ew that it had virtually a captive pipeline and 
proceeded to exploit that ee. 

Beyond th: i. | am not voing Into any attempted denunciation forthe 
eas industry for which I have a profound respect. 

nator Monroney. You are denouncing the Phi lips Petroleum Co, 
as making a captive out of the Michigan- Wise ‘OnsIN Pipe Line. 

Let me ask you: Is it not a fact that before negotiations were open, 

Michigan-Wisconsin Pipe Lane said they wanted to deal with 1 
company, and 1 company only, and didn’t want to have a thing to do 
with the gathering or produci ng of natural as, that they went to 
Phillips and asked him practically to become a jobber of this gas, to 
gather it and put it into the line, and they didn’t want any other 
supplier ? 

Mr. Durrer. I assume that the pipe ‘line company went down into 
the field. I wasn’t-working for them, but I assume they went down 
and made the best deal they could, and I assume the best deal they 
could make at that time was with Phillips. 

Senator Monroney. Not seeking to shop around, not seeking to have 
10, 15, 30, or a hundred préducers, they said we don’t want to be 
bothered about that, we want one company to gather and put this gas 
into our pipeline. 

Now, most of these other long lines like to have a dozen or two 
dozen other sources of supply and suppliers. 

As a matter of fact, Phillips did not have enough gas to meet tlie 
requirements, as I understand it, that you demanded, and they had 
to go out and buy the gas and make deals with three other large pro 
ducers to get the was that you were demanding or the city of Mil 
waukee was demanding be held in reserve. 

If there was a monopoly created, it was created by the desire and 
wish of the Michigan-Wisconsin Pipe Line; was it not ? 

Mr. Durrer. I can’t say whether the Michigan-Wisconsin Pipe 
Juine, what negotiations they had with any other producers. I don’t 
know, Senator. All that I know is that the *y entered into a contract 
with the Phillips Petroleum Co. for 5 cents a thousand over a period of 
20 years, With some escalation provisions. That is all IT know. 
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Whether at that time it wa I assume for the benefit of that pipe 
ne COMpany that that was free, open, competitive bara ! o. but 


. , ! 
in» Vears after the col tract was entered nto. it had censed te he 
arms leneth bargain ne 


Senator DanieL. You have said, though, it seems to me. that you 
had to have the figures Pron which the n Lt Viis evade ! ley to 
figure the percentage. 

Now. can vou give us those fieure Phe reason I think it is 1m 
portant, we have in the record here, figures that have been introduced 
fron Federal Power Commission records, and these rures do not 
indicate that there has been as high an increase in price to the pro 
ducers whose vas goes to Michigan \V onsin as there is been to other 
producers. I th nk it would be Inportant for us to ky Ow, actually, 


what has this amounted to as a matter of cents, so that we will know 
just ex uct ly what has been the overall result of this amendment of the 
contract ¢ 

Mr. 11 REFEE., J he overal] amendment, I heleve, has resulted In an 
nerease in the initial rate of 5 cer ts. until today. I believe. it Is about 
1 cents 

Senator Danien. Well, now, you believe it is about 11 cents 

\Ir. It REFER. We have presently pending before the Keder if Pov er 
Commission an application by the pipeline company for a new rate 
hncerease. ‘| hell previous So-cent rate under bond was reduced to 
11.6 in a rate case instituted by this Commission, and Mr. Lee, I be 
eve, and other parties 

Senator Monroney. What date was that? 

Mr. Durrer. That case was decided last year. 

Senator Monroney. And the spiral clause that had carmed w 
Phillips rate went down on that spiral, as well: did it not 4 

Mr. Durrer. The spiral clause was declared by the Federal Power 
{ OMISSION TO he contrary to the pul lic policy asa matter of law, and 
the rate went down to 31.6. 

Senator Monronety. Was that the rate at the long line / 

Mr. Durrer. That was the gate rate charged by Michigan W iscon 
n to the Wisconsin | tility. 

Senator Monroney. And the Phillips pn ice they hac been receiving 


} 


n the field for the gas under the bonded rate increase of 35 cents also 
went down under the downward spiral? In other words, the spiral 
worked both ways; didn't it ¢ 

Mr. Durrer. That is right. 

Senator Monroney. It wasm’t the decision of the Federal Power 
(‘ommission to rule that out as a contract, but if the rate goes down to 
the pipeline company, this contract proy ded that tL WO ila ro down 
{to the producer ¢ 

Mr. Durrer. Subsequent to that decision, there is now pending 
before the Federal Power Commission, an application of the Phillips 
Petroleum ( ‘O. for a rate increase, ana ah applic ition by t | e \l ce} reid) 
Wisconsin Pipe Line Co. for i corresponding rate crease That 
case Is how pending before the ¢ ‘ommMIssion, ana nnder hor d the rate 
now being charged by Phillips to the pipeline company, we are ad 
vised, is in the neighborhood of 11 cents. That is where I get my 
igures. 


Senator DANIEL. That was filed after the Phillips decision @ 
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Mr. Durrer. Yes. In fact, the rate case last vear was after the 
Phillips decision. 

Senator DanieL. Now, what I think the committee should have is 
really what happened before the Phillips decision. Now, I just want 
to say ener: 

We have been submitting evidence here, and it shows that the pro- 
ducer prices charged for this Las that comes to Wisconsin have not 
increased as much as infiation, or the devaluation of the dollar, and 
have not increased as much as the Consumers Index put out by our 
own Government, and which was tied to the original contract, and 
have not increased anything near like the percentage that you have 
represented to the committee. The only reason J am saying this is 
that if you have any evidence to the contrary that I think should be 
offered, because the figures before us taken from the Federal Power 
Commission records, according to the witness, Dr. Boatwrig rht, cer- 
tainly are contrary to what you are now telling the committee. 

Senator Pastore. Just so that the record will be straight, of course, 
the idea is this: When we subscribe to a statement made by a withess 
here, we call it evidence. Then when we don’t subscribe to a state- 
ment made by a witness, we say it has to be supplanted with evidence. 

Now, what Senator Daniel has been reading from is nothing more 
than the testimony of a witness who appeared here, who gathere d these 


fivures according to his own style of gathering figures. and submitted 


them here. That is no more evidence than the statement mace here 
by Mr. Durfee, and I think the record should show that. 

I don’t think there is any hiatus in Mr. Durfee’s statement. He: 
has made a statement as to prices, and I don’t see why he should have 
to render further documentations just because there is a figure writte 


in that cad and another in his statement. that one is evidence and 
the other an unsupported statement. I think the record ought to 
show that. 

Senator Dante. May I comment ? 

Mr. Durrrr. Senator, may I say—— 

Senator Dante... Just a moment. Mr. Chairman, I am in complet: 
agreement with vou, that the only difference is that the witness testi 
fied that he obtained these figures from the Federal Power Commis 
sion. 

Now, if there is contrary evidence from Mr. Durfee to show some 
thing to the contrary, that is certainly just as important a matter of 

evidence as the figures submitted by another witness. Iam in complete 
agreement with what you say. I just think the figures ought to be 
given to us. 

Senator Pastore. Aren’t vou giving figures here ? 

Mr. Durrer. Mr. Chairman, and Senator Daniel, if this is satis 
factory, I will again say that is a rather technical matter. Mr. 
O'Leary, the chief of our rates and research department is the man who 
has been dealing with that very question, and I will again ask Mr. 
O’Leary to make a note of your question and to attempt to supply that 
information, which I believe he has to some extent documented. 

Senator Monronry. Well, since this is the main crux of what we 
are talking about, how much does the gas cost in the field, how much 
has it gone up year by year, since the Tine ation is that this is a hun- 
dred percent monopoly, then certainly the statement could easily be 
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prepared, the viewpoint and the statistics of our own public regulatory 
body, but we ought to have that in the record, and I am surprised it 
wasn’t brought IN, beecau e it is the crux of the whole bill. 

Mr. Durrer. It will be brought in, Senator, it will be brought 

Senator PASTORE. Let's avoid all this contusion here, al cd misund l 
standing. 

Is Mr. ( Leary prepared, when he testifies, to elve this infor ition 
that we are talking about / 

Is Mr. ¢ Leary here ? 

Mr. Durrer. Ile is here, sir. 

Senator PAsrorr. Are you prepared, Mr. O’Leary, to give this 
information when vou testify 4 

Mr. O’Leary. Yes, sir. 

Senator Pasrorr. Now, do the members of the committee want 
Mr. O'Leary to testify at this juncture, or shall we wait to hear from 
Mir. Durfee? 

Which way do you want it. gentlemen ¢ 
Senator Monroney. Let’s hear from Mr. Durfee. 


Senator Pasrorr. All right. 
’ 
: 


Mr Durrer. May ire this committee, however, that I would 
not venture to make the state ent before this vreat committee wilh 
out first assuring myself that the co sions Which I have reached 
would be amply documented by expert witnesses. 

I revert to my orig) al statement that what we hay een discu ng 
up to this particular pom ind Senato Monroney,. I am e@lade ( 
you concede to the point we have been making, and that is that Phillips 
had. you say 100 percent, and we say 95 percent increase. 

s ator M INRONEY. | Say you chat FeC a a ndred 1 


Senator ScuoerreL. Mr. Chairman, may I for the benefit of the 
members of the committee, at thi point, and the s aff, if pr ble, we 

une in here th Ss MmOrnIne. som of us have a couple of comn tlees 
ahead of us, an | we try to olve Wn portance to the matters befe 
If we could have these statements bmitted to. so that we vould 
have the opportunity, if they are prepared, to look them ove @ 
night before, or a part of the day before we come into these hearing 
I think we could have a tremendous amount of time. 

[ am not offering criticism of anvone, but it would be certainly 
helpful if I had the benefit of these witnesses who have prepared 
statements, if they would release them to the committee staff so the 
committee staff could 


through these hearing 5 It would 


et them to us, who are trving to struggle 


1s 
extremely helpful, and I ain 
sure would enable us to ask questions, and we would get the individual 


(rr 


witness’ view and then pinpoint our questions. I think it would save 
a lot of time. 

Mr. Durrer. Senator, we filed our prepared statement with Senator 
Wiley, I belive, a week ago, and | believe he filed it with the ¢ lerk 
last night. 

Senator Pastore. The extraordinary thing about it is you are the 
only one who filed your statement. 

Now. ] think myself, Senator Schoeppel, that we W il] accompli h 
more or less the same thing, perhaps, if we will allow these witnesses 
to testify completely, and then we will know what is omitted, but we 
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keep anticipating, an d antic Ipating, and then question the fact that 
certain figures have not been given. 

I understand from these two witnesses. if we give them a chance to 
testify, they are going to give us all the figures that these members 
are looking for. so | repeat agaln, for the sake of expedition ana 
orde ly procedure, if we Ww il] allow these Withesses to proceed and coni- 
plete their statements, then they can be interrogated on anvthing 
that has been omitted. We don’t know what is in and what is out 
unless we hear them. 

Now, you may proceed, Mr. Durfee. 

Mr. Durrer. In summary, | would say that the conduct of the 
Phillips Petroleum Co. with the Michigan-Wisconsin Pipe Line Co., 
I certainly will not characterize as being characteristic of the inde- 
pendent producers, the natural gas producers. I would say it is 
characteristic of a monolopy of the base supply of any commodity 
which finds itself in a pos ition toe Xp yloit that monopoly. 

There is one well-est: ab lished prince iple of I ‘eder: il regul: ation whic h 
is applicable to such a situation, and that is that whenever unregulated 
monopoly of the basic supply of natural gas or any other essential 
commodity to practically the entire market of any State arises in 
interstate commerce, and that monopoly is used to force prices upward, 
one of two things generally happens. 

The monopoly is broken under the Federal anti-trust laws, or it is 
placed under Federal regulation. 

This legal reaction to monopoly is not socialism—it is an established 
principle of American Government as basic as the concept of free 

nterprise, and it can’t be disregarded in any solution of this gas 
producing problem. 

The fundamental basis for this principle of regulation was laid 
down in the classic case of Munn versus Illinois, by the United States 
Supreme Court way back in 1870, the corner stone of regulatory law, 
in Which the Court quoted with approv: al the precept of the English 
common law, long established, that when priv: ite property becomes 

“affected with the public interest, it ceases to be juris privati, only.” 
In the specific application of this common-law prince iple to the ¢ ‘hicago 
eTain elevators who made charges for their facilities in interstate 
colmerce the court said: 


They stand in the very gateway of Commerce and take toll from all who pass. 


In the supply of natural gas to our State of Wisconsin, the Phillips 
Petroleum Co. stands at the very gateway of this commerce and takes 
its¢tol] from all which passes. 

These are facts of life in Wisconsin, not mere theory. They are 
the facts upon which the United States Supreme Court dec ided the 
Phillips e ase. They are facts which IT am sure this committee will not 
ignore in studying this proposed iain ation. 

With your permission, now, gentlemen, I would like to have Mr. 
O'Leary take over the balance of our presentation, and may I say 
that Mr. O'Leary has been a member of the staff of our commission 
for 25 years. He is chief of our rates and research department, and 
was very active in the a il prepari ition of the Phillips case 
for our commission, starting back in 1950. I believe he knows the 
case, and I also add that at oe been a chairman of several national 
committees of the National Association of Railroad and Utility Com- 
missioners on regulatory problems, and ] believe that ] ean commend 
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him to the members of this committee as a man who knows | 
business. 

On behalf of the committee, I do wish to thank the committee for 
the eourtesy which has been extended. 

Senator Pasvore. It is the pleasure of the committee now that we 
hear Mr. O'Leary, and then recall Mr. Durfee for any questions we 
Way have of him. 

Senator Monroney. Yes. 

Senator Pasrore. All right, Mr. O'Ls ry, please identify yourself, 
md then proceed In your own style. 


STATEMENT OF HENRY J. O'LEARY, CHIEF, RATES AND RESEARCH 
DEPARTMENT, PUBLIC SERVICE COMMISSION OF WISCONSIN 


Mr. O'Leary. My name is Henry J. O'Leary. I am chief of the 
rates and research depart nt of the Publie Service Comm on of 
Wisconsin, and have been chief since 1940 

My renel il educational backerow doand tran ne } in economl 

Before | proceed with the prepared tatement, | hould like to try tO 
clear up for Senator Daniel the question which he raised about the 
percent increased in the rate of the Phillips contract. 


I am quite sure that we aren't wo to come out with the exanet 


pyar 


figures, because it Is a compl ited matter, and all T can do tell you 
the basis upon which I made mv computations 

L haven't seen Dr. Boatwright’s caleulations, so [ don’t know that 
we are going to come out the same, but I will trv it 

I am using as a basis for determinine how much more we are 
paving today under the Philly s contract than we would under the 


orlginal contract. the test period used by the Federal Power Commi 
sion 1n its final decision issued in November 1954. 

I first caleulated this out in dollars, and then reduced it to cents 
per M ec. f. 


The delivery eapac T\ ay \I chiea \\ ‘Ol 1} Pine i e CoO 


110,595,000 M ec. f., annually, and I have broken down the inerease in 
rates into several components, one of which, I believe, is probably now 
outlawed because of the decision of the | nited States sup eme Court 
recently in the Oklahoma minimum price case. 

The breakdown that I get, Senator Daniel, is as follows: 


The amount ot inerease due LO escalat lOv, | “~06 cents pel \] ( { 

The amount of increase due to the Oklahoma minimum price law, 
0.08 cents. 

The amount of increase due tO the mncrease in the basic contract rate, 
0.264 cents. 

Those three items add up to >.9S8 cents per M ec. f. 

Now. in addition to those items, there is the recent item to which 
Mr. Durfee referred which is the increase now in effect under bond 
by both Phillips and Michigan-Wiseonsin Pipe Line Co., of 1.38 
cents, making a total of 5.3 cents against a basic rate of approximately 
L. cents. 


Now, we are going to get into some difficulties on the basic rate, 


because the original rate was 5 cents, at a 164 pressure base. 
Senator Monroney. There was never any gas delivered under that ? 
Mr. O'Leary. That is a tentative rate under a contract which you 
claim had expired before the lines were completed. 
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[ am sorry, Senator, the contract had not expired. ‘The contract 
was subject to cancellation upon the failure of the buyer to get his 
line a certain distance by a certain date. He failed on 1 or 2 oc- 
casions to get the line to that point, and was thereby subject to can- 
cellation, and these increased prices which occurred, are, as I under- 
stand it, a consideration of Phillips not canceling the contract, and 
continuing to supply gas which the buyer requested. 

Senator Pasrorr. Now, may I clear up this point at this juncture. 

You don’t dispute the fact that the Phillips Co. was clearly within 
its legal rights if this line hadn’t been extended according to the 
terms of the contract, that it could cancel the contract. 

Mr. O'Leary. That is my understanding. 

Senator Pasrorr. The question that you raise here, if I understand 
it correctly, is the fact that after they negotiated, this new contract, 
and remained on a contractual basis, they stipul: ited that what was to 
be sold for 5 cents before would now be sok l for 8.5. Am I right ¢ 

Mr. O'Leary. Yes, sir. 

Senator Pasrorr. At the same time, they agreed to sell it for 8.5, 
they were willing to sell that gas to Panhandle for 6 cents. Am I 
right in that contention ? 

Mr. O'Leary. That is a statement included in Phillips’ own inter- 
office memorandum. 

Senator Pasrore. Therefore your own contention is you were put 
over the barrel for 2.5 cents per thousand cubic feet at that juncture, 
am I right? 

Mr. O'Leary. Yes, sir. 

Senator Monroney. Wait a minute. The contract under which 
you had the 5-cent rate prov ided for an increase in an amount definite 
and certain as the cost of living increase went up, is that not true? 

Mr. O’Leary. That is not quite correct, Senator Monroney. 

I would like to straighten you out on the original escalation clause 
in the contract. 

The original escalation clause worked both upward and downward. 
and in order to make it effective, the trigger on it was a 30-percent 
increase in the cost-of-living index. 

Senator Daniret. Or decrease ? 

Mr. O'Leary. Or decrease. That mark was passed, there is no ques- 
tion about that, the cost of living went up over 30 percent, so it was 
triggered. 

Now, the next thing that had to happen was, number one, the pipe- 
line had to get an ineréase in its rates, and those distributing com- 
panies purchasing 50 percent of the pipeline’s gas likewise, had to get 
an increase, 

I think you will find, if you review the history, that the clause was 
pretty indefinite, because you will find a number of amendments which 
start out with the purpose of clarification. 

At any rate, keep in mind these latter things, number one, the pipe- 
line company had to get an increase, number two, that the distributing 
companies buying at least 50 percent of the gas had to get an increase. 

Well, in Wisconsin, they still haven’t got that increase, the Wisconsin 
distributors. 

Senator Monroney. The long lines got it before the line was com- 
pleted, and you had a much higher rate than you started out with. 
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Mr. O'Leary. Long lines, Senator Monroney, did not get a rate 
increase until the first rate went into effect under bond, I believe 
December 12, 1952. This increase that Chairman Durfee has been 
referring to occurred long before that time, it occurred before any 
natural gas had been delivered. 

As a matter of fact, Senator Monroney, I don’t see how the escala- 
tion clause that was in the original contract could have operated at all 
in the first period, because it presupposed sale of gas, and there was 
no sale. 

The pipeline had to get a rate increase. It couldn't very well s 
one without selling any gas. The distributing « companies buying "DO 
percent of the gas hi: ad to get rate increases, and how could the ‘Vv get 
them when they weren’t even buying gas? 

These increases that Chairman Dat fee referred to, these initial 
increases, all occurred before there was any gas delivered. 

Senator Daniev. Through amendments to the contract 

Mr. O’Leary. Yes, sir. 

Now, I would like, if I may, to straighten out a little bit on the 
operation of this last escalator clause. 

It is a so-called spiral type escalation clause, and as Senator Daniel 
mentioned, works up or down depending on whether the pipeline com- 
pany obtains an increase from the Federal Power Commission, and 
the increase which Phillips was getting you might say, temporarily, 
because the pipeline rates were under bond, did get up to the 40-percent 
figure, which is the escalation from a base figure of 25 cents up to 35 
cents, but that didn’t stick because of the fact that when the Federal 
Power Commission finally issued its final order in November of 1954, 
it cut back the basic rate to 31.6, and it used as the basis for escalation 
31.5, so that the actual escalation under the spiral type clause in the 
final contract was measured by the ratio of 25 to 31.6, which is roughly 
on the order of 26 percent. 

Now, I would like to point out this further feature of that escalation 
clause. It is referred to as an escalation clause, but if Michigan-Wis- 
consin Pipe Line Co., or any other pipeline operating under a clause 
like that, came in for what we call in the regulatory business a make- 
whole increase—in other words, an increase to cover increased expenses 
without any increase in the rate of return—let’s say that the utili ty 
was earning 6.5 percent when it went in, it was f: aced with a $1 million 
labor increase, for instance, and all it sought to do was to get back 
that $1 million. It would have to first, under this spiral type escala- 
tion clause, give Phillips and add on to its $1 million. some amount 
which you would have to figure out algebraically, to be sure that it 
finally came out with the $1 million. It is quite a bit like figuring 
income taxes, only in this case Phillips came ahead of the tax collector, 
because Phillips got its bite out of the increase first, and you couldn’t 
keep whole, without increasing your rate of return or anything else, 
you couldn’t keep whole w ithout first m: aking a contr ibution to Phillips 
under this escalator clause. 

Now, Senator Daniel, you raised another question. 

Senator Dantev. Before we leave, is this a good place to try to 
clarify that? 

Mr. O’Leary. I would be happy to, Senator. 

Senator Dantrev. On your explanation of this increase, which was 
referred to by Mr. Durfee as a 40-percent increase, you are talking 
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about the increase in the prices allowed by the Federal Power Com- 
mission to the interstate pipeline, which delivers the gas to your cities, 
is that correct 4 

Mr. O'Leary. The increase which Mr. Durfee referred to from 28 
cents to 35 cents, under bond, are increases which were allowed by the 
Federal Power Commission, and as I say, were allowed under bond. 

Senator Dantex. To the interstate pipeline, not the producer. 

Mr. O’Leary. That is correct. 

Senator Danrer. What have you finally come up with as to the per- 
centage of that increase that is alre: ady in effect so far as the interstate 
pipeline is concerned? Did you correct that back to 26 percent ¢ 

Mr. ae The figures which I gave you, Senator Daniel, the 
cents per M ec. f., are my calculation on this test basis of the increases 
which were ao the original contract rate. 

Senator Danter. For the interstate pipeline / 

Mr. O'Leary. No: for the cost of gas. 

Senator Danie,. Well, now, you see there was a 40-percent Increase 
spoken about a moment ago, and I believe you said that that did not 
stick. 

Mr. O'Leary. The 40 percent, as I indicated, is the figure you get if 
vou take as a final rate a 35-cent city gas rate. 

Senator DANYEL. _ ‘rstate pipe line rate? 

Mr. O'Leary. Yes, s 

Senator easy Is that what Mr. Durfee was talking about / 

Mr. O’LEar The 10 percent ; yes, sir. 

Senator Dunant: He wasn’t talking about increase in producer 
rates? The 40 percent that you have talked about thus far is the 
price increase to the interstate pipeline: is that correct ? 

Mr. O'Leary. No, sir. Maybe I ean try over again. 

The basic figure on which escalation is figured between Phillips and 
orn Wisconsin Pipe Line Co. is 25 cents. Now, that is just what 
I would call a “bogey.” It is not related to anything, any pipeline 
rate, or anything else. That is the basis which is used for escalation. 

Now, if you take the pipeline’s city gate rate established by the 
Federal Power Commission as of any date that you wish, and put 
that above the 25 cents, you will then get the measure of the escala- 
tion in the Phillips contract. 

Now, when that rate was 35 cents, if you will divide 25 into 35, 
you will find that is 140 percent. You then multiply the contract 
rate by that percentage in order to get the rate that is payable to 
Phillips. 

Senator Danrer. Do you mean to say under this contract, the 
Phillips field price incre: ased in exactly the same percentage as the 
interstate pipeline’s price increased ? 

Mr. OL rary. No, sir. Keep in mind the 25 cents. That is the 

“bogey” that is in there. That has no relation to any rate that this 
pipe ‘line has ever char ged. 

The rate started out with 30, down to 28, successively, up to 31.5 
there never was a 35-cent charge, but the escalation clause is bieed 
upon the difference between 25 cents and the rate established by the 
Federal Power Commission. 

Senator Dantet. I understand, that is you say, it ended up being 
26 percent; is that right? 

Mr. O'Leary. Roughly, yes, sir. 
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Senator Dante.. Not 40, but 26. 

Mr. O'Leary. The 40 percent is what it would have been had the 
35 stuck. 

Senator Danre.. Therefore the increase ended up 26 percent for the 
interstate pipeline. 

Mr. O'Leary. Not the interstate pipeline, sir, for Phillips. 

As the final rate was established, it got an increase from 28 cents to 
031.6. 

Taking a rough figure, it is about 13 percent. That is the difference 
between 28 and 31.6. 

Senator Dantev. It increased, then, the pipeline rate, 3.6 cents, is 
that correct / 

Mr. O'Leary. That is correct. 

Senator Danieu. Roughly speaking. 

Mr. O'Leary. That is correct. 

Senator Dante.. Our figures submitted from the Federal Power 
Commission records—I mean that is what a witness said they were 
trom—show that the increase to producers during that very period 

Mr. O'Leary. Which period ¢ 

Senator DanreL. From 1952, at the time you had a 28-cent rate. 

Mr. O’Leary. That depends on what time in 1952. 

Senator Danrev. 1950, I mean, beginning with 1950, it shows a 28.2 
rate, 

Mr. O'Leary. There never was a 28.2 rate. What I am afraid of 
is the figures you have—and I am not disputing their accuracy. except 
I think you are working on averages, and you can come out with weird 
results sometimes with averages. There never was a 28.2 rate. 

Senator DanreL. You may be correct on that. 

Mr. O'Leary. That may be the fact that there was 30 cents for a 
part of the period and then 28 cents. 

Senator Danrev. Here is the thing I am getting at. We have fig- 
ures here for Madison and Milwaukee, Wis., and Waukesha, Wis., is 
that right? 

Mr. O'Leary. Yes, sir. 

Senator Danret, And all of those figures as to the producer’s price 
being paid for the gas going to those cities show that there was never 
more than a l-cent increase over any 1-year period to the producer. 

Mr. O’Leary. You mean from year to year / 

Senator Daniev. From year to year. 

Mr. O'Leary. I haven't tried to determine year by year how much 
the increase was. I did try to tell you before how much the total has 
been from the ad rate. 

Senator Dantev. For instance, here are the rates now, and this is 
typical of all the cities. In 1950, producers were receiving an average 
price, which I suppose is the only price in this instance. 

In 1950, 8.2 cents. In 1951, 8.83 cents, an increase of only one-tenth 
of a cent. In 1952, 8.7 cents, an increase of less than half a cent. In 
1953, 9.5 cents, an increase of eight-tenths of a cent. 

Now, the figures, according to Dr. Boatwright were not available 
past 1955. 

Mr. O'Leary. You just add 1.38. 

Senator Dantex. All right, 1.38. Now, then, in cents, these in- 
creases have certainly not been excessive when you compare them to 
other producer prices that have been submitted to this committee, and 
I just want to ask you this: 
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Have you compared these increases that the producers have received 
with the increase in cost of living, or inflation ¢ 

Mr. O'Leary. Yes, I have. Senator. 

Senator Danie. Do you think they have kept up? 

Mr. O'Leary. I have it in my prepared statement. If you want 
me to go into it now, I can. 

Senator Dante.. Not if you are going to cover it. 

Mr. O'Leary. I intend to cover it. 

Senator Danie. And you do not have the actual figures that the 
producer had been receiving, say, over the period 1950 through 1953 ? 

Mr. O'Leary. Year by year? 

Senator Danren. Yes. 

Mr. O'Leary. No, I don’t, Senator, and I think the figures you have 
are possibly somewhat misleading because of the fact that the ‘Vy are 
averages, 

Senator Danrex. If they are, I would certainly like to see them 
corrected. Ido not want to base my case, or any part of it, on incorrect 
figures, 

Now, would you be kind enough to check—you have not checked 
Dr. Boatwright’s work ? 

Mr. O’Lrary. I have not seen them. 

Senator Pastore. I have sent them over there for you. 

Senator Dante... After this testimony, will you ‘check his figures, 
and what information you can get from the Federal Power Commis- 
sion, and then report back to us, either by written statement, or orally, 
as to what you think is the correct picture of the price that the pro- 
ducer has been receiving under these contracts during the period 1950 
through 1953 

Mr. el I will be very happy to do so, Senator. 

(The information requested is as follows :) 


PUBLIC SERVICE COMMISSION OF WISCONSIN, 
Madison, Wis., June 8, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D. C. 

DraR SENATOR MAGNUSON: At the time of my appearance before your commit- 
tee on May 18, 1955, relative to S. 1853 and related bills I was asked by Senator 
Daniel to furnish information relative to the rates charged by Phillips to Michi- 
gan-Wisconsin Pipe Line Co. and rates charged by the latter company to dis- 
tributing companies in Wisconsin. 

According to the information avilable from published sources and from Michi- 
gan-Wisconsin Pipe Line Co., the following rates per thousand cubic feet were 


applied during the periods specified. All rates are stated on a 14,735 p. s. i. g. 
pressure base. 


| Michigan- 
Period Wisconsin 
| selling price 


|A verage price 
to Phillips 


Cents Cents 

Initial price wh 4.5 

Nov. 1, 1949, to Feb. 6, 1950 30 8. 132 
Feb. 7, 1950, to Sept. 30, 1951 ‘ lee cae 28 8. 185 
Oct. 1, 1951, to Dec. 11, 1952—under bond. .._._______- 31.5 8. 686. 
FPC opinion 275A—final =F 31. 25 8. 120 
Dec. 12, 1952, to Nov. 30, 1954—under bond__-. = 4 : 35 9.5% 
FPC opinion 275A—final_. al a ae ake bape 31.6 8. 734 
okey 4 4 i eee 31.6 9. 346 
Ane. 1, 1005—under bond. ....-... 225.2. eee : 32. 98 9. 888 
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It may be noted from the foregoing data that the present city gate rate 
of Michigan-Wisconsin Pipe Line Co. represents an increase of 9.93) per 
cent over the initial rate charged in 1949. The price paid Phillips repre 
sents an increase of 119.7 percent over the initial contract price and 21.6 
percent over the price at which initial deliveries were made. While our 
principal objection has been based on the exorbitant increase by Phillips in 
the initial contract rate, it may be observed that on any basis the increases 
to Phillips have been substantially greater percentagewise than the increases 
in the rates of Michigan-Wisconsin Pipe Line Co 

At the time of my presentation Mr. Pellegrini made available to me certain 
data relative to Wisconsin which had been submitted to the committee by 
Dr. John Boatwright. I should like to comment briefly on this data 


At no time in the hearings before your committee or the House committees 
has the Public Service Commission of Wisconsin taken a position that natural 
gas is either more expensive or less desirable than manufactured gas or other 


fuels. Both price and quality were major considerations supporting the in 
troduction of natura! gas in Wisconsin. In this connection I am enclosing a 
pamphlet prepared by the distributing utilities which was given wide cir 
culation in Wisconsin upon the introduction of natural gas. With respect to 
Dr. Boatwright’s comments upon the ultimate effect of Federal regulation 
of gas producer prices, I suggest that these comments are fully and adequately 
answered in the testimony presented by Chairman Durfee and me before your 
committee. 

In connection with the statistical data labeled “The Facts in Figures,” I qm 
attaching 3 copies of charts relative to utility rates and cost of living in Mil 
waukee. The charts have been kept up to date by the commission over a pe- 
riod of years. As you would expect they show that utility rates subject to 
regulation have not increased in line with the rise in the cost of living. They 
show further that rates of those utilities with a high labor component have 
increased more than those with a low labor cost component. You will note 
that electric rates are actually lower than the 1989. Since labor is a minor item 
in the production of natural gas we fail to see where Mr. Boatwright’s figures 
as to wellhead prices are very meaningful 

While the separate data shown for Madison and Milwaukee are somewhat in 
accurate and net up to date we do not regard the comparisons presented as 
being of much value. However I do wish to call to-the attention of your 
committee an erroneous and misrepresentative statistical comparison between 
Madison and Milwaukee contained in the proportional parts charts presented 
by Mr. Boatwright for these two cities. At first sight these charts seem tf 
have similar bases. Such, however, is not the fact. The Madison chart is 
based upon the price paid for 20.6 Mef. of gas monthly for cooking, water heat 
ing and home heating. On the other hand the Milwaukee chart is based upon 
the average price received for all gas used by residential customers. If the 
two charts had the same base and were brought up to date the following repre 
resents correct data: 


Cents per thousand 
cubic feet 


Madison Milwaukee 


Price received by distributing company ! 103 109 

Cost of distribution 70. 02 76. 02 
Price received by pipeline __- 32. 98 32. 98 
Cost of transportation __- 23. 092 23. 092 
Price to producer-.- 9. 888 9. 888 


1 Average price for 20.6 thousand cubic feet monthly in Madison and 225 therms monthly in Milwaukee 


If other data presented by Dr. Boatwright are similarly outdated and inac- 
curate, particularly with respect to the comparison of unlike statistical units,, 
I suggest that they be given only the consideration which they deserve. 

Respectfully submitted. 

H. J. O'LEARY, 
Chief, Rates and Research Department. 
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THE TrutH ABsoutT NATURAL GAS~—WuHAT IT MEANS TO Yov! 
(By Milwaukee Gas Light Co.) 


Question 1. Of what benefit will natural gas be to the people of Wisconsin? 

Answer. Natural gas will: 

1. Decrease the cost of gas to Wisconsin consumers by at least $1,500,000 
a vear. 

2. Create jobs immediately and permanently. 

3. Improve the standard of living of all the people of Wisconsin, because its 
low cost will make widespread the use of gas for cooking, automatic water 
heating, refrigeration, and laundry drying. 

4. Give the Wisconsin workingman’s wife the last word in automatic kitchen 
and househeating luxuries, at no more cost to her husband than the old- 
fashioned, back-breaking, coal-and-ash-shoveling way of life. 

5. Greatly reduce the smoke nuisance and give our cities a cleaner atmos- 
phere—improving the general health—improving the outside appearance of 
homes and buildings, and reducing the work needed to keep the inside clean. 
Wallpaper, draperies, and curtains stay clean. 

6. Cut the cost of home construction because homes heated with gas can 
be made small and compact—without even a basement, if desired. 

7. Help Wisconsin industry, by placing it at least on a par with competing 
industry in surrounding States which already enjoy the benefits of natural gas. 

8. Attract industry to Wisconsin and encourage the creation of new industry. 
Give industry a new raw material for use in the manufacture of many products 
not now made here, such as glass, nylon, and other goods. 

9. Give Wisconsin a new fuel supply and banish shortages. 

10. Provide additional markets for Wisconsin manufacturers of gas appliances 
and pipeline material and equipment. 

Question 2. Will natural gas be cheaper than manufactured gas? 

Answer. Yes. If we had natural gas today, this is what your bill would be, 
subject to the approval of the Wisconsin Public Service Commission, in zone 1 
of the Milwaukee Gas Light Co: 


Per month 


Present cost If we had 
with manu- natural gas Decrease 
factured gas today 
Residential consumers Percent 
Range $1. 76 $1. 55 11.9 
Range and manual type water heater 2. 89 2. 50 13.5 
Range and storage water heater 4. 26 3. 63 14.8 
Range, storage water heater and refrigeration 5.51 4. 23 23. 2 
Range, storage water heater, refrigeration, househeating 1 125. 80 1 90. 46 198.1 
Commercial and industrial consumers 
Cafeteria 117. 30 95. 59 18.5 
Typesetting company 27. 80 22. 25 19.9 
251. 64 197. 00 21.7 


Electroplater 


1 Per year. 


In other zones and other Wisconsin territories, comparable reductions will be 
made. So, although Milwaukee already has one of the lowest manufactured-gas 
rates in the country, with natural gas it will have a still lower rate. 


Question 3. Natural gas has been introduced in many cities. What has been 
the effect on the rates in these cities? 

Answer. It has always resulted in lower rates. Between 1928 and 1936, nat- 
ural gas was introduced in Detroit, Chicago, Peoria, Springfield,’ Minneapolis, 
St. Louis, Atlanta, Washington, Memphis, Mobile, Houston, New Orleans, Butte, 
Denver, Salt Lake City, and San Francisco. In each, the immediate result was 
a reduction in the rates for every quantity of gas consumed, large or small. 
Moreover, in 13 of these cities the gas rates were decreased still further in the 
S vears after the change. 

Source: Changes in Retail Prices of Gas, 1923-36. Prepared by Retail Price Division, 
— Stewart, chief. Bulletin No. 628, Bureau of Labor Statistics, U. S. Department of 
Dor, 
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Question 4. Just what jobs will natural gas create in Wisconsin‘ 

Answer. Some of the jobs which will be created follow : 

Manufacture of the natural-gas pipeline itself, including the pipe, pipe 
overing, valves, and compressors 

2. Manufacture of the equipment needed to build the pipeline, such as trenchers, 
special pipelayer tractors, bulldozers, backfillers, trucks, and cranes. 

3. Laying of the pipeline. 

t+. Constructing of the extensions that gas utilities will have to build to the 
pipeline to take the gas, and the delivery stations which will be located at these 
points 

5. Adjustment of customers’ appliances, 

6. Manufacture of furnaces, water heaters, air conditioners, ranges, and other 
appliances and equipment which consumers will be able to afford with natural 
us 

7. Installation of appliances and equipment. 

8. Opening of new markets to Wisconsin manufacturers when they get low 
cost natural gas. 

% Manufacture of the new products which natural gas will make possible 

10.. More construction of new homes, because they can be built at lower cost 
when designed for natural-gas heating. 

11. Servicing new appliances and equipment. 


Question 5. How will natural gas help take up the slack in jobs in the immediate 
postwar period? 

Answer. Outside of all the benefits to be derived from natural gas Over a 
period of a great many years, the introduction of natural gas will immediately 
create thousands of jobs to absorb the slack in employment when the war stops 
and the country goes back to peacetime production. If planning is done now, 
jobs will be provided at the war’s end for thousands of men needed to manu 
facture the materials for the pipeline, to lay the pipe, and to adjust the appli- 
ances of gas consumers. The pipeline itself is a $70 million job. The providing 
of jobs during this critical period is of great importance to the national welfare, 
Question 6. Will natural gas raise the standard of living? 
Answer. Yes, because low-cost natural gas will put automatic water heating, 
refrigeration. and house heating within the income of thousands who now believe 
they cannot afford these conveniences, 

Source: U. S. Supreme Court, Federal Power Commission y. Hope Natural Gas Co. (64 
S. C. 281). 


Question 7. Will natural gas do away with the smoke nuisance? 


Answer. Natural gas will greatly reduce the smoke nuisance. Natural gas 
burns cleanly. The greatest source of the smoke nuisance is the heating plants 
in homes and apartments. As natural gas becomes a popular household fuel 

will make a great contribution toward solving this most difficult of municipal 
problems. 

Source: Obermeyer, Henry, Stop That Smoke, N, Y. and London. Harper & Bros., 1933, 
pp. 288-239. 


Question 8. Will natural gas cut the cost of home construction? 


Answer. Yes. With natural gas a home can be made small, compact, and 
wholly automatic—small chimney—no fuel storage. A small closet takes care 
of the heating plant and automatic hot-water service, In fact, the basement can 
be eliminated if desired. 

Question 9. How does natural gas help industry? 

Answer. Natural gas builds industry because it is a cheap, easily controlled, 
automatic fuel which enables the production of low-cost, quality products. Nat- 
ural gas is nature’s cleanest fuel and permits the processing of articles which 
cannot be made as well with any other fuel. Natural gas can be used as a raw 
material in making many products. Among the products of which natural gas 
is the main ingredient or one of the more important ingredients are: 
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refrigerants paint and varnish alcohols 
medicines finishes safety glass 
fire extinguishers soap adhesives 
piastics solvents vegetable oils 
motor fuels insecticides mineral oils 
dyestuffs synthetic rubber 

textiles explosives 


Sources: (1) Dotterweich, Frank H., assistant professor, natural gas engineering, 
Texas College of Arts and Industries, Kingsville, Tex.; consultant, Natural Gas and 
Gasoline Division, Petroleum Administration for War. (2) Smith, Harold M., Utilization 
of Natural Gas for Chemical Products, Information Circular 1, c. 7108, April 1940, Bureau 
of Mines, U. S. Department of the Interior. 

Question 10. What are the industries in which natural gas is so important ? 

Answer. Among others, the following: 

In steel processing: in foundries, in forging, melting, and metal finishing. 
In steel treatment: in hardening, tempering, and annealing. 

In metal treatment: in galvanizing and japanning. 

In the production of ceramics: in firing brick, pottery, enamelware, tile, 
1 china. 

In the production of glass: bottles, plate glass, and glass brick. 

In cement manufacture. 

In the packing and smoking of meat and other foods. 

In the production of paints, asphalts, and varnishes. 
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Source: Milwaukee Leader, October 25, 26, 27, 28, and 29, 1937. i 

Question 11. Can any specific cases be cited where natural gas offers benefits to 
Wisconsin industry? 

Answer. Yes, there are many. As examples, here are three. 

1. The State geologist has recently discovered huge deposits of silica, suitable 
for glass manufacture. Natural gas is practically essential to modern glass 
manufacture. Natural gas will enable the development of this Wisconsin re 
source by Wisconsin industry. 

2. The Wisconsin paper industry must throw away valuable lime liquor after 
only one use. In the Southern States, with clean natural gas, it is possible to use 
this liquor over and over, thus saving money. Natural gas will give the Wis- | 
consin paper industry an even chance with its competitors. | 
3. In the southwestern part of the State there are large deposits of zine which, 


ordinarily, are idle. With natural gas these ores can be economically refined. } 

Thus, natural gas will sustain this industry in Wisconsin. | 
Sources: (1) Fisher, John W., Natural Gas in Glass Manufacture, Industrial Gas, July 

1944, vol. XXIII, No. 1, p. 18. (2) Biddison, P. MacDonald, pp. 40, 41; transcript in 

file C. A. 14638, 1484, 1544, 1777—-Public Service Commission of Wisconsin. } 


Question 12. What are some of the things that could be made in Wisconsin if 
natural gas were available that are not made here now? 

Answer. Among others: (1) Glass, including beer bottles and food containers. 
(2) Nylon thread. (3) Ceramics. 

Question 13. What will natural gas in Wisconsin do for the farmer? 

Answer. It will improve his markets because natural gas will make more jobs 
and increase earnings in urban centers. Greater prosperity in the cities means 
greater prosperity for the farmer. 

Question 14. What makes natural gas so important to Wisconsin at this time? 

Answer. A proposal to bring natural gas into Wisconsin has been made. This 
may well be our last chance to get natural gas. Wisconsin must go after it now. 


= 


Question 15. How will natural gas be brought into Wisconsin? 
Answer. By a natural gas pipeline to cost $70 million. The pipeline will run 
from the gas fields of the Southwest to Wisconsin and Michigan. 


Question 16. What about possible breaks in the natural gas pipeline? 

Answer. Breaks in pipelines are rare. Even a break will not result in an 
interruption in service, for the pipeline now proposed for Wisconsin is to have gas 
underground at both ends of the line. If a break should occur, the underground 
storage could be brought into service for the few hours necessary to make repairs. 
Furthermore, the manufacturing plants and gas storage holders of both the Mil- 
waukee Gas Light Co. and the Milwaukee Solvay Coke Co. will be maintained as 
additional standby service in case of any such emergency. 
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Question 17. Besides assuring continuous service, is there another advantage 
in having gas stored at both ends of the pipeline’? 

Answer. Yes, because it saves money for consumers. If it were not for this 
feature, the pipeline would have to be far larger to deliver the gas needed during 
periods of greatest consumption, such as occur during extremely cold weather. 
In the summer, when requirements are light, the reservoirs in Michigan are 
filled. Use of the pipeline to transmit gas for storage until needed means full 
use the year around, and serves to keep the investment and fixed charges down; 
therefore, means low rates and hences saves money for consumers, 


Question 18. Who will own and operate the pipeline company ‘ 

Answer. The Milwaukee Gas Light Co., the Madison Gas and Electrie Co., 
and the Michigan Consolidated Gas Co., subject, of course, to the approval of 
Kederal authorities 


Question 19. Why do Wisconsin gas companies urge the introduction of natural 


gas? 
Answer. For two reasons, (1) to benefit their consumers, (2) to help them- 
selves, 
1. For the consumer, natural gas means an abundant, high-grade, dependable 
gas supply at low rates. This means better living—better business. 


2. For the gas companies, natural gas means better business, too—to the extent 


permissible under regulation. Earnings beyond that point mean lower rates for 
consumers. 
Question 20. Is the supply of manufactured gas adequate? 

Answer. It is not. The gas company has been compelled to refuse gas house 
heating to thousands. Throughout the war, many industries have been denied 
gas. Some industries have not been able to begin operations in Wisconsin 
because there was not enough gas. War contracts which would otherwise have 
been placed here have been diverted elsewhere for the same reason. 

Source : 2—U-1807. Application of Milwaukee Gas Light Co. for Authority to Establis} 
a Rule Limiting Acceptance of New Business, 26 DP. S. C. of W., R. p. 459 
Question 21. Does natural gas blacken or discolor pots and pans? 

Answer. Emphatically no! An appliance properly adjusted for natural gas 
will not blacken pots and pans. All gas appliances will be properly adjusted 
for natural gas by a capable gas company serviceman. 

Question 22. 1s natural gas clean? 

Answer. Yes. Like sparkling spring water it is filtered as it comes up out 
of the ground. It burns with a clean, blue, cheerful flame. It does not clog 
burners. No smeli, no soot, no smudge. 


oe 


Question 23. How do natural and manufactured gas compare as to heat value? 
Answer. Natural gas contains twice as much heat as manufactured gas, vet it 
does not Cost twice as much. 
(Juestion 24. Is natural gas poisonous to either human beings or vegetation ? 
Answer. No. There is no record of any person ever having been asphyxiated 
by natural gas. Furthermore, natural gas will not kill plants, shrubs, trees 
or lawns, 
Source: Gustafson, Felix G., professor, University of Michigan, Science Supplement 
October 20, 1944, vol. 100, No, 2599, p. 10 


) 


Question 25. Can you use your present appliances with natural gas? 

Answer. Yes. Any gas appliance can be adjusted to perform perfectly wit! 
natural gas. The adjustment is fairly simple and will be performed by a compe 
tent gas man in a short time at absolutely no inconvenience to the customer 
Question 26. Who will pay the cost of adjusting the appliances for natural gas 

operations ? 

Answer. The gas company will supply the funds to make the adjustment and 
will be reimbursed out of the saving to be made by the change from manufactured 
to natural gas under regulations prescribed by the Public Service Commission 
of Wisconsin. 

Question 27. Does natural gas have an odor? 

Answer. Natural gas is odorless. To make possible its detection an artificial 

odor is added 
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Question 28. Is there an ample supply of natural gas? 


re 


Answer. Yes. According to the most conservative estimates, the known 
serves are capable of meeting requirements for more than 30 years. The known 
supply is constantly on the increase. 

Discoveries of natural gas more than keep step with requirements 
of present supplies is such that, shameful as it may seem, while Wisconsin has no 


The extent 


natural gas 

1. Natural gas is still being blown into the air at the source. 

2. Natural was is still being used for many wasteful purposes. 

3. It is even proposed to pipe natural gas from this country to Canada and to 
Mexico. 

Source: Adams, Benj. C., Chief, Natural Gas Section ; Dotterweich, Frank H., consultant 
Natural Gas and Natural Gasoline Division, Petroleum Administration for War. Industry 
and Power, November 1944, vol. 47, No. 5, pp. 56, 57 
Question 29. Will the natural gas pipeline be able to furnish industry sufficient 

gas for heat-treating and processing at all times, even in the coldest weather? 

Answer. Yes. The pipeline is designed to meet the requirements of Wisconsin 
for many years to come, under all weather conditions. Older pipelines are 
proving too small in some instances because the demands for natural gas have 
exceeded all expectations, especially during the war period. Engineers now 
fully appreciate the great public demand for natural gas and design pipelines to 
satisfy that demand. Natural gas from the southwestern fields flows through 
the pipeline underground, unaffected by the weather. 


Question 30. Is gas househeating a luxury? 

Answer. Not with natural gas. The present estimated cost of heating with 
natural gas in Milwaukee will be about 28 percent lower than with manufactured 
gas. With this reduction, the cost of heating with gas will compare favorably 
to the cost of heating with coal, coke, or oil. With natural gas: 

1. No money need be invested in fuel; you pay for gas after you use it. 

2. Draperies, furniture, and walls stay cleaner, need cleaning or painting less 
often; last longer. 

3. No fuel to order or handle. Natural gas burns clean, no ashes and clinkers 
to get rid of. No furnace tending. Natural gas heating is completely automatic. 

4. No fuel storage. 

5. Gas comes into your home unseen; no one tramples the lawn and shrubs, 
nobody soils halls and basement. 

6. Temperatures are uniform, spring and fall as well as winter ; better health ; 
fewer doctor bills. 

Question 31. Does gas househeating maintain even temperatures in the home? 

Answer. Yes. Simply set the thermostat at the desired temperature and then 
forget it. Gas heating automatically maintains an even temperature. 


Question 32. What will happen to the gas companies which now distribute manu- 
factured gas? 

Answer. They will stay in business. They will use their distribution systems 
to supply natural gas to their consumers. They will keep ready their production 
facilities to assure a continuous gas supply. Trained employees will be on duty 
at all times to insure continuous service. 

Question 33. Has natural gas destroyed the solid-fuel industries in other cities? 

Answer. It has not. A solid-fuel industry still thrives in Minneapolis, Detroit, 
Chicago, Cleveland, and all other cities in which natural gas is consumed. 

In Detroit, for example, the last large city in which natural gas was introduced, 
there were 398 solid-fuel retailers and 89 wholesalers selling 7 million tons in 
1935, before natural gas, whereas in 1939, 4 years after natural gas was intro- 
duced and before war activity was noticeable, there were 422 solid-fuel retailers 
and 91 wholesalers selling 8,600,000 tons. At the present time, of course, a great 
deal more tonnage is sold. 

Similarly, in St. Louis, in 1931 before the introduction of natural gas, about 
6,400,000 tons were sold. In 1939 over 7 million tons were sold. 

Sourees: (1) Official publication of Smoke Prevention Association of America, Inc., 
1930 and 1940. (2) Detroit directories. (3) St. Louis Chamber of Commerce, research 
division, 

Question 34. Are natural gas pipelines regulated as to service and rates? 

Answer. Yes; by the Federal Power Commission, under the Natural Gas Act. 
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Question 35. Can the Cleveland disaster happen in Wisconsin? 

Answer. Absolutely impossible. The gas needed to supply winter peaks will 
be stored far below the surface of the ground in natural reservoirs in Michigan 

There will be no storage of natural gas as a liquid, as was done in Cleveland. 

The underground storage in the Michigan fields is the one feature of the pro 
posed pipeline which positively guarantees against such a catastrophe, 
Question 36. If natural gas is introduced, will the Milwaukee coke plant be shut 

down? 

Answer. No. The coke plant will run as usual. Operation of the coke plant 
is an inseparable part of the plans to be submitted to the Securities and Exchange 
Commission, the Federal Power Commission, and the Wisconsin Public Service 
Commission for building the pipeline to Wisconsin. 

Question 37. When natural gas is brought into Wisconsin, will it still be possible 
to buy coke? 

Answer. Certainly. The Milwaukee Solvay coke plant will continue to operate 
as usual. Coke will, of course, be available. 


Question 38. Has the Milwaukee area benefited from the widespread distribution 
of natural gas in other States? 

Answer. Milwaukee industries have long participated in the growth of the 
natural gas industry. A. O. Smith Corp., the Nordberg Manufacturing Co., the 
Allis-Chalmers Manufacturing Co., the L. J. Mueller Furnace Co., the Milwaukee 
Gas Specialty Co., the A. J. Lindemann & Hoverson Co., and Trackson Co. have all 
profited from the forward march of natural gas. 


Question 39. What laws are now on the statute books of Wisconsin which are 
intended to keep natural gas out of the State? 

Answer. There are two laws: 

One law imposes a tax of 7 cents a thousand cubic feet or fraction 
thereof, on people who use natural gas. This measure is a vicious subterfuge. 
It masquerades as a revenue bill but its real aim is to prohibit the use of natural 
gas. It is discriminating because no other fuel is so taxed. It is unjust because 
it robs Wisconsin residents of the savings and benefits to which they are rightly 
entitled. It makes every housewife pay tribute to railroads and out-of-State 
coal operators. 

The second law compels every community served by a gas company to approve 
of natural gas before it can be introduced. It is undemocratic because one small 
community, by merely refusing to act, can deprive many other communities 
of natural gas. It is impractical and wasteful. Small communities do not have 
technicians to pass on the merits of natural gas. 


Question 40. Has the State of Wisconsin a special organization with a technical 
staff capable of passing on the merits of natural gas? 

Answer. Yes, the Public Service Commission. The commission has a staff. 
normally, of over 200 persons, including trained engineers and accountants who 
understand and can analyze the technical problems of natural gas production, 
transmission, distribution, sale, and use. These experts are trained for the regu 
lation of natural gas in the public interest, just as they now function in the 
regulation of manufactured gas, electricity, telephone, and transportation 
services, 


Question 41. Do other States have antinatural gas legislation similar to that of 
Wisconsin? 
Answer. No. Wisconsin is the only State which has chosen to outlaw natural 
gas. Thirty-four States have natural gas and even the States which do not have 
it have not legislated against it. Only Wisconsin has done so, 


Question 42. How about the coal-mining States? Have they legislated against 
natural gas? 

Answer. No, they have not. All the big coal-mining States, West Virginia, 
Tennessee, Pennsylvania, Kentucky, Ohio, and Illinois, consume natural gas 
None has adopted unfavorable legislation, even though natural gas from the gulf 
coast of Texas is imported into West Virginia and Tennessee, and natural gas 
from the Texas Panhandle and Kansas is imported into the great coal-mining 
States of Ilinois, Pennsylvania, and Ohio. 
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Question 43. How can Wisconsin's stifling, unfair antinatural gas legislation be 
repealed ? 

Answer. You, the citizens and gas consumers of Wisconsin, can do it. Inform 
your legislator, your assemblyman, your senator, and your alderman by writing, 
or in person, that Wisconsin needs and wants natural gas. 

Senator Danrev. And any later figures that you find now available ¢ 

Mr. O’Leary. I certainly will do so. I hope, Senator, that you do 
appreciate that from Mr. Durfee’s statement, who preceded me, one 
of our principal objections was, number one, the increase which took 
place before any gas was delivered, and number two, the insertion of 
what we thought was a much more undesirable escalator clause in the 
final contract than was in the first contract. 

In other words, I think pretty much the burden of Mr. Durfee’s 
statement was on that particular point, not on the increases which 
have taken place since 1950, 

Senator Monroney. In other words, you object to the increase of 
5 to 8.5 cents a thousand, although no gas was ever delivered under 
that contract. 

Mr. O’Leary. We certainly did, Senator. 

Senator Monroney. And nobody bought appliances or fixed their 
house in anticipation that the rate was not going to be raised? In 
other words, the rate they started receiving service for at 8.5 cents, or 
based on a 8.5-cent rate at the well. 

Mr. O’Leary. That is the initial rate the pipeline actually paid. 

Senator Monroney. From the consumer’s standpoint, he might have 
paid a larger rate initially than he hoped for, but after he has been 
connected with gas, his rate has increased only from 8.5 cents to what- 
ever point it is now ? 

Mr. O’Leary. Approximately 11 cents, which we think is still 
rather substantial increase. 

Senator Pastore. Don’t vou make the further contention Mr. 
O’Leary, that inasmuch as the Phillips Co. supplies 95 percent of all 
of the natural gas that you use in Wisconsin, had they then been under 
the supervision of the Federal Power Commission, maybe that second 
contract might not have happened as extreme as it was. 

Mr. O’Leary. Certainly under regulation at least if it did happen, 
we would certainly think there would have to be proof and showing 
on the part of the producer that these increased rates were required. 

Senator Pastore. In other words, the contention that you made 
that the position that Phillips was in with relation to the people they 
were dealing with in Wisconsin wasn’t in that sphere of free enterprise 
as you and I have known it? 

Mr. O'Leary. That is correct. As Mr. Durfee, I think, adequately 
pointed out, Phillips had a complete monopoly on this particular pipe- 
line, and we have no information, Phillips has never furnished any 
information to indicate that any of the increases which it was able 
to extract from the pipeline were justified. 

As a matter of fact, the data in the same record to which Mr. Durfee 
referred is rather persuasive that the opposite was true, that Phillips 
was doing pretty well even under its original rate, and that it would 
be doing exceedingly well with the rate increase it got before it 
started delivering gas. 

Senator Danrev. One other thing. These subsequent increases that 
you are complaining about could not have gone into effect without 
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the Federal Power Commission approving the increase in rates charged 
by the Interstate Pipeline Co. ? 

Mr. O'Leary. That is not altogether correct. That part of the 
increase which was due to operation of the escalation clause could not 
go into effect without the pipeline first obtaining an increase. 

Now, part of this increase, and particularly most of this last increase, 
is due to the 5 year step-up clause in the contract, and if there were 
no regulation, of course, the Federal Power Commission would have 
nothing to say about it, and that increase was in no way contingent 
upon any action of the Federal Power Commission. 

Senator Dantet. But your first one was. 

Mr. O'Leary. The escalation part of it was; yes, sir. 

Senator Pasrore. Now, may | interrupt at this point. 

For the benefit of the other witnesses who have been invited to come 
here today, I notice that most of you are mayors and very busy people. 
| don’t see how we are going to reach you much be fore 2 o'clock this 
afternoon, so if any witness has any business to transact in Wash 
ington, he is at liberty to transact that business, because I don’t think 
uny one of you will be called much before 2 o'clock. 

Mr. O'Leary. I would like to proceed with our principal statement, 
starting at page 7 of the prepared statement. 


Il, THERE IS NO EFFECTIVE COMPETITION AMONG PRODUCERS 


The principal claim of the producers is that the consumers of 
natural gas are afforded ample protection from excessive prices and 
exploitation by “vigorous competition” among the several thousand 
producers of natural gas. Let us examine critically the foundation 
upon which this claimed effective competitive structure rests. 


A. A SELLER’S MARKET NOW EXISTS 


At the present time the relationship of supply to dem: ind is such that 
sellers are in control of the market price. The records of the Federal 
Power Commission make it clear that pipelines are competing with 
each other for gas, and that there is little if any competition among 
producers. On March 23, 1955, General Thompson, of the Texas 
Railroad Commission, told the House Committee on Interstate and 
Foreign Commerce that the real competition is “between the various 
purchasers trying to get gas from the various sellers.” Recently, 
D. A. Huley, president of the Lone Star Gas Co., an interstate 
pipeline, warned his 700,000 Texas and Oklahoma customers that they 
were faced with a prospective $10,000,Q00 annual increase in rates 
because of the necessity for meeting the higher prices offered by 
Natural Gas Pipeline Co. of America for gas in Jack and Wise 
counties, Tex. If effective competition existed, pipeline companies 
could never be compelled to agree to oppressive favored nation and 
spiral-type escalation clauses in supply contracts. Such oppressive 
spiral-type escalation clauses have recently been declared contrary to 
the public interest as a matter of law by the Federal Power Com- 
mission.? New pipelines and existing lines seeking large new incre- 


2 Opinion No. 275, FPC Dockets G1678, G1996, issued July 30, 1954 
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ments of natural-gas supply have had to pay prices greatly in excess 
of those prev: ailing only a few years ago in order to obtain adequate 
supplies. The market for natural gas in the producing areas is as 
much a seller’s market today as it was a buyer’s market 10 years ago. 


B. REASONS FOR LACK OF COMPETITION 


(1) Geographical considerations: Most major producing areas are 
widely separated. The distances between existing pipeline supply 
points and prospective new sources of supply are usually great. Be- 
cause of these distance factors, the radius of effective competition for 
the supply of any particular pipeline is severely restricted. A $100,- 
000,000 interstate pipeline cannot be moved around like a garden hose. 

(2) Volume considerations: Most of the major flush producing 
areas are already committed by contracts. For new pipelines or for 
large volumes of new gas for existing lines, the number of areas which 
can provide sufficient | quantities of gas are scattered and limited in 
number. There are but few areas which could readily make available 
a minimum daily volume of 300,000,000 cubic feet required for a new 
long-distance interstate pipeline. A pipeline desiring such an amount 
usually must accumulate it from several areas and several producers. 
The necessity for accumulating its total requirements from separated 
sources weakens the bargaining position of the pipeline because these 
separated producers do not have to compete with each other. 

(3) Time considerations: Even though competition may have 
existed at the time a pipeline was first developed, after its initial com- 
mitment, the element of competition is no longer effective. Usually 
the pipeline is bound to a particular area by long-term contractual 
commitments and large capital investments which preclude it from 
shopping around or going elsewhere if it is dissatisfied with the price 
of gas. Insofar as committed supplies are concerned, the eleme nt of 
competition ceases to be a factor in determining reasonable field prices. 
Obviously, the purchaser cannot pick up his pipeline and seek a more 
favorable market. Likewise it is not free to terminate service. The 
time for free competitive bargaining has passed. Unless the price is 
regulated the only choice is to pay whatever the suppliers are able 
to exact under bargaining conditions which weigh heavily in favor 
of the suppliers. 

(4) State conservation regulations: State protection of correlative 
rights and requirements for ratable takings limits the urgency of the 
supplier to produce and sell his gas, thereby removing an important 
competitive consideration. The Wisconsin commission has no quarrel] 
with legitimate restrictions in the interest of true conservation, but we 
cannot ignore their deterrent effect upon competition. 

(5) Minimum wellhead prices: The practical effect of State deter 
mined minimum wellhead prices is to effectively eliminate all competi- 
tion in the area covered. It has been the usual practice of the States 
involved to increase the minimums periodically so that the impetus 
is to arrive at a single price which will be the highest price in the area 
Such minimums to all intents and purposes eliminate bargaining since 
any prices below the established minimum would be illegal. A Deeem- 
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her 1953 minimum price order of the Kansas Corporation Commission 
pointed out: 

The field (Hugoton) has not developed to the extent that there is not enough 
undedicated acreage to warrant any new pipelines and no reason to expect any 
advance in price by reason of competition. 

The order speaks for itself. 

(6) Favored-nation clauses: The wide application of these clauses 
in supply contracts effectively restricts or eliminates « ompetition, 
These clauses have the objective of establishing a single price level for 
vas in a specific producing area, that level being the highest price paid 
in the area. Obviously price bargaining is ineffective under such 
conditions. 

(7) Lack of effective bargaining incentives on the part of the pipe- 
lines: For the most part the pipeline companies have had relatively 
little financial stake in the outcome of bargaining with the produce rs 
so long as the increased prices could be passed on to the distributors 
Certainly the incentives of the two parties to the bargain are not equi al, 
In fact, since April 1954, some pipelines with production of their own 
had a greater interest in high supplier costs than low ones because 
of the fair field-price formula adopted by the Federal Power Com- 
mission in the Panhandle Eastern Pipeline case. The only party with 
a bargaining interest equal to the producer is the consumer and neither 
he nor the distributor is a party to the bargaining. Lack of bargain- 
ing incentives for the pipelines i impairs competition. 

(8) A few large ol] companies hold a monopoly of gas reserves: 
— mere fact that there may be 4,000 to 5,000 producers of natural 

gas in and of itself does not assure “vigorous competition.” One 
measure of the competitive potential provided by this large number 
of producers is the extent of natural-gas reserves controlled by the 
respective producers. It appears from examination of published data 
that over one-half of all of the natural-gas reserves not controlled by 
natural-gas companies are controlled by six major oil companies. 
Conversely, it likewise appears that the total of the reserves controlled 
hy about 98 percent of the producers is very small. 

Even as far back as 1947, the late R. H. Hargrove, then vice presi- 
dent of United Gas Pipeline Co., told the Federal Power Commission 
in docket G580 that: 

The sellers are a strong group. There are a great many independents, small 
companies, which could not be regarded as strong. But the seller’s market is 
now pretty well predominated by the larger oil companies. 

That statement was made at a time when natural gas was almost a 
drug on the market. It is far more true today. 

We submit that the best proof of the lack of competition among 
suppliers of natural gas is their ability to obtain from purchasers 
unmerited price increases and to exact preemptory conditions includ- 
ing escalator and favored-nation clauses. Such arbitrary bargaining 
practices are directly opposed to the public interest ae undermine 
the protection to the consumers for whose benefit the Natural Gas 
Act was established. 

Producers persist in asserting that there is no more justification for 
Federal regulation of producer prices for natural gas than there is 


* Kansas Corporation Commission Docket 44,079C, December 2, 1953 
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for Federal regulation of the prices for coal and oil. They contend 
that the same competitive forces which operate to assure reasonable 
prices for coal and oil without Federal regulation are equally effective 
in assuring reasonable field prices for natural gas without Federal 
regulation. They persist in ignoring the unique -and distinctive con- 
siderations inherent in the production of natural gas which we have 
just enumerated and which do not apply to bargaining for coal and 
oil. However, these considerations cannot be ignored; they ae rate to 
eliminate effective competition among producers of n: itural gas and 
permit monopolistic manipulation of prices. 

The second major point which I want to discuss has to do with 
the effects of what are frequently referred to as very small increases 
in producer prices, 

The proponents of exemption of producers from regulation rely 
heavily on the argument. that the cost of gas itself is but a small part 
of the cost to the ultimate consumer. It has been contended that even 
if the gas were given away by the supplier, the savings to the consumer 
would be negligible. We propose to demonstrate that even minor 
changes in field prices can and do have profound effects upon the 
consumer’s pocketbook. 

The argument has been advanced frequently that the price paid 
to the producer of natural gas is less than 10 percent of the average 
price paid by residential users for cooking, water heating, and so forth, 
but not spaceheating. This relationship is of no signific ance, since 
both residential and commercial service are relatively noncompetitive 
and together represent less than 25 percent of natural-gas utility sales. 
What is important is the relationship of field prices to spaceheating 
and particularly industrial rates. Both of these services are highly 
competitive with other fuels and represent over 60 percent of natural- 
gas utility sales. 

For these services which are indispensable for the well-being of the 
pipelines and their suppliers of natural gas the cost of gas in the 
field may run from 10 percent to over 50 percent of the ultimate cost 
to the consumer. If the ceiilng price to a consumer, as fixed by the 
cost of alternative fuels, is 28 cents per Mcf. it is a matter of grave 
concern as to whether the price of gas in the field is 10 cents, 15 
cents, or 20 cents per Mcf. Increasing field prices for natural gas 
lessen the distance for which was gas can be transported in competition 
with other fuels. 

Senator Dantet. May I interrupt there? 

Mr. O’Leary. Yes. 

Senator Dante. Is there regulation by the Federal Power Com- 
mission over sales by the pipeline companies to the industrial con- 
sumers, that you have been referring to here ? 

Mr. O'Leary. I understand not, Senator. I am talking about in 
dustrial sales made by distributing companies, here. 

Senator Dantet. But industrial sales direct from the pipeline to 
the plant, or the factory, are not now regulated under the law, or 
subject to regulation ? 

Mr. O'Leary. That is my understanding, sir. However, I might 
point out in 1 or 2 States, I understand there is State regulation 
over such sales. 
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However, even the foregoing illustrations do not demonstrate the 
compounding or snowball effect which relatively small increases in 
field prices may have on the rates to consumers. A distributing utility 
achieves maximum efficiency and hence the lowest rates when it is able 
to utilize its distribution facilities at maximum capacity at all times. 
While spaceheating represents a large volume load it is highly seasonal 
and varies with weather conditions. ‘To offset these seasonal varia 
tions, distributing utilities endeavor to fill in the gaps with inter 
ruptible industrial sales or improve the average utilization with large 
volumes of firm industrial sales. 

Most utilities purchase gas from the pipelines on two-part rate 
which provide the lowest average rate when distribution facilities are 
continuously used at maximum capacity. Usually city-gate rates 
trend sharply upward with a drop in the efficiency of distribution 
utilization, since the pipeline itself is subject to the same type of 
cost economics as the distribution utilities. Thus the economy of 
operation of both the pipeline and its distribution utility custome! 
in many cases is dependent upon the ability to sell large volumes of 
natural gas to industrial customers in a highly competitive market. 

An increase in field prices of only 1 or 2 cents per M ec. f. passed 
along to the distributing utility may well result in the loss ae large 
volumes of industrial load. The loss of industrial load and reduction 
in utilization of distribution facilities brings about an immediate and 
sharp increase in cost of gas at the city gate. This increase in average 
cost of gas can be as great as 50 percent. 

The distributing utility is then faced with the problem of recover 
ing its increased cost from its remaining sales. 

Obviously the increase to remaining customers would have to be 
much greater than the 1 or 2 cents per M ec. f. increase in field prices 
in order to cover not only the increased cost of purchased gas, but also 
to recover from remaining sales the nonvariable distribution costs 
which previously had been distributed over a much larger volume of 
sales. Thus residential and commercial customers would be subject 
to large percentage increases and, if competitive conditions permit, 
the same would be true of space heating customers. 

If the resultant rates prove too high to be salable, the distributing 
utility is faced with the problem of being unable to earn the reason 
ale return on its investment to which it is entitled under the law. 

The full impact of increased field prices in the past few years is by 
no means fully reflected as yet in the city gate rates of the major pipe- 
lines. Most of these pipelines have previous long-term purchase com- 
mitments which have remained relatively untouched insofar as prices 
are concerned. 

The addition of new supplies at higher prices, the operation of esc 
lator and favored nation clauses, State minimum price provisions : ad 
renegotiation of older contracts all portend a continuing and substan 
tial increase in city gate rates. 

Illustrative of the rising trend of natural gas costs in comparison 
with other fuels is the information contained at page 146 of the 1954 
annual report of the Federal Power Commission. The data show that 
at St. Paul, Minn., the cost of coal consumed in steam-electric power- 
plants has decreased from 34.9 cents per million B. t. u. in 1948 to 
31.0 cents in 1953, a reduction of 11 percent. During the same period 
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the cost of natural gas for the same purposes has increased from 13.5 
cents to 26.2 cents, an increase of 97 percent. 

{ny prolonged continuation of these diverse trends in fuel costs 

ill create a serious situation for the distributing utilities in that area: 

Senator Monroney. I know the great record of fuel utilization 
made by the electric producer companies in the utilization of coal. 

I wonder if you have any other figures of comparable industries 
other than the electric industry, because I know of no other case where 
the cost of coal pe r B.t. u. is down. 

I think it is all greatly upward. 

Mr. O'Leary. I think our experience, Senator, in Wisconsin, is that 
generally the cost of fuel delivered on the Great Lakes for powerplant 
purposes is down in the order of 10 to 15 percent in the last 2 or 3 years. 

Senator Monronry. Do you mean per ton, or per million B. t. u. 

Mr. O'Leary. Per ton. 

Senator Dante.. Is this comparative price on the B. t. u. rate. 

Mr. O'Leary. That is my understanding, Senator. The figures are 
from the Federal Power Commission report, and I gave the page cita- 
tion. As I understand it, it is on the B. t. u. basis in both cases, with- 
out any adjustment for efficiency of the utilization. 

Senator DANIEL. Even if that is true, the Aas is still cheaper than 
coal ¢ 

Mr. O'Leary. That is right, although if the trend would keep up 
very long, there would be a reversal very shortly. 

We think we have demonstrated that increases in field prices can 
have a serious effect upon rates to ultimate consumers. The producers 
plea of the insignificance of the prices paid to them is sheer sophistry. 

| would like to depart from the text for just a moment to refer to an 
instance which I think pretty well demonstrates what effect field prices 

‘an have, and this is mostly from newspaper re ports, principally the 
W all Street Journal, with respect to the recent Pacific Northwest 
pipeline project, which is going to take gas from the San Juan Basin 
to Oregon and Washington, and is likewise designed to bring gas in 
from Canada. 

Now, to get that project off the ground, No. 1, Phillips had to reduce 
its price 1 cent per M c. f. in the field in order to get it started. 

There are a couple of other significant features about that project. 

There are few oil distributors which the Wall Street Journal has 
reported in the Seattle area which have offered to make deals with 
their customers to the effect that they will undersell oil, they will sell 
oil at a lower price than natural gas for the next 20 years for space 
heating, with one proviso, provided there is no natural gas discovered 
in Oregon, or Washington. 

I would also like to refer you to a recent statement by the Washing- 
ton Water Power Co., which is a large electric utility in that same 
general area. 

That company reported that it did not consider the advent of 
natural gas as a competitive threat to its electric cooking, water heat- 
ing or space heating loads, but thought that the gas might be helpful in 
developing the area industrially. 

Now, there is a project just getting started, which is apparently 
up against a competitive ceiling. 
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Of course, the things that make for the total cost are not only the 
produce r prices, the pipeline itself, and everythi ne else, but it all 
goes to illustrate that each segment of this industry has an Important 
bearl Ing upon the economic welfare of the whole industry. 

I would like to refer to my next point, which is that regulation of 
field prices is feasible. 

The proponents of S. 1853 and other similar bills argue that the 
production of natural gas is a high risk enterprise and therefore, not 
adaptable to utility type regulation such as is now provided under 
the Natural Gas Act. It appears to us that the risk factor has been 
greatly overemphasized. Historically, most natural gas has been 
found in the search for oil. 

You no doubt have been told that for every 9 holes drilled, only 
1 will be a producer. Averages such as a are delusive. It should 
be borne in mind that most of the natural gas has been developed by 
the large major oil producers. These companies have large and highly 
skilled exploration departments which utilize all of the modern 
techniques which have been devised through scientific research and 
experience. 

The 1953 publication of Gas Facts quotes from World Oil a suecess 
ratio of 13.3 percent in 1953 for wildcat wells. However, like most 
averages, this figure is subject to interpretation. It is interesting to 
compare it with the exploratory results reported by a number of the 
major oil ompanies in their 1954 reports to stockholders. These re 
sults for exploratory wells as reported are as follows: 


Number 

of wells Produce 

drill 
Skelly Oil Co 46 lt S48 
The Pure Oil Co $0) 7 23.3 
Gulf Oil Corp. (United States 107 x” 7.1 
Shell Oil Co 211 Al 24.2 
Standard Oil Company of Indiana 150 42 on) 
Standard Oil Company of California 91 19 20.9 
Socony-Vacuum Oil Co., Ine RH 2 my 4 
Humble Oil & Refining Co 130 47 36,2 
Cities Service Co 79 26 3 0) 
Sinclair Oil Corp 64 17 2. ¢ 
Phillips Petroleum Co 13 13 30), 2 
Continental Oil Co 102 22 21.¢ 

Total 1, 138 314 


You will note there are two companies representing the major oil 
companies of the United States, and I particularly call attention to 
the fact that the lowest success ratio reported there is about 20.9, the 
highest 34.8, but the average for the column is 27.6, as compared with 
the industry average of 13.3. 

Senator DanieL. That proves it is the independents who are really 
taking the risk in exploring the wildcat prospects 

In other words, if the industry average is down to 13.3, and the 
major companies success ratio is 27.6, it certainly bears out what we 
have said that the independents are the ones really taking the risk 
on these wells; isn’t that right ¢ 

Mr. O'Leary. Senator, 1 don’t quite understand your classification 
of “independents,” do you mean small producers ? 
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Senator DanieL. Nonmajor producers, those not listed here by 
Vou as major produ ers. 

Mr. O’Leary. I am only interpreting this from what I suspect 

- know of the industry, that what you say is substantially correct, 
th: at there are 2 number of small or embryo producers who apparently 
depend on a willow wand, or something like that, to tell them where 
the oil or gas is, and that they contribute in large part to the lowering 
of that average, and that the major oil companies, from whom we 
expect to get, and buy most of our gas reserves, have a much higher 
success ratio than the average. 

To go on with that point, it may be noted from the above data—that 
the success ratio for these major oil companies was over twice the 
industry average and that for them about every 7 wells drilled yielded 
2 producers. However, even these figures, startling as they may be 
do not tell the whole story with respect to the risks involved. 

Senator Pastore. If I may interrupt, Mr. O'Leary, a figure was 
stated yesterday that less than 100 companies produce 85 percent of 
all the natural gas. Are you in any position to either affirm or dis- 
pute that statement ? 

Mr. O’Leary. I have not mane any independent check of that, 
Senator. As I understand it, the basic data was obtained from the 
Federal Power Commission, ‘at I have not made any check to deter- 
mine that. 

I have made a check on production by various companies, but I 
am unable to correlate it with those figures, Senator. 

Another measure of risk is the success ratio of development. wells 
after initial discovery. Data for the above list of companies which 
re ported development wells separate ly follows: 





Number 

of well Producers muccess 

drilled rato 

Percent 
The Pure Oil Co 249 223 89.6 
Guif Oil Corp. (United States O63 939 86. 4 
tandard Oil Co, (Indiana 785 720 91.7 
Standard Oil Co. (California AS] AQR 90.9 
Socony-Vacuum Oil ¢ Im 763 682 80.4 
Cities Service Co 34t 324 93.6 
Phillips Petroleum Co 353 336 92.6 
Continental Oil Co 403 371 92.0 
Total 4,453 4, 026 90. 4 


Senator Dante. At that point, Mr. Chairman, I should like the 


record to show that I have requested a letter on this matter and I ask 


that when it is received it be incorporated in the hearings at this point. 
Senator Pastore. Without objection, it is so ordered. 


WASHINGTON, D. C., Way 26, 1955. 
Hon. Price DANIEL, 
United States Senator, 
Senate Office Building, 
Washington, D.C 

DreaR SENATOR DANIEL: You requested that I furnish you documentation con- 
cerning the risk element associated with wildcat drilling and total wells drilled. 
Your request was in response to testimony put in the record May 19 by Mr. H. J. 
O'Leary. That testimony tended to show the high level of accomplishment of 
certain individual companies and was represented as being taken from the 1954 
reports of the various companies to stockholders. 
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The American Association of Petroleum Geologists has a committee, composed 
of 32 of the leading geologists in the country under the chairmanship of D1 
Frederic H. Lahee. That group studies results of exploratory drilling. Each 
year in the June bulletin of that association, the industry average accomplish 
ments for the prior year are given. In volume 38, page 971, of the June 1954 
bulletin are the complete results of that committee’s findings concerning ex 
ploratory wells drilled during 1958. The following material is taken directly 
from that article and similar annual reports. 


1. Total exploratory holes 13, 313 
Oil producers__- 1, OST 
Gas producers D1T 
Condensate producers 182 

2 OSO 


Proportion producers to total exploratory holes (percent) 20.15 

One successful well was drilled for every 3.98 dry holes. 

2. The magnitude of reserves discovered in the current year is often not ae 
curately established until additional drilling is done. For this reason I have 
combined results on new-field wildcats for the years 1947, 1950, and 1953. Out of 
the total, I find the following ratios of accomplishments : 

One chance in 2,158 of hitting reserves of 50 million barrels or more 

One chance in 719 of hitting reserves of 25 to 50 million barrels or more 

One chance in 336 of hitting reserves of 10 to 25 million barrels or more 

One chance in 67 of hitting reserves of 1 to 10 million barrels or more, 

One chance in 16 of hitting reserves of less than 1 million barrels, 

These are the actual past results with all the technological advances achieved 
by the industry. 

3. The record of producers to dry holes among new-field wildcats drilled is 
available for many years. The actual data reported for the time period 1944 
through 1953 were as follows : 


Year Producer Dry holes Yea ” eer Irv h 
1944 342 2, 752 1949 i) M3 
194! 351 2, 685 1950 192 1, (08 
1946 333 2, 800 M51 OS4 5O5 
1947 304 $, ORG 1952 741 157 
1948 OL , 705 1053 ‘a4 6, 141 


If we total the above data we find that in the past 10 years there were 5,219 
producers among the new-field wildceats and 41,872 dry holes, which represents 
the ratio of 1 to 7.98, or the “1 out of 9” frequently used. 

There is no question but that wildcats drilled by major companies, to the extent 
that they are based upon technical advice of the geologists or geophysicists, are 
more successful than those drilled by organizations without this same technical 
advice. Again referring to the data published by Dr. Lahee, on page 976 of the 
June 1954 bulletin of the American Association of Petroleum Geologists, I find 
this statement : 

“According to these figures, GS) new-field wildcats drilled on technical advice 
(geology and/or geophysics) were successful and 5,058 were dry ; 21 wells located 
for nontechnical reasons were producers and 426 were dry ; 64 producers and 667 
dry holes were located for reasons unknown, ‘These figures show that 11.9 per 
cent of the new-field wildeats drilled on technical advice were producers as con 
trasted to 4.7 percent successful in the case of holes located without technical 
advice. Therefore, in 1958, locations for new-field wildeats based on technical 
recommendations were 2.5 times as successful as those drilled without such 
aavice, 


The United States Bureau of Mines reports are the recognized authority on 


total industry accomplishments on total drilling activity. I do not know why 
Mr. H. J. O'Leary thought it desirable to go to the annual reports of a few com 
panies when the Bureau of Mines published monthly such data on total indu try 
In my testimony on page 16 it was pointed out that the successful wells to total 
wells drilled for the 1952-54 period was 60.4 percent of total. The industry has 


never found a more reliable source for such data than that made available by the 
Bureau of Mines. Incidentally this ratio is declining annually which, I feel, is 
probably a reflection of the intensified search for new reserves 








514 AMENDMENTS TO THE NATURAL GAS ACT 


The risk element in the quest for new oil and gas reserves cannot be bused 
upon the annual returns of only 12 companies for a 1-year period. There are 
uquestionably others whose ratios would vary quite widely, and the ratios of the 
same companies might be significantly different in prior vears. 

The data I have quoted above are from the best recognized sources in the indus- 
try. They should stand without refutation or challenge. It also establishes 
Clearly, based on the 10-vear period, that the industry accomplishments were 
approximately 1 out of 9. 

I would again appreciate your making this communication a part of the record 
before the Senate Interstate and Foreign Commerce Committee. 

Sincerely yours, 
JOHN W. BoaTWRIGHT 

In view of the fact that dry holes are necessary properly to delineate 
the limits of production, the success ratio for deve lopme nt wells drilled 
by these companies is remarkable. The data with respect to explor- 
atory and development wells drilled by the major oi] companies are 
persuasive that the risk factor has been greatly overemphasized. It 
is these companies who own the mi: jor gas reserves in the United States 
and who can be expected to find and develop gas reserves for the 
future. For these companies, discovery and deve ‘lopment is no hit- 
or-miss affair, but rather partakes more of a large well-organized 
enterprise utilizing all of the skills and science at their command to 
an extent that results can almost be predicted on an actuarial basis. 

I would like to digress there for a moment. 

I tried to get some data from Dun & Bradstreet to check out on 
this risk factor, and they were finally able to furnish me some infor- 
mation to the effect that over a period of 10 years there have been 2 
failures among natural-gas producers. 

Along with that data, they supplied the information with respect to 
failures in other major industry classifications, and I thought it was 
rather interesting that the only industry that came anywhere close 
to having that low a failure rate, was undertakers. 

The proponents of this legislation contend that under regulation 
the incentives necessary for continued exploration and development 
of additional gas reserves will be removed, thereby ultimately creating 
a Shortage of ‘supply. They assume that under regulation all incen- 
tives for expansion are destroyed. Nothing could be further from 
the truth. The phenomenal growth of the electric and telephone 
industries and natural-gas pipelines gives eloquent testimony to the 
fact that incentives can be preserved under regulation. 

Those who contend that regulation will remove all incentives to 
search for additional gas supplies apparently assume that under 
regulation they will be treated unfairly or will be unable to recover 
costs. This is an assumption based on fear, not facts. The drive 
to remove field prices from regulation is pike made even before the 
Federal Power Commission has exercised the authority which was 
confirmed in the Phillips case. 

We submit that wisdom and prudence require that regulation be 
given a fair trial and not be condemned out of hand in advance. There 
is nothing in the history of regulation of natural gas companies by the 
Federal Power Commission which would support the gloomy fore- 
bodings of the producers or which would justify the removal of field 
prices from the sphere of regulation. 

The increases in field prices for natural gas which have occurred in 
recent years already provide an adequate incentive for the continued 
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exploration for natural gas. According to statistics published by thi 
United States Bureau of Mines, the average price of natural gas at 
the wellhead increased from 4.9 cents per thousand cubic feet in 1945 
to 8.5 cents in 1953, an increase of 73 percent. However, these figures 
do not by any means tell the whole story. 

Current field prices for natural gas in the principal Southwest pro 
ducing areas are 3 and 4 times higher than the prices prevailing oq 
years ago as shown in a number of recent proceedings before the Fed 
eral Power Commission. ‘These increases in prices have been fia 
greater than the increase in the general price level and also far greate) 
than the increases in Iabor and material costs. 

Apparently, the field prices obtained in years past did not deter 
exploration for natural gas, so that there appears to be no justification 
whatsoever for assuming that the much higher present price level will 
provide a brake on natural-gas exploration and development activities. 

So long as prices for ni itural gas in consuming markets are main 
tained at competitive levels, the interstate pipelines will provide a 
ri ipidly expanding market for new discoveries of natural gas. 

Today these interstate lines take over 50 percent of the marketed 
production of natural gas. The worst thing that could happen to the 
present and potential ‘suppliers of natural gas in the field would be 
impairment of the interstate markets. If a substantial quantity of 
natural gas is priced out of the interstate consuming markets the back 
up of suc ch gas would not only have a disastrous effect on the field price 
structure, but would seriously reduce the incentives for discovery and 
development of additional gas reserves. 

The magnitude of the interstate markets is such as to weigh heavily 
on the entire natural gas price structure. A continuation of the recent 
rising trend of field prices will surely result in reduced demands for 
natural gas in the interstate markets. 

Federal regulation of field prices will not keep gas from interstate 
markets. 

This is a point which I would like to develop because there have 
been quite a few assertions made, and I heard some yesterday, that 
if there is Federal regulation, we are going to keep our gas at home. 

Producers frequently assert that if Federal regulation is imposed, 
they will not offer gas for sale in interstate commerce, but will sell 
the gas intrastate to : local markets. 

Distant markets always have had to compete with local markets in 
producing States and that situation will continue in the future. Such 
local markets have the natural advantage of low transportation costs, 
consequently they are able to pay the producer a higher price for an 
equivalent use than a more distant market. It can hardly be antici 
pated that local users will arbitrarily increase their offering prices 
and their cost of doing business just to satisfy an urge to keep the 
at, home. 

There are relatively few industries in which fuel costs outweight 
other considerations in location of plant sites. An analysis of the 1952 
Annual Survey of Manufacturers, published by the Department of 
Commerce, disclosed that, for only a relatively few classifications of 
industry, do fuel costs amount to as much as 1 percent of the value of 
the shipments. The average for 20 major classifications is only 1.35 
percent. 


gas 


638057 nD 34 
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Q)b\ lously, f factors other than fuel costs would be coutrolling in the 
location of plant sites by most industries, 


es some of these industries for whom fuel costs are im 
portant might be e rected to be somewhat hesitant about moving to 

tes where the price of gas has been trending rp iv upward in recent 
veurs, ns | ally in view of the op posite trend 1 1 prices of coal. 

Spokesm . for the petrochemical Industry ne h can utilize natural 


wus us a raw iad have pointed out that even with ar ipidly ex 
panding industry the demand for natural gas for many years In the 
future would be less than 2 percent of annual production. 

While major producers may be finane lally able to hold gas off of 
interstate markets for some time, we suggest that Saale a program may 
work great hardship upon the smaller producers. Many of these pro 
ducers can ill-atford to incur the additional expense and loss of reveinue 
attendant upon withholding gas from interstate markets until a local 
market develops. We also would expect that royalty owners and in 
some cases stockholders would evidence some interest in a practice 
which was depriving them of revenues while the producer awaited 
development of a local market or passage of legislation such as is pro 
posed here. 

Gaas has moved to distant interstate markets only because the pro 
ducers either could not find any local markets to absorb their gas, or 
because the distant markets outbid the local markets. These economic 
facts of life are not going to be changed by interpretations or amend 
men its of the Natural Gas Act. 

Classification of producers under present Federal regulation : 

We have been told of the impossibility and impracticability of regu 
lating + to 5 thousand independent producers. 

We have already indicated that most of the reserves and production 
are concentrated in the hands of a relatively few large companies. 

Figures which have received general acceptance show that 7 pro 
ducers sel] 33 percent of the gas to interstate pipelines and 100 pro- 
ducers sell 85 percent of the gas. It is obvious that in this as well 
aus most of the ahh arguments advanced by the proponents of S. 185: 
mid similar bills, a few large oil companies are trying to hide behind 
t large number of small produce ers. 

To meet the practical requirement of regulation, the Federal Power 
Commission in its administration of the present Natural Gas Act ean 
prescribe producer classifications in a reasonable manner so as to pro 

ide a more liberal standard of regulation for small producers than 
for the large ones. 

This re presents a practice Which has long been sanctioned by regu- 
latory commissions and the courts. 

It | could have the permission of the committee, I should like to 
file a statement which the Public Service Commission submitted to 
the Federal Power Commission in Docket R—-142. in which we sub 
mitted comments with respect to the method of regulation of pro 
qaucers 

Senator Pasrorr. Do you mean at this point of your remarks ? 

Mr. O'Leary. Yes,sir. 

Senator Pasrore. Without objection, it isso ordered. 

The Document, FPC Docket No. R-142, reads as follows :) 
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l ITED STATES OF A RICA 


FEDERAL POWER COM MIssSI¢ 


MCKET NO i-l1l4 
( eration of principles and methods to be applied in the tixit if rates f 
harged by independent producers for natural gas td in ‘ tite Oommel 
esale 
COMMENTS OF DPuRBLIC SERVICE COMMISSION KE Wise NSIN 


by the Publie Service Comm slor 


f Wisconsin in response to the notice and request issued by the Federal Powe1 


These comments are respectfully submitted 





Commission in the above docket The Wisconsin Commission is not intima 
icquainted with all details concerning the practices and procedures involved 
n the production of natural gas. For that reason our suggestions and re¢ 
minendations will be limited to a statement of general policies and principle 


rHE BASIC STATUTES AND PRINCIPLES OF LAW \PPLICARBI 


j 


basi statutory standards which must be followed bv the Federal Power Com 
nission in prescribing rates for a natural-gas company appear in sections 4 (a) 
and (b) and 5 (a) of the Natural Gas Act. 

Section 4 (a) reads as follows: 

“All rates and charges made, demanded, or received by any natural-gas com 
pany for or in connection with the transportation or sale of natural gas sub 
ject to the jurisdiction of the Commission, and all rules and regulations affect 
ing or pertaining to such rates or charges, shall be just and reasonable, and 
any such rate or charge that is not just and reasonable is hereby declared to be 
unlawful.” 

The statutes above cited provide no specific formula by which the power com 
mission is to determine a just-and-reasonable rate. It is, therefore, established 
law that the Commission is not bound to use any single method or combination 
of methods in fixing rates. It is entitled to make what the Supreme Court 
has deseribed as “pragmatic adjustments.” On review an order fixing rates 
will be sustained if the end result reached is not unjust or unreasonable (ed 
eral Power Comm. v. Hope Natural Gas Co., 320 U.S. 591, 601-38; Federal Pore 
Comm. v. Natural Gas Pipeline Co., 315 U.S. 575, 586; Colorado Interstate Gas 
Oo. v. Federal Power Comm., 324 U.S. 581, 589) 

There is not, however, an entire absence of guideposts for the Commission 
to follow. The House and Senate committee reports on the bill which became 
he Natural Gas Act (H. Rept. 709 and S. Rept. No. 1162, 75th Cong., Is sess 
state inter alia: 

~ The bill provides for regulation along recognized and more or less 
standardized ‘ines. There is nothing novel in its provisions 

The fixing of just and reasonable rates under the act involves a balancing of 
the investor and consumer interest (Federal Power Comm. vy. Hope Natura 
Gas Co., 320 U. S. 591, 603). 

Several decisions emphasize that protectiop of consumers by effective regu 
ation was the primary aim of the Natural Gas Act (Phillips Petroleum Co 
Wisconsin, 347 U. S. 672, G85: Panhandle KRastern P. LL. Co Publie Ne ee 
Comm. of Indiana, 332 U. 8S. 507, 520; Federal Power Comm. v. Hope Natura 
Gas Co., 320 U. S. 591, 610). 

The Federal Power Commission is not required by law to accept or be bound 
by price or other provisions of contracts entered into prior to the time such 


transactions became subject to regulation (Union Dry Goods Co. v. Georgia Pub 
Service Comm., 248 U. S. 372 (1919); Producers Transportation Co. v. Railroad 
Comm.,, 251 U. S. 228 (1920); Midland Realty Co. v. Kansas City P. & Le. Ce 


200 U. S. 109 (1937)). We assert that as a matter of law the Federal Pow 





(‘ommission is free to inquire into the reasonableness of the price or other ] 
sions of any contracts entered into by a natural-gas company for the sale of 
natural gas for delivery and sale for resale in interstate commerce, Our 


estions and recommendations are based upon the foregoing legal premi 
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Phe Public Ser Cor ion of Wiscons suggests that in proceeding 
for gas sold in interstate commerce for resale by gas suppliers the I 

I er (% mission approach the matter in light of the following 

np e consideration ji t to companies achich s ipply the mato po 

} f ali gas Old to wite faite pipe lines 

The great percentage of natural gas sold in interstate commerce for trunspor 

’ ad resiale nterstate pipeline Companies is by a relatively few cor 

panies The late hour ve have available are those which appear in the 
record in the Phillips case ind they show that in 1947 or thereabouts the 35 
largest of the so-called independent producers supplied about 72 percent of the 


natural gas to interstate pipelines reporting to the Federal Power Commission as 
natural-gas companies (see printed record in Phillips case, vol. 11, p. 739) 
We submit that the Federal Power Commission should first address its regu 





atory efforts to these major producers who in the aggregate supply most of the 


natural gas reaching interstate consumer markets. Reasonable and prompt regu 
ation of such producers is required because of the impact of their sales upon the 
consuming public. These major companies are also presumably well-run and 


vell-managed and should have their engineering and accounting records in sucl 
shape that the Commission would be able to proceed on an efficient basis. The 


larger producers also have considerable amounts of capital devoted to the 
production of natural gas Kor example, Phillips reported a net investment 
of $43,828,768 as of December 31, 1950, devoted to natural-gas facilities (exhibit 7, 


docket G—1148) 

So far as smaller gas suppliers are concerned, we believe that in view of the 
language of the Natural Gas Act all who are within the category of a natural-gas 
company are required to make tariff filings with the Federal Power Commission 
We also think it reasonable for the Commission to classify producers for certain 
purposes dependent upon volume of gas sold. A specific suggestion along this 
line is made at pages 6-7, post 

We direct attention to sections 8 (a) and 16 of the Natural Gas Act Said 
sections provide, in part: 

“Sec. S (a). * * * The Commission may prescribe a system of accounts to be 
kept by such natural-gas companies, and may Classify such natural-gas com 
panies and prescribe a system of accounts for each class. * * *” 

“Sree. 16. The Commission shall have power to perform any and all acts, and 
to prescribe, issue, make, amend, and rescind such orders, rules, and regulations 
as it may find necessary or appropriate to carry out the provisions of this 
act. * * * For the purposes of its rules and regulations, the Commission may 
classify persons and matters within its jurisdiction and prescribe different 
requirements for different classes of persons or matters. eg 
(b) The Commission should proceed on the case-by-case method 

We urge that the Commission adopt the case-by-case method insofar as that 
method will enable the Commission to discharge its duties and responsibilities 
with reasonable dispatch. We appreciate that the magnitude of the task 
initially facing the Commission may be such as to require the adoption of certain 
temporary stopgap procedures. However, we sincerely believe that the case-by 
case approach will achieve maximum results. There is probably no principle 
of public-utility regulation better settled than the proposition that because of 
different costs and innumerable other factors a rate that may be just and reason 
able for one company is not necessarily a just and reasonable rate for anothe! 
We submit that reasonable results cannot be obtained by bracketing the innumer 
able factors which form the consideration for contracts of purchase and sale of 
natural gas within a relatively few fixed rules of procedure. The adoption of 
fixed rules applicable alike to all conditions would be productive of unreasona!le 
and arbitrary results detrimental to both producing and consumer interests. 


(cc) Cost must be the hasie standard for the determination of a just-and-reason 
able rate 

We sincerely believe that the application of the cost-of-service principle wil 
provide a fair and completely satisfactory standard for the determination of 
prices to be paid to producers for most natural gas sold to interstate pipelines 
If incurred, these expenses may include delay rentals, dry-hole expenditures, 
exploratory and drilling expense, bonus payments, maintenance, depreciation and 
depletion charges, taxes, and general and adininistrative expenses. The rate 
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I he absence of a cost at the wellhead ogical appre h would be to incor 
1) te a value concept at that point Ss 
Measures of the value of casinghead gas are provided by the alternative tse 
of the gas which are available It has value for lease use which may be me 
red by the cost of alternative fuels Its value for that purpose at the welll 
vy be determined by deducting from the value for lease use the ce of moving 
he gas from the point of separation to the point of Use | der Certain c¢ircun 
tances the gus may have value for repressuring or pressure maintenance ly 
this instance its value would necessarily depend upon its usefulne im the 
v of additional oil which we readily admit might be difficult to ascertail 
Here again the value at the wellhead would be determined by deductir fi 
its V ue at the point of use the cost of moving the gas to that pont Finally 
the gas has value for pipeline use Its value for that purpose ule irae 
be determined by the alternative cost of available nonassociated gas supplies 
Valne at the wellhead again would be determined by deducting from its value 
the point of entry into a pipeline the costs of ga hering proce sin mia 
compression incurred in bringing the gas to the point of delivery to the pipeline 
n salable form. 
Cty sly, the price of cusinghead gas at the wellhead cannot be ess tl ! 
\ le at that point for field use, or if reservoir conditions permit, its value 
for repressuring or pressure maintenance On the othe hand, there are me 
herent infirmities in the supply of casinghead gas which s] | be given 
consideration. In most States the productic n of oil Ss subject to control by 
State conservation agencies The availability of casinghead gas is, therefore 
contingent upon State control of oil production. Obviously, firm daily or monthly 
commitments of gas from oil reservoirs Cannot be made in the face of -State 
reg tion of oil production. Still another problem arises from the possible use 
of the gas for repressuring or pressure maintenance, as a conse! Llo mewsure 
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n subject to State control As we understand it, there may be a consid 
erable lapse of time from initial production until it is definitely known whethe 
the associated gus could or should be used for repressuring or pressure main 
te! ct Further ve understand that the volume of associated gas produced 

ary considerably over the period of oil production All of these factors 
fecting availability place serious limitations upon the dedication of such 
esery to interstate pipelines. These factors likewise impose limitations on 
he payout period for facilities installed to collect and process the gas for 
rite state pipeline delivery 
The foregoin imitatio on the availability of casinghead gas point up the 
nece ty of maint ng almost a 100 percent andby supply of nonassociate 
gas reserves ce erability capacity The maintenance of such standby reserves 
introduces a price problem since obviously an interstate pipeline could not be 
expected to pay more for casinghead gas than the cost to it of gas from non 
associated gas reserve Casinghead gas can be conserved and the life of 
! associated gas reserves extended if the price relationship between the twe 


sources of supply is such as to encourage maximum utilization of casinghead 
gas. This is a matter of common practice in Texas and is distinctly an aid to 
conservation Testimony of Jack K. Baumel, chief engineer of the Texas 
Railroad Commission—printed record in Phillips case (vol. IT, p. 576) As we 
view the problem, the ceiling price for casinghead gas is the alternative cost of 


nonassociated gas. The minimum price is the value of such gas for field e Oy 


repressuring or pressure maintenance 
(f) Natural gas produced from condensate fields 


The sale of gas in interstate commerce produced from condensate fields 
introduces certain price and cost problems Heretofore, in the absence of 
regulation contract provisions covering recycling have been rather indefinite 
Although the volume of condensate gas is not dependent upon oil production, 
the time sequence of gas production is dependent upon the desire of the produce 
based upon overall economic considerations, and in some instances may be bused 
ipon rulings of State conservation agencies. Under regulation, commitments 
from condensate fields of gas to interstate pipeline should be firmed up so that 
continuity of supply is assured We suggest that it would be appropriate that 
costs associated with production from condensate fields should be shared by 
the liquids recovered and the residue gas. While there may be several methods 
of dividing such costs, we suggest that one method which appeals to us as 
reasonable would be to divide the costs on a British-thermal-unit basis up to 
the point of special processing which was applicable to only one of the products 
and not the othe: Under this principle both liquids and gas would be treated 
equally and neither would be assigned a byproduct status. Rate of retur 
could properly be excluded from the initial cost determination so that gas 
the regulated product, would neither benefit nor suffer from the rate of return 
earned on the sale of liquids. 


(a) Escalator and most favored nation clauses 


As we pointed out in our brief and oral argument in docket R-137 and for 
the reasons therein set forth, we urge that the Federal Power Commission 
should not approve favored-nation clauses in contracts for the production of 
gas for sale in interstate commerce. We likewise urge that escalation clauses, 
if permitted at all, be confined to those types based upon actual cost and which 
operate both upward and downward. If permitted, such escalation clauses 
should be considered only as a media for adjusting prices to compensate for 
sudden or unforeseen changes in cost and not as a substitute for regulation. 

We recognize that in some instances producers may make initial price con 
cessions in order to facilitate or accelerate the acquisition of a new market 
for natural gas. These price concessions may fail to yield the producer the full 
cost of service including a reasonable return during the development period 
From an economic viewpoint there would be merit to Federal Power Com 
mission approval of contractual price adjustments which would yield the pro 
ducer full cost after attachment of the market and reimbursement for deficiencies 
incurred during the development period. 


h) State conservation efforts 

In general, we feel that the Federal Power Commission, in determining prices 
for producers, should give full accord and effect to bona fide regulations of 
State regulatory agencies to the extent permissible under the commerce clause 
of the Constitution and the Natural Gas Act. However, we specifically except 
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man ellhead pric established by such agencies We consice 
ction by tl States, jnsofar na it relates to price fay} old 
mmerce, invades the jurisdiction of and is not binding uy. the Fede 
Power Commissio! met NTate ( | ation Clopiey Peale ! j? f ( 
(C. A. S) 206 F. 2d 690, certiora el 15 1 s © ehe ! ies j 
[ S. 1022) We submit, furthen re, th he price SO ¢ bli re 
necessarily related either to the cost or the value of the gas produces 


(i) The so-called “fair eld] ee’ inthe Panhandle East n Pipe Line ¢ 


The Wisconsin Commission is unalterably opposed to the ap) tion 
fair field price doctrine as applied in Federal Power Comn on Oy n No 
°69 in the Panhandle Eastern Pipeline Co. case decided April 15, 19 We be 
lieve the fair field ] cee doctrine as dete rie that cnse \ \t ot 
fundamentai regulatory principle and ould, if generally appliec ! 
unreasonable and unwarranted burden upon the consume. of natur p 
We also question whether, as a matter of law, such a principle can prope 
be applied under the decision of the United States Supreme Cou in the Ph 
Cast In the Panhandle case the Commission, in effect, ascribed a 1 itility 
status to the production activity of the pipeline { ler the Phillip ! 
sales by producers in interstate commerce are subject regulation Phere 
the prices used for establishing fair field prices will themselves be regulated pu 


and hence would have little if any probative value in determining the leve 
of other regulated prices 
Even if fair field prices were not objectionable, from a legal po 

we think that the principle involved is basically unsound particularly for appl 

cation to the larger producers. A proper determination of average field prices 
is almost impossible There are many considerations involved in the detern 

nation of contract prices which would not be readilv apparent to an analyst 
reviewing the contracts Difference Ih Volumes, pressures, qui its t¢ ol 
contract, time and place of delivery and many other factors all account for 
variations in price. These dif 
a proper average. We have noted in some instances that royalty payments 





rences nist necessarily he equated to ‘stablish 


are used in determining fair field price averages. In many such cases there is 
actually no sale of gas involved. In other instances prices may be established 


by application of favored nation or escalator clauses or State minimum price 
regulations. We have previously expressed our objection to prices so established 
Additionally, the application of the fair field price principle as applied in the 
Panhandle case would introduce an element of uncertainty and instability 
which is directly contrary to the objective of regulation. This is clearly demon 
strated by the recent action of Panhandle Eastern Pipe Line Co. in seeking to 
further increase rates, in part, because of alleged advancing field prices. 

We suggest that the fair field price principle might not prove to be ah un 
nixed blessing to the producers. The calculation of an average presupposes 
the existence of prices both above and below the average. Consistent applica 
tion of the principle would require that prices above the average be reduced to 


the average. Interfuel competition in certain major markets served by inte 
state pipelines may ultimately force a reduction in prices paid to producers it 
order to insure continued economic fensibility of the pipeline Suc utbacl 


would reduce average field prices, thereby causing reductions in the prices paid 
to producers furnishing gas to other interstate pipelines We believe that the 
application of the fair field price principe as applied in the Panhandle case is 
subject to all of the infirmities so eloquently described by Justice Brandeis in his 
concurring opinion in Missouri, ex. rel Southarestern Bell) Telephone ¢ 
Public Service Comm. (262 1 S. 276 at 289 (1923) ) 
Respectfully submitted 
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, ' 
| not adversely attect 


‘) ery (1 
It has been claimed t it Federal re oulat 1 1 the field prices will 
iversely tect t ( ( ito} livities oF the producing states. 
| he fi pla ‘ he authority of the States over eas moving in inter 
state commerce is limited In the Phillips case no representative of 


the States ot lex is, ( Iklahon la. O1 New Mexico Was able Lo point out 


inv conflict between State and Federal ai thority in this field. The 
reatest boon to the conservation and wise use of natural CAS existing 
today is the tremendous market for natural eas provided by the inte 
iil polyp | hes 

It is these markets hich have absorbed great quantities of casing 
end ons, and gas at the tarleates of nat ral gasoline plants 

| merly this oa is flared. Additionally, the expanding inter 

ite markets have been principally responsible for the withdrawal 
tural gas from carbon-blaek plants and the inereased utilization 
f sour gas. The expansion of interstate markets has contributed 

iterinily to the elimination of waste and the uperading of natural 
wus to eher and more beneficial use. Phe regulation of produ ers 
n the interest of maintaining and expanding the interstate market 
tor. itural gas is in the interest of true Conservalion. 

Most of my remaining remarks T would like to address to specific 
pro s1¢ 18s. 

We have refrained from discussion of specific features of S. 1853 


ils because we thought f more portant to bring 


road (re ] eral pring 1} les applicable to the regu 


of natural as There are, however, several 
. 4 > } 4 = ‘ 
if ires OT S&S. LSoo Upon which we desire to comment briefly. 


\ reasonable market field price standard is proposed to he apphed 
both to gas purchased by a pipeline from a nonaffiliated producer and 
to Gas produce | by the } ipeline or an affiliate 

Reasonable market } rice is to be determined by the Federal Powe 
(‘ommiussion in the | alt of (1) whether such price has heen competi 

vely arrived at, (2) the effect of a contract upon assurance of supply, 

$3) relationship of contract provision to existing or future market 

fie ld prices. The proposed standard, if It can be dignified as such. 
cnhnot be precise ly define al ana, in the abset ce ot specific limiting fac 
tors, is an open invitation for the Federal Power Commission to ap 
prove any level of pl ices the producers seek, 

I f: this bill became law, it could be argued with considerable merit 
that any field price which Was less than the highest price paid in the 
tield would have to be rejected by the Federal Power Commission. 
because any price which is not as high or higher than existing market 
tield prices would have an adverse effect upon future supplies and the 
existing level of market prices in the field. 

It appears to the Wisconsin commission that this provision is a 
mne-Way street, and that it will accomplish for the producers every 
thing that favored-nation and escalator clauses were designed fo ac 
complish. In other words, we think the favored nation concept has 
heen written into bill S. 1853. 

The proposed method ot controlling field prices is unworkable: 

Aside from the merits of “the reasonable market price” standard, 
the method of controlling prices for gas sold to interstate pipelines 
s completely unworkable. 


ene 
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In the first place, it applies only to new or renegotiated contracts 
Bill S. 1855 specifically provides that price changes due to provis 

hn existing contracts shall not be subject to control. 

Thus, the very factors which might operate to make prices in new 
or renegotiated contracts unreasonable are permitted to Operate 1n 
existing contracts. A large segment of the gas supply will therefore 
remain free from even the limited and ineffective control provided for 
new and renegotiated contracts. 

Under provision (c), the Federal Power Commission is required 
to determine for the pipeline whether the prices to be paid unde a hew 
or renegotiated contract are reasonable as related to the three standard 
set forth. Was the price competitively arrived at / What does this 
provision mean mere presence of arm’s length bargaining ? 

Are future price increases triggered by events outside of the control 
of the contract Ing part ies to be considered as reasonable ? 

Lh vain do we search for any standard of reasonableness which 
bears upon the effect the prices will have upon the producers opera 
tions. Will the producer be able to make unconscionable profits O1 
will he fail to recover his costs ? Will the prices found reasonable 
today, upon which determination a new pipeline or substantial addi 
tion was built and financed, continue to be reasonable tomorrow ¢ 

In the absence of continuing regulation of the producers field price 
what recourse is available if subsequent prices should prove to be un 
reasonable 4 

The limited control pro ided in the bill is indirect in that it extends 
only to the pipe ‘line ¢ OMpaniles and not the produc ers. 

Regulatory experience over a number of years demonstrates the 
ineffectiveness of disallowance in oper ating’ expe nses of costs actu lly 
incurred but considered by regulatory agencies to be excessive or un 
reasonable. This very weakness was one of the reasons “i passage of 
the Holding Company Act in 1934. 

The inform: ition hecessary to sup port reasonab _ market prices 1m 
the field in the hght of supply and future prices is peculiarly within 
the knowledge of produce rs. to the extent that sanens knows anxthing 
ubout it. 


Ons 


Certainly neither the consumers, nor the distributors, can be ex 
pected to be informed, and although the pipelines may be fairly well 
informed they lack the incentives to drive a hard bargain with the 
producers. 

The application of the reasonable-market-price formula to pipeli 
produced gas is unfair to consumers. 

The proposal to allow reasonable market prices for pipe oe pro 
duced gas or gas produced by an afliliate would write into the Natural 
Gras Act the prince iple adopted by the Federal Power Commission in the 
Panhandle case decided April 15, 1954. 

That decision cost the consumers of Panhandle’s distributing com 
panies some five to six million dollars annually more than the method 


which had previously been employed and | the end is by no means yet 
in sight. 

The cost of developing, expanding, and retaming pipeline-owned 
was reserves has already been paid for by consumers. A revaluation 
of these same reserves will place an unwarranted additional cost but 
den upon consumers. ‘The principal is basically unfair to the cor 


sStumers, 
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The adoption oft the reasonable-market price principle means that 
Federal Power Commission will be required to accord weight to 
field prices which are determined in part by artificial means rather 


than normal demand-supply relationships. These artificial props 
consist of prices established by application of escalator and favored- 
nation clauses and state established minimum wellhead prices. 
Prices so established are not necessarily related either to cost or 
value of service, nor do t hey represent prices established in a free 
market. The prince Ip yle, in effect, allows the pipeline cost of repro 


duetion or current prices for produced gas. 

Be aes borg pipeline would receive a windfall amounting to many 

iillions of dollars annually at the expense of the consumers for gas 
reserves previously acquired and whose cost was definitely ascer- 
tainable. 

Again I would lke to digress for just a moment from my prepared 
statement. There has been some discussion included in the news 
papers about a proposed compromise in connection with the Harris 
bill, which I assume would likewise possibly apply to the Fulbright 
bill, S. 1863. 

[t has been suggested that compromise legislation to eliminate 
scalation and favored-nation clauses without direct control of pro 
ducer prices might satisfy the consumer and producer interests. 

We would regard this as a step backwards from the reasonable and 
idequate control now provided under the Natural Gas Act. 

It appears to us that elimination of certain escalation and favored 
nation clauses which have tremendous financial value to the producers 
would pose a problem of the possible contract renegotiation between 
pipelines and producers to substitute higher prices for the price ad 
justment provisions. 

Past experience demonstrates that the will and the ability of the 
pipet 1e to bargain sharply will not insure reasonable field prices. In 
fact, those pipelines which produce some of their own gas have prac- 
tically no incentive to bargain for lower field prices, the reasonable- 
market-price formula is applied to their own production. 

We consider that any proposal which removed field prices from con- 
tinuing supervision of the Federal Power Commision would not in- 
sure to customers the reasonable protection which is the objective ot 
the Natural Gas Act. 

Senator Pasrorr. Mr. O'Leary, on that very point, what formula 
do you think would be a fair formula ? 

Mr. O’Leary. I think we have a good law now, the Natural Gas 
Act, as it exists. 

Senator Pasrore. Well, the question has been raised here. Let’s 
assume a prospector drills 10 holes. and he strikes in 1 out of 10. 
How would you fix his cost ? 

Mr. O'Leary. I will be frank to admit to you that this question of 
allocating costs of a producer is a difficult one, and I am certainly by 
no means prepared to give all the answers. 

Certainly if that man who drilled 10 holes was out prospecting for 
gas in order to meet a commitment to a pipeline or something of that 
sort. then he c¢ rtainly ought to be entitled to include in his cost of 
operation, or his rate base, whichever way the Federal Power Com- 
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mission thought it could be treated properly, the cost that he mecurred 

drilling the 9 dry holes. ¢ 

Senator Pasrore. Then how would he sell it / 

Let’s assume that the same area of gathering you have | produces 

he has had 9 misses and 1 strike, and vou have | producer who ha 
9 strikes and 1 miss. 

How would you go about allocating that. give one man more thin 
the others 4 

Mr. O'Leary. I don’t think there is any question about that. It 
happens every day. 

| ih vo back to mv own State of Wisconsin and show you people 
Davi. 


oe low telephone rates because by accident the company put il 
i dial mstallation in 1940, but the fellow living 10 miles away in 
nnothel city Is paying high telephone rates because his company 
decided that the appropriate time to put in dial telephones was 1954, 
and the rates 

Senator Pasrore. Now, wait a minute. Let’s assume that these 
» tele] hone subseribers are lis Ing’ next door to one nother, or 1 lives 
oO} the first floor and another on the second. 

Do vou think that would be fair? 


Mr. O'Leary. No: I don't. 


Senator Pasrore. That is the question IT am getting at. Let’ 
issume within the same area 

Mr. O'Leary. I understood you said two separate producers I 
think that each producer's owh cost experience Is going to have to be 


controlling. 

Senator PASTORE. Well, then. wouldn't vou vet to the Porn that 
f you fix it, in order to give the man who has been unsuccessful in 
se attempts, a fair return to cover his entire cost, then as to the man 
who has had 9 strikes out of 10 attempts vou are retually C1IVING 
him a windfall, aren't you! 

Mr. O'Leary. Not if you regulate it on a cost basis. 

Senator Pasrore. How is one man going to sell his gas in competi 
tion with another if the price is going to be different im thessame 
area ¢ 
Mr. O'Leary. I don’t think that poses a particular problem. It 
is that way today. You have rovalty owners, and so forth, and 
producers, as I understand it, of gas out of the same well getting 
2 or 3 different prices. 

I don’t see where that is any particular obstacle. If we take pro 
ducer A. and you take his experienced cost, whatever it 1s, Say he 
is the man that had 9 misses and 1 strike, his cost requires a certain 
price. Now, his cost may be so high that he can’t sell his gas. That 
is conceivable, and that is going to happen probably to a lot of man 
ginal producers, that they are not going to be able to sell their gas 
unless the whole level comes up, eventually. 

On the other hand, let us take producer B, who had 9 successful 
strikes, and only 1 miss. You take his cost experience and fix his 
rates on the basis of his cost experience. 

Senator PAsrore. Aren’t you actually voineg fo get toa leveling off 
rocess that is nothing more than the reasonable market price 4 
Mr. O’Leary. I don’t think so. 
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Senator Monroney. Supposing this fellow who had the bad luck 
ho had only one strike. isa producer. Now, he is under regulation 
Mr. O'Leary. Not unless he sells to an interstate pipeline. 
senator MonRONI Z. But he has no protection whatsoever because hy 
eosts are too high. 

Mr. O'Leary. This all happens before he becomes a public utility. 

Senator Monroneéy. You are willing to take it on the low end, but 
not on the high end. 

Mr. O'Leary. No, Senator. This man, assuming he is a wildeatter, 
goes out and drills nine holes and nothing eomes out. He drills his 
10th hole and gets a food supply ot vas, we W il] say. 

All right, he is still operat ing ina free market. He can say, “Well, 
what can I do with this gas, is there somebody close by, 1 I sell it to 
an industrial customer, can I sell it to somebody 1 Patahctne ean 
I sell it to 7 intrastate company in Oklahoma ? Who is voing to 
otfer me the best price ¢ ss 

He may possibly negotiate, and it may finally wind up that the 
best price he is offered is the price he thinks he has to have in order 
to cover his excessive cost. which is offered | V an Interstate | ipel ne 
which says, “We will give you 20 cents for that gas,” which presum 
ably will meet that cost. 

Only then, when he makes that commitment, does he become a 
public utility, and then he has a degree of protection extended to him 
which is a lot greater than to one not enjoying a public-utility status. 

Senator Monroney. You know, gas has a way of disappearing after 
discovery. Sometimes you think you have an awfully good field, 
and then suddenly, after it has a lot of holes pumped in it, there are a 
few wild wells and the pressure is gone. 

Now, after that well has been connected, and they figure out all the 
cost. of the dry holes, the labor, and everything else that establishes 
this man’s wellhead price at. say. 12 or 15 cents a thousand. suddenly 
2 or 3d wild well; come in the field and the pressure oes down, and 
everybody knows that this is not going to yield the length of time 
that they anticipated. 

Then is he going to have the protection, with the pipe line company 
being ordered to accept his gas instead of at the then price at a higher 
rice ¢ 

Mr. O’Lerary. I think it would be quite de pe ndent on the contrac 
tual commitment, so far as the supply is concerned. I am not talking 
about, price. 

In other words, Is this producer able to meet his contract / If he 
is committed to sell 10 million feet a day, is he able to meet it 4 

Under the assumption you are making, presum: tbly he is going to 
find out that he cannot produce 10 million, but can only produce o 
million. 

mse nator Monroney. He might have to violate State conservation 
proy isions in order to vet that. 

Mr. O’Leary. I don't think we should even talk about anything that 
- voing to violate that. 

Senator Monroney. He is a utility, he has vot to deliver. 

Mr. O’Leary. If he isa utility, Lam certainly going on the assump- 
tion, and I have premised all my remarks on the ee that any 
producer will live iy) to wi atever the reason: ible , quire ments are of 
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per regulatory vel Vi whethel » Strate conserva o) vor 
It ria wel] bea? this mini ~ Jn Mterstate siles that the State wre) 


vy have very little to sav about that production 

senatol Monr NEY. 7] hey certainly have a lot to say ibout thie 

production, the ratable taking, and as you know, vou cant pull ¢ 
the cheap well greater than you can pull on the high cost well, so if 
vou got 100 levels of price for the wells in each field, you undoubtedly 
vould have to have the pipeline companies compelled to take as much 
om the high priced production as they would from the cheap pro 
cdcuUcLION. 

Mr. O'Leary. Of course our suggestion included in this document 
| filed with the Federal Power Commission is that these mall 
producers be extended a basis of regulation which is very much more 
beral than that extended the large producers, substantially that they 
can either accept the average price that is paid to other produce! 
the area. or. in the absence of that, submit proot of cost. 

Senator Monroney. In other words, you go along with this bill as 
to the fairness of the market price 1n the field as to small produc ers ¢ 

Mr. O’L»Eary I didn't quite say that, Senator. 

Senator Monroney. I gathered that. 

Mr. O’Leary. I said that the small producer should be given the 
option of accepting the price being paid by the same pipeline to other 
producers in the Sume area, or submit proof of cost if he felt he needed 
a higher price. 

Senator Monroney. But he is protected, then, under your sugge 
tion, by receiving about what he is receiving today ¢ 

Mr. O'Leary. I don’t know as I could go that far, Senator. 

Senutor Monroney. IT can't detect the difference, but maybe you 

Senator Pasrore. At any rate, it is your opinion that it can be 
properly supervised in order to protect the producer and protect the 
consumer, also / 

Mr. O’LErary. Senator, | would be the first to deny that it isn’t a 
snotty problem, it is a tough one; but I think we have run into othe) 
tough regulatory problems over the years, and I think with some good 
common sense on the part of everybody, a regulatory scheme can be 
worked out which will insure justice to the consumet s. and at the sami 
time msure justice, fair prices, adequate incentives to the produce: 


Senator Pasrore. Of course we are talking about administratio i 


fr. O'Leary. That is right. 

i | ly, | would like to conclude. 

enator Pasrorr. All right, sir. 

ir. O'Leary. Ultimately the level of city vate rates and field pi 

WAY reach ceilings established by the eost ot competitive fuels. DI 
pally coal and oil. Llowever. we object strenuously to leas] ition and 

the emplovment of devices such as escalator and favored-natio 

uses to hasten the approach to maximum price levels, 

With respect to the competitive situations, it is obvious that a tra 


t +, } 
© v gas tO oll nugnt not be too SPTIOUS 4 blow te the pp! 


rma 


was producers who are primarily oil companies, especially in view o 











the present demand-supply situation in oil. These same oil producers 
Who are Gamhing regulation of gas at the Federal level are the bene 
ficlaries of regulation of oi] production at the State level, dbd Son 
of them are also advocating Federal regulation of oi] Imports to insure 


the effectiveness of State regulation of the supply of oil. 

Under these circumstances, we do not anticipate that excess produ 
tion of oil will contribute to a reduction in oil prices thereby lowe: 
ing the competitive price ceiling for natural gas. It is also worth 
while noting that many of the producers who are branding Federal! 
regulation of field prices as socialism and contrary to the philosophy 
of private enterprise were busily engaged in their home State of 
‘Texas trying to obtain State legislation to regul: ite field prices and 
production, 

In short, proponents of this legislation are ur) ing to carry Water 01} 
both shoulders. They decry regulation at the Federal level which 
would tend to hold the pr ice line for natural vas and at the same time 
are advocating legislation at both the State and Federal level which 
would support or increase the price of as and oil. 

3 he proponents of S. 1853 are asking you to abandon without trial 

- traditional just-and-reasonable-price concept which you so wisely 
ine edad in the Natural Gas Act in 1938. In its place they ask you 
to ine orporate into law a philosophy of h mited and ineffective indirect 
regulation which is really no regulation at all. This request is made 
against a background of actual experience and in the face of physical 
and economic facts all of which lead to the inescapable conclusion 
that the ineffective eo. structure of the natural-gas produc 
ing industry does not and cannot afford adequate protection to the 
consumer. 

Protection of the ultimate consumer is the objective of the Natural] 
Gas Act. Without Federal regulation of field prices there will be a 
wide gap in the regulatory procedure. Through this gap millions of 
natural-gas customers can be exploited by a small number of pro 
ducers who wield monopolistic control over the supply of natural 
vas. We urge that the facts are conclusive that protection of the 
ultimate consumer can be attained only by continued Federal regu- 
lation of field prices for natural gas sold in interstate commerce. We 
respectfully Le a that the paramount public interest requires 
rejection of S. 1853 and other pending bills of similar import. 

Senator Monrongy. On this point, I certainly can’t agree with 
you, that S. 1853 is asking Congress to abandon, thei trial, the 
traditional just-and-reasonable price concept which we, the Congress, 
sO W isely included in the Natural Gas Act of 1938 

The fact is that the Congress, and all the men who wrote the 
act, have testified that the producers and gatherers were exempt 
until the Supreme Court decision in the Phillips case, so we have 
legislation by court fiat, and not by congressional intent. 

Mr. O'Leary. Not being a lawver, Il am not gome to argue that 
with you. The just and reasonable concept was in the act. 

Senator Monronery. As to pipelines. 

Mr. O'Leary. You can argue whether it apphed to producers. 

Senator Monroney. They were specifically exempted. 

Mr. O'Leary. There is difference of opinion about that. 
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Senatol VIONRONEY. Not 1y\ the lanvuave of the act. but 1) 
Supreme Court which says that anyveth he utlecting terstiate re 
merce Cannot be exempt. 

Mr. O'Leary. I don’t feel competent to argue the matter with yo 
We have a lawyer On our stafl \\ ho areued the Phill Js CUS before 
the Supreme Court, who could give you a debate on the subject 

Senator MoNRONEY. The law itself was clear that 1t was regulation 
ot the pipeline facilities after it entered into interstate commerce, 
which is what the bill is attempting to do, 

We will never convince each other, | am sure. 

Senator Pasrore. Thank you very much, Mr. O'Leary 

Mr. Ola ARY. | waht to thank the committee for thei courtesy 

Senator Pastore. I want to make a 
and all interested parties. 

Chairman Magnuson desires to have included in the hearing S 
:920 and the Kilgove bill, S. 2001. 

lle suggests that announcement to this effect be made at the hen 
ing so that all interested parties will be put on notice. In that way 
we won't have to have separate hearings later on these two bills. 

Mr. Di REFEE., Mr. Chairman, has the committee concluded its que 
tioning on our presentation ¢ 

Senator Pasrore. The chairman has concluded with your prese! 
tation, and I want to compliment you on your estimate of time; it 
was the shortest 45 minutes I ever experienced. 

Mr. Durrer. I would like to have the record show that our com 
mission appreciates the fair and impartial treatment which we re 
ceived from the entire committee. 

Senator Pasrore. It was a pleasure to have you and Mr. O'Leary 
with us. Whether or not we agree with you on everything is ipart 
from the point. It is a pleasure to have the experience of you 
knowledge. 

I understand there is a Mr. Harry Slater, who would like to in 
troduce a statement for the record. 

Will you identify yourself for the record, Mr. Slater. 


i announcement for the recora, 


STATEMENT OF HARRY G. SLATER, FIRST ASSISTANT CITY 
ATTORNEY, CITY OF MILWAUKEE 


Mr. Suarer. I am not going to take the time of the committee t 
read my statement. I should lke to make it available to the con 
mitee. 

My name Is Harry G. Slater, first assistant city attorney for the 
city of Milwaukee. We are appearing in opposition to the Fulbright 
bill and related legislation. 

I have a statement here which I should hke to make a part of the 
record. I have a certified COPY of the resolution of the common com 
sel of the city of Milwaukee, opposing that legislation. It is a resolu 
tion file No. 54-3604, which LT would like to make a part of the record 

I should also like to state that IT am authorized by the Wisconsi: 
League of Municipalities to enter their appearance in Opposition 
this legislation. I need not go into detail. 

Mr. O’Leary and Chairman Durfee have very excellently explaine: 
the reasons why the Fulbright bill should be defeated, 
in that request. 


. : 
and we yor 











Senator Pasrore. Without objection, it Is so ordered. 


\Ir. SLATER Pha ty f Milwaukee i large Middle West Muni! 


pality wit i populat O} h excess of more than 650,000, ‘Togethen 
vith Its suburbs. it contan \ population ol upprox mately 9OO 000) 
Several hundred thousand persons in the metropolitan area of Mil 
Wil ce purchase latural Oas for both domestic purposes and Space 
heating, and according to our information, natural gas purchased by 
he loeal ut lity n dot approximated 24 million thousand cubie feet 


Phe local utility’ Operating revenue approximate S24 million from 
Lhe \] lIwaukee are and f ie other communities that if serves, 
Our loeal utilty estimat that for 1955 its vas sales in therms 


dl \ ded among the several Classiacations oft users will he as follows: 


Gas sales in tern {mount 
Residential 10), S20, 238 
Residential, heating 97, 577, 605 
Commercial 9, 113, 409 
Commercia heating S305, 200 
Industrial 

Firm 19, 231, 388 
Special 4,693, 505 
Total : 179, 631, 483 


\pproximately 165.000 customers pure hased natura] gas for domes 
tic purposes und approx mately 60,000 customers purchase vas tor 
pace heating purposes. In addition, the local utility has commercial 
customers in excess of 7.000. The foregoing figures demonstrate that 
yur municipality is vitally interested and concerned with the ade- 
quacy and the reasonableness of rates of natural was, Because we 
consider that there is a vital relationship between the continuation of 
regulation as now provided for in the Natural Gas Act and the reas 
onable price of natural gas to our consumers, we are alarmed by the 
legislation pending before this committee which seeks to exempt 
from regulation sales of natural gas in interstate commerce. In our 
view, If such legislation were enneted, it would constitute a severe 
blow to the consumer's pocketbook, and would be a step backward 
iol the natural wus industry Ink Its relation ship with the public. 
2 to limit 
profits of producers unreasonably. We recognize that the producer 
s entitled to any profit which the producer may deem reasonable. Ih 

ryiew,an Impertial agency, such as the Federal Power Commission, 


We are not by our opposition to this legislation seekin 


must regulate the price of natural gas when it is sold in interstate 
oOmmerce., To ao otherwise, would be to pel mit the producer to write 
ts own ticket as to the price of natural gas, unrestricted by compe 

When, as in our case, We Were induced to install natural-gas facili 
ties in our community on the representation that the sources or sup 
lies of natural gas were very extensive and that prices would be 
easonable, we had the right to expect that natural gas regulation of 
producers was an inherent part of their effort to induce us to become 
in integral part of their market. 

At the cost of millions of dollars to our Milwaukee citizens. con- 
ersion from manufactured to natural oas has taken place. At the 
cost of mill Ons more, persons Who have remodeled their homes or 
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built new dwell) hgs have installed gas he ating appliances, All this 
was done upon the basis that the ] rice would remain reasonable and 
he supply adequate. The a Is eesti climbing. If regulation 


vhich is now contemp lated | »\ the Natur: ul Gras Act were effectively 

forced, we feel that the price of natural gas to our consumers would 
be less than that which they now pay. 

It isnot enough to argue, as do the proponents, that the price whicl 


t hve produce! vets is a Small item in the total charge. We do not be 
eve that the merits of our presentation should be challenged with 
claim that only pennies are involved. It is not a matter ot pennies. 
It isa matter of many millions of dollars and furthermore, it is the 
utter of principle, and that principle is thi that when the con 


umer has to purchase natural gas without the benefit of competition 
ind when that natural oas crosses State lines, the consumer has a 
ight to look to the Federal Government for protection against ex 
essive rates. That type of protection is not original. The Govern 
ment has provided protection to producers and manufacturers and 
other types of operation when it considered that such regulation is in 
the pub ic interest. We respectfully submit that re ol: ition of the } ro 
aucer respec ting nature al as sales m: ade | »\ 
definitely in the public interest. 

The sale of natural gas in interstate commerce, as intended by Con 
eress in the Natural Gas Act, must be regulated. Without adequate 
regulation, the consumer is at the mercy of the natural-g@as supplier a 
to the price which m: L\ be ¢ harged. Tr he re are three ste ps in the re vu 
latory procedure, and they constitute a coordinated effort on the part 
ot the Federal and State Gove ronments to protect the consumer acvalnst 
unreasonable prices in the purchase of a fuel which we submit is sold 
under monopolistic conditions of marketing. These steps are (1) 
regulation by the Federal Power Commission of sales in interstate 
commerce fol resale: | (2) reoulation by the Kede ral Powe rr Commis 
sion of the price charged by the pipeline company to the local utility ; 
and (3) regulation by the State regulatory body of the amount which 
the local utility can charge to the consumer. We maintain that these 
three steps must all be continued if proper safeguards are to be main 
tained with respect to the regulation of sales of natural gas. 

We suggest to this committee that it would be grossly unfair and in 
equitable if sales of natural gas in interstate commerce for resale were 
exempted. There is no competition involved in the sale of natural 
vas in a community such as ours. One pipeline supplies natural gas in 
our area, The pipeline | yuys its gas directly from Phillips Petroleum 
(‘o. under existing contracts. Because of existing practical considera 
tion, the pipeline now cannot obtain supplies of natural gas elsewhere. 
A pipeline is not like a garden hose that can be shifted from place to 
place. The construction of a pipeline involves the expenditure of 
millions and milhons of dollars. To be productive and to earn its 
way, it must obtain natural gas in the area in which it is located. 

In our city, the local utility which sells gas to many thousands of 
consumers now buys its gas from one pipeline company. It cannot 
now buy that gas from any other source. Consequently, it is pees 
that the three successive steps in the purchase and sale of natural ga 
are interrelated, that the consumer is dependent upon all three of 


tin wmterstate comme ree 
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these ste} >. and that there must be reguiation oft each step $0 as ta 


protect Lhe consumer against excessive rates. 


If a producer is able to es ape regulation and cal determine Live 


harge to be made in the sale of its natural gas, limited onlv by what 
it considers a fair price, then the consumer must be ready to pay what 
ever the traflic will bear, and he is ifforded no practical recourse. 

\ sharp ri e@ ih tine eid prices o1 natural cas, Vhich prices are passe 
( qaiectly I { i e consumer at ! burne} tip. is already 
evidence Mscalator claus which provide for price in reases } 
pased upol nere ch ce Carry contract prices ever upward. {ft yol 
remove reg ilatio . we submit the skv may well] De the limit. for thie 
upp Oot et LO eaemand 

li has wer estimates that f P< : ul ahictio } abandoned. 
nr it of Cx cr} i ura rel \ ll be faced with pri 

rea » could aggregate hundreds of millio of dollars i 
the light oft Che boid roi : ror regu! O 
‘ rotect thi rs ¢ ( } ‘ ug l deed astounding 

lucers claim regu ll tie their hands It may tie the 
hand th respect to the e of pro b t will not tie t 
th respect to general operations Ou) ted States Supt 
( { ! ! ges exact the stave whe 

{ © rf Tel tel f | ( ( pe etunated 11 large part 

a } oO ( Ist be ) ec ile I ved ul eC I 
pureh e! tu i i Cire li nat wine li Vi LO rie 
U! Ituat I Lt N ! (ra \ is passed 

We respectfully ask that this e not. be decided upon such extrane 
ous arguments as that regulation is socialism or an attack on free ente) 
prise. Reoulation in the interests of the consumer ts neither socialisn 
nol ( f) enterprise It is a safeguard against monon 
list conditi¢ S. ind the consume! - ust] entitled to that safeouard. 

In col del ne this legistation it must be recognized that regula 
110! S now a part OT thie Fe eral statutes. Coneress included S11¢ 
reculat On as a part of the Natural Gas Act because it found sufficient 
justification therefor at a time when the demand for natural Fas Wa 
far less than it is today. It just does not make sense to say that wit 
the demand for natural gas growing, while the supply grows smaller. 
that this isa proper time to remove the safeguards against eXCessl\ 
rates. If t] ere is I dil re] of wunreasol able rates being charged, th i 
why does the industry urge exemption from regulation of the sales of 
natural Gas ll nterstate commerce? We submit that the indu try 1s 
far“better able to protect itself with regulation continuing as now 


prov ded foi than is the consumer with ho reoulation. This large 
industry with hundreds of millions of dollars of sales annually is 
idequately equipped to safecuard its interests before regulatory bodie 


/ 


If you remove regulation, where will the consumer present his case 
n the event of inequitable treatment or excessive rates ‘ 


The answei 
obvious. The consumer will have no place to protect. His ery i 
specting excessive rates will be lost and unheeded. 
We sav to members of this committee that this is a matter of grave 
mportance to the public purchasing natural gas. We trust that your 


committee Ww ll see fit to reject legisiation which is designed to provide 





AMENDMENTS TO THI NATURAL G an ededed 


exemptions from regulation with 1 pect to th al i haturat & 
interstate commerce Tor resat 

Wi respect fully submit that before natural g regu 
qaoned it deserves a trial. It has not had a fair trial: 1 tL. il 


: : WT. J ! { ia 
nad anv trial. We know that if tmed, regu ) | uw 
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RR tig , t nnos ' t 
fl eSpPer ( ation cae ghned tf emove pres | a ‘ 
é ol i ile OF ! [ vis 

, ere } ' ‘ ( 
‘ ‘ é at (* I } 
‘ thers nad 

\\ t t Meet il { vhed I rel , ] ‘ ' i 
¢ I Su Ol { thie tural ¢ { Le pe I ron ( 
state mmerce Le resale Now I rel ( De 1 

] dobu he Com ( ( 10 | t ( 
the ittor! b i I ‘ S b 
and -11i¢ nee i Lie | ( ! ( 

ic} o if } el he Tv lati ray ( 

4 oO ? ndin \ ( ( ’ 

PR ( i it the offices ft ft CITY Att vy | ! ( 
to pial ite in hearin be ither branch er ( app rie 
ticipate 1 conterences between othe I ll pal nd State offici: ind | cle 
ill tl it may be able to « O* ad brin he ent f off 
Mi f Cong s the i ol pre 
safeguard oncerning the sale of ural erstate commerce I be 
it fur er 

Resolved, That the mayor, the fi t t cit torney nd epre 

ves of the council, to be appointed by the president of the « ( be 
re hereby aut! d ai 7 py oO} 
igs h respec © legis tion d gned t ( ( fé aire respect t 
atural gas by independent produc n inte te col erce 1 t f 

1c] ner onal bodies at such hearin I erwi \ espect to the 
OPpPosition the eliz nat h ol ese] Snteg I ! Nal { \ 

S] ting the le of natur s | depence p luce nit f i 
and be it further 7 

Resolved, That all officers and employees of the city, when called upon by tl 
city att rney’s office, be and they ire hereby requested to assist in whatever 
manner they may be able to in bringing to the attention of the national 
administration the necessity for maintaining regulatory safeguards concerning 
the sale of natural gas in interstate commerce. 

Senator Pastore. We will meet iwain at 2 o'clock 

(Whereupon, at 12:30 p. m., the committee adjourned, to reconve 
at z p. m.) 

AFTERNOON SESSION 

(The committee reconvened at 2p m., Senate Office Bu lding, Set 
ator Pa tore presiding. ) 

Senator Pasrorre. The hearing will please come to order. 


Our first witness is Mayor Frank VP. Zeidler, of Milwaukee, W 
We ar ry happy to have you he Mayor. Will vou identify 
yours If for he record. a 


v i 
Mr. Zemipuer. Thank you, Mr. Cha 
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STATEMENT OF FRANK P. ZEIDLER, MAYOR, CITY OF 
MILWAUKEE, WIS. 


Mr. Zeipner. Mr. Chairman and members of the committee, may 
ume Is Krank . Zeidler. Iam the present mayor of the CITY ot Mil 
tukee, and I have been in this positiol since April L948. 

Because this committee has heard so much testimony from Wis 
onsin and from the Milwaukee area. if the committee has no obje tion, 


[ would desire to brief what I have yaced in m Vy pre mared statement, 
| | 


which the members of the committee have before them. 

Senator Pastore. Do you desire that the statement be included in 
the record in its entire ty ¢ 
Mr. Zreipier. Yes. 
senator PASTORE. Without objection, it Is SO ordered: and then 
Miay make whatever comment you desire. 

(The prep ired statement of Mayor Frank P. Zeidler, of Milwaukee, 
Wis.. reads as follows:) 

Mr. Zempier. | am the present mayor of the city of Milwaukee, and 
I have been in this position since April 1948. 

I desire to register in Op position to all proposals before the Con 
Oress which would exe hipt produce rs of natural ¢ wa s from regulatory 
supel vision by the Fede ral Power Commission. 

In Milwaukee, ~ company making direct sales of natural Mas to 
the consumers is » Milwaukee Gas Light Co. This company pur- 
chases its ns cll eas from the Michigan-Wisconsin Pipe Line Co. 
Both the Milwaukee Gas Light Co. and the Michigan-Wisconsin Pipe 
Line Co. are subsidiaries of the American Natural Gas Co. 

The Michigan-Wisconsin Pipe Line Co. get its sole supply from the 
Phillips Petroleum Co. Thus, the consumers of Milwaukee are served 
vith natural gas under a virtual monopoly situation. 


you 


According to information gathered for me by the office of the cit ty 
engineer, the Milwaukee Gas Light Co. pure] le ised 2 236340,000 therms 


of natural gas in 1954 and sold 220,534,000 therms, the difference being 
largely leakage and unaccounted for. The cost of this natural gas 
is 31.6 cents per thousand cubic feet, which is equivalent to 3.23 cents 
per therm, since natural gas meat 977 British thermal units per 
eubic foot in 1954 (100,000 B. t. u.’s is equal to 1 therm). An increase 
of 1 cent per thousand cubic feet in the wholesale price is the equiva 
lent of an increase of one-tenth of a cent per therm. Thus an increase 
of -1 cent per thousand cubic feet on the 236,340,000 therms purchased 
in 1954 would cost the Milwaukee Gas Light Co. $236.340 more per 
year, which would, of course, be transmitted to the consumers. 

Distribution of the volume sales of this gas company in the first 
11 months of 1954, excluding the Sewerage Commission of Milwaukee 
which purchases gas from the company under a special contract, i 
as follows: 


Percent 

of total 

Residential _____- Sia etaidrasiace Raber icate a tee gies me wan tae to 
Residential space heating__ harasses reienabahe ean piss ikea keene lean serait 43. 40 
Commercial__________ lai iat a Ei gsksde tea de SRR ek alin ccleaner 4. 45 
Commercial space heating. Ses ai cig eaeeaients estesietesesd Ss aenieecea acne pals Map 3.56 
TT a ass oisaiis teas ia cad eslaeeatie Rae ah ean ies 9.12 
I I re amma Remi ae ee 
hi a 100. 00 
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‘| he people of Milwaukee are naturally concerned ovel exempting 
producers of natural gas from regulation because their supply comes 
from the one source, the Phillips Petroleum Co. ‘The people of Mil 
waukee feel that if one producer of a commodity so vital as natural ga 
is allowed to charge his own price for that commodity, there is no 
easy way to ascertain how high the price will go. 

A press account in the Milwaukee Journal of May 11, 1955, states 
that 

John W. Boatwright, of the Standard Oil Co., Indiana, testified in Washington 

Ir. C., Wednesday that natural gas would be a bargain even at twice the price 
producers get. 
I quote this because a recent price paid | »y the Michigan Wisconsin 
Pipe Line Co. for its gas supp ily was 8.702 per thousand cubic feet. 
If the price of this gas were increased by 8 cents or nearly doubled, 
inder the figures I quoted earlier of a l-cent rise costing Milwaukee 
consumers $236,340 a year more, the total increase would come to 
S1.890.720. 

The average residential monthly bill to a consumer who uses 18 
therms is presently $3.24. For each 1-cent increase per thousand cub 
feet in wholesale pr ice, the consumer would pay 5 eeniie a month more, 

24 cents per year. This same wholesale price increase would cost 
the average residential space heating customer who uses 1,800 therms 
per year, an additional $1.80 a year. Every time the price increases, 
there might be manifest a tendency on the part of the consumer to find 
some other substitute for natural gas, 

At my request, the city engineer's aoe in Milwaukee made a thon 
ough study of whether gas users could go back to using supplies of 
manufactured PAS, and the net effect of ‘he report is to lead me to 
conclude that the attendant costs one physical difficulties of returning 
to manufactured gzas would be so great as to make any such move 
impractical at this time. There is some competition between natural 
gas and electricity for kitchen ranges, but it appears to me th it the 
average residential consumer would have to take a substantial rise 


increased gas costs before he could afford to make the changeover to 


electric « ooking and water heating. 

It is also apparent that the increase in the cost of natural gas would 
he substantial before a present space heating customer would chang 
back to coal or oil. Considering the large investment made by ga 
users in equipment, such a change compelled by rise in gas rates would 
be a great economic waste. A change of 4 cents per 1 
feet, In my opinion, would not make oil heating cor petitive with nat 
ras and vet it would cost the consumel in the Milwai 4 ure 


‘ 


} 1Oq} 
rows 


ral 
iImost a million dollars a year. 

Rising natural-gas prices would have other secondary and incal 
culable effects on various segments of the Milwaukee economy. Not 


only woul the residential user or the resid ential space heating u eC] 


he adversely affected and ultimately compelled to change his appl 
ances to more stable sources of fuel, but the effect. of substantially 
rising gas costs to industry conceivably could : ee affect the oper 
ations 2 and continued existence of marginal industri 

It should be noted here that the original contract lena nthe Mich 
ral -Wisconsin Pipe Line Co. and the Phillips Petroleum Co. called 
for the sale of gas at 5 cents per thousand cubic feet in the 5 yea 


— 
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succeeding December 11, 1945. The price recently has been 8.702 
cents per thousand cubic feet and a recent increase of $1,500,000 on 
an annual basis has been authorized. 

Consumers, of course, are alarmed. They feel that without regula- 
tion the prices will mount rapidly to their serious disadvantage, espe- 
cially where their supply comes from a single source. In the Mil- 
waukee area they were induced, over much opposition, to accept natu- 
ral gas on the ground that this gas would be cheaper than manufac- 
tured gas. Now they do not want to see this promise erased. 

It seems to me that when the suppliers of natural gas, in their 
gerness to dispose of their product to the gas users of the Nation, 
entered into arrangements with pipeline companies and distribution 
companies and consumers to mike enormous investments to bring 
that gas to the point of consumption, they set up for themselves con 
ditions which would bring into action the principle of Government 
regulation if they suddenly sought to shut off or curtail supply. Natu 
ral FAS IS now too vital to too many people for the production of it 
to escape Federal scrutiny and supervision. ‘The consumers want to 
be fair to the producers. They desire the producers to be fair with 
them and to furnish the eas at a reasonable price. | believe that this 


point of fair agreement can best he achieved under a system of recula 


ea 


tion by the Federal Power Commission. 


SUPPLEMENTARY DATA ON Costs PerR THERM FROM 1948 To 1955 
Following are the Milwaukee Gas Light Co.’s costs of manufacturing gas and 
purchasing natural gas from 1948 to date 


Cents per therm 


1948, manufactured gas 7. 60 
1949, manufactured gas 6. 48 
Jan. 1, 1950, to Sept. 30, 1951, natural gas 2. 86 


Oct. 1, 1951, to Dec. 11, 1952, natural gas 


Dee, 12. 1952. to Nov. BS, 1954. natural gas 
From Noy. 20, 1954, natural gas 


Note, the increases effective October 1, 1951, and December 12, 1952, were made 
under bond posted by the producer to refund the excess over the price which 
would subsequently be determined by the Federal Power Commission. 

On November 29, 1954, the Federal Power Commission prescribed rates of 
$1.25 cents per thousand cubic feet, 3.19 cents per therm, for the period fron 
October 1, 1951, to December 11, 1952, and 31.6 cents per thousand cubie feet, 
».23 cents per therm, from and after December 12, 1952. 


REPORT ON RECONVERSION OF MILWAUKEE GAS Licutr Co. From A Natura To A 
E MANUFACTURED GAS SUPPLY 


Re Reconversion of the Milwaukee Gas Light Co. to a manufactured gas supply. 


Hon. FRANK P. ZEIDLER, 
Mayor, City of Milwaukee. 

Dear Mayor ZermpLer: Prefacing this report, it might be well to state that I 
could find no instance in which a gas utility converted from a natural-gas source 
of supply to manufactured gas. There appears to be little or no information 
also, on installations of production facilities for manufacturing gas in recent 
years. I have conferred with staff members of the public service commission and 
Mr. Dudley Brown, president of the gas company, and have also reviewed data 
introduced in our gas-rate cases before the public service commission during 
the past few years. While I cannot give you conerete information on the 
probable cost of reconversion to manufactured gas, or its probable effect on 
existing gas-rate schedules, I believe that there is presented herein, adequate 
nformation to permit you to decide whether such a reconversion is economically 


ind practical v feasible 


~or 
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{mong the several factors which enter into consideration of reconversion 
e 
Increase in production capacity, pumping equipment and gas holder 
IL1es 
» Necessary additions to the transmission and distribution s ‘ 
Reconversion and adjustment of home appliances and gas-bu y Indu 


| equipment 


EXISTING PRODUCTION FACILITIES 





rhe gas company’s existing production facilities for manufacturin “as ¢ 
f the west side station, a LPG plant, liquid petroleum gas, with a capacity 

176,000 therms per day, and the third ward oil gas plant which has a capacity 
f 169,000 therms per day The gas company also owns the Milwaukee Solvay 
Coke Co., which, in emergency, can produce 110,000 therms of coke n 
per day Thus, the present total production capacity, for standby or emergency 

rposes, is 455,000 therms pet iy 

rhe west side station includes 40 tanks, each of 26,000 gallon micity, for 

ring liquid petroletm It produces propane vapor or butane gas with a heat 
ilue of 2,520 B. t..u pe cubic foot which used in mixture with britis! 
hermal unit gases to provide the desired heat content in gas distributed to 
onsumers 

The third ward plant formerly produced water is, but was converte 

is in 1950 at a cost of $129,000 In so doing he capacity of th plant for 

indby service was increased by more than 50 percen The e of pi I i” 
y is very expensive at this plant so that its use is limited to short-term 
mergency service onl) Che gas manufactured has a heat value of $40 B. t. u 
er cubie foot 

The Milwaukee Solvay Coke Co’s plant produces a 520 B. t. un « e-oven 

S While its production capacity for emergency service is 110,000 the Del 
day, its INaximum daily capacity of gas released from the coke ove 67.600 
therms However, there are practical considerations which prevent even this 
quantity from being manufactured Coke-oven gas is a byprodi ‘ oke 

viuction In recent vears, the market for coke has beet 0 lo t the 
roduction of gas has been well below capacity The Milwaukee Sewerage 
Comlnuission has a contract with the fas Company for a minimum of 60,000 therm 
of coke-oven gas per day at a price averageing 3.2 cents per thern The re 


mainder of its requirements are supplied in antural gas for which the average 
rate in 1954 was 2.2 cents per therem In the first G6 months of 1954. the Hf 
company was forced to deliver 8,403,461 therms of natural gas at the coke-oven 
gas price of 5.2 cents per therm, because coke-oven gas produced averaged only 
10.000 therms per day 

Thus the Gas Co.s present production facilities might produce approxi 
mately 225,000 therms of manufactured gas per day for continuous service 


REQUIRED PRODUCTION CAPACITY 


It must be recognized that existing gas-production facilities supplied the 1949 
demand for gas and not the considerably higher demand of today In 1949, the 
last year in which mostly manufactured gas was supplied, the total sendout 
was 71,613,000 therms. In 1954, the total gas sold exceeded 231 million therms 
The peak day’s sendout in 1950 was 329,000 therms compared to a 1,303,000 
therm sendout on January 27, 1955. 

Much of the increase in the use of gas was contributed by space heating 
Prior to conversion, there were 9,000 space-heating customers whereas today 
there are 63,000 such customers. In 1954, some 98 million therms, or more than 
10 percent of the total gas sold, went to space-heating customers 

Obviously, reconversion to manufactured gas would require considerable addi 
tional production capacity if the present demand is to be supplied. If produce 
tion capacity is installed to meet the peak day’s sendout, which just recently 
was 1,303,000 therms, an additional 1,100,000 therms of such capacity would be 
required. 





COST OF ADDITIONAL PRODUCTION FACILITIES 


The cost of additional production facilities must be considered in conjunction 
with the costs of manufacturing gas. Both of these items are extremely variable, 
depending upon the type of gas manufactured. Public Service Commission engi 
neers had little information on current unit costs Which might be applicable to 
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the various types of production facilities because there have been no recent 
installations of which they had knowledge. However, the following discussion 
of types of manufactured gas and production facilities and operating costs 
provides a basis for comparison. 

1. Liquid petroleum gas.—A liquid petroleum gas production plant requires a 
relatively low investment but the cost of producing this gas is high because 
of the high cost of materials—propane or butane gas 

The gas company’s liquid petroleum gas plant, which is relatively new, cost 
$2.60 per therm of capacity, but since its construction prices have increased 
appreciably. The Wisconsin Southern Gas Co. added 48,000 therms per day 
capacity in 1954 at $4.70 per therm which is low because it was constructed 
by a large oil-producing company which undoubtedly gave consideration to the 
sales angle 

The cost of materials contributes to the relatively high cost of liquid petroleum 
gas. Mr. Brown, gas company president, estimated this cost, exclusive of fixed 
charges and pumping, at 85 cents to 95 cents per M ec. f. of 980 B. t. u. gas 
This is equivalent to 8.7 to 9.7 cents per therm and compares with 3.23 cents 
per therm for natural gas based on the present price of 31.6 cents per M ec. f. of 
977 B. t. u. gas. 

Commission engineers considered the above estimate conservative. It requires 
a minimum of 11 gallons of liquid petroleum to produce 1 M ec. f. of 1,000 
B. t. u. propane-air gas. Thus the cost of material alone at the present summer 
price of 7 cents per gallon is 7.7 cents per therm and in the winter is substantially 
higher 

The gas company in 1949 manufactured liquid-petroleum gas for $0.669 per 
M «. f., converted to 980 B. t. u. gas, which is equivalent to 6. 8 cents per therm 

2. Oil gas.—This requires a higher production plant investment but operating 
costs may be lower than for liquid petroleum gas. The Gas Co. plant, which is 
a conversion of an old, inefficient water gas plant, represents an investment of 
$21 per therm, but this is not a representative figure. Production costs at the 
Milwaukee plant are very high because it is a standby plant and economy is of 
only secondary importance. 

3. Water gas.—This type of plant is, according to Mr. Brown, the type most 
generally used by large utilities. The Commission only had information on old 
water gas plants at LaCrosse and Marinette. The investment per therm of pro 
duction capacity at these plants was $44 and $61.50, respectively, but current 
costs are probably 3 times those figures. 

The cost of producing water gas, exclusively of fixed charges, was 16.4 cents 
per therm at LaCrosse in 1954, and 13.6 cents per therm at Marinette. In Mil- 
waukee, in 1949, the last year in which water gas was produced, the cost was 
15.6 cents per therm. However, the Milwaukee plant was old and obsolete and 
the other plants are relatively small. Economies in construction and operation 
would undoubtedly be effected in a large modern water gas plant. 

j. Coal gas.—This type of manufacture represents the highest investment in 
facilities but produces the lowest material and production cost. It is suitable 
only for a large operation. The Commission had no records of such installations 

The cost of producing coke-oven gas at the Milwaukee Solvay Coke Co. was 
submitted in the recent gas rate case as being 5.1 cents per therm in 1949, 4.2 
cents per therm in 1950, and 3.2 cents per therm in the year ending June 30, 1951 
However, it is a byproduct of coke production which, as stated previously, has 
been greatly restricted in recent years. There has also been a substantial ir 


crease in labor costs since the above rates 

While one cannot determine the cost of additional gas-manufacturing facilities 
required from the above, it is apparent that it would be considerable. Liquid 
petroleum gas, which requires the lowest investment, is suitable only for small 
plants or a supplementary operation in large plants. Water-gas and coal-gas 
plants, which have lower production costs, would require large investments in 
production facilities. In small plants it would be in excess of $100 per therm 
based on data supplied by the Commission engineers. Even assuming a much 
lower unit cost for a large plant, the 1,100,000 therms of additional capacity 
required would entail an investment of many million of dollars. 

The cost of producing water gas in smaller Wisconsin plants, exclusive of fixed 
charges, was 13.6 cents to 16.4 cents per therm in 1954. No production costs on 
coal gas were available. However, even considering substantial economies i! 
large plants, it apears that the cost of producing water gas or coal gas, plus the 
fixed charges on the expensive production plants required, would greatly exceed 
the 3.23 cents per therm presently being paid for natural gas 
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PUMPING STATIONS 


Reconversion to manufactured gas would require the installation of additional 
pumping facilities to provide pressure for transmitting gas throughout the system 
This is not necessary with natural gas, which reaches the city gate station located 
at South 124th Street and West Cleveland Avenue, at pressures in excess of 400 
p. & i considerably above those required in the transmission and distribution 
system. 


TRANSMISSION AND DISTRIBUTION SYSTEM 


The return to manufactured gas would undoubtedly require additional trans 
mission mains to be installed from the new production facilities to various 
points in the distribution system 

Che need for additional distribution mains would depend largely upon the 
heat value of the manufactured gas. Natural gas distributed in Milwaukee in 
1954 averaged 977 B. t. u. per cubic foot as compared to 520 B. t. u. in the manu 
factured gas distributed prior to 1950. If 520 B. t. u. manufactured gas is 
again provided, this would in effect reduce the capacity of existing distribution 
mains by 47 percent. Higher B. t. u. gas can be manufactured, as is the case at 
both the liquid petroleum gas and oil gas plants in Milwaukee, but it appears 
that this is not possible in water gas or coal gas plants. If it is economically 
and practically possible to distribute manufactured gas of a comparable heat 
value to natural gas, 980 B. t. u., the capacity of the distribution mains will not 
be reduced. 


RECONVERSION OF APPLIANCES AND EQUIPMENT 


When the gas company converted from manufactured to natural gas in the last 3 
months of 1949, it was necessary to alter and adjust all appliances and gas- 
burning equipment in its service area. Natural gas is hotter than manufactured 
gas, has a higher specific gravity, and different burning characteristics. Con 
sequently, the ports on the burners of all stoves, appliances, and gas-burning 
equipment had to be drilled larger and orifice openings reduced. The cost of 
this conversion in 1949 was $4,809,055. Commission engineers stated that recent 
conversions showed higher unit costs and expressed the opinion that reconversion 
to manufactured gas would be more difficult and more costly than was conversion 
from manufactured to natural gas. Since it would not be possible to reduce the 
size of burner ports which were drilled larger, many parts replacements might 
be required. 

The manufacture of a gas with burning qualities comparable to those of natu 
ral gas is possible, but considerable adjustment of equipment would still be 
necessary because of differences in specific gravity and heat value. The feasi- 
bility of providing a manufactured gas with the burning characteristics of natu- 
ral gas can only be determined through a comparison of the cost of producing 
such a gas with the cost of reconverting appliances. 


EFFECT OF INCREASE IN WHOLESALE PRICE 


The gas company in 1954 purchased 236,540,016 therms of natural gas and sold 
220,534,000 therms, the difference being mostly lost and unaccounted for. Fig- 
ures are not yet available on how much of this gas was sold in the city of Mil 
waukee. Consequently, the effect of a wholesale price increase must be com- 
puted on the total business of the company. 

The present wholesale price of natural gas is 51.6 cents per M e. f., which is 
equivalent to 3.28 cents per therm. For every 1-cent increase in the wholesale 
price, the increase in the price per therm would be one-tenth cent. Based on the 
1954 purchase of 236,340,016 therms, each 1-cent increase in the wholesale price 
of natural gas wouid cost the gas company an added $236,340. 

If the above price increase were passed on to the consumer without additional 
charges, the average domestic consumer, who uses 18 therms per month, would 
pay 2 cents per month for each 1 cent per M ec. f. increase in the wholesale price 
This same wholesale price increase would cost the average residential space- 
heating customer, who uses 1,800 therms per year, an additional $1.80 per year 


OTHER CONSIDERATIONS 


Recognition should be given to the characteristics of the different cases when 
considering a change from one to another. 
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Natural gas and liquid petroleum gas are not toxic, whereas water gas and 
coal gas have a high carbon monoxide content and are consequently very toxic 

Natural gas and liquid petroleum gas have a smaller explosive range than water 
and coal gas, thereby minimizing the explosive hazard. 

Natural gas is odorless and ordorants are added to make it recognizaple in 
the event of leaks Leaking gas filtering through the ground may lose this 
odorant There have been instances where accumulations in buildings have 
not been recognized and have been exploded by a spark or lighted match. 

Liquid petroleum gas is heavier than air and its removal is difficult if it 
accumulates in basements or ground pockets 

The gas company has a contract with the Michigan-Wisconsin Pipeline Co. 
until January 1, 1971 which prohibits the gas company from distributing manu 
factured gas except in the event of emergency. The coke-oven gas supplied to 
the Milwaukee Sewerage Commission and gas manufactured in test runs of pro 
duction equipment are excluded from the provisions of the contract. 

The cost of constructing additional production, pumping, storage, transmission, 
and distribution facilities to meet the present demand, and the cost of reconvert- 
ing appliances and equipment would be considerable. The fixed charges on 
these items plus the higher production costs would, in the opinion of Mr. 
Brown, gas company president, force it out of its competitive position and 
price it out of much of its market, particularly industrial and space-heating 
customers 
There has been little construction of production facilities for manufacturing 
as in recent years, largely due to the high construction costs. It is a matter 


{ 


of record that utilities distributing manufactured gas alone, do not have rate 
schedules which attract industrial and space-heating customers. In practically 
all instances, these latter customers are acquired after conversion to natura! 
gas. 

In closing, I would like to convey a thought bearing on a restricting influence on 
nereases in the wholesale price of gas. Regardless of public expressions by 
producers, they have large supplies of natural gas which are of profit to them 
only if they are sold. Considerable quantities of natural gas are sold for in 
dustrial and space-heating purposes, a field which is highly competitive with 
oil and coal. It is reasonable to believe that the gas industry is desirous of re 
taining this market, a possibility only if it retains its favorable competitive 
position. I believe that this economic fact, probably more than any other, 
will have a restraining infinence on arbitrary and excessive increases in the 
wholesale price of natural gas It is not too far removed from the cost of 
other types of fuel to permit it to increase its prices without adversely affecting 
ts market. 

Respectfully submitted. 
Harry GREIMEISTER, Utilities Engi) 


Mr. Zetoter. Regardless of what conditions exist in other parts of 
ountry, the people in Milwaukee are subject to what amounts to 


i monopoly situation in the use of natural gas. 


fn Milwaukee the distributing company is the Milwaukee Gas Light 
which purchases its supply from the Michigan-Wisconsin Pipe 
ine.Co.. both. I believe. subsidiaries of the American Natural Gas Co. 
The Michigan-Wisconsin Pipeline Co. gets its supply almost solely 
from the Phillips Petroleum Co.. and because of this fact the people 
ot Milwaukee consider the mselves, there fe re, to be served with natu 
al gas under a monopoly situation. 
It might be of interest. to the committee to know that the Milwaukee 
Gas Light Co. purchased some 236,350,000 therms of natural gas in 
1.000 therms. The cost of the natural gas, 
when translated into therms, would be equivalent to 3.23 cents per 
therm. An increase of 1 cent per thousa a cubic feet is equal to a 
herm. Thus, the total cost, if the 
cost of natural gas in Milwaukee went up 1 cent per thousand cubs 


cost of one-tenth of a cent per ft 
feet, would be about $236,000 more a vear. 


. 


19535 and sold abe ut 20, 


~” 
) 
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Phere was a very interesting account which appeared n the M 
vaukee Journal with reg rd. to Mr. John \\ Boatwi lont ot the 
Standard Oil Co. of Indiana, which stated: 

John W. Boatwright of the Standard Oil Co Indian: testified in Was! 
ton * that natural gas would be a “bargain” even at wice the price 
producers get. 


Phe price paid by Michigan-Wiseconsin Pipeline Co. for its ga 
recently was 8.702 cents per M ec. f. If the price of this gas wa 


| 


veased by 8 cents. the Increase would come to S1.890.000 a year 


J 


Because of these increases, | asked the city engineer's office.to go 
to the prospect of what alternative sources of competitive fuel 
ere might be in case the natural @as situation got out of hand, 
mply, of course, because we do not huve any other souree thal 
Itimately the Phillips Petroleum Co. 

Phe city engineer's report, which | have submitted ror the record, 
repared for me by Mr. Harry Breimeister, our chief utilities engi 
eer, pots out that at this moment there is competition between gas 

d electricity for use in kitchen ranges, but there 1s quite a spread 
tween the use of natural eas and oil for heating purposes, so that 
atural GAS COSTS could rise substantially before oil for heath y pill 

poses in the home would be competitive. 

Now, I am not in a posit on at this moment tO Sav, also, what the 

alculable impact of an mMecrease In natural-gas costs would be ups 
e industries of Milwaukee, but L would like to point out to the 
embers of this committee that when the companies promoting the 
le of natural @as mm 1948 and 1949 made their representations to thi 

wople of the city of Milwaukee, they promised lower prices for tl 

then the prices people were then paving for manutactured or; 

This report of Mr. Breimeister points out it is now aimost Imp 

sipie to go back to manufactured gas and still have a reasonable co 
for the fuel, particularly for residential heating, which consume 


roe part of the owas that is brought 11 to the Milwaukee area. 
thus the people of Milwaukee can reasonably expect that ir Mere 


ot anv regulation, they will have to pay considerably more f 
e natural 
ey are alarmed. 


Phe point has 


GaAs that they are usn o at the present time. and nat 


1 } 


een made o several occa oO) nov the prod ! oT 


natural Gas that they are getting only asmatl part oT the consume! 


lar. and toa certain extent that is true, but it is customary for those 
epresenting the people and tl e consumers tO Oppose ill unwat ! 
‘reases, whether the cost is in the production o atural was. mn the 
ping of itand transmitting of it, or in thesale of it. 
here are many ingrecients which go into the final cost that peop 
st pay for the use of this gas, and it has been our custom, as the 


vernment, to oppose all unwarranted increases, 

We are not opposed to a fair price for the producers which would 
keep them in business, but I believe testimony has been given el 
where, if not before this committee, that the Phillips Petroleum Co 
at one time enjoyed Sa percent return on its investment, and this 
kind of information getting to the consumer leads them to feel that 
such returns are unwarranted, particularly when they are paid by the 
consumers, themselves. 
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There is also this point, that since it is very difficult to change back 
to manufactured gas, or to change over to other kinds of he: ating, the 
consumers, if compelled by increases to make such ¢ hanges, wouk | have 
to make oreat expendit ures 

When natural gas was introduced into the city of Milwaukee, the 
cost, ] believe, of making the change ovel exceeded some $4 million. 
Since the characteristics of mane gas are different in their burning 
capacities than manufactured gas, most of the appliances had to be 
changed, They had to be chang oi for instance, by boring holes in 
kitchen range burners to a wider diameter in order to accommodate 
eer marconnateralra tate 

The ch: inges cannot be reversed, and it would mean that appliances 
into which cualal lave made extensive investments, would have to be 
thrown out or changed by some mechanical device at a great expense 
to themselves. 

Naturally, “as I said before, the people in our community are con- 
cerned about these prospects, and they have asked me, and the repre- 
sentative of the city attorney ‘s office, to indicate their alarm to you at 
this prospect. 

We feel that under regulation there will be a fair price accruing 
hoth to the produce and to the consumer, and we submit that that 
should be given a change to see whether or not it works. 

Senator Pastore. Senator Monroney ¢ 

Senator Monroney. I have no questions. 

Senator Pastore. Senator Schoeppel 4 

Senator ScHorrre.. I have no questions, Senator. 

Senator Pasrore. Senator Daniel / 

Senator Danten. I have no questions. 

Senator PasTore. : hank you very much, Mayor 

Our next witness is Donald Mead, m: Vol of tea city of Syracuse. 
Is he here? 

( No response. ) 

Senator Pasrore. The next witness is Mr. James H. Lee, assistant 
corporation counsel of the city of Detroit, Mich. Is he here? 

(No response. ) 

Senator Pasrore. Is any witness who has been listed to appear 
here today present in this room, now? Is there any steal in this 
room who has been scheduled to appear this morning or this after- 
noon ¢ 

Mr. Zetpter. Mr. Chairman, may I make an extension of my 
remarks ? 

Senator Pastore. Yes, mayor, you may. 

Mr. Zerpier. I understand that some of the mayors who are sup- 
posed to be present are at this moment meeting in the Capitol Build- 
ing, and I trust some information can be given to bring them here. 

I would like to point out something that is not in my statement here, 
but is the subject of recent study by both Houses of the Congress, and 
that is the effect of taking escalation clauses out of the existing con- 
tracts. 

It is my own opinion that while this is desirable, as it has worked 
in the Phillips Petroleum case, it would indicate that if there is no 
regulation in the future, escalation clauses would bring the cost of 
natural avas to unprecedented heights. 
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At the same time, just taking the escalation clauses out, without 
providing further regulation, to me would seem to provide no pl 
tection at all, and so I think that the escalation, the removal of eseala 
tioh and hiost favored nation clauses in itself Is nol adequate. There 
bist be a complete Supervision ana ovulation not ol ly to protect the 
consumer, but also to see to it that a fair price goes to the produce 
-ASTORE, Thank Vou, Mavor. 

Senator Danten. Mr. Chairman, 1 would like to offer for the 


Senator | 


ord at this point the figures submitted by Dr. Boatwright on produ 


| } 4 4 | 4 
terstate pipeline, ind distributor prices, together th the ch 


Wit! Ie fere) ce CO the ¢ Ly ot \Miilwa ikee, 


| WV wld also like to offe1 t } iie Houre Won TEx ( t| ( 
! \ 1 4] | | 
mittee DY Ta. Boatwrie@ht, and the charts with reference to the ¢ ‘ 


Wisconsin cities, Madison and Waukesha. 


sel itor PASTORE. Without objection. { “sso ordered. 
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MII WAUKEE RESIDENTS Get LOWER GAS RATES AS USE RIS 


Average cost of natural gas to residential customers of the Milwaukee Gas 
Light Co., serving Milwaukee and its suburban «irea, decreased from 19.4 cents 
a therm in 1949 to 18 cents in 1958, a survey reveuled today. 

Therms are units of heating value approximately equai te 100 cubie feet of 
ve cost to Mil 
waukee residential Customers dropped from $1.89 a thousand cubic feet in 1949 
to $1.26 in 1953. 


natural gas in heat content, \s mensured by volume, the avera 
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MI LWAUKEE 
Comparative Prices of Natural Gas 
he Producers in the Field, Paid to the Pipeline 
y and Received by the Distributing Company 
e for all gas used by residential customers 


1953 
(Source: Annual Reports to FPC; Moody's Public Utilities) 


Price received by 


distributing company $1.26 per Mcf 


—> 
Cost of distribution to | 
Milwaukee customers | 


Price received by pipeline 
company > $.35 per Mcf 


Cost of transportation 
from field to distributor 


Price paid to producers in 


the field > $.095 per Mcf 








During the same period the vélume of natural gas supplied to the Milwaukee 
Gas Light Co. rocketed from 1,135,936 thousand cubic feet a year to 21,654,212 
thousand cubic feet, and the number of residential customers in the Milwaukee 
area rose from 201,487 to 223,370. 
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‘The survey, prepared by Research Services, Inc., independent research special 


sts, compared the trend in various house-heating fuels in Milwaukee, saying 
‘Prices of coal and fuel oil have followed the general cost of living upward, 
while price for gas service, after an initial increase through 1948, declined 


sharply as natural gas became available and has subsequently changed relatively 
little.” 

Milwaukee living costs rose 56 percent from 1945 to the end of 1954. Government 
ficures show, with approximately a 25-percent rise since 1,949 
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MApISON CONSUMER GAS RATES SHOW Drop SINCE 1950 
Residential consumer rates for natural gas in Madison, Wis., are below what 
they were in 1950 and have remained constant for the past 4 yeurs, study 
revealed today. 
The study covered gas prices for 2 groups of consumers, (1) those who use 


gas only for cooking and water heating, and (2) those who also heat their hdme 


Vith fas 

Kach consumer in the first group uses an estimated 2,600 cubic feet of natural 
gas per month. In 1950, his rate was $1.80 per thousand cubie feet. The price 
dropped to $1.66 per thousand cubic feet in 1951 and remained at that level 
through 1954. 

Kach consumer in the second group uses an estimated 20,600 cubic feet of 
hatural gas per month. His rate in 1950 was $1.06 per thousand cubic feet, bu 


dropped to 96 cents per thousand in 1951 and remained unchanged through 
14. Natural gas supplied to Madison has a heat content of 970 British thermal 
units per thousand cubic feet. 

The introduction of natural gas to Madison was responsible for the 
Madison Gas & Electric Co. completed conversion to natural gas from 
1950. Volumes of natural gas supplied to Madison 
1950, 99,530 (thousand cubic feet) ; 1951, 1,423,176 thou 
1,676,678 thousand cubic feet; 1953, 1,796,221 


decline 
rates 


inutactured gas in January 
Gas & Electric by years: 
sand cubie feet; 1952, 
cubic feet. 

The price received by the producers of natural gas supplied to Madison rose 
only 1.3 cents per thousand cubic feet during the same period, from 8.2 cents in 


thousand 


ors 
me 
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953. Average cost of gas delivered to 


Madison Gas & Electric at the city gate rose from 28.2 cents per thousand cubis 





1950 to 9.5 cents per thousand cubie feet in 1 
feet in 1950 to 35 cents per thousand cubic feet in 1953. 
tudy was made by Dr. John W. Boatwright, nationally known economist 
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WAUKESHA GAS RATES SLASHED BY INTRODUCTION OF NATURAL GA 


Introduction of natural gas to Waukesha, Wis., reduced the average cost yx 
thousand cubic feet for residential gas service by nearly one-half from 1949 prices 
a study of prices revealed today. 

Average cost per thousand cubic feet for residential service by 
Natural Gas Co. in 1949 was $2.88 on an equivalent basis. Wisconsin Natur 





W 


Gas Co. converted to natural gas from manufactured gas in February 195Q 


1953, the average cost of the same residential service was $1.48. During tl 


use of natural gas per residential customer server 





1949-53 period, the aver 
by Wisconsin Natural Gas Co. increased from 16,800 cubic feet per year 
cubic feet per year. 

Prices received by independent producers in the fields where the Waukesha g 


supply originates represent only a minor portion of the prices ultimately pa V 
consumers. Producers received an average of 9.5 cents per thousand cubic feet in 


1953, an increase of 1.8 cents per thousand cubic feet from 1950. Thus, despite a 
slight increase in field price, the introduction of low-priced natural gas w 
sponsible for very substantial reductions in average residential consume! 
Costs of transporting the gas from the producing fields to Wisconsin Natura 

» delivered cost 


Gas Co. rose slightly during the period, as reflected in average 
the Waukesha city gate. Average delivered cost was 28.2 cents per thousand 
cubie feet in 1950 and 35 cents in 1958. 

The study was conducted by Dr. John W. Boatwright, nationally 


KNOW! 


economist. 
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the Field 9.5 








Senator Pasrore. Mr. Lee, will you please identify yourself for 


the record, and then you may proceed as you choose. 
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STATEMENT OF JAMES H. LEE, ASSISTANT CORPORATION COUNSEL 
OF THE CITY OF DETROIT, MICH. 


Mr. Lee. Your honor, my name is James H. Lee, I am assistant 
corporation counsel of the city of Detroit, Mich., in charge of public 
itility matters. 

[ am in my f4th consecutive year as one ot the city attorneys of 
Detroit, and I had what I considered the honor of having initiated the 
Phillips case 8 years ago before the Federal Power Commission. 

Senator Porrer. Commonly referred to as Mr. Detroit. 

Mr. Leg. Thank you. 

Your Honor, I wish to present to you a statement on behalf of the 
National Institute of Municipal Officers. IT am chairman of the 
committee on public utility rates of that organization, and also on 
behalf of Mayor Albert F. Cobo, of the city of Detroit, Paul T. Dwyer, 
corporation counsel of the city of Detroit, and the common council of 
the city of Detroit. 

The National Institute of Municipal Officers has a membership of 
943 municipal attorneys, and that membership has been growing right 
along. 

I was appointed to the position of chairman of NIMLO’s committee 
on electric, gas, and telephone rates by the Hon. Henry G. Curtis, city 
ittorney of “New Orleans, who, as president, during the current vear, 
of the NIML O organization, has authorized me to ee nt rem position 
on behalf of that organization as well as on behalf of the city of 
Detroit. 

The reasons we oppose the Fulbright bill, S. 1853, may be sum 
marized as follows: 

1. The Fulbright bill in effect takes an estimated $200 million to 
ss00 million per year out of the pockets of approximately 60 million 
onsumers and funnels these eee chiefly into the coffers of ap 
proximately 100 big oil and gas companies. This would be a con 
vressional giveaway—not of sable funds but of gas consumers’ money. 
Oil and gas companies are not here = ading need, or lack of profits, 
under the exis sting prov isions of the Natural Gas Act. They are rich 
ind growing ric her, in part due to their congressionally granted 2714 
percent depletion tax exemption. The additional “exemption” o1 
“windfall” proposed by the Fulbright bill at consumer expense is 
inequitable, unjust, and not in the public interest. 

2. Natural gas customers are captive customers. The producer, the 
transporter, the distributor, and the ultimate customer are physically 
linked together. Natural gas is unique in that it can only be trans 
ported economically through a pipeline. The freedom of action, 
or choice of several sup y»phers, found in the buying and selling of con 
modities and goods | in the open market is not found in the sale of 
natural gas in the field, at the city gate or at the consumer's meter. 
All other captive customers like telephone users, electric consumers, 
Water consumers, ete., are under our system protected against price 
vouging. The sts atutory provisions which the Fulbright bill scuttles 
ire the only provisions that can protect the captive gas consumer. 

+. Natural gas consumers are helpless from an economic standpoint 
to protect themselves against price exploitation by the giant oil and 
vas companies who dominate the natural gas market—too few control 
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too much of the market for it to be competitive—and the Supreme 
Court of the United States has found that the primary purpose ot 
the Natural Gas Act is to protect consumers against exploitation : oe 


hands of natural gas companies, When p properly inte rpre ted and: 
ministered, this act has provided just and reasonable rates and fon 
gress hould not nov change the act as Senator Fulbright proposes 
to allow such exploitation 

| want to dign Ss i st a minute to tell you the benetits ot remuiation, 
the benefits to the consumer. 


I started a case against Panhandle Eastern Pipeline Co. in 1942 
alleging its rates were excessive, because we had the law that this bill 
would wipe out, and | rol back twenty odd millions of dollars in re 
hates to the consume! Ss right through the Supreme Court of the United 
states 


Had this bill been in effect, | could never have started such a case. 
t. If the Fulbright bill is adopted, prices will be raised to ex 
orbitant levels by use of escalator clauses. Most favored-nation 
clauses, spiral clauses, and un just and unreasonable field price for 
mulas. And no effective power to protect the public interest will exist. 
I want to digress just i minute. This is far, far worse for the gas 


consumer than the Kerr bill, which President Truman, happily, vetoed. 

Senator DANIEL. Do you intend to « laborate on that and vive your 
reasons for that statement / 

Mr. Ler. Yes. sir: I certainly do. 

Senator Danrev. All right. 

Mr. Ler. And I will give you one right now, Senator. 

The law has always been that the gas reserves owned by the pipe 
line, in fixing a rate for the pipeline, indisputably since the Natural 
Gas Act was enacted by Congress in 1938, the law has always been 
that the reserves owned by the pipeline are subject to the jurisdiction 
of the Power Commission, and in the big case I told you about in 
1942, Panhandle took the position they wanted the re produc tive costs 
something that your fair field value, if it goes through, would give you, 
today, and the Court sustained our protest on that matter 

Here is the irony of this situation. You are talking about exempt 
ing so-called independent producers. You say they shouldn’t be 
made public utilities, and, on the other hand, you are going to exempt 
the very public utility, the pipeline, that owns the gas under this 
bill. 

The irony of it, to exem pt the inde »pende nt producer, and exempt 
the pipeline prod tion gas, and certainly you can’t say here that the 
pipeline is not a public utility. 

Senator Dantev. Of course, I don’t interpret the bill that way, but 
I will wait for your elaboration on it. 

Mr. Ler. Thank you, Senator. 

The Fulbright bill recreates the very evils—the exploitation of 
consumers—which the present act is intended to eliminate, as it allows 
the big oil and gas companies who so dominate the field as to have 
monopoly powers, to extort unreasonable and exorbitant prices for 
an essential pub lie service by revoking the power under the Natural! 
Gras “ ‘tto require just and reasonab le pric es, 

6. Under the Natural Gas Act the industry has prospered oreatly, 
is now gigantic in size, serving millions of consumers in several hun 
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lred cities. The effect of natural gas on the national economy 1s 
tremendous. The unique characteristics of the business, the scarcity 
und monopoly of supp ly, along with monopoly of tran sport ition and 
ilsolute dependence of consumers upon one source, Cause the natu il 
gas industry to be affected with a compelling public interest which 
Federal regulation must protect or ho protection exists. The “few 
pennies” for producers argument advanced by proponents of the 
Fulbright bill is unsound, illogical, and contrary to every basic prin 
iple of regulation of business affected with a pub lic interest unde 


oul syst m of free enterprise. 

he | he Natural Gas Act was passed to close, and did in fact close the 
constitutional regulatory gap whic denied the States the right to 
reculate sales of natur: al vas when made in interstate commerce. NO 
one can dispute that such sales will continue to be interstate sales 
(nd it is unchallengeable that such sales can only be regulated under 
the Federal Constitution by the Federal Government. Should the 
Fulbright bill be passed, no regulation of such sales will exist, this 
gap Wi - be reopened and a “twilight zone” recreated wherein con 
sume il] be at the merey of unregulated producers with runaway, 
i iethehie prices certain to result. The continuous pipeline chain 
from producer to captive consumer can be no stronger than its weak 
est link if control over produ ‘er sales Is ended, the whole conser 
protection cham is effectively broken forever. 

s. Emasculation of the Natural Gas Act as provided by the Ful 
right Bill thus means no effective protection at all for natural gas 
consumers as the States are constitutionally prohibited from pro 
lectinyg consumers on interstate sales prices, and intrastate controls are 
mpractical, ineffective, and futile as the States must force onto con 
summers without question every producer price imerease no matte how 
exhorbitant and unreasonable it m: Ly be. 

Senator Pasrore. And the Supreme Court. has already interpreted 
that. as in 1924 the Supreme Court held that States could not regulate 
the gas that was produced or gathered that was to go or to be,sold 
n interstate commerce. 

Mr. Ler. Mr. Chairman, you are absolutely right. 

Senator Pasrore. And if the Fulbright amendment takes etfect, 
t will revert back to the situation as of 1924, and the States will 
without power, constitutionally, to regulate that phase of the pro 
duction and gathering, and so will the Federal Government through 
fect of the Fulbright amendment. 

Mr. Lee. You are absolutely right, sir 

senator PASTORE. In othe YT words, we woul | havea comp ylete } hiatus 
within that particular segment of this production, gathering and trans 
portation of the gas? 

Mr. Ler. And in the enactment of this law, that hiatus was char 
acterized as a gap and will bea gap again, with this law. 

Senator Monroney. Havent you had, since the passage of the 
Natural Gas Act in 1938, under the Phillips Supreme Court case, 
the regulation by competition : and not by Federal price fixing ? 

Mr. Lev. There isn’t any competition, and I am going to prove it 
to you. 
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Senator PAsrorre. That is editorializing on this question. I do 
hope that Senator Monroney would elaborate on that, as I don’t quite 
understand it. 

Senator MONRONEY. Since 1938, when the Federal Gas Act was 
passed, Congress had written into the act that it did not apply to 
producers or gatherers. That was the interpretation and the existence 
of all the growth of the natural-gas industry, the supply to millions 
of customers up until the Supreme Court case in the Phillips case, 
when the Court ruled that they were under not what Congress said, 
but under the Federal Power Commission for regulation of the 
producer. 

Mr. Ler. May I answer that? 

I would be glad to answer that. 

Senator Pasrore. All right, go ahead. 

Mr. Ler. As I shall demonstrate as I go along, there were inter 
pretations to the effect, previous to the Phillips case, the interstate 
commerce case, and other cases, and I would like to ask this question : 
Why should we be punished because the various personnel of the 
Power Commission refuse to take jurisdiction ¢ 

The Supreme Court says in the Phillips case, that they had juris 
diction ever since 1938. and their mere failure to take it should not 
be used against us to deprive us of the obligation under the Supreme 
Court decision to do their duty now, should it ? 

Senator Monroney. Since the beginning of the distribution of 
natural gas in pipeline systems, intrastate or interstate, under the 
Supreme Court decision in the transmission of natural gas was under 
utility regulation. 

The entrance of that @as was free of regulation until it reached 


the pipeline. That is the way the gas industry grew up, the way the 
service has grown, and the Supreme Court decision in the Phillips 
case overturned the historic precedents under which this whole indus 


(ry was based. 

Mr. Lee. That is your contention. 

Senator Pasrore: That isn’t my understanding at all. In 
apparently there was an attempt on the part of the State to contro 
the production and gathering of was that went into intersate con 
merce, and the Supreme Court held that the State had no constitu 
tional right to so regulate that phase of it because, and to use the 
word, the Supreme Court held that phase of it was inseparable to 
thé transmission of the eas in interstate commerce, 

Senator Danie. Mr. Chairman, may I just ask the witness, on 
that point, if the case to which Senator Pastore refers was not a 
case where the receiving State attempted to set the price that would 
he charged by the pipe line company to the distributor ? 

Mr. Ler. Your Honor, I will cover that all in my statement. 

Senator DANnreL. The statement has been made, and I would like to 
ask you if that is not true ¢ 

Mr. Les. You are asking me if the case to which he refers covers 
the distribution company ‘ 

Senator Dante,. No, sir: if it did not cover a case in which the 
receiving State attempted to set the price that an interstate pipeline 
company could set for the distributing company in that State. 
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Mr. Lee. May I ask what you mean by the words, “receiving 
station” é 

Senator Danie.. The receiving State, the State to which the gas 
was transmitted. 

Mr. Ler. Do you means the distribution company at the end of the 
ine ¢ 

Senator DanreL. Well, yes. In other words, wasn’t it that exact 
-ituation, instead of the producing State trying to set the prices 
which would be paid by the pipeline company for the gas ¢ 

Mr. Lee. In that particular case, the Court held that there could 
ve no regulation under State authority because it was transportation 

nterstate commerce. 

Senator DANIEL. Now. back to my question. 

Was not that receiving State trying to regulate the price on thi 
sale made inside that State rather than a producing State trying to 
regulate the price charged within that State? 

Mr. Ler. No; that was done in a frantic effort to protect the cus 
tomer in the receiving State because the various personnel of the 
Power Commission wouldn’t exercise their mandatory jurisdiction 

Senator Danie.. I think no one wants to do anything but mak 

lear—I think Senator Pastore is under the impression that that case 
orrew ip 

Senator Pasrore. | am not arguing the facts here, [ am arguing 
the law, and I am reading now from the decision of the United State; 


ourt of appeals. 


While it is true that the attempt was made, possibly, by receiving 
“tute, this is what the court said: 

Che SAS n that Cause, like those In thi Cust were DV a pre 

ere! 

+ 1] ] . 

! what we are talking about here, a pre cel 

nose peo} ‘ 1"¢ thy sending 1 ité Ih ( ! | 

‘ ( nd delivel hel nh inseparable tral ( 

rere no ocal, b ( eNntially nati I te " 


Now, you can apply that to any facts you want, but the fact of the 
atter is that the Supreme Court in 1924 ruled that because this ¢ 
iltimately got into an interstate line, it could not be locally supervised, 

ause it was a national character, and it was because of this that 

the Natural Gas Act of 1938 came into being, and it was because of 
hat that the House committee said at the time this is legislation té 


se That gap. 

Now, what gap are we talking about? We are talking about the 
cap of producing and gathering and sending into interstate commet 

Mr. Lee. And if this Fulbright bill is passed, you will have the gap 
ack again. 

Senator Dantkrv. Is it not true that under the Fulbright bill, a | 
nade within the State before gas goes into an interstate p peline, 
vould be defined and left as an intrastate sale / 

Isn't that one purpose of this bill, as worded by Senator Fulbright, 
ven though you are opposed to it, in all fairness ? 


Mr. Ler. Iam going to be fair. 
Senator Dante. In all fairness. wouldn’t the Fulbright bi 
icted. define these sales made within the producing state as intra 
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state sales, and place them in a category where they could be regulated 
by our State regulatory agencies / 

Mr. Ler. The answer to that is this: It doesn’t make any difference 
whether the gas from the wellhead is to be transported 10 miles or 
50 miles, if the purpose of the purchase of the gas and the transporta- 
tion to the pipeline is to transport it in interstate commerce, then it 
is not under the jurisdiction of the State, it is under the jurisdiction 
of the Government and the Federal Power Commission, and the fact 
that the Fulbright bill contains that language is meaningless for this 
reason. 

Any gas us sed comp letely intrastate in the State of production now 

not subject to the Feder: al Power Commission. You will agree with 
me on that ¢ 

Senator Danten. Yes. 

Mr. Ler. So the Fulbright bill, that language is very deceptive. 
All we are talking about is the simple matter, gas purchased at the 
wellhead, for transportation in interstate commerce, is and always 
has been, since 1938, a matter for the Federal control, and I want to 
reiterate, and the Supreme Court decision in the Phillips case, as Your 
Hlonor knows, says it is the law and has been the law, I want to re- 
iterate that the mere fact that it wasn’t enforced can’t be used today 
to punish it now that the Court says they must enforce it. 

Senator DanteL. Now, we are getting off the question that I asked 
vou about whether, under the terms of the Fulbright bill, if it is made 
the law, would not these sales made at the wellhead be on the same 
basis as sales made at the wellhead that were going into intrastate 
commerce 4 

In other words, can’t Congress, by taking those sales out from under 
Federal regulation, leave them to the regulation of the State? 

Mr. Ler. No, and I will tell you why. 

You can’t, by law, unchange the facts, and the primary fact is it is 
to go in inte rstate comme ree, and any declaration of a State, even 
though it is to go into interstate commerce, it is in the same category as 
though it were ang and sold only in intrastate commerce 

Senator Danrev. Now, Mr. Lee, did not the Congress only last year 
pass the Hinshaw bill and put the regulation of sales made to distrib- 
uting companies although those sales came through interstate com- 
merce, did it not put the regulation of the distributing companies in 
the local regulatory bodies ? 

Mr. Ler, That is under a different set of circumstances, and it has 
never been tested—has it ever been tested in the courts, yet? 

Senator Dantex. Well. =" I don’t think it has been tested in the 
courts, but Congress did } 

Mr. Ler. Well, just oa they did it doesn’t, if you will pardon 
me, your Honor, mean there has been some legal interpret ition that 
there is any controversy about it. ‘There has been no legal interpreta- 
tion. We have had a complete legal interpretation in ‘this situation. 

Senator Danie. Well, the factual situation that Senator Pastore 
brought out is exactly on all fours with what Congress did last year 
in accepting these sales to the distributing companies for regulation. 
Do you think that is unconstitutional ¢ 
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Mr. Ler. There is great justification for exempting the distributing 
companies, such a company as serves within a State, because you have 
n lieu of Federal regulation, State regulation. 

Senator Dantren. But previously the Supreme ¢ ourt held the State 
could not regulate those sales or fix those prices 1 the very case sen 
ator Pastore cited ; is that not true 4 

Mr. Ler. That is still the law, and it is my humble judgment, if you 
will pardon me for saying it, that the bill Congress passed last year, 
because of the language that attempts to upset the fundament: al law 
governing interstate transportation, it is my humble judgment that in 
a court test that will be shown to be illegal. 

Senator Danie. In other words, it is in the same position as a bill 
we might pass now, the Fulbright bill, which would exempt the intra 
state sales, or the sales at the wellhead. 

Mr. Ler. And the answer to that is this: Why don’t we stand upon 
what we fought for 5 years to get, a final interpretation of our highest 
Court, rather than ask us to embark upon —- that still may 
become a subject of litigation in the bill you refer to, the Bricker bill, 
I believe. : 

Senator Danie... The Hinshaw bill. The only point I wish to make 
~ simply this: What is sought to be done by the Fulbright bill is ex 
actly what Congress did last vear with respect to distributing com 
panies in the Hinshaw bill. 

I have never known of any test being made of it, but both of them, 
you think, would be unconstitutional if tested. 

Mr. LEE. I believe exactly asthe Supreme Court of the United state 
said. Please don’t Say that I said both of them, because I didn’t, and 
that is we have had an adjudication in the Phillips case. It has been 
marked out for us without reservation. 

| have heard talk in these hearings before tlie House committee Why 
this decision of the Supreme Court was a narrow decision, and the 
answer to that is it was a 2-to-1 decision in the (1 ited States Cireuit 
Court of Appeals for the District of Columbia, and 5-to-3 deqisior 

i the Supreme Court of the United States. 

Senator Danien. We have had no interpretation of the Fulbright 
bill. 

Mr. Ler. We don’t want to be withheld from our rights under a 


retext waitine for interpretation of bill we contend will do u 
much harm. if passed, as ultimate consume? 
’o you know what happened in the Phillips case 7 


] 

| will tell you the history of the Phillips case. 

I 1946. in October, we were before the Federal Power Com 
10H On an application for the building of the Michigar Wisco 
Pipe Line Co.. and the evidence shows that if the line were built 
there would be but one source of supply, the Phillips Petroleum Co., 
if Bartlesville. Okla 

I intervened in that proceeding hecnuse it would affect. the delive 
if natural gas to the State of Michigan, including the city of Detroit. 
nd in October 1946, I filed a formal written motion and aroued if 


hHerore thie Powe) ( ommission, and the eSSe 11iC¢ of mv motion 


Phe evidence shows that if this certificate of convenience and necessity 


anted t the applicant to build this new pipeling there would be but one 
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The contract introduced in evidence between that one supplier and the pro 
posed new pipeline [ have examined, I am satisfied that the price is excessive, 
ind therefore illegal 

I isk you to enjoin Phillips in these proceedings before you grant the 
certificate and determine that issue. 


Phe Power Commission refused to enjoin them by a 4-to-1 vote. 

They first delivered gas to Michigan in October 1949, and in Janu- 
iry 1950, I renewed my application for an investigation. They ob- 
tained 9 adjournments of that hearing over a period of 14 months. 
Now, you know you can't make rates retroactive, and we finally got 
into a hearing before a Federal Power Commission examiner sent 
ut to 3 irtles\ ille, ( Yixda.. and we convened in the Federal courthouse 
on ‘Tuesday, April 2, 1951. The examiner took the stand and said: 

Gentlemen, I have just received a telegram from the Power Commission. I 


im instructed to hear nothing with reference to rates, only do we have juris 
diction in the matter 


Imagine that \ year Or so before that, in the Interstate case the 
Supreme Court a He down that they had 1S iadiation. and their own 
attorneys told them they had jurisdiction, but by that dodge of not 
issuming allan ection, and not fixing the rate, what do you suppose 
hap pened ¢ 

cae here been aly ore doubt in the minds of the personne 


t! 

» Power Commission as then constituted, and by the way, the 
torney on the ¢ act aah the gentleman Buchanan, then a 
member from Pennsylvania, said they had jurisdiction. 

Had there been any reasonable doubt as to their yur isdiction, they 
hould have taken jurisdiction, fixed a rate, let Phillips appea | and 
post a bond, and I figure we would have had millions of on, 
with 6 percent interest, to refund to the ultimate consumers. 

Senator DanieL. Mr. Lee, I was also in the Phillips case. 

Mr. Lee. Yes; I know you were. 

senator DANIEL. On the losing side. I left the case before it Was 
finally argued in the Supreme Court, but as attorney general of Texas, 
I was in the case. 

I do not have the feeling in this matter that you seem to have. 
I was really just trying to get to this point of whether or not.the 
passage of the Fulbi ight bill would really open up a big gap on regu 
lation of producers. I think the best evidence that we have that it 
would not do so is what Congress did last year with respect to the 
distributing companies in the receiving States which involved sales 
covered by the Supreme Court opinion in the East Ohio case. 

I simply say that this would open up no more gap as to producers 
than was opened up as to distributors by the Congress last year, 
would it 7 

Is that a fair statement / 

Mr. Ler. Now, Your Honor, on one side you have the Supreme 
Court decision, don’t you? 

Senator Daniri. If you do not wish to say— 

Mr. Ler. I want to answer it, but not “Yes,” or “No,” that is no way 
of doing it. Iam going to answer you. 

On the one side you have the Supre me Court decision. 

If you will pardon me, I want to answer your question, but I have 
just been advised that Mayor Lawrence, of Pittsburgh, is here. He 


] 
\ 
| 


OnLy ut 
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has to get back to his home city, and if it is agreeable to your honors, 
I would be glad to step sak Wodiia decmaadaaie cies mayor. 

Senator Pasrore. We appreciate that very much. Is that all right 
vith the members of the committee ? 

But after you answer the question—we don’t want to leave that issue 
uspended. After you answer the question which has Rae submitted 
to vou by Senator Daniel. 

Mr. Ler. | have this covered further on, if your honor would permit 

as lam goingalong. I have it adequate lv covered in my prepared 

tatement, in answer to your question, if you would permit me to reach 

when I get to it. 

Senator Dante... That will be all right. You will remember all I 
sked was whether I made a fair statement of the matter. 

Did you oppose the Hinshaw bill / 

Mr. Ler. No: I did not. I wasn’t in that matter. 

Senator Pasrorr. I want to say this, inasmuch as [ brought up the 


uestion. There is a distinct difference here Kirst of all, the Su- 
preme Court in 1924 ruled that the States did not have that jurisdic 
Now, insofar as the Hinshaw or Br i¢ker bill is concert ed, there isn’t 
one single case where the distributing company 1s not controlled by 
local public-utility authority. There are a lot of ifs, and buts, but 


on would have a different picture. 

Mr. Ler. That is true. but the Senator from Texas wants me to 
iswer from a legal standpoint, and I will be glad to do that, sir. 
May I now stand aside 

Senator Pasrorr. Yes, you may, and we appreciate it. 

Mavor Lawrence, it 1s a pleasure to have you with us here today. 
Will vou identify void If for the record, and then proceed as you 


\ 


STATEMENT OF DAVID L. LAWRENCE, MAYOR OF THE CITY OF 
PITTSBURGH, PA. . 


Mr. Lawrence. Lam David L. Lawrence, mayor of the city of Pitts- 

urgh, and I ap pear here today in behalf of the citizens of Pittsburgh. 

As this committee may know, I have joined with Mayor Joseph S. 
Clark, Jr., of Philadelphia, and Mayor Robert F. Wagner, Jr., of 
New York City in a call upon other mayors of this Nation to form a 
special committee in opposition to the proposed le 
considered. 

Today, I am speaking as the chief exeeutive of one of America’s 
major cities, the industrial capital of this Nation. Beyond the testi 
mony which I shall present, I have filed with your committee a copy 
of a resolution adopted by the city council v4 Pittsburgh, in which that 
hody, in unanimous action, has expressed its strenuous objections to 
this legislation. 


islation now be ing 


co 


No. 228 
Whereas this council did on April 18, 1955, by Resolution No. 174, express its 
pposition to the Harris hill (H R 160) which had been ntroduced into the 
Congress of the United States, and which proposes that prices of natural gus 
ld by producers at the wellhead for transmission in interstate commerce shall 


} £ ¢ 


e free of regulation by the Federal Power Commission: and 
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Whereas a similar bill (S. 1853) has been introduced into the Senate of the 
United States; and 

Whereas the mayor of the city of Pittsburgh is a member of a committee of 
mayors, composed of a number of mayors in consumer cities throughout the 
United States to oppose this legislation ; and 

Whereas this city’s opposition to the legislation is based on the fact that it 
Will place consumers of natural gas at the mercy of the producers, and will 
create a gap in the regulatory processes designed to control prices of natural gas 
sold in interstate commerce: Now, therefore, be it 

Resolved, That David L. Lawrence, mayor of the city of Pittsburgh, be and 
he is hereby authorized and directed, on behalf of the city of Pittsburgh, to 
testify before the Senate Committee on Interstate and Foreign Commerce to the 
reasons why Senate bill No. 1853 should be defeated. 

In council May 16, 1955, read and adopted. 

THOMAS J. GALLAGHER, 


President of Council 
\ttest 


GEORGE BOX HEIMER, 
Clerk of Council 
Mayor's oftice. May 17, 1958 
Approved : 
Davin L. LAWRENCE, 
Vayvor 
Attest 


WALTER GIESEY, 
Wayor’s Secretary 


Recorded in Resolution Book, Volume 13, page 529, 17th day of May, 1955 


Senate bill No. 1855. ke the Harris bill in the House of onenecistts { 
atives, proposes to deprive the Federal Power Commission of juri 
diction over sales of gas at the wellhead by producers for transport 
tion in interstate commerce. 

Controversy over this subject has been waging for many years. 
There is little chance that anyone at this stage of the proceedings 
will add: anything new to the many arguments which have already bee: 
advanced 1n respect to this legislation. 

Therefore, | propose to describe briefly the city ot Pittsburgh’s use 
of natural gas, and to summarize the reasons for our opposition to the 
hill under di 

Pittsburgh has a population of approximately 700,000, It is the 
sovernmental, commercial, and cultural center for Alleghe ny County, 
which has a population of 1,500,000. Pittsburgh, as you know, is 
intensely industrial and Pittsburgh, as you also know, represents a 
large and import int section of this country. The citv and its su 


ISCUSSION. 


rounding areas are served by three natural gas companies—the Equi 
table, the Peoples, and the Manufacturers Licht & Heat & uN By far 
the oreater part of the vas which these companies sel] ll 1 Pitts! urglh 
reas 1s purchased in the Southwest. 
In the instance of Manufacturers Light & Heat Co., southwest gas 
accounts for 95 percent of al] the eas sold. 


Manufacturers is a member of the Columbia Gas System and the 
Peoples Natural Gas Co. of Pittsburgh is a member of the Consoli- 
dated Natural Gas System. These companies sell their gas to res! 


lential, commercial, and industrial users within the city. Their 
prices for such usage are subject to regulation by the Pennsylvania 
Public Utility Commission. 

These same tirms purchase vas from pipeline companies, which 
transport the product from the producers’ southwest fields to the 
distributing companies in the Pittsburgh area. Among the pipeline 
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ompanies so engaged are Tennessee and Texas Eastern. Pipeln e 
ompanies are subject to regulation by the Federal Power Commis 
“101 “and these companies are dependent Lpon the producers It) the 
Southwest for their source of supply free producers of regulation will 
be to create an obvious gap in the regulatory processes. 

It will, in effect, destroy the regulatory processes over the distrib 
iting and pipeline companies, thereby placing the consumer at the 
nercy of the producers in the Southwest. 

The desire to be free of such regulation can only arise from selfis] 
notives. Anyone subject to the jurisdiction of the Federal Power 
(‘ommission 1s still entitled to a fair return on his money Invested, 
ind to adequate compensation ae expenses. The local distributing 


companies are under the jurisdiction of the Pennsylvania Public 
| til TV (‘ommission and the consumers anal the ( ener themse lves 
live come to accept such reoulation as oA hecessary element ll shin 
economic life of the city. The companies have mon opol es In the 
ireas in which they sell. It is too much to expect that, 1f unregulated, 
thell prices will not rise to a point where they will be unfair to the 
onsuming public. The necessity for, and the justice of, such regu 
lation has been recognized thousands of times in the courts of ow 
ountry, from the Supreme Court of the United States down through 
out all the lower courts in the Nation. “ me it is obvious that the 
ame pr ine iple apples to the miatter whic you are now conside rine. 

The price of gas purchased by the ican distributing companies in 
the Pittsburgh area from the pipelines has been increased at a start 
ling rate in recent years. The distributing companies are now faced 
with the prospect. of being priced out of their markets. If they lose 
a large part of their industrial load to competing fuels because of 
the ever-rising price of natural gas, the small consumer will be sad 
dled with all the overhead that ‘has been, up to now, carried by the 
large consumers. ‘Therefore, the rise in gas prices is more dange1 
ous to the ultimate consumer than just a rise in cost of gas purchased 
by the distributing companies. It may have far-reaching effects. 
| cannot believe, either, that regulation is going to damage the pro 
ducers. I thing in the long run it will have a salutary effect upon 
the whole industry. 

One of the principal arguments advanced by the producers is that 
the price of gas at the wellhead represents only a small fraction of 
the price paid by the ultimate consumer. 

| have three answers to this: First, as Commissioner Draper said 
in his dissent in the Panhandle ease: 


the majority should be aware that the test of a proposed increase o1 
decrease in rates is not the impact on the individual consumer. The test is, 
of course, Whether the proposed rates are rexsonable when measured against 
the company’s cost of service, including a fair return which the company should 


have the ee to recover in its rates. 


Second, Mr. J. French Robinson, president of Consolidated Natur 
al Gas Co., tee before the House committee that the field price 
represents 25.1 percent of the average rate which the company re 
ceives for all gas sold. 

Third, in the Phillips case, Mr. Justice Minton, speaking for the 
majority, stated flatly that, if the price of gas at the wellhead is not 
regulated, this will mean a substantial increase in the price of gas to 
the ultimate consumer. 
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I am not at all impressed with the “few pennies” argument. It is 
obvious that even a few mills in the price of a product may have a 
substantial Impact on the consuming pub lic, and that pennies, or evel 
mills, may qui k]y become millions of ee tds Ls when masta hed by the 
number of days In a veal and agi iD by the number ot s Vas COnsumMers 
Ilha given community. 

We have heard it argued that competition will regulate field prices 
and will tend te increase reserves of natural gas. I cannot believe that 
the producers are going to re lax their efforts to discover new source 
Ol up th because they are subjected Lo regulation. I know 

stance where this bas proved to be the case. On the contrary, 
he utilities have advanced as well, or better, 


} 
i 
l 


u der regulation than i] unregulated. 

More and more Pittsburghers each year are demanding gas for 
spac ating, but the local companies are having difficulty keeping 
pace with this demand. Thus the small consumer has in vested a large 
proportion of fils pit il in Cus burning equipment with the expecta 
tion that prices will bye hair and stable, based on the cost principle. ‘Lo 
scrap this principle at this time is to break faith with the large con 
sumer interests In our national economy. This is a harsh thing to do 


and one which will have reverberations that will benefit no one. 

We in Pittsburgh want the security of knowing that, if the price 
of gas becomes out of line, we can have a forum to which we may 
adaress Our COmMptamt. If the increase is justified, we will pay | 

i; it not, we feel that we are entitled to address either the Penns 5 
vania Public Utility Commission or the Federal Power Commission. 
We consider this a part of the American system. 

In the hearings in the Hlouse some representatives of produce r inter- 


t 
| 


ests asserted that regulation amounts to confiscation of their proper 
ties. There is no validity to this argument. We no longer hear this 

sertion trom pul lic utilities, and yet they have as much cause to cry 
“confiscation” as do the producers. The principle of regulation of 
monopolies has been too well established in law to be seriously ques 
tioned at this time. It is our firm belief that regulation will result 

fair deal to all. 

It is our position that no legislation is necessary on this subject. 
We have heard it argued that there is a great deal of confusion on'the 
subject now. We cannot agree that this is the case. This is a smoke 


screen, The proponents of the legislation are merely attempting to 
create the illusion that ae is confusion. I think the situation is 
remarkable for clarity. The Natural Gas Act reads in part as follows: 


It is declared that the business of transporting and selling gas for ultimate 
a to the public is affected with a public interest, and that Federal 
egulation in matters relating to the transportation of natural gas and the 
ais thereof in interstate and foreign commerce is necessary in the public 
nterest, 

In the Phillips case it was admitted that sales by the producers for 
transportation to consumers in other States is actually transportation 
in interstate commerce. Thus. as the situation now stands, the Federal! 
Power (‘Commission does possess juri diction over the price of gas at 
the wellhead. We think the matter should be left there. There will 
be problems in the administration of the cases that will come before 
the Commission, but these are normal. There are always problems in 
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.\dministering Justice. We are not in favor of unduly burde ral 
mall consumer (or the large consumer, either, for that matter) { 


1\ unnecessary red tape. We are 11) favor of eliminating, Oo Tal 
possible, the admitted annoyances which do accompany regul 
[hese. however, are trivial when compared with the @reat pr 

before the Congress of the United States w h. redu ed to rye 


erms. whether a relatively small group of citizens shall be 


HDianche to the prices they ull rf ( est 1 
natural @as 
Iw 1 to thank the Senate committee for atfording to me 
Uy oT ! est Ine ere th Vie\y Tlie ! P ! 
Senator Pasrorr. We thank you for your preset \ 
Lawrence. 
Senator Monroney ¢ 
Senator Monroney. No question 
Senator Pasrorre. Senator S« hoeppel ¢ 
ator ScHorEPrEL. I have no question 
Senator Pasrore. Senator Daniel ? 
Senator Danrev. Your city een to have the lows 
eC! ot any C1U) that ha bee? repre ent 
re rather than complaining about heat ippened nthe 
pect to producer prices is that right 7 
Mir. LAWRENC!I We have been vigilant over the veal 
tes of various kinds, and as a result of that vigilance, we 
erates fairly well down [ might paraphrase a little and 
o lance is the price of gas, the pp ce of streetcar Tares, and the 
electricity, and all those many thing 
Senator Daniel, we in Pitsburgh are parti rly hit by t 
because, as vou know, we have had a tremendous smoke-eliminat 
rogram, and people there by the thousa: have converted 
ent years, and have put in these gas burners, stoves, and so fe 
d various equipment to meet this situation, and as a result they 


ii a very recent large investment in burning of gas, and they ar 
tally concerned about this problem. 


Senator Danie.. I note your average cost per thousands cub ( 
for residential use, according to figures here for 1953, that wer b 


nitted to the committee, would be 69.3 cent 
Do vou think that that would be about correct 4 
Mr. Lawrence. I think itis. I am not re, | wouldn't 
sure. 
Senator Danie.. That sounds in line? 
Mr. Lawrence. I think so. 
Senator DanteL. You say the price of gas purchased by the three 
tributing companies in the Pittsburgh area from the pipelines ha 
been increased at a startling rate in recent years. 
You are referring there to the pipeline price and not the produ 
rice paid in the field ? 
Mr. Lawrence. That is right. 
senator DANIEL. According to the ficures that were ibmitted here. 


1951, your price, the average producer's price on gas shipped te 
Pittsburgh was 9.71 cents, and in 1953, the average price wv 1.4 


+ 


ts. an inerease of 2 YS cents. 
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Do you agree that that increase in price there is not out of line with 
the inflation or increase in general cost of living / 

Mr. Lawrence. No: what we are concerned about, we have been 

viol: intly fighting these thir ngs to kee p prices within reason, and al- 
ways recognizing the fact that through these regulatory bodies the 
investor is entitled to a fair return on his mone y, and he will get that 
both from the public utility commissions of | -ennsylv: ania and other 
States, and from the Federal Power Commission. 

Senator Dantev. In other words, you have no complaint about the 
increase in prices, the producer’s prices over the period prior to the 
Phillips decision ¢ 

Mr. Lawrence. Not particularly, but, as I say, we constantly tight to 
keep them down. 

Senator Daniex. I understand that. I wanted to make clear, how 
ever, that what you fear in the future did not occur during the unregu 
late «| per 10d pr ior to the P hillips deci ision. 

Mr. Lawrence. I don’t think so. 

Senator Daniext. I would like to introduce at this time the figure 
submitted by Dr. Boatwright and the chart on Pittsburgh, Pa 
ing gas prices from 1950 through 1953. 

Senator Pasrorr. Without objection, it is so ordered. 

(The table referred to follows :) 


., show 


Ciry OF PITTSBURGH, Pa. 


Served by Manufacturers Light & Heat Co., supplied by various pipeline 
ContLpanNntes 


1950 1951 1952 195 
Estimated average field pr received by producers for natural gas 
upplied to Manufacturer ght & Heat Co. (cents per thousand 
cubic feet 10.83 9. 71 10. 57 { 
Average cost of natural gas delivered to city gate for Manufacturers 
Light & Heat Co. (cents per thousand cubic feet 25.03 | 25.63 | 27.86 33.47 
nber of residential customers in city of Pittsburgh served by Man 
ufacturers Light & Heat ¢ 20,926 21,094 21, 632 
rage use per residential customer (thousand cubic feet per year = 0 145. 2 ide 
A verage cost per thousand cubic feet for residential use (cents 0.8 59.1 ) 
1 Not available 
N OTE Data presented is for Manufacturers Light & Heat Co. portion of Pittsburgh only Among t 
pipeline companies delivering gas to Manufacturers Light & Heat Co. are Tennessee Gas Transmission C« 


lexas Eastern Transmission Corp., and United Fuel Gas Co 


Source: Annual reports to the Federal Power Commission by the pipeline companies 


PITTSBURGH, PA., CONSUMER ENJOYS BENEFITS OF REASONABLE GAS PRICES 


The average cost of gas for residential service to customers of Pittsburgh, Pa.., 
was 69.3 cents per thousand cubic feet in 1953, but only 15.8 of that price went 
to natural-gas producers in the field. 

A survey revealed today that the producer's share was the smallest. Pipe 
lines transporting the natural gas from the fields in the Appalachian and South- 
west areas to the distributor received 17.7 cents. Thus production and transpor- 
tation together accounted for a total of 33.5 cents, while the cost of distribution 
to Pittsburgh customers was 35.8 cents per thousand cubic feet. 

These prices apply only to the portion of Pittsburgh served by Manufacturers 
Light & Heat Co. The 1953 figures are the latest available. 

The total price of 69.3 cents represents an advance of 8.5 cents since 1950, but 
only part of this increase can be attributed to gains in field prices. Prices paid in 
the fields from which Pittsburgh gets its natural gas averaged 10.8 cents in 1950 
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PITTSBURGH, PENNSYLVANIA 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 
Based on the Average Cost per Residential Customer 
1953 


(Source: Annual Reports to F.P.C. by Pipeline Companies) 


I 
| 


Cost of distribution to 35.8 | 
i 
| 
| 


Price received by Distributing Company 69.3 cents per Mcf 


Pittsburgh customers cents 


Price received by pipeline company af 1. 33.5 cents per Mcf 








Cost of transportation from 21.6 . 
field to distributor cents 
| 
Price paid to Producers in the , 
Appalachian and Southwestern fields 11.9 cents per Mcf 
| 
11.9 
cents 
——— 
and 15.8 in 1953. However, Pittsburgh gets its gas from different areas, and at 


least some of the differences in average prices paid in the field are due to the 
changing source of supply. 

During the 1950-53 period, residential customers in the portion of Pittsburxh 
served by Manufacturers Light & Heat Co. grew in number from 20,926 to 21,632 
and increased their average use per customer from 127 thousand cubic feet per 
year to 142. 

The survey was made under the supervision of John W. Boatwright, prominent 
industry economist. Sources of information were annual reports to the Federal! 
Power Commission by the pipeline companies 


63057—55——_37 
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Senator Porrrr. You don’t have the figure for 19547 

Senator Danieu. No. 

Senator Pasrore. Are there any further que stions / 

Senator Daniex. I have one further que stion, 

During that period of time from L951 to 1958 that I just referre 
to, where the increase in the producer sp rice 1s appt arently a little over 
2 cents, I note than an increase was permitted to the distributing com 
panies in Philadelphia of 10 cents, the price in 1951 being an average 
of about 59.1 cents and in 1953 an average of 69.3 cents to the consumer 

Mr. Lawrence. You are speaking of Philadelphia, or Pittsburgh? 

Senator Dantev. I meant Pittsburgh. Does your city have regula- 
tion over the distributor’s prices ¢ 

Mr. Lawrence. No; the public utility commission of the State does. 

Senator Dantex. So actually the increase of 10.2 cents in the period 
of 1951 to 1953 is certainly much greater than the increase allowed 
to the producers in the field. 

Mr. Lawrence. And of course we fight the rate increases by the 
utility commission, and we don’t always win. 

Senator Porrer. Mr. Mayor, isn’t it much like anything else, it i 
like a wave, when it starts at the source with an increase in price that 
wave gets bigger as it goes on to the ultimate consumer, and he is the 
man that pays all the bills? 

Mr. Lawrence. That is what we are fearful of, if you leave this 
one end open, it could be increased there to any amount that they want 
to increase it to, and therefore it will reflect itself all the way through 
the pipelines and to the consumer. , 

Senator Porrrer. Wouldn't it be ) difficult for a State regulatory 
agency to actually regulate the pri as such, when there is no regula 
tion at the wellhead ? 

Mr. Lawrence. Right. 

Senator Porrer. They are at the mercy, actually, of the price the 
producers get. 

Mr. Lawrence. If you keep it open at any point, you are endanger- 
ing the cost to the consumer. 

Senator Daniet. The regulated _ f this transaction in Pitts- 
burgh was permitted by the regulator a 5- son greater increase than 
the unregulated end, or the open end, i ai in the price of gas. 

Mr. Lawrence. Well, that doesn’t indicate, Senator, that Pitts- 
burgh is satisfied with that by any means. What the Public Utility 
Commission of Pennsylvania has done to us, we are constantly in a 
fight with them, and normally they are always on the side of the 
utilities. 

Senator Danie. I understand that fully. You are far better satis- 
fied with the results you got at the open end, the unregulated end dur- 
ing this period of time, than you are with the regul: ated end. 

Mr. Lawrence. No: we feel that our concern here, basically, is as 
I have stated. We are fearful if this end is left open, we are at the 
mercy of those people who are producing the gas, and therefore that 
will reflect itself, and maybe multiply as it moves on through an 
unfriendly public utility commission at Harrisburg. 

Senator Porrer. And you have a better chance of : dealing with your 
State regulatory commission 
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Mr. Lawrence. Well, if I may inject a little polities at the moment 
ve hope that will happen shortly. 
Senator DANIEL. Mayor, it appears to me that it 1s er evident 


that on the open, unregulated end, you had only a 2-cent increase, 
while vou have 5 times that much increase on the eudieahiiil end by 
oul comm! amon Cert nly you were treated better at least during 


tl 1e past years by the open, unrecul lated end than you were by the reo 
lated end of this business. 


Mr. Lawrence. Is that an indication we will get the same kind of 
treatment ¢ 

Senator Dante. I appreciate your giving me the chance to say so 
because ] have said SO be fore, and I would like Lo say aga tha I 
think you would. I think—and I am as honest as I can be t] 
tatement, that in the producing States vou will continue to rece 


a greater supply in the future with the Fulbright bill passed, if the 
aw was lik e the Ke leral Pow er C’on LMISSIiO} thought it Wal Curing 
these unregulated years—you will have a greater supply, and that 
your gas prices will not go up nearly as much as if the bill is not 
passed, and some people are forced to try to find intrastate markets 
rather than to be regulated as utilities. 

| honestly think that for your consumers, because of the availabl 
supply increasing, that your prices will continue in the future as in 
i past, and that on the open, unregulated end, you will have better 

‘atment, than if you put it under regulation like you have the othe 

ae 

Mr. Lawrence. Senator, | have great faith in public officials, and 
I feel very confident that the Federal Power Face eat will give 
fair treatment to both the producer and the consumer, and the fact 
that that happened as you have stated duri ing that unregulated period 
sno guaranty it will happen again, and the companies—it is accepted 
generaly everywhere in our economy—are entitled to a fair return, 
and I feel that the Federal Power Commission, regardless of under 
what administration, will appoint people who will see that the gom- 
panies get a fair return on their money, and at the same time the pro 
ducer will be ] yrotected. I honestly believe that. 

Senator ena And it is also a fact that in the enactment of the 
Natural Gas Act, Mayor, the Congress said: 


It is hereby declared that the business of transporting and selling natural gs 
for ultimate distribution to the public is affected with the public interest and 
that the Federal regulation of eae relating to the transportation of natural 
gas and the sale thereof in interstate and foreign commerce is necessary in the 
public interest 


is 


You make a good point, at least by regulation you would have a forum 
where the pu ylic interest could be e xposec for se rutiny on the part of 
ell, their remonstrances could be made a public record, and in that 
way protect the public interest. 

Mr. Lawrence. I think that is right. Even now I think we are 
better off, even though, as I say—and I am not saying this politically— 
the public utility commission at Harrisburg in recent years has been 
proutility. It has just been a constant battle. 

But even with that, it is better than if here were no regulation. 

Senator Pastore. Are there any further questions? 

Thank you, Mayor. We are ple ased to have heard your statement 

Mayor Celebrezze of Cleveland is our next witness. 
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STATEMENT OF ANTHONY J. CELEBREZZE, MAYOR, CITY OF 
CLEVELAND, OHIO 


Mr. Crevesrezze. I am Mayor Anthony Celebrezze of the city of 
Cleveland. 

[ am here on behalf of the gas-consuming people of the city of 
Cleveland, and partialy from the State of Ohio. 

The State of Ohio is vit: ally de spe ndent upon nature al gas. Its in 
habitants rely on natural gas; its industry relies on ns itural gas. 

[n 1951, Ohio assumed first place as a consumer of gas for 1 ‘esidential 
use. At the present time it ranks a very close second to the State of 
California in total gas consumption. According to the latest figures 
auVallable from the Bureau of Mines, of the United States Department 
of the Interior, for the year 1953, 1,792,400 consumers in the State of 
Ohio used a total of 420,809,000 M. c. f. for which the consumers of 
Ohio paid out a total of $240,001,000. This cost to the Ohio con- 
sumers represents the second largest outlay of money for natural gas 
paid by the States throughout the U nited States in 1953. 

The gas consumers of Ohio have spent at least $500 million for gas- 
burning appliances and equipment. Indeed, the State of Ohio has 
a large stake in the natural-gas controversy. 

The city of Cleveland, Ohio’s largest city, the nexus of a great and 
large metropolitan and industrial community, is vitally dependent 
upon an adequate supply of natural gas to its 395 varied industrial 
consumers and to its 263,834 residential and commercial consumers. 
{t ranks third among the cities of the Nation in gas consumption. Of 
necessity, problems incident to the cape an adequate and proper 
supply at reasonable costs are of a great concern to the city. 

The inhabitants of Cleveland, seuniainadhe 1 million persons, 
who constitute statistically 244,922 residential connections, have 
invested over $120 million in gas burning appliances ani equipment. 
To service these appliances and equipment the consumers in the city 
of Cleveland currently expend $35 million annually for the purchase 
of natural gas. 

The increasing use of natural gas as a base fuel for domestic pur 
poses and as a space heater by consumers in Cleveland has increased 
its volume to a point where even the slightest increase in price reflects 
the sensitivity of the cost factor—a 1 cent increase-per M ec. f. at the 
wellhead, passed on to the ultimate consumers in Cleveland, means 
an aggregate increased annual cost at present rate levels of $700,000. 
The constant increase in demand is evidenced by a comparison of sales 
in Cleveland for the years 1945-54. 


In 1945 domestic consumption totaled 19.098.508 M ec. f.: in 1954. 
17,583,494. For oT same years, industrial cons sumption incre a 
from 6,579,639 M e. f. to 11,163,464. The consumption of natural g 


per domestic consumer in Cle veland has risen from 78,039 M e. f. i 
1945 to 181,165 in 1954. 

Total consumption has increased from 25,678,145 M ec. f. in 1945 to 
8.746.958 in 1945 (East Ohio Gas Co. statistics). 

Since 1902 the East Ohio Gas Co. has served the consumers of the 
city of Cleveland. It has invested $182 million in this area. East 
Ohio, a subsidiar v of the Consolidated Natural Gas Co., obtains a part 
of its supply of natural gas from the Hope Natural Gas Co., and the 


~~ 
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New York State Natural Gas Co., affiliates of the Consolidated system. 
Its principal supply of natural gas comes from the southwestern fields 
of the mid-continent and Texas Gulf Coast regions via the transmis- 
sion pipe ‘lines of the Panhandle Eastern Pipeline Co., the Tennessee 
Gas Transmission Co., and the Texas Eastern ‘Transmission Corp. 

In 1954, East Ohio expanded $65,500,000 for its purchase of natural 
gas from the pipeline companies. The cost of these purchases by Kast 
Ohio is directly dependent upon the price which the pipeline company 
pays for gas purchased from the independent producers who supply 
the interstate pipelines. The cost of natural gas to the Cleveland 
consumers 1s . turn directly dependent upon the price which East 
Ohio pays for its purchases from the pipeline companies. 

To aflord some measure of protection of their interests the con- 
sumers of Cleveland can look to the Public Utilities Commission of 
Ohio which exercises regulatory jurisdiction over the East Ohio Co. 
East Ohio and he consumers, can look to the Federal Power Com 
mission to exerc) a degree of regulatory contro] over the interstate 
pipeline mmanln 

But what real effect can this regulatory scheme have if the primary 
phas se of the interstate commerce in natural gas, and the phase most 
in need of regulation, is allowed to be set free from control 

This threat to the consumers of Ohio and the city of Cleveland, who 
in the economic sense are dedicated to the use of natural gas, and who 
are hopelessly and inextricably bound by a network of connected 
pipelines which lead from the wellheads of the gas fields of the Mid- 
Continent and Texas Gulf Coast regions to the small pipe connections 
in their homes, must not go unchallenged. 

Despite the fact that the proponents of nonregulation would have 
the public believe that the discovery, production, and gathering of 
natural gas is a phase of the natural gas industry, which is carried on 
by 4,000 or 5,000 independent natural gas produce rs, whose risk is 
great and among whom the forces of economics create keen competi- 
tion, the fact is that major oil companies hold natural gas resetves 
approaching 60 percent of the United States total of more than 211 
trillion cubic feet. At least one study indicates that 85 percent of the 
gas sold via interstate pipelines is supplied by 100 producers most of 
whom are large oil companies. 

About 60-percent of the natural gas sold to transmission lines is 
obtained from oil wells, which were explored and developed primarily 
for the discovery of additional petroleum supplies. The American 
Gas Association reports that 49,279 new well completions were made 
in 1953—25,762 were primarily oil wells, only 3,806 were primarily 
natural gas wells. 

To indicate that the natural gas industry is logically an adjunct of 
the oil industry and that natural gas is practically a byproduct of the 
petroleum industry, note the following: 

Data relating to well-drilling activity have not been, and cannot be, segregated 
between oil and gas. When drilling is undertaken, there is frequently no way 
of knowing, particularly for wildcat wells, whether gas or oil or a dry hole will 
result (Gas Facts, 1953, p. 27). 

The natural gas industry has become the sixth largest industry in 
the United States. Nearly 70 percent of the independent producers 
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are small producers with wells in t Ap palchi: in area who provide 
less than 3 percent of the total gas ; no | to interstate pipelines 
The independnet producers of natt ~ gas are corporations invented 


with — sums of money in capital in a going industry from which 
fpreat isk has been largely dis sipated an as the limitations of the 


supp ly in the good earth must inevitably dictate. But this is not a 
peculative risk element, it is one of depletion and exhaustion against 
which no force can prevail. To puncture the fallacy of high risks, the 
remarks of Willard W. Gatchell, Federal Power Commission staff 
mber, and data introduced by him before the Federal Power Com- 
mission in Docket R—-142 on January 12, 1955, are pertinent: 

While the production of natural gas is at times speculative, it is not conducted 
as a gambling enterprise, but by and large as any normal business undertaking 
in Which there are admitted risks, * * * I would like to present for your infor- 
mation a table prepared from the Treasury Department figures showing the 
operations of three industries: 

(1) The bituminous coal and lignite; 

(2) Crude petroleum and natural gas, which means the producers), and 

(3) Electric and gas utilities. The table is as follows: 


Selected statistics of certain coal, petroleum, and utility industries, year 1951 


1 
21. 000 


( le petro- 
D ana leum and Electric 

( itural-gas ( 

I in ctior 
Numt f A, « 774 1, 108 
Gar ] 77, 414 $5, 569, 52% $31, 514, 1 

124 4 $5, 4567, 781 $30 14. 15 

I y I { ir} +41 M 94, 422 914, 254, 09 
i s 2, 4 739 765, 304 $R, 454, ONE 
N I $57, 121 67, 484 882. 99 
} t O0.86-1 1.48-1 64 
I t it to « 83 7. 88 6.1 


Source Statistics of ir 
This comparison alone shows that invested capital is a highly significant factor 
the petroleum production business. Whenever the ratio of assets to revenue 

is as low as 1 to 1, capital is a highly significant factor, and when it amounts to 

1.48 to 1, as shown in the illustration, it is by any standard a higher significant 


factor. It will be noted that the electric and gas utilities have a ratio of 3.64 to 1, 
and it is hard to imagine an industry which invested capital is more significant 
than the electric and gas utility business 


A valid conclusion to be drawn noe these remarks and data is that 
in order to attract so substantial a capital investment the production 
of natural gas must be lac king in tee high degree of risk which we 
are encouraged to accept, and that the so-called risk is not risk at all, 
but the inevitable diminution of potential available supply—a “risk,” 
if you please, which every industry which draws from the soil must 
inevitably face. 

On January 1, 1954, the Americ: Association reported that 
the proved recover: ee reserves of | ni hae ‘ gas in the United States 
totaled 211.4 trillion cubic feet. This represents the largest annual 
increment to reserves since 1946 and occurred in spite of record with- 
drawals in excess of 9.2 trillion cubic feet during 1953. 

Senator Scuorrren. Might I ask a question? Have you noted what 
the reserve picture was last year with reference to that? 
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It is down, is it not? 

Mr. Cevesrezze. All I had available to me was the 1953 figure 

Senator ScuorpreL. | think if you will check, you will find that thi 
1954 figure is drastically down. 

I am sorry to say that. because that goes to the supply of gas which 
might be down the line for us all in the future. 

Mr. CreLesrezze. In spite of the unprecedented postwar demand 
for natural gas, with consequent tremendous increases in net produ 
tion, reco’ erable reserves have never failed to mncrease by at lea t 5 
trillion cubic feet annually during this period. 

As long as new discoveries exceed production * * * the ratio of reserves to 


production, frequently computed to determine “the number of years supply avail 


ely unimportant. (Gas Facts, 1955, p. 11.) 


able’ is relati\ 

De; pite the presently favorable outlook, this raises quest lons of con 
servation of available resources. Conside1 ations of conservation ul ve 
the additional need for regulation. But even State regulation of this 
nature has been hard fought in the respective courts by the independ- 
ent producers. The Texas Railroad Commission had to fight every 
inch of the way in an attempt to regulate natural gas in the State of 
Texas. 

(4) The concerted efforts of the Texas Legislatures and the Texas 
Railroad Commission to regulate finally culminated in success, and 
iltthough regulation was con istently fought by he producers and 
operators, the writer of the « ited article is prompted to observe: 


But the real story behind the rise of this new resource giant is found in the 
development of its regulation and control by the States through their conserva 


‘ 
t 


tion statutes and regulatory agencies. Without the foresight, 


courare, and 

visdom of the men who have served on these regulatory bodies, the natural 
industry would not occupy the position it does today. The Nation owes a great 
ebt to these men of conservation, 

The producers and operator of today, like their forebears, are still 
fighting regulation—regulation under the Natural Gas Act—without 
regard to the possible long-run benefits to be derived by the public 
and the independent producers themselves. 7 

If the Nation owes a great debt to the men of conservation, the 
natural-gas producing interests, in turn, owe an obligation to the 
consuming States of the Nation who provide the market for the fruits 
of this conservation. Of the 48 States, only 2 States, Vermont and 
Nevada, lack gas facilities, present or proposed. Only 6 States, Texas, 
Louisiana, Kansas, Oklahoma, New Mexico, and Arkansas, possess 
about 86 percent of the Nation’s total natural-gas reserves. Forty 
States, seven-eighths of the Nation, are vitally dependent upon 6 States 
for their supplies of natural gas which they must be assured of every 
day throughout the year. 

A network of pipelines binds these States to the producing States 
in a large web from which they cannot disjoin themselves. Having 
committed themselves to natural-gas utilization, there is no oppor- 
tunity to search for other markets. There is only 1 source of natural 
gas—there is only 1 market—determined by nature and the physical 
location of pipelines. The market has become a seller’s market. 
Natural-gas pipeline mileage has increased to a point which exceeds 
that of the railroads (United Press report, July 4, 1953). At the 








240 AMENDMENTS TO THE NATURAL GAS ACT 


end of 1953, 445,270 miles of main were operated by gas utilities and 
pipelines, an increase of 21,090 over 1952 (Gas Facts, 1953, p. 5). 

The contributions of natural gas to the energy needs of the Nation reached 
a new peak in 1953, exceeding 23 percent of the total. Only 5 years ago the 
comparable percentage was 15, but an ever-increasing pipeline capacity, to 
transport gas from producing fields to metropolitan consuming centers, has 
significantly multiplied the use of gas during this relatively short period. 
(Gas Facts, 1953, p. 1). 

In view of the multistate dependence upon the interstate commerce 
in natural gas and the economic factors of localized supply and inter- 
state demand, individual State commissions cannot effectively carry 
out a unified program which can maintain the proper balance of 
supply and price among the States affected. The individual commis- 
sions of the producing States cannot legally regulate the price of gas 
sold in interstate commerce. Nor can the States which receive it. 
The individual commissions of the producing States cannot concern 
themselves with a nationwide program of distribution, which would 
take into account the various needs of the 40 States which have com- 
mitted themselves to a need for an uninterrupted gas supply. There 
must be regulation by the Federal Power Commission. Without Fed- 
eral regulation of producers, competition among the States in a seller’s 
market can only result in spiraling prices at the wellhead as a result 
of competition between pipelines to secure adequate supplies of gas 
for the areas they serve. This eventuality must not be pe ‘mitted to 
obtain, although indications are that this is a serious problem at the 
present time. Pipeline executives have testified before the Federal 
Power Commission that all of the competition in the gas fields is 
between buyers seeking a supply of natural gas. 

The seriousness of the problem attendant upon the increased prices 
of gas at the wellhead is pointed up in the following data: 


Average ficld price per thousand cubic feet 


Unite : Inite 
Year State . 4 States! Year _——- 4 State 
Percent Cents Percent Cents 
1940 4.5 3,1 1952 7.8 6.3 
1945 4.9 3.1 || 1953 9.2 7.7 
1950 6.5 5.0 1954 (estimated 10.0 &.9 
1951 _ _. 7.3 D7 


! Major producers—Kansas, Louisiana, Oklahoma, and Texas 
Source: U. 8. Department of the Interior, Bureau of Mines (natural gas statistics). 

These are averages, which tend to cause downward adjustment, but 
notation should be made in this regard of the statement in the 1953 
publication of the industry : 

The average wellhead price for all production (much of it based on old con- 
tracts) attained a new peak of 8.5 cents during 1953, with many new contracts 
being written at more than double this price (Gas Facts, 1953, p. 1). 

The consumers of Cleveland have only to examine the rate increases 
granted by the Federal Power Commission since 1950 to the pipeline 
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companies who supply the East Ohio Gas Co. These increases are 
as follows: 
PANHANDLE EASTERN PIPELINE CO 


Date Rate increase Price D 


1950 19.00 
Feb. 20, 1950 4.55 3 55 | G11 
Jan. 1, 1955 2 55 5. 14 G25 


Increase since 1950 710 


TENNESSEE GAS TRANSMISSION CO 


1950 








Dec. 18, 1951 2.73 25.82 | G-1741, G-174 
Feb. 15, 1953 3. 37 29. | G 52 
Mar. 1, 1954 1.11 30.30 | G 2 
Nov. 18, 1954 26 30. 55 G 2 
Dec. 15, 1954 1,90 32, 45 G 9 

Increase since 1950 9. 36 

TEXAS EASTERN PIPELINE CO 

1950 25.9 
Dec. 1, 1952 6.0 11.9 G-1964 
Sept. 1, 1953 9 32.8 (-1964 

Increase since 1950 6.9 

HOPE NATURAL GAS CO 

1950 20. 25 
Apr. 1, 1950 2.4 31. 65 
Feb. 1, 1952 2.85 34. 50 
Feb. 15, 1953 1.95 36.4 
Oct. 1, 1953 1. 65 38.10 
Apr. 9, 1954 2. 27 40). 37 
Dec. 15, 1954 1 41.48 | G-5474 


Increase since 1950 12. 23 
. 


Examination of the dockets would reveal that every rate increase 
granted was applied for as incident to an increase in the field price 
of gas purchased by the pipeline companies. 

During the fiscal year of 1954, applications before the Federal 
Power Commission for gas-rate increases numbered over 1,000 and 
totaled $286,800,000, of which $106,900,000 has already been allowed. 
(34th Annual Report, Federal Power Commission, 1954, p. 108.) 


THE QUESTION OF REGULATION AND THE NATURAL GAS ACT 


The industry proponent producers of legislation which would 
exempt the so-called independent producers have conduted a cam- 
paign attempting to create the impression that the Natural Gas Act 
never was intended to include ha am its jurisdictional coverage the 
independent producers. 

They say this despite the pronouncement of the United States 
Supreme Court in the Phillips case (Phillips Petroleum Company 
v. State of Wisconsin et al., 347 U. S. 672 (1954)). That decision 
was the final disposition of a case which had its inception in -1946. 
Nine years elapsed during the time that the issue passed through 
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the administrative processes and through the appellate courts; years 
in which, as noted heretofore, the unregul: ated prices of gas sold in 
interstate commerce continued in a steady increase. Having finally 
laid to rest the troublesome dilemma, the decision of the highest 
court of the land is — to be overruled by legislative action on 
the theory that the Natural Gas Act of 1938 never intended to 
encompass the sales of independent producers in interstate com- 
merce; and on the insinuation that the decision of the Supreme 
Court is not a correct one. 

In deciding the case, the Supreme Court took cognizance of the 
legislative history of the act and the language of the statute. In 
the light of the legislative history and the prior decisions of the 
Court of questions Tels iting to the Natural Gas Act, the Court did 
not experience the difficulty of the Federal Power Commission in 
finding that the sales of independent producers in interstate com- 
merce were subject to the jurisdiction of the Commission. 

The Natural Gas Act of 1938 was enacted to regulate the interstate 
commerce in natural gas which the States were without authority 
to regulate (H. R. Rept. 109, 75th Cong., Ist sess.: Senate - 
1162, 75th Cong., Ist sess.). Two earlier cases of the Supreme Court, 
Missouri v. Kansas Gas Co., 265 U. S. 298 (1924) ; Public Se rvice 
Commission v. Attleboro Steam and Electric Co., 273: '*;U. S. 8 
(1927), had ruled that the transmission of gas and electricity across 
State boundaries was interstate commerce, and that neither the State 
of origin nor the State of destination could constitutionally regulate 
the prices charged for the commodities. There followed in 193 
an investigation by the Federal Trade Commission of the natural- 

gas industry which revealed that the industry was in need of regu- 
ites in the public interest. The investig: ition found that in 1935, 
55 percent of all the natural-gas pipeline ‘mileage was controlled by 
four groups representing oil ‘and utility interests (Temporary Na- 
tional Economic Committee, Report on Natural Gas and Natural 
Gas Pipelines, monograph No. 36). 

Natural-gas rates were influenced by corporate integration. Since the pipe- 
lines were interstate carriers and beyond jurisdiction of State commissions, 
the oil and utility companies preferred to take their profits from the pipeline 
companies rather than from local utilities. Gas rates at the “city gate” were 
set to maximize profits, the local rates “floated” on these rates and were limited 
in part by regulation and in part by the cost of competitive fuels. In general 
they were set on the basis of what the traffic would bear (Economics & Public 
Utilities, Clemens, Appleton-Century-Crofts (1950) ). 

Congress decided to act. In the absence of State regulatory powers, 
and with evidence of the need for regulation Congress enacted the 
Natural Gas Act to regulate the transportation and sale of natural 
gas in interestate commerce. To contend that the Congress intended 
to step into the field of interstate regulation of natural gas only to 
regulate the interstate commerce at the end of the commerce is unten- 
able. It would have been an anomalous act on the part of the Con- 
gress to have recognized the necessity of regulating the sale and trans- 
portation of natural gas in interstate commerce as, indeed it did in 
section 1 of the act, only to deny regulation at the primary source 
of the interstate commerce, where the States were inhibited. In the 
Phillips case, the issue was squarely before the Court and it rejected 
such alleged congressional intent. 
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Of course, the issue before this committee is not what the history 
of the matter is; notwiths tanding the past it cal 1 approve the proposed 
legislative exemption. However, it is of utmost importance to stress 
the original intendment of the act and its basie purpose in order 
to apprise the committee that the sale of natural gas in interstate 
commerce by independen produce rs was not intended to be exempt, 
despite the Federal Power Commission’s reluctance to assert its juris 
diction. 

The independent producers realized this; otherwise, they would 
not have obtained the introduction of no less than 5 major legislative 
proposals for exemption in the various Congresses since the Natural 
Gas Act was enacted. (The Moore-Rizley bill, S. 734 and H. R. 
1051, 80th Cong., Ist sess.; the Priest bill, H. R. 4099, 80th Cong., 1st 
SeSS. ; vg Harris bills, H. R. 79 and H. R. 1758, 80th Cong., 2d sess., 
Kerr bill, S. 1498, 81st C ong., Ist sess.; and Lyle bill, H. R. 3285, 82d 
Cong.., al ‘oon) 

Passage of the proposed legislation will have the same anomalous 
effect in recreating a gap in the regulation of the interstate sale and 
transportation of natural gas. The States will be powerless; the 
Federal Power Commission will be denied. It will possess the author- 
ity to regulate the end phase of commerce, but not the initial one. It 
will not be a case of the Federal Power Commission refraining from 
the exercise of its jurisdiction; it will be a case of the Federal Power 
Commission divested of its juris diction. 

This will effectuate a condition recognized by the Supreme Court 
even wor to its decision in the Phillips case. In the /nterstate Gas 
('o. v. Federal Power Commission, 331 U.S. 682 (1947) the Court 
coasts this observation as to sales by an independent producer to a 
pipeline company for interstate shipment: 


S 


) 
1 
i 


Unreasonable charges exacted at this stage of the interstate movement become 
perpetuated in large part in fixed items of costs which must he covered by rate 
charged subsequent purchasers of the gas, including the ultimate consumer. It 
was to avoid such situations that the Natural Gas Act was passed. 


‘l'o grant an exemption would benefit the producer; but would dis 
advantage the consumer who looked hopefully to the future as a result 
of the Phillips case which finally and rightly elminated the hiatus in 
which the Federal Power Commission had placed itself. 


CONCLUSION 


Much will be said pro and con in this natural gas controversy before 
this committee adjourns. After all is said and done, one basic question 
will remain. The question is simply this: “Is the 84th Congress of 
the United States going to take out from under the regulatory juris 
diction of the Federal Power Commission a select group of 100 oil 
companies who supply 85 percent of the Nation’s natural gas product 
in interstate commerce, contrary to the intent of the original framers 
of the Natural Gas Act and contrary to the rights of 60 million people 
of the United States, the consumers of natural gas? Or is it going to 
recognize the urgent need for primary regulation of the sale for resale 
of natural gas in interstate commerce consonant with the intendment 
of the Natural Gas Act of 1938? 
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In answer, nothing rings clearer than the declaration of the Supreme 
Court in the Phillips case : 


Regulation of the sales in interstate commerce for resale made by a so-called 
independent natural-gas producer is not essentially different from regulation of 
such sales when made by an affiliate of an interstate pipeline company. In both 
cases, the rates charged may have a direct and substantial effect on the price 
paid by the ultimate consumers. Protection of consumers against exploitation at 
the hands of natural-gas companies was the primary aim of the Natural Gas Act 


I would like to read into the record two resolutions attached to my 
statement, one adopted by the council of the it of Cleveland. 

Senator Pasrorr. Do you want to read them, or may they be in 
cluded in the record ? 

Mr. Cevtesprezze. They may be included in the record. 

(The resolutions follow :) 


RESOLUTION NO. 438-55 
(sy Messers. Klementowicz and Tlorwitz) 
AN EMERGENCY RESOLUTION 


Memorializing the Congress of the United States to defeat legislation which pro 
poses to amnend the Natural Gas Act so as to exempt the production of natural gas 
sold in interstate commerce from regulation by the Federal Power Commission. 

Whereas the Natural Gas Act was passed by the Congress in 1938 for the 
primary purpose of protecting natural-gas consumers against exploitation at the 
hands of natural-gas companies: and 

Whereas the city of Cleveland took the lead among municipalities in obtaining 
passage of the Natural Gas Act; and 

Whereas the city of Cleveland has a substantial interest in the price of natural 
gas as its inhabitants are paying approximately $35 million annually for this 
commodity and an increase of just 1 cent per M ec. f. in its price would mean 
an increase of about $600,000 annually; and 

Whereas there is currently underway a heavily financial movement to prevail 
upon the Congress to amend the Natural Gas Act so as to exempt the production 
of natural gas sold in interstate commerce from Federal Power Commission 
regulation ; and 

Whereas the effect of such proposal would be exploitation of natural gas 
consumers throughout the Nation by a handful of large oil companies operating 
in southern oil- and gas-producing States ; and 

Whereas the city of Cleveland has in the past opposed similar legislation 
which proposed to exempt natural gas production from Federal Power Commis 
sion regulation, the last such legislation being the Kerr bill; and 

Whereas on February 3 Mayor Celebrezze accepted membership on a steering 
committee to consider ways and means to present the municipal viewpoint on 
such legislation before the Congress and publicize this viewpoint, aforesaid com- 
mittee being composed of mayors of such cities as Milwaukee, Detroit, Kansas 
City, Boston, Nashville, and New York; and 

Whereas it is in the interest of the natural-gas consumers in the city of 
Cleveland that the Natural Gas Act be not weakened by an amendment similar 
to that embodied in the Kerr bill; and 

Whereas this resolution constitutes an emergency measure in that the same 
provides for the usual daily operation of a municipal department: Now, there- 
fore, be it 

Resolved by the Council of the city of Cleveland: 

Section 1. That the Congress of the United States be and it is hereby respect- 
fully memorialized not to enact into law any bill similar to the Kerr bill of the 
Sist Congress, which proposes to amend the Natural Gas Act so as to exempt 
the production of natural gas sold in interstate commerce from regulation by the 
Federal Power Commission. 

Sec, 2. That the clerk of council be and he is hereby directed to transmit a 
certified copy of this resolution immediately upon its adoption thereof and the 
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ning by the mayor to Senators John W. Bricker and George H. Bender, 
epresentatives Frances P. Bolton, Oliver . Bolton, Michael A. Feighan, William 
*. Minshall, Jr., Charles A. Vanik 

Sec. 3. That this resolution is hereby declared to be an emergency measure 
and provided it receives the affirmative vote of two-thirds of all members elected 
to council, it shall take effect and be in force immediately upon its adoption 
and approval by the mayor; otherwise it shall take effect and be in force from 
and after the earliest period allowed by law 
Adopted February 21, 1955. 

ffective February 24, 1955 


s 
} 
i 
J 


4 RESOLUTION OF THE BOARD OF TRUSTEES OF THE OHIO MUNICIPAL Le 


GUI 
(Adopted April 13, 1955) 

Whereas natural gas is one of the most important resources of the United 
States, the production and conservation of which is a matter of national interest 
and properly subject to regulation for the public good ; and 

Whereas the distributors of natural gas to Ohio consumers and the transmission 
companies from which said distributors purchase natural gas are presently revu 


lated by the Federal Power Commission under the Natural Gas A 
the end that the natural resources of t 


our great country may effec 
guarded and to the end that the consumers of that product may be prote« 
the evils of monopoly inherent in control of a great natural resource 

Whereas the Natural Gas Act of 1938 invests the 





Federal Power Commi 


with the power and duty to regulate the producers of natural gas which sell 
said gas for use in interstate commerce, which power and duty has been recently 
affirmed by the Supreme Court of the United States; and 

Whereas by reason of constitutional limitations, it is impossible for State 


regulatory bodies to assert effective jurisdiction over the production of natural 


gas used in interstate commerce so that only regulation on the Federal level can 


protect and conserve this valuable natural resource both for this generation and 
posperity >; and 

Whereas the powers of the Federal Power Commission under the Natural 
Gas Act will be emasculated and the purposes of that act largely thwarted unless 
the independent gas producers selling natural gas for use in interstate Commerce 
be regulated by the Commission in accordance with the decision of the Supreme 
Court of the United States: Now, therefore, be it 

Resolved, That the board of trustees of the Ohio Municipal League record, and 
it hereby does record, its complete accord with the principle of regulatitn of 
independent producers of natural gas by Federal Power Commission and enjoins 
said Commission and its staff to promulgate effective regulatory procedures with 
all possible speed: Be it further 

Resolved, That the board of trustees of the Ohio Municipal League oppose any 
and all attempts to induce the Congress of the United States to pass legislation 
which may exempt producers of natural gas from regulation by the Federal 
Power Commission 


Mr. CeLesrezze. In my opening statement, page 2, | refer to a 1- 
penny increase that cost the citizens of Cleveland $700,000, In the 
resolution adopted by the council, the figure is $600,000. — The $600,000 
figure was based on 1954 consumption in the city of Cleveland. The 
figures that I gave you are included up to the present time, so that 
makes the difference of the $100,000. 

Senator Pasrore. Therefore the figure in your statement, rather 
than the figure in the resolution ; isthe one you stand upon ¢ 

Mr. CeLesrezze. That is correct. 

Senator Pasrore. Are there any questions of the mavor / 

Senator Danre,. Mayor, I note from the figures that have been sub 
mitted to the committee, as taken from the Federal Power Commission 
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records and other inv estigat ion, that your pric e to the consumers, your 
average price for cooking, water heating use, and residential heating, 

about 61.8 cents. 

Does that sound about right now, to you! 

Mr. Cevesrezze. The price is 90 cents for the first 1,000 cubic feet. 
ind 60 cents for all over that. 

Senator DaNnrev. That is the present price? 
Mr. Ce_esrezze. That is the present price. 

Senator Danret. I do see [ am probably in error. These are the 
1953 figures that, | have. Was your figure around 61 cents, then / 

Mr. CreLesrezze. Well, it probably would average out, depending 
ipon the amount of gas that you consume, because they start out with 
90 cents for the first thousand cubic feet. 


) 
CO ed ac Rion as MR oe : A mim. far the fret ¢ 
senato the first t 


1 
LJVANTEL. 1S minimum, for 


housand. 

Mr. Cereprezze. That is correct. 

Senator Danrev. I note from these figures, from 1949 to 1953, there 
Was an increase to your consumers of only 4.9 cents in the final con- 
sumers bill, and In the Increase ovel the sim] lar pe r 10d of th le average 
price paid to producers furnishing your city it was from 8.97 cents 
to 11.58 cents. 

That is true through 1953, or an increase of 2.41 cents. 

As I understnd your testimony, you are not complaining so much 
about that increase that was given to the producers. Do you feel 
like that was in line with the increase of the cost of living, or inflation, 
or below that increase ? 

Mr. Cererrezze. No; as I stated in my statement, I tried to bring 
out that the increase that was given at the wellhead to the pipelines, 
the exact increase was passed on here to the consumer. 

Senator Danie. Not according to these figures. From 1949 to 
1953, the increase in the wellhead price was 2.41 cents. The increas 
to the consumers was 4.9 cents, more than double the increase to you 
a ; than the increase to the produ cers in the field. 

Mr. Ceresrezze. Your figures and mine don't correspond. My fig 
ures i. in the Panhandle Eastern Co., 1950, the price was 19 cents. 
At February 20, 1953, there was an increase granted up to 23.55, 

Senator Danrev. Are you talking about the interstate pipeline 
price ? 

Mr. Ceveprezze. Yes, sir. 

Senator Daniex. I am talking about the produce r price, I hope 
you are not charging the producer with all of the increase that is per- 
mitted by regulatory bodies in the interstate pipeline price, or the 
distributor’s price. 

I am talking strickly about the increase in the producer’s price. 
Mr. CeLesrezze. Well, I make the statement, Senator, and when 
gave you these figures, that an examination of the dockets in these 
cases, an eXamination would reveal that every rate increase granted 
was applied for an incident to the increase in the field price for gas 

a ‘hased by the pipeline companies. 

nator Danre.. The increase allowed by your regwatory bodies 
was a greater increase applied for and granted than the producers 
in the field received, that is my point. 
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Mr. CeELEBREZZE. You are referring to the State regulatory bodies 

Senator DANIEL. Y es: both the State regulatory body and the Fed 
eral Power Commission, in fixing the rate that the pipeline com 
pany could charge your distributing system. ‘Those increases, accord 
ing to the figures we have here, are higher than the increases received 
by the producers. 

"Mr. Ceveprezze. That may be true. 

Senator DAnigeL. L would say, if it is not true, your case would be 
the first before us in this hearing. 

Ih other words, there has been an increase In the cost of steel for 
pipe, there has been an increase in the cost of operating expense {or 


= ; ; 
our interstate pipeline sand your dl tributing system. 


\ i] ot the mcrease mM the price of gas to your ultimate consumers 
is not represented by an increase lh price to your producer ; n't that 
true ¢ 


Mr. Cretesrezze. That could be an accurate statement; yes. 

Senator Danie... And you do not feel that the producer’s price of 
vas in the field has gone up in excess of the cost of living or in exce 
yf the inflation that we have witnessed n this country 5 do you, 
Mayor ¢ 

Mr. CeLesrezze. | would say it has, because my figures show their 


( 


price has gone up approximately 400 percent at the wellhead, wherea 
the cost of living has gone lip to 196 percent, 

Senator Daniet. Now, Mayor, | don’t know what you base your 
100 percent on, but woul 


| you olve us the figures, or is there someone 
with you who can give us the figures, not of just one company, but 
your average for your el tire ¢ ity of ¢ ‘leveland. 

Mr. Ceveprezze. I don’t have them available here. 

senator Danie... | am going to introduce a set of figures relating 
to Cleveland submitted to the committee by Dr. Boatwright, and ask 
you if you will later examine them, and if you find error in them, 
will you so advise the committee ? 

Mr. CELEBREZZE. Who is that invidividual ? 

Senator Dante. Economist for the Standard 

Senator Pasrorre. For the Standard Oil Co 

Senator Daniev. Of what / 

Senator Pastore. Of Indiana. 

Senator Dante. Dr. Boatwright introduced those figures as being 
taken from the Federal Power Commission record. He is an inter 
ested witness, of course. 

if there is any error in his testimony, his figures with respect 
to Cleveland, I think we should have them, and I am asking vou. 
if you have any correction to these, or any comments, that I would like 
for you to give them to the committee, 

Mr. Chairman, I offer in evidence, Dr. Boatwright’s figures and the 
chart with respect to gas prices in Cleveland, Ohio. 

Senator Pasrore. Without objection, it is so ordered. 
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(The table referred to follows:) 


CLEVELAND, OHIO 


Served by the Fast Ohio Gas Co., supplied by various pipeline companies 





1949 1950 1951 1952 1953 
Vi lied to East Ohio Gas (thou 
c feet 117, 540,187 149, 861, 945 (166, 239, 739 (173, IS1, 185 171, 775, 624 
} erage field price received by 
producers for natural gas supplied to 
Cleveland (cents per thousand cubic 
feet &, 07 & &7 8. 64 105 11.38 
Average cost of natural gas supp‘ied to 
East Ohio Gas (cents per thousand cubic 
feet 25. 00 27. 08 27. 69 30. 27 33. 80 
Total numb f gas customer ( é 
l i 357, € $¢ HS 374, 457 382, 297 391, 404 
A cost of t ll Cleve i 
t r ents per thousand bic feet 3 1.71 &2 t 7. 34 
Number f residential gas customers ir 
Cleveland 336, 580 343, 645 352, 115 359, 517 368, 035 
A verage cost of gas to residential cust er 
cents per thousand cut t AR. 87 53 76 57. 87 58. 16 60, 39 
Average use per re 1 tia cust I 
(thousand cubic feet per year 109.0 132. 1 146. 1 148. 7 148. 6 
Price t» residential cistomer for typical 
home heating, ¢ kin ind water heat 
ing use (cents per thousand cut feet 56. 9 56. 9 56. 9 6.9 61.8 
7.21 thousand cubic feet per month is quantity estimated to be used by residential customer for space 
heating, cooking, and heating water 
Nott Principal sources of supply are Hope Natural Gas Co., Panhandle Eastern Pipe Line Co., Ten- 


nessee Gas Transmission, Texas Eastern Transmission Corp 


Source: Determined from data in the annual reports to the Federal Power Commission and AGA Rate 
Book 


CLEVELAND NATURAL GAS PRICE RISE SLIGHT 


Average cost of gas to Cleveland residential customers rose only 2.6 pereent 
in 5 years, despite the substantial increase in the price of other commodities, a 
survey revealed today. 

Cleveland householders paid an average of 58.87 cents a thousand cubic feet 
for the fuel in 1949 and 60.39 cents in 1953, the latest year for which reports 
are available, 

Meanwhile the average use of gas rose from 109,000 cubic feet to 148,600 
for each residential customer and the number of such consumers increased from 
336,580 to 368,035. 

Cost of gas for typical residential use in heating the home, cooking, and 
heating water remained stationary at 56.9 cents a thousand cubic feet for the 
first 4 years of this period and rose less than 5 cents a thousand cubie feet in 
1953. 

The survey was conducted under the supervision of Dr. John W. Boatwright, 
one of the Nation’s top economists in the fuels industries and an official of 
Standard Oil of Indiana. 
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CLEVELAND 


Comparative Prices of Natural Gas 
Paid to the Producer in the Field, Paid to the Pipeline 
Companies and Received by the Distributing Company 


Average for all gas used by residential customers 


1953 
(Source: Annual reports to FPC) 


Price received by 


istributing Company —— 60.4 cents per MCF 


Cost of distribution to 
Cleveland consumers 


Price received by pipeline —_ »> 


companies 33.8 cents per Mcf 


Cost of transportation 
from fields to 
distributor 


Price paid to producers in - 


Appalachian and Southwestern 
Fields 


11.4 cents per Mcf 
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Senator Pasrorr. Mayor, will you find it convenient to send in those 
heures ¢ 

Mr. CeLesrezze. Yes. 

Senator Pastore. We thank you for your appearance, Mayor. It 
was a pleasure to have had you. 

We have a short statement here from Mayor Mead, of Syracuse. 

Will you identify yourself for the record, and proceed as you wish 4 


STATEMENT OF DONALD H. MEAD, MAYOR, CITY OF SYRACUSE, N. Y. 


Mr. Meap. I am Mayor Donald H. Mead, of the city of Syracuse, 
> # 

Mr. Chairman and members of the committee, I deeply appreciate 
this opportunity to appear before you with mayors and representa- 
tives of other cities. As mayor of the city of Syracuse, N. Y., I feel 
it is my obligation to assist in bringing to your attention the view- 
point of the consumer during your deliberations on the proposed 
legislation to amend the Natural Gas Act. 

May I say at the outset, that I am not here to pose as an expert 
in the field of gas regulation. I am frank to say I know very little 
about it. 

But, I do appear as an expert on the welfare of the citizens of our 
city, and I do have available information from experts who make it 
very clear that removal of Federal control at the wells will cut sharply 
into the pocketbooks of our citizens. 

Let me give you an idea of how Syracuse would be affected. The 
city of Syracuse has a population of about 230,000 and is the heart 
of a metropolitan area of about 250,000 persons. 

It receives its supply of natural gas through the Niagara Mohawk 
Power Corp., which, in turn, purchases gas from the New York 
State Natural Gas Co. 

The New York Natural Gas Co. purchases from the Texas Eastern 
Transmission Co., the Tennessee Gas Co., and others. It maintains 
substantial storage facilities in the Tioga, Pa., area and is developing 
new storage facilities at a point east of Pittsburgh, Pa. 

Consumers’ gas rates in the Syracuse area are regulated by the 
New York State Public Service Commission. The product consumed 
locally is 100 percent natural gas and consequently the consumer 
cost is materially affected by the control of the cost of the product 
in the field. 


GAS CONSUMPTION INCREASING 


(as consumption has been on the increase in Syracuse—far ahead 
of the national average. The number of house-heating consumers 
in our area has increased 300 percent in the 4 years from 1950 to 
1954—from 13495 to 40,670. At the same time, our total number 
of gas users has increased from 67,141 to 78.786. 

Let’s look at our average consumption of gas. House-heating con- 
sumers on the Syracuse area use on an average of 197,070 cubic feet 
annually—more than twice the national average of 87,000 cubic feet. 
Averaging all cur gas consumers brings an annual consumption of 
128.510 cubic feet, almost exactly 3 times the national average of 43,000 
cubic feet per consumer. 
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As you can see, our people use natural gas—they depend on it 
and they have an estimated $16 million invested in gas-heating equip 
ment. In wet ra they would be at the mercy of the producers in the 
field, without Federal control, and as a pr actical ms ae, they would 
be financially unable to convert their investment into coal or oil 
heating units. 

Let’s analyze what loss of Federal control would mean to our people, 
dollars-and-cents-wise: 

The cost to our distributor, Niagara Mohaw Power Corp., has in 
creased 22 percent in the 4-year period from hong to 1954—from 
39.88 cents per thousand ¢ ‘ubic feet to 51 cents, or an increase of 11.12 
cents. 

Senator Danie.. Is that the cost of the interstate pipeline, to your 
distributor 4 

Mr. Mean. That is right, from 39.88 cents per thousand cubic feet 
to 51 cents, or an increase of 11.12 cents. 

Already our citizens have absorbed 7 cents of that increase and 
escalator clauses filed with rate schedules make provision for the 
consumer to absorb all future increases. 

Price ranges in the field, prior to the Phillips Petroleum case, 
increased from 5 cents per thousand in 1945 to 10 cents in 1954, 
with some producers receiving, under pressure of the demand, 15 
cents to 20 cents per thousand. 

Senator Danie,t. What is the average for the gas coming to your 
city, do you know ¢ 

Mr. Mean. I can’t tell you, I am sorry. 

I am told by men who know the gas-regulation field that without 
ome regulative power by the Federal Power Commission, prices could 
very well increase another 10 cents per thousand. 

This would dip into the pockets of consumers in the Syracuse area 
to the extent of more than $1 million a year. Our figures show that 
it would be an ultimate increase of about $20 a year to each house 
heating customer with an overall average increase to all of our con 


sumers of $12.88. " 
Now if Syracuse is a fair example—and we must assume that it 
is—this proposal to wipe out Federal regulation takes on a tre 


mendous magnitude. All that should be expected by the produce: 
is a fair return on the investment. This has been accorded carriet 
and distributor. who, in turn, are dependent on the producers for 
their supply. 

Senator Monroney. Could you tell me how you arrive at that 
statement—that estimate of 10 cents per thousand increase? 

Mr. Meap. That is a figure that was given to me by our local power 
utility company. 

Senator Monroney. You have no data as to how they arrived at 
that ? , 

Mr. Meap. No; I do not. 

Senator Monroney. They are under a 25-year contract. I assume, 
for their gas supply, that is rather well fixed as to the cost of the 
gas, with certain escalation-price clauses for every 5 years, or so, 
for 2 or 3 cents a thousand. 

Mr. Mean. I would asume that is so, but I can’t say definitely. J 
would be glad to furnish that information, however, sir. 

Senator Monronry. You don’t know how they arrive at it? 
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Mr. Mean. I do not. 

There appears to be but only one conclusion. ‘The governmental 
control of gas pape tion—within reasonable limits—is in the public 
interest and is an obligation of the Federal Government. Congress 
should retain die control by defeating any proposal to eliminate it. 

The city of Syracuse respectfully requests the Congress to preserve 
to the people of this country the equal protection of its laws, by 
retaining control of all phases of the production, transmission, and 
consumption of gas in accordance with the existing provisions of the 
Natural Gas Act. 

Now, gentlemen, I appreciate that the members of this committee 
probab ly have much more knowledge on the subject than I. 

I attempted to make that clear at the outset. The information 
I have attempted to supply here today, have been statistics and facts 
which have been furnished by our local utility company. 

Senator Pasrore. Are there any questions of the mayor? 

Senator Scnorpre.. I will defer to the Sen: itor from Texas. 

Senator DANTEL. Mayor, what is the price to your consumer, per 
thousand cubic feet ¢ 

Mr. Mean. Fifty-one cents. 

Senator Danre.. No; that is the price the distributing company 
pays to the interstate pipeline, 51 cents according to your statement. 

Mr. Mrap. Yes; I guess that is right. 

Senator Danie. How much, then, does the consumer pay per 
thousand ? 

Mr. Meap. I can’t answer that, 

Senator DANIEL. Can you give us any approximation at all on that ¢ 

Mr. Mean. I am not a consumer myself. 

Senator Dante. New York has a consumer price of $2.42 a thou- 
sand cubic feet. Do you know how you compare with New York 
City ¢ 

Mr. Meap. No; I amsorry. I would be glad to get that information 
for the committee. 

(Following is the letter that Mayor Mead supplied to the com 
mittee :) 

CITY OF SYRACUSE, 
OFFICE OF THE MAYOR, 
June 22, 1955 
Hon. WARREN G. MAGNUSON, 


Chairman, Interstate and Foreign Commerce Committee, 
Senate Office Building, Washington, D. ¢ 
Drar SENATOR MAGNUSON: In response to your telegram, I am forwarding to 
you by special delivery comparison between Syracuse and New York City con 
sumer prices as requested during the gas hearings on May 18. 
Very truly yours, 
DoNaLp H. Mrapv, Wayor 


Syracuse Viagara Mohawk Power Corp. 


(jross Net 
Residence use 
Ist 400 cubic feet, or less $0.90 $0.80 
Next 1,600 cubic feet, per hundred cubic feet 21.0 cents 2.0 cents 
Next 2,800 cubic feet, per hundred cubie feet 14.2 cents 13.2 cents 
Over 4,800 cubic feet, per hundred cubic feet 7.6 cents 7.5 cents 


Minimum charge $0.90 $0.80 
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Purchased gas adjustment: The charges above are subject to an adjustment 
to reflect the increased cost of natural gas to the company The adjustment 
rate of O.762 cent per cubic foot, or later revisions thereof, will be shown 
on your regular service bill. 


Westchester, Queens, and ymost of Brona Consolidated Edison Co 
House residential : vet 
ist BOO cubic feet, or less $1.10 
Next 1,000 cubic feet, per hundred cubic feet 24.6 cents 
Next 1,800 cubic feet, per hundred cubic feet 19.6 cents 
Next 2,050 cubic feet, per hundred cubic feet 17.7 cents 
Over 5,100 cubic feet, per hundred cubic feet 13.2 cents 


Purchased gas adjustment: The charges above are subject to an adjustment to 
reflect the increased cost of natural gas to the company rhe adjustment rate 
of O59T6 cent per 100 cubic feet or later revisions thereof, will be shown on 
your regular service bill. 

The following are amounts of gas bills in Syracuse and New York City for 
the gas consumption figures shown 


wy 07 OO 15.000 16. 40 +. OS 
s YU 10. 84 20 000 20. SO » 


() 7 25,00 24. 60 S48 


Senator DanteL. I would appreciate having it. 

Is your New York sales tax applied to the consumer bills ¢ 

Mr. Mrap. We have a city sales tax, and it does apply. 

Senator DANIEL. How much? 

Mr. Mean. ‘Two percent. 

Senator Danie. Do you have a State sales tax ¢ 

Mr. Mean. No, we do not. 

Senator Danie.. But you have a 2 percent city sales tax applied to 
the total amount of the consumer’s bill ? 

Mr. Mean. That is right. . 

Senator Danrer. Have you any idea how much the producers of 
that gas in the field get for their gas? 

Mr. Mrap. No, I don’t. 

Senator Danie. It might interest you to know in New York City, 
according to the figures I have, there is a sales tax collected on the 
consumer’s bill which amounts to more money than the producer of 
the natural gas in the field receives for the product. 

Mr. Mrap. That is possible. 

Senator Pastore. Thank you, Mayor Mead. 

Mr. Lee, we are ready for you again. 

Senator Scnorrper. Mr. Chairman, unfortunately [ have a 4:15 
appointment with some people who flew in here from my home State 
who must leave tonight, and I am going to be compelled to leave. 

If I could, I would like to ask the gentleman a few questions here, 
which I know will be somewhat out of order. Ordinarily, I try to 
wait until the matter as to which you are testifving has been com- 
pleted, or break in at some opportune time during the testimony, but if 
1 might be accorded the right to ask a few questions now, I would 
appreciate that. 

Senator Pastore. Have you any objection ? 
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Mr. Ler. No, I would be glad to accommodate the Senator. 

Senator Scnorprrer. Mr. Lee, as | remember your testimony, you 
said you were representing the officials of the city of Detroit in this 
proceeding here ¢ 

Mr. Lee. And also— 

Senator Scuorrret. The consumers? 

Mr. Ler. And also the National Institute of Municipal Officers. 

Senator ScnorrreL. Mr. Lee, in your representation here, you come 
from Detroit. Did you consult with or have you had any, let’s say, 
conferences with your business people in the city of Detroit before 
you came down to this hearing? 

Mr. Ler. Why, we had the matter submitted to our common council, 
and they unanimously approved the position we took. 

We always go to the common council before we participate in any 
rate procee edings of any kind. 

Senator Scuorpret. Now, Mr. Lee, do you have in the city of Detroit 

what is known as the Detroit Board of Commerce? 

Mr. Ler. Oh, yes, sir. 

Senator Scuorere.. Are you familiar with the resolution which was 
passed by the Detroit Board of Commerce with reference to this 
legislation ? 

Mr. Lee. I am not only familiar with that resolution, but I am 
familiar with the resolutions that have been passed by boards of 
commerce in many other cities which are directly contrary to the 
resolutions passed by the official legislative body and the officials of 
thee ity ; yes, sir. 

Senator Scnorpre.. Mr. Chairman, I would like to, at this time, of 
fer for the record. three short p: iragraphs of a resolution that I hold in 
niy hands under date of April 5, 1955, by order of the board of di 
rectors of the Detroit Board of Commerce, and this is what it says 
in resolution form: 

There is an increasing unfilled demand for natural gas in the Detroit area 
by industry and for additional residential and commercial use. The gathering 
and the production of natural gas is a high risk and intensely competitive indus- 
try whose continued growth and efficient operation can best be assured under 
the free-enterprise system where the price structure has been and always will 
be continued to be controlled by the acute competition prevailing in th's phase 
of supplying natural gas for customer use. The transportation and distribution 
of natural gas is already adequately controlled by the present regulations of 
the Federal Power Commission, the Michigan Public Service Commission, and 
like bodies of the individual States. Therefore, be it resolved that the Detroit 
Board of Commerce, believing in free competitive enterprise, urges the Federal 
Power Commission control be removed from the gathering and the production 
of natural gas, and supports and endorses the proposal as set forth in the House 
bill 4560 that will accomplish this end. 

That is signed by the Detroit Board of Commerce, by Harry C amp 
bell, executive vice president, and Thomas R. Reid, chairman of the 
natural gas committee, as I indicated under date of April 5, 1955. 

Mr. Ler. And the answer to that is they are simply expressing the 
view of big business, - not the view of the average man who has to 
pay the cost of the ga 

Senator Scorrren. I did think it ought to be in the record as to 
what this council in the great city of Detroit, one of the greatest manu- 
facturing cities in the world, as some of them say—it might be dis- 
puted by other cities with reference to this industry—but it does reflect 
some attitude with respect to this legislation. 


-~oOr 
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Mr. Ler. Not the attitude of the 258,000 residential users, not the 
attitude of the city government. I am here authorized to be here by 
the mayor of the city, the unanimous vote of the common council of 
the city. 

Senator Scuorrret. I do not dispute that at all, Mr. Lee. 1 thought 
it was pertinent for us to have in the record, some other Detroit views 
by a council there that I am sure is interested also in the development 
of that great city and all the industries there which employ hundreds 
of thousands of people in ther related industries. 

Mr. Ler. Senator, you will agree with me that they are not here 
to testify, they are not here to be examined. They simply lile a decla 
ration. Weare here tobe examined. We are here to tell you why this 
shouldn’t be done, and throughout the entire State of Michigan, Sen 
ator, if you will pardon me for a moment, througlhe uit the entire State 

of Michigan the pipeline companies, also members of the boards of 
commerce, both the service to the Michigan Consolidated, which serves 
the southern half of the State, and the service to the Consumers Power, 
which serves the northern half of the State, the pipeline companies 
are members of those boards of commerce, and they put these resolu 
tions through, and the city government puts through an exactly 
separate resolution. I can point it out to you in Flint, it happened 
in Flint, it happened in Detroit. 

They are not here to be examined, they simply make a declaration, 
and you will find that their membership, the contributors to the cost 
of enterprise of the boards of commerce are made up of people who 
are interested in this industry. 

Senator Scuorpret. Well, Mr. Lee, all 1 can is this, that IT happen 
to be a member of this committee of the Senate of the United States 
which is hearing this matter. 1 think it would be a sad day, indeed, 
if we would refuse to present statements for the conside ration in the 
wisdom and judgment of this committee’s determination by those who 
want to pass resolutions and send them down here, because we have 
accepted on the part of mayors here, statements to “et filed ‘a ihisy 
record, which they could not, in their busy schedules, see time available 
for presentation here, or to present themselves here for cross 
examination. 

I do think it is of some value. I do think it shows an interest in 
the legislation, and expresses it in resolution form for whatever it 
might be worth. 

Mr. Ler. Your ee I haven’t objected to the presentation of the 
resolution. I think it is all right. You didn’t hear me object. 1 
simply am pointing st to you that these are statements, they are not 
here to be cross-examined to substantiate them, and as far as the merits 
are concerned, if they are not here to be cross-examined in many 
instances, the attorneys for cities are here to be cross-examined. 

Senator Pastore. Be that as it may, Mr. Lee, I think from now on 
any rejoinder doesn’t add much to the quality of the hearings. 

Mr. Schoe ‘ppel has a perfect right to h: ave that inserted in the record, 
he has a perfect right to make a statement. He has made it, you have 
made yours, and I ‘think everybody is satisfied, now 

Senator Scuorrren. If you w ill excuse me, now. 

Senator Pastore. Yes. 
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Mr. Ler. Mr. Chairman, and gentlemen of the committee, [ am read- 
ing from page 3, paragraph 9 of the statement on behalf of the city 
government and the National Institute of Municipal Officers: 

%. Due to the lack of producer competition in the field, there is a monopoly 
sellers’ market, competition is only between buyers—not sellers with buyers 
outbidding each other for this scarce and much-needed product. 

As illustrative of what the elimination of the “just-and-reasonable” rate re- 
quirement of the Natural Gas Act by the Fulbright bill means, one need only 
consider the tremendous increase in producer prices which has occurred in recent 
vears while the Federal Power Commission has stood idly by. under its self- 
denial of jurisdiction which the Phillips decision reversed. The producer price 
to pipelines has increased an average of S4 percent since 1947, with some recent 
contracts jumping from 200 to 300 percent in the past 2 vears (about 5 cents in 
1947-49, 9 cents in 1953, and recently 20 cents in Louisiana ). 

As another example, one pipeline under the “field price’ formula espoused 
by the Fulbright bill has “written up” the value of its natural-gas reserves 
15,000 percent. Power to call a halt to this tremendous upward price spiral 
Simply must exist rather than be destroyed as the Fulbright bill proposes. 

10. The Natural Gas Act’s provisions requiring the Federal Power Commis 
sion to fix just and reasonable rates is fair to both producer and consumer 
and should not be eliminated so as to permit producers and gatherers to charge 
unjust and unreasonable prices. 

11. Consumers relying upon the congressional promise contained in the 
Natural Gas Act of 1938 of just and reasonable rates have spent approximately 
$10 billion for gas burning equipment, thus supporting the nationwide expan- 
sion of the natural-gas industry in recent years. Now that consumers have 
acted in reliance upon this congressional promise, it would be highly inequitable 
for the Congress to withdraw that promise by adopting the Fulbright bill, thus 
causing millions of dollars of producer rate increases to descend upon them 
and destroy this consumer investment if forced to turn to other fuels. 

Senator Danrex. In all fairness, do you think the consumer’s invest 
ment was made at a time when they thought there was promise that 
the Federal Power Commission would regulate these prices, or 
weren't these investments made during a period when the Federal 
Power Commission was ruling that it did not have the power to 
regulate producers’ prices 4 

Mr. Ler. Senator, you have repeatedly used that illustration, pred- 
icated upon the time, as J understand Your Honor, when the Federal 
Power Commission did not regulate the price, but the answer to that 
is this. 

How do you knov, but what if they had done their duty, the price 
would have been a good deal less ? 

Senator Dante.. Mr. Lee, I am not asking you that. I am going 
back to your statement which says that consumers have acted on 
reliance upon this congressional promise that these prices would be 
regulated, and that it would be inequitable for Congress to with- 
draw it. 

I am asking you if you think, giving it sober reflection, that that 
is a fair statement to say that consumers have invested all this money 
relying on any promise by Congress that the FPC would set pro- 
ducer prices, when, as a matter of fact, these investments were all 
made during the period when the Federal Power Commission was 
not regulating the prices, and the interpretation of the law made by 
the Commission during these many years was that it did not have 
the power to do it. 

I just ask you if you think you have made a fair statement on this 
particular point ? 
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Mr. Ler. Yes, 1 do, Senator, for this reason, 

The language that 1 contend the consumers relied upon was the 
language of the Natural Gas Act, which guaranteed to them, through 
the action of the Federal Power Commission, Your Honor, just and 
reasonable rates. 

Now, the refusal of the Commission over the years to take the 
jurisdiction that the Court finally said they had had for 16 yeu 
that is no iIndieation that the price the produce) vot was a fal 
rice, and all the time you must remember when you are talking 
about independent producers there is this very slgnificant thing, 
} our Honor. 

Many of the pipelines own their own reserves. and I know Your 
Honor will agree with me that never was there any attack upon the 
legal right of the Power Commission in fixing a rate for the gas from 
the pipeline to the distribution company to pred cate If upon those 
reserves, and to pass pol the reasonableness of the sum incor porated 
in the rate base to cover those reserves 

How do you know but many of these consumers received pipeline 
owned gas, not independent, so-called producer gas, and that any 
thing that results in ie way of a rate, Y our Honor, in my judgment 
as a result of a fair, legal hearing before a regulatory body, with the 
right to appeal to the courts if either party is dissatisfied, is the only 
way to guarantee a fair rate. 

Senator Pastore. In other words, what you are saying, Mr. Lee, is 
that your argument is applied to those cases where the pipe line, itself. 
was a producer receiving gas from an affiliate. 

Mr. Ler. Yes, and there are many instances of that kind. Now, 
Senator Daniel, if you want to go ahead, I will withdraw. 

Senator Dante... If that is all your statement refers to, I would 
think you would want to change it, because you quote here the entire 
investment of consumers for buying gas that was produced not by just 
the transmission companies, and I will just say to you frankly I know 
of no evidence that consumers made these -purchases prior ta the 
- eae decision believing that the producer’s price of gas was going 
to be set 

I have heard of only one consumer who bought his stove under 
a feeling that he was going to be protected, and that was Senator 
Pastore, who bought it after the Phillips decision. 

Senator Pasrorer. That is right. 

Mr. Ler. But, Senator Daniel, may I say this, in all due respect to 
Your Honor. If they did not know definitely the reasons why Con 
gress passed this law, they were charged with knowledge of it, and the 
investment we propose to show by consumers in gas appliances ex- 
ceeds all the investment of the natural-gas industry. 

We propose to prove that, so I don’t want to have you think for 
minute that I am trying to make any statement I can’t back up. You 
have repeatedly asked the question, as I listened here, of different wit 
nesses, well, what is the cost of gas to the consumer, and what is the 
cost of the gas to the producer, and isn’t it true that the producer gets 
just this, and the consumer ultimately pays so much more? 

Well, the answer to that is very simple. The investment in the 
pipeline far exceeds the investment in the so-called independent pro- 
ducer, and the next answer to this is this. 
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Anything that is done fixing rates, such as the pipeline rate which 
you compare as the ultimate rate to the distribution company, as 
against what the producer got for the gas, any rate that is fixed under 
our orderly American system, a day in court, due process of law, a 
hearing before the commission, an opportunity to produce witnesses, 
an opportunity to cross-examine witnesses, that is the American way, 
ve you take away that way, you deny that to us. You say, “No; you 

‘ant sav a word as to whi ‘ther this ‘produc ers P rice is good or bad, 
is high or low, is fair or unfair, is legal or illegal.” 

You not only take that aw: ay from us, you take away from us the 
ie to say that about the pipelines-owned gas. You fly in the face 

e the American system when you do that, and when you make a com- 
parison between what the producer gets and back it up by saying 
over the years it wasn’t controlled, and therefore the producer only 
got this much. If it wasn’t controlled, how do you know but what 
it was excessive ? 

The only way you can find it out is under our American system, 
your day in court. 

I would line to continue with my statement. 

Natural gas is an essential public service—not a luxury as Senator 
Fulbright Diibetais If the consumer protections are thus scuttled 
by the Congress, no effective regulation will exist and producer price 
increases—already totaling millions—will “automatic: ally” go into 
effect and disaster to his poe ee will be the consumer’s lot. 

Now, all the time we have been talking about this, I have yet heard 
no cross examination of any witness, or any statement, practically, of 
any witness about the new formula, the so-called fair-field formula, 
and if you pass this legislation you put that new formula into the 
mandatory obligation of the Power Commission in fixing rates, and 
you defeat us in our litigation pending before the court, wherein we 
now contend that that formula is wrong, and illegal. That hasn’t been 
touched upon at all, yet. 

[ now would like to present the official NIMLO resolution and re- 
port and our detailed statement supporting the above summary. This 
is, in effect, our brief in chief on behalf of the consumers. Herein I 
present our side of this controversy and our answers to the chief argu- 
ments advanced for the Fulbright bill. 

Senator Pasrorr. Do you desire to read this resolution, or would 
you want it made a part of the record at this point ? 

Mr. Ler. Your Honors will note that this statement is quite lengthy. 
We are desirous of cooperating with this committee in every way. 
There are quite a number of pages yet to cover. 

Copies of this statement have been left with eac h member of your 
committee, I understand, and therefore if there is no objection, I 
would be glad to ask that you insert this statement in the record, and 
that will avoid the nee essity of further reading. 

Senator Pastore. Well, we wouldn’t want you to be under the im- 
pression that that is our suggestion. You are at perfect liberty to 
read it yourself, if you care to. 

On the other hand, of course, I appreciate your solicitude for the 
committee and its members in taking into account that it is almost 20 
minutes to 5, and if there is no objection we will allow Mr. Lee to do 
that. We appreciate that cooperation very much, Mr. Lee. 
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With that condition, we will have the entire statement made a part 
of the record. 
(The resolutions presented by Mr. Lee read as follows :) 


NIMLO’'s OFrrictaL RESOLUTION AND REPORT 


The National Institute of Municipal Law Officers (NIMLO) has a membership 
of over 900 cities located in each of the 48 States, the District of C 


n the Territories of Hawaii, Alaska, and Puerto Rico NIMLQO is orted « 
tirely by tax funds of its member cities Last September in San Francisco 


NIMLO adopted a resolution providing as follows: 

“Whereas the primary purpose of the Congress in adopting the Natural Gas 
Act of 1938 was to protect consumers from exploitation by suppliers of natura 
gas, while at the same time assuring the suppliers of a fair and reasonable price 
for their product; 

“Whereas the means whereby the Congress accomplished this purpose w to 
confer jurisdiction upon the FPC to fix reasonable rates for sales of natural 
gas in interstate commerce for resale to consumers ; 


“Whereas NIMLO has since the adoption of this act taken the clear and con- 
sistent position that this purpose of the Congress should be carried out and that 


‘ 


the jurisdiction of the Federal Power Commission thus conferred should remain 
unimpaired : Now, therefore, be it 

“Resolved, That NIMLO hereby reaffirms its prior position and opposes the 
enactment of Federal legislation which would weaken or impair the jurisdiction 

nd functioning of the Federal Power Commission under the Natural Gas Act as 
now written; and be it further 

‘Resolved, That a copy of this resolution he forwarded to the Cabinet Commit 
tee on Energy Supplies and Resources Policy which is now considering natural 
resources, 

This resolution was based upon a report which stated: 

“This subject was the only one upon which there was controversy at the open 
hearing conducted by your committee. Your committee was urged to recom 
mend no action upon this subject until a newly created cal 
pleted a study of natural resources and reported, with NIMLO appoint 


et cominittee h 


mittee thereafter to reconimend a position for this organization. We ‘ 
urged to recommend that NIMLO adhere to and reatfirm the prior posi 
istently taken by NIMLO since adoption of the Natural Gas Act in 19 { tl 


act should be carried out as origivally Written 

“Tt was suggested that two States, Kansas and Oklahoma, prescribe 1 
prices for intrastate sales of natural gas at the wellhead whereas the FPC only 
passes upon the reasonableness of maximum prices of sales in interstate corn- 
merce for resale and that some conflict in Federal and State jurisdict 
in reaffirming NIMLO’s prior position taken not only by resolution but in the 
brief amicus curiae filed in the United States Supreme Court in the recently de 
cided Phillips case. Your committee fails to find such conflict was urged upon the 
Supreme Court of the United States in the Phillips case and found it to be non 
existent. In fact, your committee is impressed with the fact that since the 
States are constitutionally unable to control the reasonableness of sales in in 
terstate commerce no conflict with FPC jurisdiction can arise. And no producing 
State fixes maximum prices for natural gas for the protection of consumer They 
fix only minimum prices to protect producers 

“Upon checking with NIMLO’s staff, your committee was informed that while 

copy was mailed to each one of NIMLO’'s 881 member municipalities « 
brief amicus curiae filed in the Phillips case not one member wrote in protest 
against or in disagreement with the position taken therein, i. e., the positioz 
urged in the foregoing resolution 

“Under these circumstances, your committee finds no reason whatever to 
depart from the prior position of NIMLO on this matter. The proponents of 
change of position frankly informed your committee that legislation to remove 
FPC jurisdiction to pass upon the reasonableness of rates charged by Phi 
Petroleum Co. for sales in interstate commerce is certain to be introduced in 
Congress in January. NIMLO has not wavered down through the yeu I 
opposing such legislation and no valid reason was advanced to your committes 
why NIMLO should change its position now. We were urged to recominend a 
change in NINLO's position to one of ‘no position’ and that we cannot do when 
no valid reasons were presented for such action 


t 


on exists 
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“Your committee was also informed that unless the Natural Gas Act is amended 
so as to nullify the decision in the Phillips case, the suppliers of natural gas 
would not sell their gas in interstate commerce, thus depriving thousands of 
users of this commodity and making the price higher because pipelines will not 
operate at full capacity. This argument in the nature of a threat by oil com- 
panies to deny themselves profitable interstate markets is one to which youn 
committee cannot give credence. The FPC requires reserves to be dedicated 
for the use of each pipeline before the line can be constructed. The millions 
n cities who have changed over to the use of natural gas should not thus 
suddenly find their supply cut off due to this Supreme Court decision against 
Phillips Petroleum Co 

“In NIMLO’s brief amicus curiae it was pointed out that some 40 million 
consumers are how dependent upon natural gas. Nearly every large city, and 
many of the smaller cities, now have pipelines bringing this valuable com 
modity to them Your committee is impressed by the argument urged upon 
it that we as city attorneys represent not oil Companies but the consumers 
who reside in our cities. To here adopt the position of Phillips Petroleum Co 
and depart from our representation of the Consumers who pay us to represent 
their interests seems wholly inconsistent. We who represent consumers can 
not be in the position of urging higher prices for consumers of natural gas 
In the Phillips case the Supreme Court noted that a scuttling of FPC juris 
diction meant an increase in price for these consumers—an increase estimated 
from authoritative sources in NIMLO’s amicus curiae brief there at $200 million 
per yea! Action to support such a result your committee cannot recommend 

Consistent with our position as a representative of the consumers who reside 
within municipal corporate limits, your committee, therefore, recommends that 
NIMILO reaffirm its position in this manner.” 


The NIMLO resoultion was adopted in democratic fashion after a lengthy 
debate at which both sides of this important question were fully presented. 
I have attached to my statement a copy of the transcript of this very compre 
hensive debate. Each side was allowed to present its views but the vote in 
favor of the resolution was almost unanimous. Approximately 500 municipal 
attorneys from all over the Nation participated in this vote. 


Based upon my more than 40 years of public service as a municipal attorney, 
for the past 15 representing consumers in utility matters, I have set forth in 
the remainder of this statement my analysis of the issues presented by the Ful- 
bright bill and my answers to the arguments advanced for that proposed 
legislation. 


CITIES FAVORED PASSAGE OF THE NATURAL GAS AcT OF 1988S AND UrGE THAT THE 
PUBLIC INTEREST DICTATES Its RETENTION AS NOW WRITTEN 


This is not the first appearance or comment of cities on this matter. Mem- 
ber cities representing consumers of gas residing within their corporate limits 
were among the sponsors of the Natural Gas Act of 1938 when it was adopted. 
Further, cities have appeared through their legal representatives in practically 
every case before the Federal Power Commission involving increases in con- 
sumer rates. Their position has uniformly been that natural-gas companies 
are entitled to their cost of operation plus a reasonable rate of return under 
the act’s provision for just and reasonable rates. 

In fact, the case of Phillips Petroleum Co. v. State of Wisconsin, City of De- 
troit, et al. (347 U. S. 672), was instituted by the city of Detroit before the FPC 
in a motion filed October 11, 1946, in the case of Michigan-Wisconsin Pipeline 
Co., 67 P. U. P. (NS) 427. 

Likewise, all legislative attempts to amend the Natural Gas Act have been 
vigorously opposed by cities.* 

In short, cities take the position that the Natural Gas Act of 1938 should stand 
as written, and that it should not be amended in any respect. 

As so aptly stated by the courts 

“The primary aim of this legislation was to protect consumers against exploi- 
tation at the hands of natural-gas companies.” Federal Power Commission v. 
Hope Natural Gas Co. (320 U. 8. 591, 610). 


1 Hearings before Committee on Interstate and Foreign Commerce, House of Representa- 
tives, T5th Cong., Ist sess., on H. R. 4008, March 24—25, 1937, pp. 46, 58, 59. 

# Moore-Rizley bills, S. 734 and H. R. 4051, 80th Cong., Ist sess.; Kerr bill, S. 1498, 
Sist Cong., Ist sess.; Lyle bill, H. R. 3285, 82d Cong., Ist sess 
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Ouly in its present form can this aim of the act be attained, and should the pre 
sent attempts to emasculate the act by freeing producers from regulation pre- 
vail. it will result, in effect, in no regulation at all Such a result would be 


a major disaster for consumers 


CONGRESS INTENDED TO REGULA' SALES Mabt sy Propucers W ; I 
(CLOSED THI GAP” OF STATE INCAPACITY TO REGULATE SALES IN INTER ATI 
(COM MERCI 

\ ISTO] KS \ 
Should Congress enact the Fulbright bill, then the intent of the previous 

Congress will be overridden and the hiatus existing between non-State regula 


tion of sales made in interstate commerce and the lack of efiective Federal con 
trol over such sales will be reopened 
Under the doctrines of Missouri v. Nansas Natural Gas Co, (260 U.S. 208 
Public I 


ic Utilitics Commission Vv titlehoro Steam & Blectric Co. (275 | Ss 


the States are constitutionally unable to protect consumers by regulating any 


in interstate commerce. Wither Congress retains the present Federal pro 

tection or none will exist Consumers must and do depend entirely upon the 
Congress not to leave them without this protection 

It was “ to fill the gap in regulation that now exists by res of the 
lack of authority of the State commissions” that the Natural Gas Act of 15s 

spassed (see H. Rept. 709, T5th Cong., Ist sess. p. 3) 

rhis fact was recognized by the Supreme Court not oniy in the recent case 
Pi] lips Petrolewm Co. v State of Wisconsin, et al (347 I s. OFZ) i t 


much earlier case of Interstate Natural Gas Co. v. Federal Power | 


1 U.S. G82, 690), wherein the Court said: 


‘In denying the Federal Power Commission jurisdiction to regulate 
duction or gathering of natural gas, it was not the purpose of the Congr 
free companies such as petitioner from effective public control. The purposs 


» restriction was, rather to preserve to the Stats Ss powel oT re 


ch the States are constitutionally competent to ae 








Since the States may not constitutionally regulate sales in interstate heres 

for resale, it is clear that the purpose of Congress in adoptil he Nj ( 
\ if 1938 was to confer jurisdiction upon FPC over any such sale 
\s the congressional report also said 

The basic purpose of the prese nt legislation tao occupy thi hele I hie 
he Supreme Court has held that the States may not act H. Rept. TOO, S. RR 
1162, 75th Cong., Ist sess., p. 3). 

\s in the briefs and arguments in both the Interstate and Phillips ca state 
ments made by the then FPC Solicitor General, Dozier A. DeVane, ha tad 
nto the record of this hearing His remarks, however, referred to an earlie 
bi (H. R. 11662, T4th Cong.) in which jurisdiction was provided only ove 
transportation in high pressure mains in interstate comunerce es during 
roduction and gathering were not covered. The bill which Congre tua 
enacted into law, however, w: H. R. GOS6 of the T5th Conere rin | 
vhich became the Natural Gas Act of 1938, covered all transportation ane 

for resale in interstate commerce—-a very different bil 

Significantly, no one testified on HL. R. G5oS6 as did Mr. DeVane on Hl. R. 1166: 
f the earlier Congress Nor could they have done so because of the roade 
irisdiction in the later bill And Senator Wheeler who was in cel * he 
Senate of the bill adopted by the Congress made it crystal clear in | 
ion thereof that producers selling in interstate commerce uld | ‘ ‘ 

(gas) at the prices fixed by the Commission” (S1 Congressional Record 9314) 

lurther, any possible ambiguity was removed and any contrary inference ove 
riden at a later date by Senator Wheeler, chairman of the Committe nel ‘ 

(H. R. 6536), when he expressed the view (83 Congre onal Record 

The courts have held that sales for resale, or so-called wl ( ! e1 
tate commerce, are not subject to State regulation 

Veither the sending nor receiving State way regi ‘ hie rye 
rhe consumption of natural gas in the States is secured for the me l 

tate transmission, and the cost thereof i 1 very mate) ‘ 
determining the price the local consumers must pay for their I 


supplied. | 
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And at page 2424, the Senator said: 
ederal jurisdiction plus the jurisdiction of the several States should be so 
utilized and coordinated as to produce effective regulation and the termination 
of existing abuses to the end that there should be no unregulated twilight zone 
Otherwise our system fails in a very crucial situation.” 

In the debates on the bill, Senator Connally asked Senator Wheeler (81 Con 
gressional Record 9314) 

If a man should produce gas in my State and ship it in interstate commerce 
then he would have to sell it at the price fixed by the Commission * 

Senator Wheeler replied 

“Exactly; at the wholesale price fixed by the Commission.” [Italics supplied. } 

Indeed, one of the statements of Senator Wheeler relied upon by Mr. David 
[. Searls in support of his argument before the House committee for nonregula- 
tion of producers in actuality strongly disproves his thesis. 

At page 13 of Mr. Searls’ statement he quotes: 

‘Mr. WHEELFR. It does not attempt to regulate the producers of natural gas 
or the distributors of natural gas; only those who sell it wholesale in interstate 
commerce.” [Italics supplied. ] 

This statement is precisely in keeping with the Supreme Court’s decision in 
the Phillips case. The producer’s manner, methods, ete., of production and 
gathering ure not regulated. But as soon as the producer makes his wholesale 
sale for resale in interstate commerce, that price is regulated. No language could 
have clearer meaning 


fhe Supreme Court likewise recognized this when it stated in the Interstate 


“TL nreasonable charges exacted at this stage of the interstate movement become 


perpetuated in large part in fixed items of cost which must be covered by rates 
charzed subsequent purchasers of gas, including the ultimate consumer. It was 
to avoid such situations that the Natural Gas Act was passed.” (Jntersiate 
Natural Gas Co. v. Federal Power Commission, 331 U. S. 682, 692-693). 

The final pronouncement of the Supreme Court on this matter was handed 
down in a per curiam opinion as recently as April 12, 1955. The Court stated: 

“In these cases Oklahema has attempted to fix a minimum price to be paid 
for natural gas, after its production and gathering has ended, by a comnany 
which transnorts the gas for resale in interstate commerce. We held in Phillips 
Petroleum Company v. Wisconsin (347 U. 8S. 672), that such a sale and trans 
portation cannot be regulated by a State but are subject to the erclusive regula 
tion of the Federal Power Commission. The Phillips case therefore controls 
this one.” [Italics sunnlied.| Natural Gas Pipeline Co. of America vy. Corpora 
tion Commission of Oklahoma et al, 23 L. W. 2250. 

From the foregoing, there can be no doubt as to the intent of Congress. Should 
this Congress override that intent, pass the Fulbright bill and reinstitute the 
“twilight zone’* referred to by Senator Wheeler, supra, then it will indeed be 
legislating away the only protection presently afforded the consumer and 
scuttling the only means by which exploitation can be controlled.* 

And it is immaterial whether the sale be at the wellhead or in the well or 59 
or 1,000 miles from the well as it is the sale in interstate commerce for resale, 
regardless of where it takes place, that the statute reaches. 


THE FEDERAL POWER COMMISSION’S LACK OF UNIFORMITY OF OPINION IS INSUFFICIEN1 
TO PROVE PRODUCERS SHOULD NOT BE REGULATED 


Senator O'Mahoney adequately summed up the position in which the Federal) 
Power Commission has placed itself by its vacillations through the years when 
he stated at 96 Congressional Record 4171: “The Federal Power Commission has 
wobbled all over the face of the earth with respect to this problem.” 

However, even with this “wobbling,” it has never catevorically stated that it 
did not have jurisdiction over these producer sales. <A quick summation of FPC 
history proves this: 

The first case in point is the Columbian Fuel Corp. case (2 F. P. C. 200 (1940) ) 
There the FPC stated that it was not the intent of Congress to regulate com 
panies whose only sales of natural gas in interstate commerce are made as ap 





® See testimony of Mr. Don Emery, general counsel for Phillips Petroleum Co., on Moore 
Rizlev bill in sunport of a twilight zone, hearings on H. R. 4951, note 3, at pp. 67-74. 

‘Cf. Minton, J.. “Protection of consumers against exploitation at the hands of natural 
gas companies was the primary aim of the Natural Gas Act.” Phillips Petroleum Com 
pany v. State of Wisconsin et al. (347 U. 8. 672, 685) 
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incident to, and immediately upon completion of, such persons’ production and 
gathering of said natural gas, if these persons are not otherwise subject to the 
jurisdiction of the Commission. It further stated, however, that if experi 
revealed that through affiliation, field agreement, or dominant position in a 
field, an unreasonable price might be maintained, the Commission will decide 
whether it can assume jurisdiction (p. 208) 

Immediately after this case, Peoples Natural Gas Co. et al. v. Federal Po ’ 


Commission (127 F. (2d) 158 (Ap. D. C. 1942)) arose. Peoples relied on the 
Columbian case and asserted that FPC lacked jurisdiction. The U 
Court of Appeals for the District of Columbia Circuit ignored Coli! ! 1 


stated : 

“We cannot disregard the plain language of the act because the Co 
at one time, interpreted it narrowly.” [Emphasis supplied. ] 

The Commission then began to regulate natural gas sales of the Interstate 
Natural Gas Co. in the field to three interstate pipeline compunies, one otf 
was affiliated with Interstate. 

On April 10, 1917, the FPC submitted a report to the committee hold 
ings on the Rizley bill. It felt that the outcome of the pending Interstate Nat 
ural Gas Co. ease should be awaited (hearings before the Committee on Interstate 
and Foreign Commerce, House of Representatives, 80th Cong., 1st sess., on IL. R 
2235, H. R. 2212, H. R. 2569, and H. R. 2956, p. 10) 

The Supreme Court then held Interstate subject to regulation by the FPC 
(Interstate Natural Gas Co. v. Federal Power Commission (331 U. S. GS82)). 

Next, FPC Order No. 139 was issued on August 7, 1947, Commissioner Draper 
dissenting, which in effect repudiated the Jnterstate decision, supra It con- 
strued section 1 (b) as including arms-length sales of natural gus by independ 
ent producers and gatherers made during the course or upon completion of 
processing and gathering. 

The FPC likewise appeared in April of 1949 before the House committee 
opposing the Lyle-Harris bills, H. R. 79 and 1758, on the grounds that they would 
deprive the Commission of its jurisdiction. 

The majority (Commissioners Buchanana, Draper, and Olds; Commissioners 
Smith and Wimberly submitting a minority report) took a like position before 
the Senate Committee on Interstate and Foreign Commerce on the Kerr bill, 
S. 1498, 80th Congress, Ist session (p. 500). 

Then, on July 11, 1950, the FPC issued order No. 154 which rescinded order 
No. 139, stating it was inconsistent with the requirements of the Natural Gas Act 

Finally, the Phillips decision by the FPC in 1951 restored the Commission to 
its 1940 position—which position the courts have adequately demonstrated is 
grossly erroneous. 

From the foregoing, it is crystal clear that the FPC was never certain about 
its jurisdiction It seemed to differ as its membership changed However, 
it never definitely stated that it did not have jurisdiction, per se. Even order 
No. 139 never went that far. The Commission merely declined to exercise the 
jurisdiction that was delegated to it by Congress. Now that the FPC is at 
long last about to embark on this program of producer-pipeline rate regulation 
the Congress should not remove the only means of insuring that a “just and 
reasonable” rate in keeping with the mandate of the Natural Gas Act, is charged 
consumers. 


LACK OF PropuUCER COMPETITION RESULTS IN A MONOPOLY MARKET SINCE COMPETI 
TION 18 ONLY BETWEEN BUYERS—NOT SELLERS 


There has been much testimony given at this hearing on the number of gas 
producers so as to imply that intense competition exists in the fields among 
these producers. Nothing could be further from the truth. In Wisconsin one 
producer—Phillips Petroleum Co.—supplies all of the gas sold in that market. 
And elsewhere the competition which exists is competition between buyers 
the very reverse of the true competitive situation that protects consumers by 
competition between sellers. According to data furnished by the FPC in the 
8ist Congress, 70 producers sold in 1947, 84 percent of all of the gas sold in 
the Southwest to interstate pipelines. (Hearing on S. 1498, 81st Cong., 1st sess., 
p. 495.) Of this 51 percent was sold to 12 companies. And FPC has stated 
in the House committee hearings (p. 1404) a statement that 42 producers sold 
70 percent of all gas purchased by pipeline companies in 1958. And 19 e¢om 
panies own 43 percent of the total reserves in the United States. Whether there 
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are 2.300 producers, 4,000) producers—or, according to the industry’s latest 
figure 8.000. is indeed of little consequence since the small producers own so 


little of the existing gas reserves 
According to the 1952 statistics of the Texas comptroller (brief of Mid-Con 
tinent Oil & Gas Association. FPC Docket R. 137, re: Escalation Clauses, p. 35, 


ippendix A), more than SO percent of the gas production in the Texas Panhandle 
| ] I 





area: more than 65 percent of the production in the west Texas area, and 69 

percent of the production in the east Texas area came from 15 large producers 

in each area rhirty-tive large companies were responsible for about three- 

fourths of the combined production of 2,158 billion cubic feet of gas from these 
vreat producing eas 


Furthermore, 50 percent of panhandle area procuction was carried out by 4 
eline Companies; and 50 percent by 8 companies in the west Texas and east 


fexas areas 

Ever re con ing figures were published in the Wall Street Journal o 
November 2, 1954 Therein it was shown that two companies, the Phillips Pe 
troleum Co. and Humble Oil, lead all other producers in estimated reserves of 
natural gas Humble, which is a subsidiary of Standard Oil Co. of New Jersey, 
estimated its reserves at 16 trillion cubic feet This fantastic amount of gas 
is pp only by the gas reserves of the Phillips Petroleum Co. whose holdings 

ceed 1S trillion cubic feet Thus, 2 companies control 34 trillion ecubie feet, 
or ore-sixth of the total natural gas reserves of the entire industry in the 


United States 

Kach 5 cents per thousand cubie feet added to field prices increases the value 
of their combined reserves by $1,700,000,000. Is it any wonder they oppose regu 
lation? If the Fulbright bill causes an increase of 15 cents per thousand cubic 
feet, these 2 companies alone stand to profit by $5,1000,000,000. 

The great Hugoton field in Kansas and Oklahoma is dominated by 6 pipe 
line companies and 16 independent producers who contrel 75 percent of the 
acreage. Phillips Petroleum, Stranolind Oil & Gas (Standard Oil of Indiana), 
Panhandle Eastern Pipeline Co., Republic Natural Gas Co., Cities Service, Nort! 
ern Natural Gas Co., Skelly Oil Co., Magnolia Petroleum Co., and Peerless Oi 
& Gas own two-thirds of the total natural gas acreage 

The producers of gas are in the driver’s seat. Chairman Kuykendall him 
self stated at the Harris b hearings that a ‘“‘seller’s market” now exists. If 
is common knowledge that there has been a fabulous increase in the use of 
natural gas since 1946. This has resulted in increased demand and, of course, 
in increased reliance upon the producer to furnish that gas. Thus, the producers 
dictate terms and prices to the pipeline companies. Average field prices have 
increased 100 percent since 1946. This has been done not only by direct bar 
gaining, but by use of escalator clauses, most-favored-nations clauses and the 
like. By these means, the producer even assures himself of a price increase when 
another producer or pipeline obtains one. 

Therefore, the small producer can be of no consequence upon prices that 
these giants set. Further, the purchasers of gas cannot be protected from the 
exorbitant prices by any free play of seller competition since there is none 

The producer operates in a monopoly market. A small percentage of the 
industry controls more than the lion’s share of a valuable commodity which is 
in great demand. The price of sales in interstate commerce, for resale, whether 
at the wellhead, in the well, or far from the well is, therefore, of prime im 
portance. It must be regulated or chaos will result. The Fulbright bill seeks 
to restore the very “consumer exploitation” which the Supreme Court of the 
United States has said the Natural Gas Act prevents (Phillips Petroleum Co. v. 
Wisconsin, 347, U. S. 672, 685). What chance does the small consumer have 
ompeting against giant oil companies? Either Congress retains the present 
act’s protection of ust and reasonable rates” or the consumer really has no 
chance 

Parenthetically, for the reasons stated above, I do not believe that all pro- 
ducers need to be regulated. I stated to the Federal Power Commission in 
Docket No. R-142 that I do not believe it is either desirable or necessary for the 
Commission to undertake the task of investigating and determining reasonable 
rates for each of the small producers. It is believed that with minor exceptions, 
effective regulation in the public interest can be secured through concentration 
of the regulatory effort on the approximately 100 big companies who dominate 
this field. Therefore, I believe it appropriate for the Federal Power Commis 
sion to classify the independent producers and gatherers by size and to relieve 
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the small producers from as many obligations and requirements as it is po 


nder the act to do so. Such exemption of the small producers would not affect 
rhe domination of the big oil and gas companies in this field and it is these 
companies who require full regulation in the public interest. 


CONSUMERS HAVI BEEN MADE DEPENDENT UPON THESI PRODUCERS 1 


CONGRESSIONAL PROMISE OF JUST AND REASONABLE RATES 


The testimony already presented at this hearing shows the tremendous growth 
of the natural gas industry under the Natural Gas Act of 1938 \ fe 

ere served in 1938S but now hundreds of cities and nearly all major cities h 
atural gas as pipelines cover the Nation. Just since World War II there has 
le of natural gas. In city after city teams of 
men have converted consumers’ existing gas stoves, hot water heaters and other 


heen a terrific increase in the sa 


utilities to the use of natural gas 

rhe gas companies have obtained thousands of new consumers by extolling the 
virtues of this clean, efficient, and cheap fuel. These people have now become 
dependent upon this fuel to have a warm meal, a warm house, or adequate hot 
water. Their investment in these facilities outweighs the investment of the 
gas themselves. Gas is now the only product that can be utilized by 
this equipment. The user or local distribution company cannot change yp 
ucts or be supplied by another seller if the particular company upon which he is 
dependent increases the price. These pipelines cannot be moved like a garden 
hose. They are wedded to the source of supply and must buy gas from the pipe 
ine which serves them and pay the price exacted by these producers. Unless 
IPC has jurisdiction to control the fairness of that price, no control exists 

It is highly inequitable to have led these millions of Consumers into spend 
ng hundreds of dollars for natural-gas-burning equipment upon a represen 
tation of just and reasonable rates and now to scuttle that guarantee and sub 


ject consumers to unlimited exploitation at the hands of producers A consumer 
cannot turn to another fuel without suffering the great loss of this gas-burning 
equipment investment. In many instances houses are built to burn only gas \ 
homeowner must continue to use it regardless of price. The claim made by son 


that consumers will have freedom to choose between fuels is therefore com 
pletely, in these instances, wrong. 


Producers are not here telling you they are not making money. No Chey 
admit, as they must, that they are making millions in tax-exempt money due 
to their 27144-percent depletion allowance. And they have a guarantee of a 
just and reasonable rate of return under the act as now written. But they 

ant more than that. These producers want to make more and more money 
it the expense of consumers, now that consumers are stuck with expensive gas- 
heating equipment—bought under a congressional promise of just and reason: 
ble rates. Here the producers ask you to nullify your promise to consumers 





Fulbright bill is their vehicle to do exactly that. 


IF PRODUCER-PIPE:.INE PRICES ARE UNREGULATED, THI NATURAL GAS ACT OO} " 
IS VOIDED, R..TES WILL SKYROCKET AND CONSUMER PROTECTION WILL DII 


The regulation of the price of gas as it enters the interstate strear s ob 
viously the most important price in the movement from field to burner tip 
Should that price be raised, then like a rock tossed into a pool, the ripple caused 


i 
thereby arrives finally at the Consumer’s door. Increases are eventually passed 
on to the consumer. On that there can be no dispute. 
There has been much testimony to date that there is a relationship between 
field price and the prices paid by the ultimate consumer. As shown by Mr. J 


French Robinson, president of Consolidated Natural Gas Co., in his testimony 
on the Harris bill, a 1-cent increase per M ¢. f. results in a $4 million yearly in 
crease to his company’s customers, and a 1-cent increase is a $2,700,000 





Veaurry 


increase to his customers according to the testimony in those hearings of Mr 
John F. Meriam, president of Northern Natural Gas Co. 


Pennies mean millions 


There has been much talk at these hearings by proponents of the Harris bill 
that any price increases for gas in the field are really only pennies, and that 
these pennies are so insignificant that it makes no difference whether there are 
producer increases or not. As will be shown later, these few pennies for pro 
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ducers will in actuality be 20 billion to 80 billion or $200 million to $800 mil 
lion annually, 


That is a lot of pennies 
| fe pennies argument flies in the face of all the rate regulatory philoso 
phy of our free-enterprise system It is a well-imbedded principle of that svs 


tem that the purpose of any price reguiation is to protect the person who can 
not protect himself against monopol) exploitation, or price gouging. Other 
wise, there \ uld be no el for regulation atsoever. 


Streetcar concerns, telephone companies, bus companies, electric companies 
all deal in a few pennies. But, when all these pennies are totaled the result 


is billions of dollars. The real question is not whether a small price increass 
will cost consumers pennies or dollars—the question is why should consumers be 
forced, by 1 ns of a price increase, to contribute money to a large gas compan) 
Which operates in a business affected with the public interest when this price 
increase is not indeed needed? As already stated, these big oil and gas coi 

panies are making millions now—they do not and cannot contend they need a few 


more consumer pennies to meet losses or even to insure a reasonable profi 
Whether it be 1 cent or $1 which is paid, the principle remains the same 
Such a windfall is unwarranted for those controlling scarce natural-gas supplie 
Should legislation be premised upon this few-pennies principle, then the ulti 
mate consumer is in dire trouble 


Under the few-pennies doctrine, the Michigan Bell Telephone Co. sought 


rate increase of $22,229,000 per annum, insisting such increase was only 3 cents 
per customer per day. Streetcars in Detroit under the same theory might charge 
a cash fare of 25 cents since that is only a 25-percent increase and really amounts 
to only 5 pennies—furtlher illustrations are unnecessar 

The danger and sophistry involved in this argument is adequately seen fro: 
these examples. In the final analysis, should this few-pennies or de minimis 
argument prevail, then all regulation should be abolished because if a consumer 
is forced to pay a price, which though not actually deserved, is only a few pennies 
and, therefore, of little consequence, then the entire rate regulatory structure 
topples 

It is for this reason that cities have vigorously championed the Natural Ga 
Act and will continue to do so. 

There is a further consideration here, however. The Harris bill hearings 
showed that many concerns have reached the situation where their sales o! 
natural gas for industrial use has already reached the level of competitive fue 
for most industrial uses and also for space heating purposes, 

Further increases in gas rates cannot be added to these latter classifications 
without the loss of some portion of the existing business and the destruction 
of the opportunity for further expansion of natural-gas markets. Thus, futur 
increases in gas costs to distributing companies will make it necessary to add 
such increases to the residential cooking and water-heating customers’ rates 
which classes of business are principally competitive with electricity. 

If, for example, such classification constitutes 80 percent of the distributing 
utilities annual gas sales volume, an increase in the city gate rate of only 5 cents 
per thousand cubic feet would mean an increase of approximately 17 cents per 
thousand cubie feet in the rates for the residential cooking and water-heating 
customers. 

Also, if there is a loss of industrial and other business, the distribution com 
pany’s load factor will decline and the remaining customers must shoulder a 
greater portion of the fixed charges which in the utility business constitutes the 
principal cost of doing business. 

To say that the producer price does not need regulation since it is insignificant 
in the ultimate price paid by consumers is certainly grossly erroneous. This 
Fulbright bill is not a poor man’s bill in aid of needy oil and gas companies. It 
is a bill whereby the rich seek to get richer at the poor consumer’s expense. 


Sixty MILLION CONSUMERS WILL BE PLACED AT THE MERCY OF THE Bia OIL AND 
GAs COMPANIES—THE MONOPOLISTIC PRODUCERS—WHO CAN RAISE PRICES $200 
MILLION TO S800 MILLION ANNUALLY OR HIGHER 


The Fulbright bill removes prices to be paid producers from effective regu- 
ation. In effect that bill condones the raising of prices to unlimited levels. 
If the FPC is not allowed to effectively regulate the price to be charged by these 
producers on wholesale interstate sales to the pipelines, the consumers are abso 
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lutely without protection against price gouging because the States are 
tionally prohibited from acting in this area. 
As shown in the Harris hearing, there was 8.7 trillion cubic feet of 1 


8.7 billion thousand cubic feet, consumed in 154 


Zas, 


Contract prices since 1949 have more than doubled for gas sold wholesale 





in interstate commerce at the point of initial sale in interstate commerce ‘ 
the wellhead, in the well, or 50 miles from the well 


In many instances producers have already received 3 to 5 price increases, 








And, due chiefly to such increases, $106 million in yearly rate mK re 
nted in 1954 by FPC. And S286 llion in additional increases were pending 
FPC at the end of that fiscal vear (34th Annual Report of FI 
there is any free competition which will stop field prices from th rapid 

rise in recent years it has not been in evidence so f 

And as FPC Chairman Kuykendall testified at the Ha hearil pen 
ing rate increases due to producer price increases will automatically » in 
effect if the Harris bill is adopted, which is in essence the same as the Iu 
bill 

In other words, the Congress will be legislating into effect these vast ite 
increases—those now pending and all future producer increase if it adopts 
the Fulbright bill. It is not amiss to assume that because of the m yy 
production control, and lack of competition between sellers in the field 
will rise 2 cents to 5 cents per thousand cubie feet annually And, these pric 
of course, will be paid by the ultimate consumers 

Over the estimated 20-year life of the existing reserves, even these lest 
increases would amount to from $4.5 billion to $17.6 billion. 

And a 2 cents to 5 cents per thousand cubic feet increase is generally con 
sidered too low. Mr. Thomas D. Bailey, a petroleum engineeri Col nt 
in a letter submitted to the Federal Power Commission in Docket No. R—-142. 


suggested that natural gas to become competitive with other fuels will riss 


25 cents per thousand cubic feet at the wellhead. This would result in a 15 


cent increase in average field price and would result in an annual price increase 
of about $800 million based upon present consumption trend (The FPC in 


testimony on the Kerr bill, S. 1498, Slst Cong., Ist sess., at p. 16, table 10 and 
p. 283, estimated that in 1949-50 a 5 cents per thousand cubie feet increase 
field prices would be $200 million per year. The rapid rise of field pri and 
use of natural gas since has far outstripped the expectations at that time 

And current industry talk indicates an expectation of an eventua : 
per thousand cubic feet field price if the Harris bill passes 

This S800 million estimated annual rise may eventually be far too conse 

The clause in the Fulbright bill, new subsection (b) of section 5, of 
act, which purportedly covers FPC jurisdiction over new contracts would not 
only be ineffective in regulating rates, but raises serious constitutional problet 
Suffice it to say for now that if FPC is to consider whether or not any 
contract prices are the “reasonable market value” rather than “just and rea 
able” as under the present act, then it will merely be ascertaining whether the 
price paid is that which the market will bear 

Further, under all principles of rate regulation and constitutional due prov 
should the FPC deny a pipeline company the recovery of a price which it 
actually paying to a producer and which is a bonafide item of its cost of service 
there is no doubt that it would be reversed by the courts as engaging in a cot 
fiscatory practice. 

Therefore, there is no effective regulation whatsoever in the Fulbright b 
ESCALATOR CLAUSES, SPIRAL CLAUSES, MOST FAVORED NATION CLAUSES, AN 

NEGOTIATION CLAUSES COUPLED WITH USE OF A “REASONABLE MARK 

OR “FIELD PRICE’ WILL RESULT IN EXORBITANT RATES FOR CONSUMERS 


Much has been said at this hearing concerning escalator Clauses, spiral clauss 
favored nation clauses and renegotiation clauses. Mr. Robinson's statement 


referred to above, defines such clauses and outlines the basic reasons wl the 
are unjust and unreasonable. Other witnesses have likewise leveled s1 ul 
answerable attacks on such clauses and I will not repeat their arguments here 
The interrelationship of such clauses to the use of the so-called “reasonable m 


ket price” or “field price” provisions of the Fulbright bill, in lieu of the present 
cost method and the “just and reasonable” criterion of regulation contained. ir 
the present act warrants deep consideration and your careful scrutiny 
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produced gas 


Under the recent FPC Opinion No, 269, in the matter of Panhandle Easter1 





| < 

jn ec he FVPC departed from the basic principies of 15 years of rate regu 

n and ong things, changed its court sanctioned policy of allowing 

company to recover in rates only the actual cost of gas plus a reasonable rat 

f rn on gas which it either purchases from its own producing company o1 

hich it produce itself and allowed a so-called “weighted average price’ as a 
heid price ror the pg 


The best way to describe the result is that Panhandle was permitted to 


vriteup” the cost of its own produced gas. Some indication of the extent 
thi riteup s shown in the annual report of Panhandle Eastern for the 
1958. In that report Panhandle pointed out that it owned 3.5 trillion 
ibic feet of gas which cost approximately $3 million. In that same report 
Panhandle said that it believed the commodity value of its gas should be at 
east 15 cents per thousand cubic feet, or about $450 million. 
fhe result of the order in FPC Opinion 269, supra, is that the rate payers in 
Michigan, Ohio, Indiana, Lllinois, and Missouri must pay, by Panhandle’s own 


» 


figures, Some $450 million for the gas which cost $3 million. 

Even this huge s not a real measure ot the cost of this FPC decision 
to the public, for indle now apparently thinks that they will be able t« 
nerease the price to even more than a $450 million “windfall” for the gas which 
} 


was bought and paid for by the gas consumers 


I base this statement upon the fact that Panhandle said it would dedicate 





’ 


some of its gas reserves to the use of the gas consumers who so greatly need 
additional supplies, if the Federal Power Commission gave it the “field price” 
for its gas. Shortly after the decision was announced by the Commission 
that pipeline company filed an application with the Commission to expand it 
facilities, but recently it withdrew its request for about 60 percent of its pro 
posed expaision with its own gas. Apparently that company now believes ii 
ean get even more for its gas if this bill is passed, and it is withholding the 
gas from market in an effort to force this committee and the Congress of th 
United States to further increase its profits. 

The staff of the FPC vigorously opposed this principle of the “field price” 
of gas, and in its brief to the FPC the staff said that such a decision would 
cost the people of the country “billions of dollars.” This figure seems tre 
endous, but IT assure you that it is not exaggerated. The FPC staff is expert 
in this field and knows the facts support its assertion. 

I have cited just a single example in which one pipeline company under this 
Fulbright bill would be able to write up the value of its own gas reserves 
by more than 15,000 percent. That example should illustrate to you just what 
you Members of the Congress are asked to take from consumers and hand to 
gas companies by adopting this bill. 

EPC Opinion 269 is presently on appeal to the United States Court of Appeals 
for the District of Columbia Circuit by the city of Detroit, Mich., and others 
(Congress should not legislatively condone this “giveaway” of consumer’s money 
to Panhandle by passing the Harris Act. 

A graphic example of the results of this decision upon rate payers was placed 
in the Harris bill record at page 1403—A by the FPC. Therein it is shown that 
the difference in price between the actual cost of gas to 6 pipeline companies 
and the use of a fictitious “field price” amounts to about $20 million. This 
$20 million will be given as a “windfall” to these 6 companies presently seeking 
ncreases, since, of course, they do not actually pay this money—the FPC merels 
allows this “field price” as though it were being paid. The result is exorbitant 
protits to the pipeline companies. Is this “protection of the ultimate consumer 
from exploitation’ in keeping with the act? To state the proposition is to 
answer it 

If the Fulbright bill is passed, “reasonable market price” is to be used for 
determining the value of pipeline-produced gas and also for new contract prices 
between pipelines and producers. This term would seem to mean “field price.” 
There is a serious question with respect to the meaning of this term since dif 
ferent methods of ascertaining field price are used. 

If a “weighted average field price” is used, then contracts in a field between 
producers and pipeline companies wherein various prices are listed would be 
averaged and a figure obtained. This is the method used by the FPC in the 
Panhandle case in setting the field price presently under attack in the court of 
appeals 
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Also a “prevailing field price might be used under the Fulbright bi 

course, Would merely be the highest price obtainable in the field, or that price 
hich the market will bear 

Phere are also other methods of obtaining a “field price,” but respective of 
vhich one is used, they result in a price which is completely out of line with the 
osts incurred plus a reasonable profit, and certainly do not result in a price 
which is just and reasonable” to the ultimate consumer in keepil wit the 
resent provisions of the Natural Gas Act No “field price’ can come with 
he confines of the Natural Gas Act as being “just and reasonable.” 


An illustration of the inherent dangers and “built-in inflation” in the Fulbright 
t Is eiptul Supp se the present so-cilled rensonable Inarket price or. fie | 
e is 10 cents per thousand cubie feet in a certain field A pipeline purchase 
new supply of gas in this field from an independent produce Since there 
KPC regulation, it must pay 12 cents per thousand cubic feet to the produce 
ecause prices are constantly increasing for new gas This, in the parlance 
he industry, “triggers” all escalation clauses of existing contracts in tha 
nd any producers receiving less than 12 cents per thousand cubic feet w 
cewise receive the 12 cents per thousand cubic feet price This, of course 
es the “reasonable market price” or “field price” from 10 cents per thousand 
bic feet to 12 cents per thousand cubic feet or somewhere in between, taking 
to account the fact that there are some contracts with no escalation pre SLO! 
Pipeline companies which have their own produced gas in this field will be able 
en to seek a rate increase from FPC because of the increase in this ‘re ble 


arket price” or “field price.’ Under the Fulbright bill they would be entitled 


eceive this price, even though they are not actually paying that price d 
en though it is many times the amount it actually costs to produce t 
Every time someone buys at an increased price in the field, the entire 
lis “triggered” which results in increased purchase price ind the ‘ ! 
e market price” or field price thus advances according 
lurther, when any contract, subsequent to th ‘triggering’ effect, is made, no 
ducer would even discuss anything less than 12 cents per thousand cubic feet 
nd undoubtedly would seek at least 15 cents as a basic price If 15 cents is the 
e which is finally paid, all the contracts will “trigger” again and the “field 
ce’ will be raised to around 15 cents. The potentialities of this procedure 
e frightening to contemplate As the ] irchase price rise existing contract 
ces escaiate to meet it: as existing contracts escalate, the asking price f 
irchased gas rises—ad infinitum Indeed, the consumer will find himself on a 


readmill wherein he either must leap to another fuel or pay the exorbitant 


ces forecast and lose his investment in gas-heating equipment 


Pield p) ice and new contracts between pipe lines and produc eres 


The Fulbright bill purports to give some protection to the consumer by allow 


ng FPC to pass upon the reasonableness of the price set forth in new contract 
by considering whether it conforms to a “reasonable market price.’ Aside fron 


he constitutional aspect of due process in disallowing a valid cost, there is me 
criterion set down by which the F PC can ascertain this price The cycle of 


eased contracts and “triggered” contracts discussed previously with regard 


to pipeline-produced gas also applies to any new contracts for gas When the 
pipeline company tenders a contract at this price for FPC approval, what basis 
s FPC to use to arrive at “the reasonable market value”? It really will be the 


so-called field price; that is, the average price which is being obtained in the 


eld in current transactions. It is arrived at, of course, by use 
escalations which have no relation either to the value of the gas 
i worth on the market It is more properly labeled the “unj 
onable”’ price as compared with the just and reasonable” stant 
by the act. 
The ultimate consumer will merely be paying the highest price that the market 
bear and prices which the producers have forced up beyond reason, This 
certainly was not intended by the Natural Gas Act and members of the Congr 
should insure that only a “just and reasonable” price will be paid by consumer 


This is easily accomplished by allowing the act to stand as it is at prese 





_ rE COMMISSIONS CAN NEITHER PRACTICALLY Nor CONSTI IONALLY AID 
KEEPING Propucer Prices JUST AND REASONABLI 


There were discussions at the Harris bill hearings with respect to State cor 
missions and their role in the rate-regulation picture. Also, some statements 


} 


have been made regarding their capacity of insuring that only “just and reasor 
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able” rates are charged consumers. However, such talk is wishful thinking when 
regulation of price increases for gas sold in interstate commerce by producers 
is discussed. The constitutional prohibition which prevents States from regulat- 
ing prices charged in such sales have already been discussed herein. 

When the producer increases his price for gas to the pipeline this results in 
an increase in price by the pipeline to the ultimate distributing company. This 
latter company is generally under control of a State commission regulatory body. 
If this company is being charged more for the gas it purchases from its pipeline 
supplier (because of an increased price by the producer), then it either must 
absorb this increase itself or seek relief from the State commission by means of 
a rate increase. Since the distributing company is a public utility, it is entitled 
to recover its costs plus a fair return upon its investment in facilities dedicated 
to the public service (Bluefield Water Works and Improvement Co. v. Public 
Service Commission, 262 U. S. 679). This is a basic rate regulation principle. 
Thus, no State commission could deny a distributing company a rate increase 
based upon a bona fide price increase which it was paying for purchased gas from 
the pipeline. If it did deny the increase, the courts would never allow such 
regulation to stand. Thus, the State commission would be bound to grant a rate 
increase to the distributor, and it is at this point that the consumer begins paying 
for the increase in producer prices. As already shown, supra, the consumer 
would generally pay at least an amount equal to the increase at the point of sale 
in interstate commerce for resale and maybe even more, depending on system 
loads, industrial sales, and other factors. 

Further, the FPC cannot have any power over these retail sales since this is an 
interstate operation. Therefore, no faith can be put in the premise that State 
commissions can keep down producer price increases. ‘They can neither consti 
tutionally nor practically attain such an objective. The only possible way to do 
it is by FPC jurisdiction over producers’ sales since Federal power alone, under 
our Constitution, can be used in regulating such sales. The Harris bill, will, of 
course, remove the effectiveness of this jurisdiction and leave consumers to pro 
ducer exploitation by assuring the producers that they may increase prices for 
this essential public service to whatever level the market will bear. 

Recently, it was my privilege to participate in a conference with the President 
of the United States at which representatives of consumers presented oral and 
written statements of their reason for opposing the Harris bill. I have attached 
to my statement a copy of the written statement there presented as some of the 
basic facts showing how beneficial the Natural Gas Act has been to both con- 
sumers and producers are not repeated in my statement to this committee. 


CONCLUSION 


For the foregoing reasons, the Fulbright bill is clearly not in the public 
interest. It allows oil and gas companies to gouge the “captive” natural-gas 
consumer by charging exorbitant prices through elimination of present legisla- 
tive power to require producers and gatherers to charge “just and reasonable” 
rates. 

The provisions of the Natural Gas Act of 1938 as now written are in the public 
interest and should be allowed to stand. 


(Committee insert: Remarks of Hon. Alexander Wiley, of Wiscon- 
sin, in the Senate of the United States, Friday, March 18, 1955.) 

(Committee insert: Partial transcript, proceedings, NIMLO annual 
conference, Tuesday, September 14, 1954.) 


[From the Congressional Record] 


Prorect UNITED STATES CONSUMERS OF NATURAL GAS—THE CASE AGAINST 
EXEMPTION BILLs 


Remarks of Hon. Alexander Wiley, of Wisconsin, in the Senate of the United 
States, Friday, March 18, 1955 


Mr. WiLry. Mr. President, earlier today it was my privilege to introduce to 
President Eisenhower an outstanding delegation of State and municipal law 
officers from all over the country who had come to present to the President 
the case for protection of consumers as regards natural-gas rates. 

In the course of our visit, we submitted to the Chief Executive a statement 
signed by all the members of the delegation for this objective. 
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I ask unanimous consent that the text of this statement containing the signa- 
ures of those present be printed at this point in the body of the Recorp. 


STATEMENT BY REPRESENTATIVES OF CONSUMERS TO PRESIDENT EISENHOWER 
OPPOSING DESTRUCTION OF CONSUMER PROTECTIONS UNDER THE NATURAL GAs 
ACT 


“We are pleased and honored to have this opportunity as representatives of 
iatural-gas consumers to present certain facts on their behalf. We are here to 
urge you not to approve proposed legislation * which will destroy the Natural 
Gas Act’s protections for consumers. 

“We do not speak for any special interest, or group. We do speak for millions 
of consumers—little people who are unable to speak to you personally on their 
own behalf. We ask no special favor or exemption. Our plea is limited to a 
request that you do not approve any bill which allows any seller of natural gas 
n interstate commerce, for resale, to exploit consumers by charging unreason- 
ible prices. It is our basic position that consumers are entitled to protection 
igainst unreasonable prices. 

There were 19,959,200 natural-gas customer connections in the United States 
in 1953.° Of these, 18,386,200 were residential. In round numbers there are 
pproximately 60 million residential natural-gas users affected. 

We report to you that our people are tremendously alarmed at this legisla 
ive drive to scuttle effective regulation of natural-gas rates. Most consumers 
have experienced one or more natural-gas rate increases already in the past 
; years. And we estimate that increases from $200 million to $400 million 
yearly will eventually flow from this proposed congressional action 


NATURAL GAS ACT AIMED PRIMARILY AT PREVENTING CONSUMER EXPLOITATION 


In several cases the Supreme Court of the United States has recognized that 
the primary aim of this legislation (the Natural Gas Act of 19838) was to protect 

msumers against exploitation at the hands of natural-gas companies.’ * 

Under this act, the Federal Power Commission has jurisdiction to determine 
vhether rates charged in all sales of natural gas in interstate commerce for 
resale by producers, gatherers, pipelines, or any other person are just and rea- 
onable. The act requires that the FPC allow natural-gas companies a just 
ind reasonable rate of return; these colmpanies may compel the granting of such 

return by appeal to the courts. 

“The Natural Gas Act grew out of an investigation by the Federal Trade 
Commission which revealed price gouging and exploitation of consumers by 
ellers of natural gas in interstate commerce, The Supreme Court of the United 
States had previously held in two landmark decisions® that neither the Sfate 
of orig.n nor the State of destination could control the rates charged by these 
sellers in interstate commerce. The Court held that under the Constitution, 
he Federal Government has exclusive jurisdiction in this field. The act was 
hus adopted to bridge this gap in Federal-State jurisdiction by providing Fed- 
ral protections for consumers which the States may not constitutionally pro- 
vide.” If the act is amended as proposed in pending bills, then the price at 
hich gas enters the pipelines will not be subject to any real regulation and all 
onsumer protection will be effectively destroyed. With Federal protection 
removed, and the States constitutionally helpless to protect consumers, an 
inregulated—and unprotected—twilight zone would result. 


“CONSUMER PROTECTION UNDER ACT 


A Federal Power Commission study shows that from 1938, when the Natural 
Gas Act went into effect, until 1946 the Commission conducted numerous rate 


1 The major bill is the Harris bill (H. R. 4560) Other pending bills of similar purpose 
ire H. R. 37038, 3902, 3940, 3941, 4168, 4214, and 4675. 

“Gas Facts (1953), p. 91 (published by American Gas Association, Bureau of Statistics). 
rhese are the latest available figures. 

® This is computed by estimating three persons per residential connection 

* Federal Power Commission v. Hope Natural Gas Co. (320 U. 8. 591, 610); Phillipa 
Petroleum Company v. State of Wisconsin (347 U. 8S. 672) 

5 Public Utilities Commission vy. Attleboro Steam and Electric Co. (273 U. S. 83); Mis- 
sourt Vv. Kansas Natural Gas Co. (265 U.S. 258). 

*In its official reports Congress said the act was “‘to fill the gap in regulation that now 
exists by reason of the lack of authority of the State commissions” (H. Rept. 709, 75th 
Cong.; Ist sess., p. 3; S. Rept. 1162, 75th Cong., 1st sess., p. 3) 
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investigations re l y in rate reductions to consumers aggregating in excess 
f 157 million in \t cities as Detroit, Kansas City, Cleveland, Fort Wayne, 
Dallas, and other cities located in Illinois, Kansas, Nebraska, Ohio, Pennsy 
vania, Michigan, and other States. This experience demonstrates that the 
consumers needed protection and that the act provided such protection 
al ling increases in field prices and the general 
lationary trend caused the FPC to grant higher rates. Some half-billion 
dollars of gas-rate increases have been filed at the FPC in the past 5’2 years 


]1 continul 





During the fiscal year 1954, gas-rate increase applications in the amount of 
256,800,000 were under consideration. Of this total, $106.900,000 has already 
been allowed.” 

\ tremendous network of pipelines now bring natural gas to nearly all the 
major cities of the Nation. The pipelines were built for the most part unde1 
the present act and under the representation that natural gas would be made 
available to consumers at a reasonable rite Munic patities and consumers 

Ipported this pipeline devel plment ihn reiance on these representations, Local 
distribution companies have instituted, city by city, a changeover in equipment 

! u gis ecame available Consumers are now absolutely dependent 

pon those who sell gas in interstate commerce for resale. Natural gas is now 


public-service commodity just as are water, electricity, and other historically 


egulated public-service commodities Stoves, heating units, and hot-wate 
heaters, have been converted to this fuel at an expense of millions of dollars 
Consumers have invested $10 billion in this gas-burning equipment—an invest 
nt which we believe exceeds the value of all other investments in the natural 
gas industry. Gas is the only fuel that can be utilized by this equipment, Con 
sumers cannot Change suppliers if the particular company upon whom they have 
come dependent increases the price Distributors are committed under long 
term contracts to buy gas from the pipeline which serves them at a price fixed 
by the FPC Interstate pipelines in turn are bound to sellers in a given field 
fields by the physical location of their pipelines, which cannot readil) 
be moved to a new field in search of a better price. Unless the FPC has juris 
diction to control that initial price in the field no effective control exists Pro 


ceedings before the FV?C show that there is no competition between sellers and 
that the only competition is between buyers, who are bidding against each othe! 


lor gas supp ies 


“Should the soline for his automobile prove unsatisfactory, or should his 





cigarettes disagree with him, there is the simple expedient open to the user of 
changing brands. But the only choice open to the person who is serviced by a 
natural-gas Company, which furnishes the wherewithal to enjoy a warm home, 
or a hot meal, is to endure whatever the particular inconvenience is or to us 
another fuel 

“This, patently, is no choice at all. Once a person has installed costly gas 
burning equipment with which to heat and cook, then the cost of ch: i 
another fuel, measured in terms of time, inconvenience, and most important 
of all, money, is absolutely prohibitive. Congress was fully aware of these 
facts when it provided that the Federal l’ower Commission should regulate 





fing 


sales in interstate commerce for resale. To limit the act to sales by pipe 
es, as the pending bills propose, eliminating sales to pipelines in interstate 


Aiil 


commerce would be to ignore obvious evils which the present act eliminates 
“FABULOUS NATURAL GAS EXPANSION UNDER ACT 


“That the act as now written is beneficial to sellers of gas in interstate com 
merce, for resale, is amply demonstrated by the record of the past 17 years. 


“Sales of natural gas have increased from 1,200 billion cubic feet in 1988 t 
5,319 billion cubic feet in 1953." The number of customer connections increased 
from 6,742,000 in 1938 to 19,959,200 in 1953." Pipeline mileage increased fron 


‘Hearings on H. R. 2185 et al., 80th Cong., 1st sess., p. 463 et seq. 
§ 34th Annual Report, FPC (1954), p. 108. 

Chat all of this increase would be paid by consumers is beyond question. In Interstate 
Natural Gas Co. v. Federal Power Commission (331 U. S. 682, 692-693), the Supreme 
Court said of prices at the origin or producing and gathering stage: ‘“‘Unreasonable charges 
exacted at this stage of the interstate movement become perpetuated in large part fixed 
items of costs which must be covered by rates charged subsequent purchasers of 
the ultimate consumer It was to avoid such situations that the Natural Gas 
assed , 

’Gas Facts (1953), p. 107. 
Ibid., p. 86. 
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184.900 in 1988 to 893,000 in 1953 Revenues increased from S406.252,000 it 48 
0 $2.250.120,000 in-19538 

‘Based upon the number of consumers dependent upon natural g for he: 
ind cooking, the natural-gas industry has increased some 800 percent nee } 
This industry is gigantic in size and tremendous in its effect upon the 1 
economy It must be subject to the closest scrutiny and regulation t ul 

istice both to sellers of gas in interstate commerce and consumers. Co! rie 
definitely are on an unequal footing with the natu gas indust I ! 


is amended so that the FPC cannot protect them, then no one can 





] Ke OF THE PROPOSED LEGISI PloN 4 Oo M I N 0 
ROOST J ce - R \ I 
‘All of the proposed bills in Congress in effect prohibit the FPC f fix 
reasonable rates to be charged by ellers of natu i nh inter ‘ 
n sales taking place 7 or to the time the gas ente1 e large il 
“Tn addition, the Harris bill (H. R. 4560) oule mpel the Fede Power ¢ 
ission to allow pipeline companies for their produced gas the pre 
price for the ga heli here the gas produced 
“The effect a basie change in consumer protection is di 
ustrated in a pending rate increase case inve ng the city of Denve I 
Colorado Interstate Pipeline Co, has asked that this field pric ] bie 
substituted for the established method of regulation which bases p ( 
plus a reasonable ate of return According to the figures presented there 
hange means an increase in rates to consumers in the Denver aren of 
itely 34 million per vear—and the company claims it ld rate ft) 
high as it should be Many other citi wl be similarly affected if the ] y 
gislation is enacted by Congre 


‘When the Kerr bill was considered by the C Ss in | 


mated conservatively that a 5 cents per thou 














from its adoption, resulting in a $200 million 

That an increase of $400 million per year, for « ( e] 

ative estimate of the effect of the pending | d by tl 

great increase in reserves, markets, sales, nce 1950 

Reg: ess of amount, the result of the adopt on would 

certainly be unregulated and unreasonable Crise 
eady mentioned. 

REASONS ADVANCED FOR BILLS TO REMOVE CONSUMER PROTECTION Al D 

“The major reason ad anced in support of the bil S 1 rel \ eX Ti! cr 

tections from the ural Gas Act is that sellers of natural ¢ In i! p 
commerce need the removal of these consumer protections to encourage them to 
produce the needed natural gas This a familiar scare technique It 
ily submitted that the 27'%4-percent tax exemption now enjoyed by these natura 
gas sellers and the prices received are sufficient encouragement w 
viditional exemption allowing the charging of any price the traffic w hear 
The tremendous growth of the industry under the existing law pre ! 

‘In urging passage of this legislation, the industry lays great str ol e 4,000 
mall producers of natural gas but fails to mention that 85 percent of thie 
natural gas sold in interstate commerce for resale is produced by less t n 100 
ompanies most of them oil companies ind that one-third of the inp { 

shed by 7 companies. The fact is that a few big oil companies make 1 t of the 
les; it is these companies which have fought against FF PC regulation nee I 
by litigation, legislative efforts, and other method The repeated mention ¢ 
£000 small producers is a smokescreen intended to obscure the true tin! 

“Despite claims to the contrary, FPC regulation of rates charged for ( ! 
nterstate commerce for resale does not result in interference with State cor 
servation powers.” The Supreme Court considered hundreds of pages of te 

2 Thid., p. o8 

Thid.. p. 128 

*The Cabinet Committee in its Report on Energy nd Resoure Pol tate 
n part that “We believe the problem of natural-g: lation should che 
from the viewpoint of assuring reasonable prices to consumers.”” But the propose le 


tion removes all power to assure reasonable prices to consumers 

FPC Docket Nos. G—2260 and G—2576 
® Hearings on S. 1498, 81st Cong., 1st sess., p. 16, table 10, and p. 283 
’The act prohibits FPC regulation of production and gatherir 
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mony, briefs, and argument on this exact issue and then expressly so held in the 


Phillips case. Since the States cannot constitutionally control sales for resale 
even at the wellhead —if they are in interstate commerce, there Can be no conflict 
of State-Federal power. Some States fix minimum prices to protect, landowners 


producers, and royalty owners. No State does fix, or can constitutionally fix 
rates for sales in interstate commerce to protect consumers, 


“REGULATION TO PROTECT HELPLESS LITTILE PEOPLE UNDER FREE-ENTERPR!ISE SYSTEM 


“It is a basic tenet of our free-enterprise system that the helpless little fellow 
must be protected from those in a position to exploit him. We have antitrust 
laws, laws requiring fair and truthful advertising, a minimum wage law, and a 
whole series of other regultory acts designed for this express purpose. The 
Natural Gas Act, with its ‘primary aim of preventing exploitation of Consumers 


fits clearly within the basic tenets of our free-enterprise system and should not 
be changed so as to place these helpless little people at the mercy of sellers of 
natural gas in interstate commerce, It must be kept in mind that this is regula 


tion of an essential public service and not an unreasonable interference with 
private business or private ownership of business. 

“Tt is contrary to the traditions of our free-enterprise system, whereby Govern. 
ment regulations are designed to protect the weak who cannot protect themselves, 
to subject these thousands of helpless consumers to exploitation by the great oil 
and gas cOmpanies—the real sponsors of this proposed legislation. These com 
panies are seeking a congressional edict freeing them from all possible controls 
whereby consumers can be protected against their exploitations. 

“Finally, no practical difficulties are involved requiring passage of the pending 
legislation. That argument was likewise presented in the Phillips case to the 
Supreme Court of the United States and rejected, the Court stating: 

‘*Regulation of the sales in interstate commerce for resale made by a so-calle 
independent natural-gas producer is not essentially different from regulation of 
such sales when made by an affiliate of an interstate pipeline company. In 
both cases, the rates charged may have a direct and substantial effect on the 
price paid by the ultimate consumers. Protection of consumers against exploita 
tion at the hands of natural-gas companies was the primary aim of the Natural 
Gas Act.’ 

“Respectfully submitted. 

“Alexander Wiley; William G. Callow, City Attorney, Waukesha, Wis. : 
Peter Campbell Brown, Corporation Counsel, New York, N. Y.; 
Abraham L. Freedman, City Solicitor, Philadelphia, Pa.; Ralph S 
Locher, Director of Law, Cleveland, Ohio; James H. Lee, Special 
Corporation Counsel (utilities), Detroit, Mich.; John J. Mortime 
Corperation Counsel, Chicago, [ll.; Harry G. Slater, First Assist 
ant City Attorney, Milwaukee, Wis.; David M. Proctor, City 
Counselor, Kansas City, Md.: John C. Banks, City Attorney 
Denver, Colo.; Charles S. Rhyne, General Counsel, NIMLO, Wash 
ington, D. C.; Andrew Broaddus, Mayor, Louisville, Ky.; Vernon 
W. Thompson, Attorney General, State of Wisconsin; Stewart 
G. Honeck, Deputy Attorney General, State of Wisconsin; Benson 
Trimble, Nashville, Tenn.; H. J. O’Leary, Public Service Commis 
sion, Madison, Wis. 

“Marcu 18, 1955.” 





PARTIAL TRANSORIPT OF PROCEEDINGS OF NIMLO ANNUAL CONFERENCE 


Mr. JoHN J. MorTIMER (corporation counsel of Chicago, Ill., chairman, NIMLO 
resolutions committee): Mr. president and members, the remaining resolution 
presented by your committee is that appearing on page 1 of the mimeographed 
report. I believe you have all received copies. It is lengthy. I would be happy 
to read it if you desire but I think by now you are probably all familiar with it. 

President VAN SoELEN. I think it would be well to read it, Mr. Chairman. 

Mr. MortrM_er. I will read it. 

“Whereas the primary purpose of the Congress in adopting the Natural Gas 
Act of 1938 was to protect consumers from exploitation by suppliers of natural 
gas, while at the same time assuring the suppliers of a fair and reasonable price 
for their product; 
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“Whereas the means whereby the Congress accomplished this purpose was to 
confer jurisdiction upon the FPC to fix reasonable rates for sales of natural gas 
in interstate commerce for resale to consumers ; 

“Whereas NIMLO has since the adoption of this act taken the clear and con 
sistent position that this purpose of the Congress should be carried out and that 
the jurisdiction of the Federal Power Commission thus conferred should remain 
unimpaired : Now, therefore, be it 

“Resolved, That NIMLO hereby reaffirms its prior position and opposes the 
enactment of Federal legislation which would weaken or impair the jurisdiction 
and functioning of the Federal Power Commission under the Natural Gas Act 
as now written; and be it further 

“Resolved, That a copy of this resolution be forwarded to the Cabinet Commit 
tee on Energy Supplies and Resources Policy which is now considering natural 
resources.” } 

By way of explanation our committee has stated in its report upon this resolu 
tion as follows: 

“This subject was the only one upon which there was controversy at the open 
hearing conducted by your committee. Your committee was urged to recommend 
no action upon this subject until a newly created Cabinet Committee has com- 
pleted a study of natural resources and reported, with NIMLO appointing a com 
mittee thereafter to recommend a position for this organization. We are also 
urged to recommend that NIMLO adhere to and reaffirm the prior position con 
sistently taken by NIMLO since adoption of the Natural Gas Act in 1938 that 
this act should be carried out as originally written. 

“It was suggested that two States, Kansas and Oklahoma, prescribe minimum 
prices for intrastate sales of natural gas at the wellhead whereas the FPC only 
passes upon the reasonableness of maximum prices of sales in interstate com 
merce for resale and that some conflict in Federal and state jurisdiction exists in 
reaffirming NIMLO’s prior position taken not only in resolution but in the brief 
amicus curiae filed in the United States Supreme Court in the recently decided 
Phillips case. Your committee fails to find such conflict and notes that such con 


flict was urged upon the Supreme Court of the United States in the Phillips case 
and found to be nonexistent. In fact, your committee is impressed with the fact 
that since the States are constitutionally unable to control the reasonableness of 
sales in interstate commerce no conflict with FPC jurisdiction can arise And 


no producing State fixes maximum prices for natural gas for the protection of con 
sumers. They fix only minimum prices to protect producers. 

“Upon checking with NIMLO’s staff, your committee was informed that while 
a copy was mailed to each one of NIMLO’s 881 member municipalities of the brief 
amicus curiae filed in the Phillips case not one member wrote in protest against or 
in disagreement with the position taken therein, i. e., the position urged im the 
foregoing resolution. 

“Under these circumstances, your committee finds no reason whatever to depart 
from the prior position of NIMLO on this matter. The proponents of a change of 
position frankly informed your committee that legislation to remove FPC jurisdic 
tion to pass upon the reasonableness of rates charged by Phillips Petroleum Co 
for sales in interstate commerce is certain to be introduced in Congress in Jan 





1The White House announcement of this committee reads: 

“Formation of a Cabinet Committee on Energy Supplies and Resources Policy was 
announced today at the White House. The committee will be composed of the heads of the 
following agencies: Department of State; Department of Defense; Department of Justice ; 
Department of the Interior; Department of Commerce; Department of Labor; Office of 
Defense Mobilization, Chairman 

“The defense of the Nation in wartime and the continued expansion of the United States 
economy in peacetime requires an abundant supply of energy. The industrial progress of 
the United States has been marked by rapidly increasing annual and per capita utilization of 
energy resources, 

“At the direction of the President the committee will undertake a study to evaluate all 
factors pertaining to the continued development of energy supplies and resources and fuels 
in the United States, with the aim of strengthening the national defense, providing orderly 
industrial growth, and assuring supplies for our expanding national economy and for any 
future emergency. 

“The committee will review factors affecting the requirements and supplies of the major 
sources of energy including: Coal (anthracite, bituminous, and lignite, as well as coke 
coal tars, and synthetic liquid fuels) ; petroleum and natural gas. 

“The chairman of the committee, after consultation with the members of the committee, 
will appoint from outside of the Government experts in each one of the areas to be studied 
to serve, under his direction, as members of a task force or forces. 

“The committee will submit, not later than December 1, 1954, its recommendations to 
the President.”’ 
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nary. NIMLO has not wavered down through the years in opposing — sucl 


legislation and no valid reason was advanced to your committee why NIMLO 
should change its position now We were urged to recommend a change in 
NIMLO’s position to one of “no position” and that we cannot do when no valid 
reasons were presented for such action 

“Your committee was also informed that unless the Natural Gas Act is amended 
so as to nullify the decision in the Phillips case, the suppliers of natural gas 
would not sell their gas in interstate commerce, thus depriving thousands of 
users of this commodity and making the price higher because pipelines will 
not operate at full capacity. This argument in the nature of a threat by oil 
companies to deny themselves profiitable interstate markets is one to which 
your committee cannot give credence. The FPC requires reserves to be ded 
cated for the use of each pipeline before the line can be constructed. The millions 
in cities who have changed over to the use of natural gas should not thus sud 
denly find their supply cut off due to this Supreme Court decision against Phillips 
Petroleum Co 

“In NIMLO’s brief amicus curiae it was pointed out that some 40 million 
consumers are now dependent upon natural gas. Nearly every large city—and 
many of the smaller cities—now have pipelines bringing this valuable commodity 
tothem. Your committee is impressed by the argument urged upon it that we as 
city attorneys represent not oil companies but the consumers who reside in ou 
cities. To here adopt the position of Phillips Petroleum Co. and depart from 
our representation of the consumers who pay us to represent their interests seems 
wholly inconsistent. We who represent consumers cannot be in the position of 
urging higher prices for consumers of natural gas. In the Phillips case the 
Supreme Court noted that a scuttling of FPC jurisdiction meant an increase in 
price for these consumers—an increase estimated from authoritative sources in 
NIMLO’s amicus curiae brief there at $200 million per year. Action to support 
such a result your committee cannot recommend. 

“Consistent with our position as a representative of the consumers who reside 
Within municipal corporate limits, your committee therefore, recommends that 
NIMLO reaftirm its position in this matter.” 

Therefore, Mr. President, I move the adoption of the resolution as read. 

President VAN SoELEN. Do I hear a second? 

Vorcr. Second. 

President VAN SoeLen. It has been moved and seconded that this resolution 
be adopted. The matter is open for discussion. 

I might say that Mr. Will Sears, of Houston, Tex., has asked for the privilege 
of expressing opposition. Now, I want to reaffirm again that each representa- 
tive who is discussing this question will be limited to expressing it in behalf 
of his city and will be allowed the 10 minutes that the constitution provides. 

In view of Mr. Sears’ request and hoping that it would save time, I will 
recognize Mr. Sears first. 

Mr. WILL SEARs (city attorney, Houston, Tex.). Members of the conference, 
we have a difference of opinion from the distinguished members of this 
committee and from Mr. Lee, who spoke to you this morning.” Such a difference 
exists in several of our minds. 

This difference is something that I haven’t heard urged one way or the other 
in connection with this particular legislation and with this assumption of juris- 
diction on the part of the Federal Power Commission. That is, that no such 
result will flow - 

Vorce. Mr. Chairman, can he speak in the microphone so we can hear him 
back here? 

President VAN Sorcen. All right. Mr. Sears, will you come up here? (Mr. 
Sears went up to the microphone. ) 

Mr. Sears. I cannot feel the same assurance that Mr. Lee feels that the result 
that he anticipates will flow from this assumption of jurisdiction. I can see 
nothing in this partciular field but a repetition of what we are already ex- 
periencing under the Federal Communications Commission. 

That Commission has never regulated the telephone industry. It is not doing 
so now. You heard Mr. Lee tell you this morning that since its creation in 1934 
it has not held a rate hearing on the matter of interstate telephone rates. It 
has had open and temporary dockets in connection with various matters such 
as the Separations Manual. For over 12 or 14 years there have remained interim 
orders. Nothing is done permanently nor is it done upon any basis that we 


2 See pp. 18—29 for text of Mr. Lee’s remarks. 
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consider normal regulatory process. And we know what the result has been 
the communications field. 

The result has been that the Bell System has gotten pretty nearly what it 
wanted in the way of interstate rates, to the detriment of the local exchange and 
intrastate toll fares. 

Now, I submit, Mr. Chairman, that we are not likely, under this suddenly 
found jurisdiction of the Federal Power Commission, to arrive at any great 
savings to any consumer immediately. What I would fear worse is piecemeal 
temporary-do ket regulation that will result in nothing except the harassment 


of smaller companies 


I said “harassment” deliberately. I mean the word. Harassment of smaller 
companies by regulatory orders they cannot comply with and stay in busines 
You are going to wind up with monopoly in this particular field That 


monopoly will be forced by the type of regulation that you are going to get fro 
the Federal Government, 

Understand me clearly, please, gentlemen. I believe in the proper regulation 
of publie utilities. I have been engaged in a 2-year fight wtih the Bell System 
in Houston. On tax matters I have had some words with the Bell System and 
the pipeline companies—particularly, on another occasion, the pipeline case just 


decided by the United States Supreme Court I had something to do with 
drawing that bill. 
I believe in regulation firmls I do not believe that it should be carried to the 


point where it merely becomes a medium for price fixing that is not neede« 
the public interest or in any case where the remedy is worse than the ailmen 
And I am afraid, gentlemen, of this extension of Federal jurisdiction 

I particularly fear this: that if this jurisdiction is assumed and persisted in 
b the Federal Power Commission, the ghost of Smyth versus Ames will return 
in all fields of regulation There will be an overwhelming and overpowering 
demand for return to fair value standards to judge constitutional depreciation 
of property You are aware that that is already afoot 

If vou read the Public Utilities Fortnightly. you will find a constant stream 
of propaganda for the return to fair value. There have been decisions recently 
showing that the present well-marked well-charted course of regul 
adhering to original cost, is already being weakened by this attac! 
I tell you, gentlemen, that this assumption of jurisdiction by the Federa 
Power Commission will give the utilities their strongest argument for the return 
to fair value—either as a statutory standard to be sought at the hands of the 
Congress or as a constitutional measure to be sought at the hands of the cour 


alLlo TOSTIY 


One or the other is going to result from it because the Federal Power Commis 

sion will not have enough funds, will not be given funds, to do this tremendon 

job in the sense that Mr. Lee sees it done * 
The result will be nothing but temporary dockets, temporary ordet nd 


appeal to Congress to remedy the situation by passing fair value standard 
all rate matters: not just this one but for all rate matters 
I urge you to consider carefully, gentlemen, whether this resolution is. re 


n the interest of your consumers Again I repeat, I think the medy 

than the particular ailment I see no improvement In any field in \ ou 
look for Federal regulation, vou find the same conditions The ¢ il Ae 
navtics Board will keep cases upon the docket for vears and years and yeu 

I get mail all the time addressed to a former city attorney who the third 
city attorney back in time from me because he was the man who filed the origi: 
brief in this particular docket It has been there 12, 14, 15 vears 


The Interstate Commerce Commission, with their regulation of railroads, has 
carried on the perpetual bankruptey case of the Missouri Pacifie for 20 vent 
] 
i 


Do you really think that you are going to improve the situation by letti 
the Federal Power Commission regulate these prices? TI don’t thinl gentle 
men I don’t think so for a moment There has to be at the Federal leve 
major improvement in the matter of regulating utilities before I ca ee tI 
regulation as effective or useful 

Now, I have one other word IT would like to say, Mr. President, in closing, and 
it mav he a little bit off my subject but T think it well to be said 

Yesterday some mention was made to m« and if is not important whe aid 
t or under what circumstances—that Mr. Lee was just crusading and that 
ill there was to his particular presentation That word and the onnotation 


In Which it Was used is very distasteful to me. I do not like that particular 
approach I have seen it used before It has heen used in connection with me 
If Mr. Lee feels it his duty to represent his client, the public, in the mann 
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he has done, then he should crusade as he had dene, and everyone admire him 
for it 

He has done a magnificent job of handling a piece of litigation.’ I don’t 
agree with what he forecasts the results will be. I do think that he has done 
what he felt that he should do. He has represented the public fully and there 
should not be the slightest implied criticism of him for doing so. And that applies 
to any other city attorney honestly representing his clients, the public, and speak 
ing his views here on the matter, in my opinion. 

Thank you, Mr. President. [Applause.] 

President VAN SoeLeN. Thank you, Mr. Sears (city attorney of Houston, Tex.). 
Does anvone else w ish to comment on this? 

Mr. C. A. Brewer (city attorney, Bartlesville, Okla.). Mr. President— 

President VAN Sore.ten. Mr. Brewer from Bartlesville, Okla. 

Mr. Brewer. Mr. President, Mr. Chairman of the resolutions committee, Mr. 
Rhyne, gentlemen, this is my first meeting with this organization. My city has 
helonged to the organization for some time. I have enjoyed the services of this 
organization very much and I regret that I must appear here in order to support, 
to the best of my ability, my convictions in opposition to this resolution 

I would like to say at the outset that I am city attorney of Bartlesville, Okla., 
on the Caney River. I am engaged in the private practice of law. I am not 
employed by any corporation, except on occasion: like most lawyers in private 
practice, I get some business from corporations. I would like to have more, but 
I don’t have any corporations as regular clients. 

I would like to say to you, gentlemen, that I first heard of this resolution, 
after I came to San Francisco for this meeting. I didn’t know any such reso- 
lution was to be presented prior to that time. I do not feel fully capable of 
discussing this matter because it is an involved economic and political question. 
I do not purport to be an authority on the oil and gas business, but having 
practiced law in the oil and gas country for a period of 25 years, some of it has 
rubbed off on me. 

I believe that Mr. Sears, city attorney of Houston, Tex., who preceded me in 
opposition to this resolution, being from the greatest gas-producing State in 
the United States, is in a better position to know something about the gas busi- 
ness than the members of the resolutions committee, and I do not intend to 
depreciate the ability of the members of this committee. These gentlemen are 
from Chicago, New York, Denver, Baltimore, Md., Oregon, Tennessee, North 
Carolina, and Michigan. None of those States are gas-producing States. 

The gas-producing States, gentlemen, are Texas, Kansas, Oklahoma, Louisiana, 
and New Mexico. I feel that we should be well informed on this very important 
proposition before we support this resolution. I feel this very sincerely, gentle- 
men. 

My primary reason for appearing here is that I am bitterly opposed to Gov- 
ernment regulation. I endorse wholeheartedly the speech made before this 
organization at the luncheon yesterday by Mr. Loyd Wright, the president of 
the American Bar Association. 

I say to you, gentlemen, that when you encourage and seek regulation and 
regimentation of private business by the Federal Government that you are 
bartering away your own freedom and I believe that if this country continues 
along this line that we may be in a sad plight. 

I am very, very sincere about that, gentlemen. Now, I don’t know what is 
going to happen and I won’t attempt to tell you what will happen with reference 
to this particular decision. I might say, and I want to say in all fairness to you, 
that the home office of Phillips Petroleum Co. is located in Bartlesville, Okla., 
and further that the offices of Cities Service Co., which company is engaged in 
the oil and cas business, are located in Bartlesville, Okla. 

As I said, I can't tell you what is going to happen if these regulations of the 
Federal Power Commission are enforced but I will tell you what could happen. 

Take your own situation: take the business of any businessman. Say the 
price of his commodity is reduced if he sells his product in interstate commerce. 
What is he going to do? If he can sell that same product in intrastate com- 
merce and get a better price for it, that is where he is going to sell that product, 

entlemen. 

I don’t know that that will occur but I say to you that could occur and in the 
event it does occur it is going to cut down the volume of gas from the gas pro- 
ducing States which is sold to other nonproducing States. It is going to cut 
down the supply of gas to the ultimate consumer in nonproducing States. 
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Now, gentlemen, as I stated at the outset, I feel this to be a very, very serious 
question and as I stated to you, I did not know anything about this resolution 

ntil I arrived in San Francisco 

I did not receive a copy of the amicus curiae brief, which was filed in the 
Supreme Court of the United States. In all fairness to Mr. Rhyne, I want to 
state that I have been city attorney for three and one-half years and it may be 
inat the amicus curiae brief was sent out prior to that time, but I did no receive 
i copy of it. 

I do not feel myself sufficiently advised to memorailize Congress not to take 
inv action on this matter and I have attempted to inform myself concerning this 
matter since I learned that this resolution was to be presented at this meeting 

I submit to you, gentlemen, that in my opinion study should be made of this 
natter, that no hasty steps should be taken in endorsing and approving this 
resolution, memorializing Congress not to take any action on the 1938 Gas Act. 
It is entirely possible, gentlemen—and I don’t believe we know; I am sure I 
don’t know and I don’t believe you do—but it might be necessary and advan- 
tageous and desirable, so far as the ultimate consumer is concerned, that some 
:mendment of this Act be passed. 

I state to you, gentlemen, that no action should be taken by this organization 
or any other organization until we are fully advised as to what we are doing. 
(Applause. ) 

President VAN SorLEN. Thank you, Mr. Brewer. Anyone else? 

Mr. THomMas N,. Bippison. (city solicitor, Baltimore, Md.,): Mr. President. 

President VAN SoeLeN. I recognize Mr. Biddison. 

Mr. THoMAS N. Bipprson. Mr. President, Members of NIMLO, it is with a bit 
of reluctance that I arise to address my good friends of NIMLO on a matter which 
to me appears to be so positive and so crystal clear as to the course we should 
tollow. 

There is no occasion for being heated or excited. The thing really strikes 
me as being an occasion when we can break out into great big happy smiles 
because this type of fight indicates that we have finally become of age. We mean 
something in this country. It would be a shame right when we are asserting 
ourselves, when we have established ourselves over the years as finally repre- 
senting something and accomplishing something for the people we represent, to 
take a pathetic step backward 

I am sure all of you here fundamentally are interested in representing the 


people of your great cities and that certainly is my interest. 

I am a member of the committee which recommended this resolution. I am 
also a member of a city which has over a million inhabitants who consume 
natural gas. I would be really derelict I feel, in my duty to the consumers, were 
I not just to briefly express to you the absolute need of regulation of, this 
creat industry on behalf of the consumers, some 40 million or so people through- 
out the Nation. We should not let them down. We would certainly be letting 
them down if we changed our position. With regard to the remarks of the last 
speaker this is not hasty action. 

This is action that we have pursued for years. We have been successful. 
We have fought against the Honorable Senator Robert Kerr from Oklahoma in 
the Senate of the United States, who has been waging a bitter battle to release 
from regulation the natural gas at source. 

Now, l am not going to belabor you. I am not going to further prolong my 
remarks. I do want to say that I feel confident and urge all of my fellows 
meinbers with whom it has been such a pleasure to be associated, who have 

rked throughout all these years to keep our course straight, don't let us at 
this stage lose our fangs. We have done a great job in fighting for our people 
on the question of rates on telephones, on public utilities, of our publie transporta 
ion systems, on our gas and electric rates, and they mean somethin They are 
real. This is just another phase of that total picture of a real job, fellows, that 
we have been doing. 

Thank you, very much. [Applause. | 

President VAN SorLen, Thank you, Mr. Biddison 

Mr. J. EK. Drinarp (city attorney, Richmond. Va.). Mr. President. 

President VAN SorLeN. Yes. Mr. Drinard from Richmond, Va 

Mr. DrinarbD. Mr. President, ladies and gentlemen, I want to say “Amen” to 

hat my friend Tom Biddison has just said to you, but I want to point out to 

ou a very peculiar situation that exists in my community of Richmond, Va 

it has the oldest municipally owned gas utility in the count: It is over 100 
rs old Under our charter our council is required to keep that u ty « 
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ng on at least a break-even basis In other words, where the gas rates are such 
that at the end of any fiscal year a deficit is shown, the council is under 

andate from the legislature to increase the rates so that the utility will be 
on at least a break-even operating basis 

Now, if we take this backward step and do not allow the Federal Power 
Commission to exercise Complete jurisdiction over the interstate sales rates of 
sales after production of natural gas after we take it out of the ground until 
we put it in the gas stove or the gas heater, then that lack of jurisdiction is going 
to have a tremendous impact on the people in my community because, us I said to 
you, we must operate our utility on at least a break-even basis, I hope that 
this institute will not take this backward step 

Thank you, gentlemen 

President VAN SoeLen. Thank you, Mr. Drinard 

Mr. Banks of Denver. 

Mr. JoHN C. BANKs (city attorney, Denver, Colo.). Mr. Chairman, gentiemen, 
the State of Colorado is both a consuming State and a producing State of natural 
as. The gas which we consume comes in from the State of Texas and Kansas 
rhe gas which we produce will be transported into the Pacific Northwest. Unde 
those conditions neither our public utilities Commission no our conservation 
commission would have any control at all over the rates charged to the con 
sumers of gas. Those are the people we represent as city attorneys, the con 
sumers of natural gas. 

Denver has also had, and Colorado has had, experience with regulation by the 
Federal Power Commission. That experience has been good. 

In 1947 the city of Denver applied for a rebate upon the rates which were 
then in existence and by fighting the matter through the courts obtained a larze 
reduction of over $10 million which was returned to the consumers. That is 
the same type of experience which Mr. Lee spoke to you about and which Mr. 
Pardee spoke to you about. 

We have at present at least three applications for rate increases pending before 
the Federal Power Commission, They have pyramided on us so that we can 
hardly keep up with them. Last November we had an application for a rate 
increase of $6 million per year. The matter has not been disposed of. About 
a month ago we had an application filed with the Federal Power Commission for 
another $10 million a year rate increase. 

We need the control which the Federal Power Commission gives us over these 
rates charged for natural gas. If we do not have any control we would be at 
the mercy of the companies. 

Some reference has been made to our extending the regulation. That is’nt the 
way I interpreted it at all. We already have the law. We have its interpreta 
tion by the United States Supreme Court. We are not trying to extend that. We 
are just not trying to weaken it either. 

There has been mention made by one of the persons here that he had not heard 
of this proposed resolution before coming to the present convention. I had not 
either, except as it has been presented successively over a period of years. 

I first heard of it by a long distance call, calling me out of this meeting from an 
attorney at home who represents several oil companies. He told me about this 
resolution. I did not hear any protest at all from any city attorneys or persons 
who represent consumers. 

[ feel that this resolution is properly in order, that it is no change in the posi 
tion of NIMLA, that we should continue with our position which we have pre 
iously stated, and do nothing which would weaken the control of the Federal! 
Power Commission [ Applause, | 

President VAN SOELEN Thank you, Mr. Banks. 

I recognize Mr. Brown, of Oregon. 

Mr. A. G. Brown (city attorney, Portland, Oreg.). Mr. President and gentle 
men, I come from a State which is neither a producer nor a user of natural gas 
However, there is a line projected for which permit has been granted which will 
bring natural gas into the State of Oregon and I am therefore interested in this 
subject 

I was on the brief in the Phillips case and that was my first opportunity to 
get into this picture, and I did de some review. I feel that the people that we 
represent in the communities throughout this country are the people that we are 
interested in, and I feel that we owe them an obligation—that obligation is to 
exert every effort to insure that for those services which the people in the various 
communities must have, they may get them at the most reasonable prices. 





Ny 
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I feel quite sure that if the decision in the Phillips case is put to effect 

nd I am sure it will be—there will be no abarfdonment of the project to bring 
gas into the Pacific Northwest, because the customers are there 

Now, I have attended all of the meetings of NIMLO since 1938, with the exce] 


ion of the war years I have seen this organization grow and I have seen it 
achieve its present prominence and its present authority It didn’t get that by 
taking a “no” position We got it by affirmative and dynamic action starting out 
when we had only 100 members We made an awful lot of noise f LOO people 
10 or 15 years ago 
It seems to me that this resolution is the only thing that we can do il nu 
the position has been taken year after year and was reemphasized in the 
relive 
\s a prospective consumer of natural gas we are of Course in the same position 
is Mr. Banks who reported for the city of Denver If FPC jurisdiction is re 
moved there will be no opportunity of regulation as far as we are concerned 
I hesitated somewhat in speaking on this matter because IT more or less ] " 
sed myself after I served as president a few years ago that I was going to keep 
ivy mouth shut when I came to future meetings 
In my opinion, this resolution is just good horsesense I have a definition for 
the phrase which I like to use and use a good deal 
Hiorsesense is that degree of intelligence possessed by a horse which keep 
him from betting on people. [| Laughter. | 
I think that the horsesense of this convention is in this resolution, and I 


strongly urge its adoption 

Thank you { Applause. | 

President VAN SorLen. Thank you, Mr. Brown 

Che Chair recognizes Mr. Woodward, of El Dorado, Kans 

Mr. Woopwarp (city attorney, El Dorado, Kans.). Mr. President, Mr. Rhy 
ind members of this association, it is with considerable temerity that T appear 
before this august body because I represent a small town of only 14,000 peopl 
We have two retineries there, which are our principal sources of employment in 
that area Both of these refineries use gus which is produced in Oklahoma We 
are not a gas producing area of Kansas. We are just on the edge of the field 
but of course we are a large consumer of gas. 


\ l 


Vow, Kansas has no source of fuel but gas. We just don’t have anything. We 


ont have any coal except a smpll amount in the eastern part of the State As a 
city attorney of El Dorado I am vitally interested in the fact that gas is available 
and at reasonable rates. 

Now, I don’t know that T am opposed to this resolutior I want to eneourage 
and get behind anything that will assure my city of a plentiful supp of gas 
at reasonable rates. Iam not convinced yet that this is the way we are going to 

et it : 

I think maybe we ought to analyze the situation The Natural Gas Act has 
been in effect for many vears and the Federal Power Conmimission has regulates 
large segment of the gas industry It wasn’t until June of this ve that ¢ 
Supreme Court reversed the Federal Power Cormission who had theretofore 
consistently taken the position that they were not, under the terms of the act 


uthorized to regulate the production end of it in intrastate commerce 

Now, the Supreme Court by a 5 to 8 decision—and I believe it \ Justice 
Jackson who did not participate—held the Natural Gas Act did cont rinte 
that the Federal Power Commission should regulate the production of gas b 
independent producer. 





Now, that decision just came down in June It hasn't been fully implemented 
vet We don’t know what the effect of it is going to be or whether it is goi1 
he good or bad. It hasn’t been in operation long enough for that fact to be 
determined. 

Che problem is so acute that President has appointed a Cabinet Committees 
Mnergy, Supplies, and Resources Policy which is charged with the duty and re 
sponsibility of reporting back to him by December 1 on this whole problem and 
it just appears to me that at this particular stage of the game I would like 





ve a little more information; I would like to have the information which I 


believe the President’s Cabinet Committee will make available, and when we 
have that information it may well be that this is the resolution we want to adopt 

Now, I would like to see this institute appoint a committee of its own member 
ship to study this, to evaluate the report and make a recom 
association. 


Vhank you 


nendation ta 


GA0O57 > 10 
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President VAN SorLeN. Any further discussion 7 

Mr. rep ALrEy (city attorney, Wichita, Kans.). Mr. President. 

President VAN SoELEN. Mr. Aley of Wichita, Kans., will be heard from next. 

Mr. Arey. I first attended a NIMLO convention in the year 1941. I have 
attended most conventions since that particular time. We have many problems 
in the city of Wichita by reason of our aircraft industry, which you know pro- 
duced approximately 95 percent of tthe B—29’s flown in combat in World War II, 
is now producing most of the B—47 jet bombers, and at present we are in produc- 


tion on the B-52’s, the superjet bomber. 
With the tremendous growth of the city we have had water problems, trans- 
portation problems, and all types of problems. On this occasion, coming to 


San Francisco, as I had had no vacation, I came with the only thought of obtain- 
ing a little knowledge and relaxing. I had not been here 15 minutes when I get 
a call from my good friend Senator Woodward, who just addressed you—and I 
ay say that the Senator is highly esteemed in Kansas, having served in our 
legislature for some 20 years—and he asked me if I had read a particular reso- 
lution involving the regulation of gas at the wellhead, and I had not. And I 
make this statement to the convention, 

I represent no oil companies and I know nothing about the technical matters 
pertaining to the oil industry, but it seemed to me rather strange that this par- 
ticular resolution should be in every man’s envelope prior to the time any resolu- 
tions committee had been appointed. 

Now, I notice it is also said in the present explanation of the proposed resolu- 
tion, which explanation is entirely different from that contained in the first pro- 
posed resolution on this subject, that all the city attorneys have been sent a 
brief amicus curiae on the subject, but that not one had filed a protest. Well, 
gentlemen, it seems to me a little late to protest after the brief had been filed. 

Now, I am not going to be sarcastic. I enjoy this institute and I concur with 
all the remarks that Herman Wilson made on the opening day, but I resent the 
statement made from this rostrum today that this association should look with a 
jaundiced eye on anybody opposing this particular resolution; I don’t like it. I 
want to say this as to my position here: 1 need no defense but if I did need one, 
! will say this, that my own State of Kansas, through its State corporation com- 
mission, actively opposed the present ruling of the United States Supreme Court, 
and I am quite sure that if the member cities had been sent a questionnaire, 
“Should we or should we not intervene?” there might have been quite a few 
dissents. That is neither here nor there. 

As I say, I am not going to discuss this matter from a technical point of view, 
which I know nothing of, but here is the way I feel about it; I have been on the 
staff of the city of Wichita since 1941. I try to keep fairly well informed and if I 
am as ignorant as I am about this particular deal, I don’t believe this member- 
ship, outside of maybe 10 men on one side or 15 men on the other, can know 
enough to pass on this particular resolution. 

Now, you will note if you will read this Phillips case, and again this is in 
criticism, that most of the members of the resolutions committee were also on 
the brief, so | am quite sure or was quite sure, although 1 opposed it in commit- 
tee, that the results would be the same. 

Now, to me, it is not a question for this body to determine whether or not the 
regulation of gas at the wellhead is good or bad. I don’t know. Nobody knows. 
I know that we do have a State corporation commission that does regulate and 
I know that the State corporation commission does not represent oil and gas 
companies, 

I know my legal staff does not represent oil and gas companies. So I think 
you are getting a little red herring when he (Lee) keeps talking about protecting 
the consumer. We all have that in mind or we wouldn’t be in public office. 

So, therefore, I move this body to amend the resolution of the resolutions com- 
mittee by deleting paragraphs 1, 2, 3, 4, and the resolution contained thereunder 
and substitute therefor the following: 

“Whereas the Supreme Court of the United States has recently ruled that sales 
of natural gas by independent producers and gatherers made in the field in which 
the gas is produced are subject to regulation by the Federal Power Commission 
under the terms of the Natural Gas Act when the gas is ultimately transported 
to and sold in other States; 

“Whereas the subject of Federal regulations or nonregulation of field sales of 
natural gas is of such national importance that it has been referred by the Presi- 
dent of the United States to the Cabinet Committee on Energy Supplies and Re- 
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sources Policy for study and report by December 1, 1954; Now, therefore, be it 

“Resolved by the National Instiiute of Municipal Law Officers in convention 
assembled at San Francisco, Calif., That the president of this institute be author 
ized and directed to appoint a representative cominittee to make an independent 
study of this matter and report thereon to the membership of thris instiute for its 
consideration ; said report to include an evaluation and appraisal of the facts dis 
closed by the report to be made by the aforesaid Cabinet Committee to the Presi- 
dent of the United States.” 

In closing, I wish to contradict that if we defeat the motion of the resolutions 
committee it is a backward step. Everyone well knows how this institute has 
stood for years in reference to the Federal Power Commission and if we didn’t 
stand that way, how come Charlie Rhyne personally represents us in the United 
States Supreme Court? Why then, without obtaining any additional informa 
tion—cur position already having been made clear with the filing of a brief 
amicus curiae—do we memorialize the Congress of these United States that re 
gardless of the effect of the Vhillips case they should not consider any legislation 
affecting same. [Applause.] 

President VAN SoELEN. Thank you, Mr. Aley. 

The question is now on what the Chair will rule to be a substitute resolution 
which has just been read by Mr. Aley. 

Mr. F. J. CARMAN (city attorney of Topeka, Kans.). I second the motion. 

President VAN SoeLen. The substitute resolution has been moved and second- 
ed. Is there any discussion on the substitute motion? 

Mr. T. P. Corserr (city attorney, Racine, Wis.). Mr. President and members 
of the conference, I am Tom Corbett from Racine, Wis.; city attorney of that 
city. 

At the outset, I am opposed to this amendment or substitute. The State of 
Wisconsin through the staff of the public service commission and members of the 
staff of the attorney general’s office have been long engaged in the struggle con- 
cerning which Mr. Lee spoke so ably this morning, and I am told yesterday after- 
noon. The whole purpose of the opponents of this resolution seems to be delay 

The arguments thus far advanced do not appear to convince most of this au 
dience, at least if I can judge of the reaction to the speakers. There is a great 
danger in delay. This organization has long gone on record on a given principle. 
We are here in this convention once again discussing his principle. 

If we back off, delay discussion, pocket it somewhere, it will give the impres- 
sion to the people of our Nation that we have changed our position. By the time 
we finish with this thing this afternoon we are going to find out that this organi 
zation as a group has not changed its position, even though some of our members 
have different views. The variance of views is a good thing. A free discussion 
of them is also good. : 

I would like to review very quickly some of the arguments advanced at the 
very outset by the very able Mr. Sears. When I mention him by name I am only 
doing so for the purpose of identification and if I find fault with some of his 
arguments they are only the views of one attorney to another. 

There is one reason for not getting into this field of regulation by the Federal 
Power Commission. Mr. Sears advanced an argument which was a parallel to 
the fact that the telephone company, the Bell Systems, have had no hearings and 
yet have had regulation with the interstate toll. He told you that the Bell Sys 
tem has always gotten what it wanted insofar as interstate rates were concerned. 

Mr. Sears should be advised by many of the men who have been engaged for 
many years in the struggle against the Bell System that we have wanted the 
interstate toll rates raised to relieve the burden on the exchange system and the 
very fact that they got these rates without hearings is not to be wondered at. 
We actually drove them or tried to drive them into some of those hearings, so 
once they got there why should we oppose them. We are the ones who got what 
we wanted. 

The argument was also advanced that regulation would put out of business 
some of the smaller concerns. You don’t drive small concerns out of business 
with rates. 

We have all been concerned with ratemaking. We have all been concerned 
with rates. The rate is usually a sum sufficient to give the company a reasonable 
return on its investment and you can be sure that it is either going to be a fair 
return on its investment or it is going to be a sum sufficient to give it a reason- 
able operating ratio. 

Mr. Sears also advanced the thought that we would once again return to the 
fair-value standard. Many of us have been fighting that method of evaluating 
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for quite some time. We will continue fighting it. We will continue raising 
the same arguments that we have raised and that have been listened to for so 
long 

The very fact that this threat is present is no reason why we should defeat 
this resolution or*delay it. Actually it appears that all of the speakers opposed 
to this resolution are opposed to regulation of any kind of a basic commodity in 
their State, without regard for the fact that throughout the country the great 
majority of people are interested as consumers. They do need protection. 

Now, there is a great community of interest throughout this country. The 
gas comes from some of the Southwestern States, the Southern States. When 
they had disasters such as great fires and explosions in Texas, we yielded to their 
pleas for assistance. Now we are saying to them whereas you fear regulation 
by the Federal Power Commission, we fear lack of regulation and price fixing 
at the local level without regard to the interests of the great majority of the 
people in this country who have dismantled their gas-manufacturing plants, who 
have changed over all their equipment, who have now a terrific investment in 
ras. The great majority of us, I do believe, feel that regulation must 
come through the Federal Power Commission. 

I request you gentlemen to defeat this substitute and I move the substitute be 
tabled | Applause. | 

President VAN SorLten. The question now before the house is the motion to 
table the resolution by Mr. Aley, which was that we should delay action and 
conduct an independent study of the matter. There is no debate on the motion 
to table 

Is the motion to table seconded? 

Voice. Second. 

President VAN SorLen. The motion has been made and seconded to table the 
substitute resolution. Those in favor say Aye. 

Voices. Aye. 

President VAN SoeLeN. Those against say No. 


natural 


(No response. ) 

President VAN Sor_eNn. The ayes have it, the substitute resolution is tabled. 

The question is on the original motion. Are you ready for the question? 

Vorces. Question. 

President VAN SoELEN. All in favor of the original resolution as submitted by 
the resolutions committe say Aye 

VoIcESs Aye. 

President VAN Sog_en. Those against say No. 

Vorces. No. 

President VAN SoreLen. The ayes have it, the resolution is adopted. 

This completes the special order of business. I will turn the meeting back 
to Mr. Barnet Shur, corporation counsel of Portland, Maine, who is now pre 
siding as vice president of NIMLO, for as much more as can be done on the 
balance of the program this afternoon. 

The conference later adopted by unanimous vote a motion that the following 
report be included in this release: Rate Developments in 1954, by Assistant 
Corporation Counsel James H. Lee, Detroit, Mich.; chairman, committee on 
electric, gas and telephone rates. 

Mr. Lee. Mr. Chairman and ladies and gentlemen of NIMLO. Before I begin 
the discussion with reference to publie utility rates, I should like to have us 
pause a moment to pay tribute to one of the members who always came to this 
organization’s annual conventions, Jerome Joffee, the very able assistant city 
counselor of Kansas City, Mo. Many of you knew Mr. Joffee. For 5 years he 
was chairman of the committee on public utility rates. He was very active in 
attending every conference and I am sure you recall him. I regret to say to you 
this morning that he died suddenly of a heart attack within the last 6 months. 

I should also like to divert a minute from my formal discussion to pay tribute 
to one of the founders of this organization, Hon. Raymond J. Kelly, who served 
the longest period of service as a corporation counsel in the city of Detroit, and 
who became the national commander of the American Legion, and who in recent 
months has been appointed by the President of the United States as the Chair- 
man of the Railroad Retirement Board. Mr. Kelly has proved himself to be a 
very able city attorney and was one of the founders of this organization. He is 
entitled toa great deal of credit. 

Mr. Chairman, ladies, and gentlemen, the subject that I have been assigned to 
comes to me by reason of the fact that during the past year I have had the 
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honor to be chairman of NIMLO’s committee on public utility rates, with refer 
ence particularly to telephone, gas and electric light, and power rates 

I have specialized in this type of work for the past 15 years and I want t ve 
to you some of the things that I have learned on the record and some of he 
things that I have learned off the record. 

There is so much money involved for the people of our communities in the 
payment of public utility rates; there is so much that can be done by the ¢ 
attorney’s office in seeing that those rates are fair and equitable. 

Now, at the outset I want to tell you that my approach to these matters ha 
always been purely objective. It has been an effort to determine exactly what 
the facts are and what the law applicable to the facts is and should be 

I want to tell you that in my 15 years going before the Iederal regulato1 
bodies in Washington, such as the Federal Communications Commission, whic] 
as you folks know has jurisdiction over long-distance interstate telephone rat : 
before the Securities and Exchange Commission, which as you folks kn« ha 
jurisdiction over the financing of all types of public utilities; before the Federa 
Power Commission, which as you know has jurisdiction over the authorization of 
the construction of pipelines and the fixing of the rates of pipelines, I am sorry to 
report to you that, in all those years, it has only been in the most isolated il 
stances that I have ever seen a representative of the city, the city attorney’s office 
participate in those proceedings, and if they do participate, which has been very 
infrequent, their participation has been more or less of a token one and the 
have made no contribution of any kind in the introduction of evidence and in 
really participating in the case. 

Now, that is not only true in m: 
bodies but it is also true before our State public service commission. I was 
challenged and have been challenged with that situation and I have tried to 
find out the reasons for it, because this type of litigation is of such great impor 
tance to the communities throughout the country. 

Since 1911, when I was a member of the Michigan State Senate from Detroit 
I have been affiliated with the Michigan Municipal League and all during that 
period I have been active with reference to municipal matters. For the last 5 
years, previous to this year, I have been chairman of the committee on public 
utility rates and in each of the 5 years I have had a committee of 5 or 6 additional 
members, city attorneys of various communities, large and small, in Michigan, 
and I regret to say to you folks this morning that I have never yet been able 
to obtain a quorum meeting of that committee. 

Now, there must be a reason for this situation because there is more money 
involved for the citizens of our communities, sometimes more in the individual 
householder than he pays in taxes, more money for utility services, and I have 
come to this conclusion, that what we need in the city attorneys’ offices—ayd 
we have it in some of them throughout the country I am glad to say—are trained 
specialists in this type of litigation. As you folks know, every dollar that the 
utility spends on the prosecution of a rate case, whether seeking an increase in 
rates or whether in the defense of a rate case where the public is seeking a 
decrease in rates, is chargeable to operating expenses of that utility and the 
customer pays for their conduct of their case; whereas if the public, such as 
the city or other community, comes into the case, it is the taxpayer who pays for 
it and as a result, the utility is unrestricted in its expenditures for attorneys and 
technical witnesses. 

There is no supervision of the great amounts they spend in the conduct of 
these cases and, as I said, it is all chargeable to operating expense 

On the other hand, it is very difficult, even among the larger communities, to 
induce the local legislative body to appropriate money to obtain technical wit- 
nesses to come and testify on behalf of the ultimate customer. So as a result we 
have to rely in many instances upon isolated representation of communities 
and of course upon the technical staff of the State and Federal regulatory 
bodies. 

Now. in beginning the discussion of the various utility matters, I would like 
to start with reference to telephone rates. I mean by that intrastate telephone 
rates. As you folks perhaps know, it is true in our State, the Michigan Bell 
Telephone Co. is a wholly owned subsidiary of the American Telephone & Tele- 
graph Co., commonly referred to as A. T. & T., and A. T. & T. likewise owns 
twenty-odd other telephone companies throughout the Nation. 

Now, A. T. & T. has a total capital plant and other investment of $7,500 million. 
It is the greatest corporation in the history of the world. It has paid 9 percent 
dividend on its stock without interruption sinee 1922. 


tory 


ny experience before the Federal regi 


Sul: 
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I refer to that becnuse when you are engaged in a telephone rate case in yout 
own State, 9 times out of 10 reality it is not the local telephone company, it is 
the A. T. & T. that is involved, because all of the earnings of the constituent 
State Bell Telephone Co. is turned over to A. T. & T. and as a result, they have 
built up no surplus of any account. 


Now, a most significant thing is taking place and has taken place in Michigan 
and will take place all over the Bell system and that is this: All of these cases 
are prepared by a highly trained technical legal and engineering and telephonic 
communication expert staff at the headquarters of A. T. & T. in New York City. 
Then the local representatives of the local company, who are called upon to 


testify, all of their testimony is reduced to writing and they learn it almost 
verbatim and when they are testifying you would think they were testifying 
orally, without prompting. A. T. & T. does not overlook anything that will aid 


in their efforts. 

As to the psychology of their presentation, vou ask one of their witnesses a 
question, for example, perhaps a question for clarification, the witness will stop, 
he will look at you; he will call you by name; he will say that that’s a very inter 
esting question; he will say, “I will be glad to answer it,” and before he gets 
through, he will have called you by name at least two times. 

Now, that is not just an ordinary happenstance. That is a worked-out psy- 
chology that is only part of the tremendous preparation made for that case by 
the company. 

So you start off with a rate case of your State telephone company, as we did 
in Michigan a year ago last June, and before that case is started, the company 
goes out to its local city manager, we'll say, or village manager and he will cali 
upon the customers of the company. He will ask them to send letters to the 
State regulatory board endorsing the proposed rate increase. He will tell the 
great need for the expansion of the system and when he is asked, “Why can’t 
they dip into the surplus of the State company?’ he will say honestly, “We 
have no surplus.” But he won't follow it up by telling you that the reason they 
haven't the surplus is because they have turned it over to the mother company— 
A. Tt. & Tb. 

They will hold meetings with Kiwanis Clubs; they will hold meetings with 
church clubs; they will advertise in the local publications, all of which is in- 
sidious propaganda which those who represent the ultimate consumer can’t 
possibly begin to compete with. 

I want to tell you about a most unusual situation which may be of aid to some 
of vou folks in the future. 

When the case was started by the Michigan Bell Telephone Co. a year ago last 
June for an annual increase to Bell in the sum of approximately $22,283,000, the 
company sent out to its customers—and Michigan Bell represents 90 percent of 
the telephone service in the State of Michigan—2,900,000 bills and enclosed 
with those 2,900,000 bills was a little 4-page pamphlet called News Lines. It was 
filled with propaganda as to why it should receive the rate increase they were 
asking for. 

Now, when we started this hearing in July, a year ago, I made a formal motion 
to the commission. I said the rate payer pays all the expense of the company’s 
prosecution of this case. I called their attention to this propaganda enclosed 
with the bills to the customers. I asked the right to file a reply and that the 
company be obligated to enclose it with their bills. I succeeded in getting the 
order and the company was compelled to tell why they were not entitled to the 
increase and we succeeded in having the application dismissed, after a long trial, 
without one nickel of increase in rates. 

Now, the thing that they propounded then and the thing that has been pro 
pounded throughout all the A. T. & T. and Bell systems was this: We should 
have accelerated depreciation on the balance of our plant, which has been in- 
stalled since 1940, which they characterize as a “normal preinflationary year.” 
In other words, instead of having the normal depreciation over a 30-year period 
of the investment in plant—and vou folks are aware of the fact that that is a 
depreciation rate which is calculated to the depreciated reserve, the underlying 
theory being that the company will recover the investment in the enterprise at 
the end, we will say of 30 years at 344 percent a year or say 20 years at a greater 
percent. So they have started something new, which may be roughly charac- 
terized as accelerated depreciation; that is, since 1940 down to 1953, when our 
case started. 

“We have been depreciating on 3144 percent a year; henceforth we want to 
depreciate on twice that and have our depreciation normal period reduced.” 
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Well, obviously if you cut down from a 30-year to, we will say a 5-year deprecia 
tion, you have to enhance your charges to operating income and you have t 
increase your rates, 

Now, that is the theory which they are proceeding on. They just concluded 
a case in the State of New York wherein the Commission refused to sanction such 
a philosophy and denied any increase but they are persistent and they are 
going all through their system and that is the thing upon which they predicate 
their application, despite the fact that they are earning in most every instance 
at least a 6-percent return. 

Now, there is another phase of the telephone service and that is the long 
lines Which is under the jurisdiction of the Federal Communications Commis 
sion. The A. T. & T. filed an application about 6 months ago for an increase 
of about $65 million a year for their long line services. There was no contest 
made of that, that I know of, for this reason: You perhaps are familiar with the 
fact that there is a great disparity between the long-distance rates of interstate 
telephone service and the long lines for intrastate service for a comparable mile 
age distance and it has been the opinion of myself and of many of those repre 
senting State utility matters that the local service has been subsidiz'ng the long 
line service and therefore we did not oppose the proposed $65 million increase 
asked by the A. T. and T. of the Federal Communications Commission because 
we felt that that may result in a modification of that discrimination against 
the local service. 

I would like to tell you that every time there has been a rate fixed for long 
line services by the Federal Communications Commission there has never been 
a hearing on a single case. I can’t understand that. I hope I am not boring you 
with this subject and I will go along as quickly as possible but I want to say 
to you, my friends, that ther is so much money involved in these matters that 
when you get into them it would literally make your head swim. 

The A. T. and T. comes into court through the local company, saying, “We have 
to compete for money in the moncyv market. We have to compete with com 
mercial enterprises.” 

Why, my good friends, the A. T. and T. doesn’t have to compete in the money 
market at all. How does it get its capital increases? Nine times out of ten it 
gets it by selling debentures to its own stockholders, convertible into stock, 
And let me tell you this, since 1945 the A. T. and T. has raised new money by 
the medium of the sale of debentures in the sum of $2,750 million and the issues 
were oversubscribed within 30 days each time they were offered and yet they 
have the gall to come in and try to tell you that they have to compete for 
money in the open market. [ Applause. | 

Now, my friends, I hope you will bear with me just a few more minutes. | 
want to tell you about natural gas. I want to tell you about something thas 
you perhaps have in your community or are trying to obtain. 

I start out by saying that, of course, there is no dispute that natural gas 
is the cheapest, the cleanest, and the best type of energy outside of electricity 
which of course is more costly. Now, this is a new industry. Previous to 1930 
drillers were looking for gasoline in the Southwestern States and much to their 
disgust they also came upon natural gas, and what happened? Outside of the 
local area there was no market for it, so they flared it and burned it up. 
Then along came an inventive genius and produced a seamless pipe and that 
opened up the market far away from the source of supply. 

Natural gas, with the long distance pipeline, first came to the State of Michigan 
in 1936 from the Panhandle Eastern Pipeline Co. Think of it—pushing that gas 
1,800 miles from the fields in the Panhandle of Texas and the Hugoton of 
Kansas and fields in Oklahoma. As that pipe comes along every so often there 
is a million-dollar booster station necessary to boost the flow of the gas. And 
you would be surprised to know that it is almost odorless and has to be odorized 
before it can be used by the householder. 

Now, the investment in the pipelines and the construction of the pipelines 
is the first and the biggest investment. Then they have acquired reserves in the 
grounds. For example, Panhandle Eastern Pipelines has thousands of acres of 
reserves which they have not yet tapped. Or the pipeline may acquire its 
reserves from an independent, so-called, producer. 

Now, then, you and I get together and we form our corporation and we are 
going to build this pipeline and then we go before the Federal Power Com- 
mission in Washington and we are seeking a certificate known as a certificate 
of convenience and necessity and we have to show that we have the gas con- 
tracted for or already purchased in the ground and we have to show that we 
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ive been approved on the financing by e Securities and Exchange Commission 
ind we have to show that we have the markets that will justify the building 
of this line because those markets will purchase the gas 

Now, those proceedings before the Federal Power Commission in Washington 

e very technical, very detailed, and last usually a considerable time. As 
I we first received gas from a long-distance line in 1936 under a long-term, 
15-s mtract with Panhandle Eastern Pipeline Co. In 1942 I was convinced, 
roin a study of their costs and a study of the pipeline company’s rates, that the 


were excessive and I proceeded to instigate a case before the Federal Power 

gation of that matter. 

It ran for 3 years through the Commission, through the lower courts and 
he Supreme Court of the United States, and during the appeal of Pan 


course they were collecting the higher rate against the rate that was 


(‘ommission asking an invest 


handle of 
ordered reduced, but they didn’t post a bond. Instead of posting a bond, ever) 
month they paid a check to a custodian appointed by the Court. The appeal was 
made in Kansas City, the United States Circuit Court of Appeals of the Ninth 
Circuit. When it was all over and we finally prevailed 100 percent, we had over 
$25 million in cash to refund to the consumers of Panhandle and $12 million-plus 
of that went to the Detroit district and the balance went into the northern dis- 
trict of Michigan and all along the line. I regret to say that not a single State 


hority and not a single city authority participated or helped us in those 

| ceedings, ane et the vy were tremendously benefited by them. 
Now, in 1946 there was an application filed before the Federal Power Commis 
‘ the right to build a new pipeline to Michigan, the Michigan-Wisconsin 
Piyn e. That company is a wholly owned subsidiary of the American Natural 
Gas Co., which also wholly owns our local distribution company, Michigan Con- 


solidated Gas Co., which services Detroit, Ann Arbor, Ypsilanti, Muskegon, 
Grand Rapids, and others 

Not only is the Michigan Consolidated Gas Co. a wholly owned subsidiary of 
the American Natural Gas, Co.; likewise the Milwaukee Gas Light Co. is a wholly 
mwwhned subsidiary 

rhis new pipeline wanted to come from the Southwest up to about Michigan 
(ity, Ind.: one line to go up to Michigan to a storage field, the other to go 

Lake Michigan to serve communities in Wisconsin. At that time the only 
gas we had from a pipeline was from Panhandle; 125 million cubie feet a day at 
the gate of Detroit. We had succeeded by the case which I have told you about in 
cutting the rate from 55 cents per thousand cubie feet to a basic 18% cents per 
thousand enbic feet 

Now, this new pipeline was to sell the gas at approximately 29 cents per 
thousand cubic feet. I intervened in those proceedings on behalf of the city of 
Detroit and the adjacent area and it was to my mind absolutely without ques 

t, if the line were built, the one source of supply for gas, which was to 
be and is yet practically the sole source of supply, was to be the Phillips Petroleum 
(o., of Bartlesville, Okla., the largest so-called independent natural gas and oil 
company, at least on the western continent. 

I was convinced in studying the record and in studying the exhibits that if the 
ine were certificated and built, the price they would pay Phillips Petroleum Co. 
would be excessive and therefore illegal. 

In October 1945, I filed a formal motion with the Federal Power Commission. I 
made the allegation as to the excessive cost and asked that Phillips be joined and 
made a party to the proceeding; my allegation to be determined before the cer- 
tificate was granted. The Federal Power Commission denied my motion but in- 
timated they would consider it later. 

So the line was certificated: it was built; it began delivering gas to Michigan 
in October 1949. In January 1950, I filed an application involving the issue I had 
raised by the motion and the Power Commission set the hearings in the middle 
of March 1950. The Phillips Petroleum Co., upon 1 pretext or another, obtained 
% adjournments of that hearing over a period of 14 months. 

Now, just by getting those adjournments—and as you know you cannot make 
rates retroactive—they certainly saved themselves a great deal of money. Final- 
lv, after much struggle, we got the case going before an examiner sent out from 
Washington by the Federal Power Commission to Bartlesville, Okla., the home 
office of Phillips, and there we assembled in the Federal courthouse at 10 o’clock 
in the morning on April 2, 1951, 18 months after the date the first hearing had 
been scheduled for. There were the attorneys general or their representatives, 
their deputies from the gas-producing States, and of course Phillips. The issue I 
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was contending for was that the price OF gas pure hiased by a pipeline trom an 
jndependent producer which was to be transported in interstate Commerce was 
nnder the Natural Gas A¢ ubiject to the jurisd ction of the Ce LISSION, j Ist 
the same as the price of gas owned by a pipeline and to be transported in inter 
state commerce has always, without any Controversy, been under the jurisdiction 


3 ‘ Saat 
of the Comission. 


We assembled there and the examiner said, “Gentlemen, I have just receive 

a telegram. The Federal Power Commission had a special meeting Washing 
ton last Saturday.” And this was April 2, Tuesday, 1951 He said, “I am 
directed to consider nothing about rates, only ‘do we have jurisdiction over t 
matter,” and we fussed around there back and forth over several weeks and 
were called before the full Commission for an oral argument in June of 1951 and 
not one of those Commissioners asked Isa question about Jurisdiction The 
thing they asked was, “How much do you think should be the price of the ga 


Of that membership as then constituted there was only 1 able lawyer, Buchanan 
of Pennsylvania, and 4 nonlawyers, who were going to pass upon a legal questiol 


Che ultimate result was that the four said, “No jurisdiction,” and the able 
lawyer wrote a dissenting opinion, Then of course it Was nec i f 

seek a rehearing before we could 20 LO Ourt aha OL Course thre reheariuge w: 
denied 4 to 1. 

Then at great expense and a lot of labor we stood up before the Com 
\ppeals of the District of Columbia in Washington on December 12, 1952, in a 
beautiful new Hollywood-like courtroom 

As you lawyers know, there are 9% judges in that court of appeals and you 
don’t know the 5 you are going to get until they come from behind the curtail 
when the case is called. At 10 o'clock in the morning, from behind the curtail 
here came Judge George Washington—by the way, a lineal descendant of George 
Washington’s brother—and next Judge Kdgerton and next came the ex-Unite 
States Senator from Missouri, a man who was in feeble health When the argu 


ment was all over, it was obvious from the questions asked by Judge Washingt 
ind by Judge Edgerton that there was no doubt in their minds as to FPC juris 
diction and what do you think happened? Eight days later Judge Washingt: 
disqualified himself. Imagine a judge disqualifying himself after the argument 

Then we had to go back and argue all over again 30 days later and we came 
out with the 2 to 1 jurisdiction decision, with Bennett Clark writing a dissenting 
opinion. 

Then the next thing was we had to go through all the labor and the expense 
because the Government and Phillips and the attorneys general and the Natural 
Gas Producing Association sought certiorari to the Supreme Court of the United 
States. On November 30, 1955, the Supreme Court of the United States denied 
certiorari and on January 4, 1954, the Supreme Court of the United States did 
the unprecedented thing and granted certiorari. « 

Now, I am telling you this because I am leading up to something that is of 
great importance in this convention. That was the costly, laborious struggle 
we went through. When we stood up before the Supreme Court in April 1954, to 
argue this matter we had all of the judges except Judge Jackson, who was ill 
with a heart attack. At this time I want to pay tribute to the great Chief 
Justice we have today. He put his finger on the whole matter when, in the closing 
argument of Phillips’ counsel, he said, “If it is true, as you say it is, that there 
is no provision in the statute, the Natural Gas Act, granting this jurisdiction 
then why did you work so hard to get the Kerr bill through Congress taking away 
that jurisdiction 7” 

Then what happened? <A petition for rehearing was filed and of course the 
Court is in summer recess and won’t convene until October 4, and what will 
happen to that petition cannot be known until then, but not only was the petition 
tor rehearing filed, a petition to stay the mandate was filed 

The judge who wrote the majority opinion, 5 to 3—Judge Minton of Indian 
ex-United States Senator from Indiana—pointed out that the opposition to this 
control had sought to get the Kerr bill and that they had failed. Then he pointed 
out, “Now you are seeking to get it through a judicial determination,” and he 
pointed out that they couldn’t agree with them 

So we are waiting for the 4th of October. Then we come to this convention 
and what do we find? We find the most insidious propaganda. We find what 
to my mind is the most extraordinary situation. We find we, the representatives 
of NIMLO member cities, 889 municipalities, with millions of people as inhabi 
tants, the ultimate consumers of natural gas, being importuned by long-distaner 
telephone, by personal contact, to ask this organization to tie its hands behind 
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its back, remain mute; do not pass any resolutions endorsing the Phillips deci- 
sion; let us stall until we can get Congress in session next December and pass 
unother Kerr bill. 

To my mind this is the most flagrant, unethical procedure I have ever heard 
of, pending the hearing of the petition for review in the highest Court of our 
country. These folks come in here after 8 years of delay. Why, if there had 
been any justifiable doubt in the minds of the members of the Federal Power 
Commission when they rejected jurisdiction on my motion in 1946, had there 
been any well-founded, justifiable doubt, they should have taken jurisdiction; 
particularly in view of the advice of their own counsel; particularly in view 
of the wording of the Natural Gas Act which was passed to protect and prevent 
the exploitation of the ultimate consumer. Had the Commission done that and 
fixed a rate then Phillips would have had to take an appeal and post a bond with 
G percent interest and I am confident that, when it was all over, we would have 
had at least several millions of dollars to refund to the ultimate gas consumers of 
the Michigan-Wisconsin Pipeline. 

But by the mere device of not taking jurisdiction, by the long delays of ad- 
journments, by the tedious and costly progress through and to the highest Court 
in the United States, they lost; and yet today here they are amongst us, lobbying 
to take from us with our affirmation the victory that we won, so that when 
they get before the Supreme Court or file the supplemental brief on their motion 
for rehearing they can say, ‘‘Why, even these 889 NIMLO municipalities of the 
United States don't want this thing.” 

I hope you folks will understand this matter. I hope that you will repudiate 
such activity. 

I just want to touch on one more matter. It has been said during these 
proceedings that the public needs trained city attorneys. It has been said that, 
particularly in the difficult matters such as public utility litigation, a young 
lawyer should be given the opportunity of making a career in this work be- 
cause it means so much to our people. I went all through the types of munici- 
pal legal activities. For many years I specialized in eminent domain pro- 
ceedings. 

I want to say to you, speaking as one who has made a career, never has any 
effort been made or pressure put upon me to decide this way or that. It has 
always been open and aboveboard. We do need to encourage young lawyers to 
come into this work, particularly under civil-service protection. We do need to 
encourage them to do it because here, in this type of work alone, you are up 
against the most proficient, the most expert legal talent in the country, and if 
the public is to receive only what it is entitled to, fair objective consideration, you 
can only guarantee it with adequate representation on behalf of the public. 

My friends, I thank you, very much. [Applause.] 


Senator Dantex. I assume Mr. Lee will be available for further 
cross-examination if, after reading the statement, any member of the 
committee might wish to do so? 

Senator Pastore. Yes. 

Do you expect to return tomorrow morning ‘ 

Mr. Ler. Yes, Your Honor. 

Senator Pasrorr. We wouldn’t want you to stay around here all 
day, but if tomorrow morning any member desires to examine you, 
they will do that at the early hour of 10 o’clock. 

If no one does so, by a quarter past 10, you may consider yourself 
released as a witness. 

Mr. Lee. All right, sir, I shall be glad to cooperate in every way. 

Senator Pastore. We will recess until 10 o’clock tomorrow morning. 

(Whereupon, at 4:35 p. m., the committee recessed, to reconvene at 
10 a. m., Thursday, May 19, 1955.) 
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THURSDAY, MAY 19, 1955 


UNITED STATES SENATE. 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington. D), i. 

The committee met, pursuant to adjournment, at 10 a. m., Senator 
Pastore (acting chairman), presiding. 

Present: Senators Pastore. Monroney, Daniel, Thurmond, Schoep- 
pel, and Duff. 

Senator PASTORE. The hearing will please come to order. 

Our first witness this morning is Hon. Leo A. Berge, m yor of the 
ity of Akron. 

Senator Danret. Before we proceed, I would like to have included 
n the record, the charts submitted by Dr. Boatwright for the city 
of Detroit. 

Senator Pastore. Without objection, it is so ordered. 

The matter referred to is as follows:) 


DETROIT, MICH. 


Served by Michigan Consolidated Gas Co., supplied principally by Panhandle 
astern Pipe Line Co. and Michigan-Wisconsin Pipe Line Co. 


1949 | 1950 1951 1952 } 

Volume supplied to Detroit (thousand 

cut feet 54,675, 918 | 89, 635, 676 99, 954, 866 |104, 634, 492 114, 643, 388 
Weighted average field price received by 

producers for natural gas supplied t * 

Detroit (cents per thousand cubic feet 5.3 6.9 7.1 8.3 8.9 
A verage eost of natural gas supplied to De 

troit distributor (cents per thousand cu- 

bie feet 19.9 22.8 24.3 30.0 32.6 
A verage cost of gas to all Detroit customers 

(cents per thousand cubic feet 82.9 72. § 72. 6 72.7 80. 6 
Average cost of gas to Detroit residential 

customer (cents per thousand cubic feet 87.8 77.4 76, 2 77.3 87.2 
A verage use per residential customer (thou 

sand cubic feet per year 45.0 $4.0 97.2 13, 6 89.0 
Price to residential customer in Detroit 

for typical cooking, water-heating, and 

home-heating use cents per thousand 

cubic feet 71.4 70. 7 70. 7 70. 7 80. 8 


20 M c.f. per month is quantity estimated to be used by residential customer for home heating, cooking 





, 
ind heating water. 

Note.—The average use per residential customer is an estimate based on the number of resid ul cu 
tomers and residential sales in the total Detroit area. The field price also includes purchases of | ly pro 
duced gas by Michigan Consolidated 

Source: Determined from data in the Annual Reports to the Federal Power Commission by the pipeline 


companies, and the American Gas Association Rate Book 
DetTroir NATURAL GAs Price STABLE AS OTHER Costs RIst 
More than doubling its consumption of natural gas in 5 years, Detroit has 
enjoyed little change in price during a period of general rise in the cost of living, 
a survey revealed today. 


621 











oe 
co 
O ¢ 
a 6 
b 
mC 


ri 


> e 
> i 
oe 


oO 


so} 








tiuT 
4 +4 
$qant+ 


0.9 
cents 





g Company 
istomers 


blic Utilities 


32.6 cents per Mcf 


8.9 cents per Mcf 





} 





AMENDMENTS TO THE NATURAL GAS ACT 625 


Average cost of gas to Detroit residential customers actually declined 
S7.8 cents a thousand cubic feet in 1949 to 87.2 cents in 1953, the report show 

The increase in volume supplied to Detroit was from 54,675,528 M « { 
1949 to 114,643,388 in 1953, the latest year for which reports are available 

Average field price received by independent producers for natural g 
plied to the city was slightly more than 10 percent of the cost to residential 
in 1953, or 8.9 cents per Me. f 

The survey was prepared under the supervision of Dr. John W. Boatwri 
one of the Nation’s top economists in the fuels industries and 
Standard Oil of Indiana 


l 


an oflicial 


Senator DANIEL. I would like to have Mr. Lee's statement in 
cluded in the record yesterday, to be interpreted to mean that because 
there was no further cross-examination that some of us do not chal 
lenge those statements. 

In other words, L think that by direct evidence, we can proceed In 
a more orderly way in challenging those statements rather than fu 
ther examination. 

Senator Pasrore. Will you please identify yourself for the record ¢ 


STATEMENT OF LEO A. BERG, MAYOR, CITY OF AKRON 


Mr. Bere. I am Leo A. Berg, mayor of the city of Akron, Ohio. 

I have prepared a short statement for the committee, and I have 
also added to that the statement which I gave before the House com 
mittee, and I also wish to introduce for the record a technical state 
ment pre pared by — technical de ‘partment, 

I recently had the honor of appearing before the Interst: ate and 
Foreign Commerce Committee of the House of Repre: sentatives to 
testify against all legislation aimed at exempting inde pendent gas pro 
ducers from regulation by the Federal Power Commission. Much that 
[ said there is applicable here today and is incorporated into my 
prepared statement which I shall read to this committee. However, 
before doing so, I should like to explain the interest of the city of 
Akron in gas wells more than a thousand miles away. . 

The city of Akron is one of the oldest users of natural Vas in the 
country. Since 1898 this city has been served by the East Ohio Gas 
Co., which today furnishes more than 671,000 residential and indus 
trial customers with gas. The people of Akron used 17,232,554 M. « 
of gas in 1955, and our economy is geared to adequate supplies of 
natural gas at reasonable prices. From 1898 to 1942, all Akron’s gas 
came from the Appalachian area, but today over 65 percent comes from 
the Southwest, and that percentage will continue to increase. 

While citizens of Akron are vitally interested in the supply and the 
preee of natural gas, they are so Civersified in interest, so many in 
number and ill-equipped beth in knowledge and resources to deal with 
the supphers of gas and other utilities, that the administration of the 
city of Akron is the only practicab le advocate to protect the consumers 
interests 

The East Ohio Gas Co. and its parent company, the Consolidated 
Natural Gas System, obtain their gas either directly or through mesne 
conveyances from Tennessee Gas Transmission Co., Texas Eastern Gas 
Transmission Corp., and Panhandle Eastern Pipeline Co., which 
turn purchase a substantial portion of their gas requirements from the 
<o-called independent producers. 
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‘J he Akron ustomer is al the extremity of one long pipeline which 
stretches from his gas furnace and kitchen stove in an unbroken line 


to the wellhend of the independent Nata He has no choice of 
type of gas, price of gas, or supplier of gas. He does not and cannot 
at even the State from which his gas originates. From his view- 


point, gas is an absolute monopoly, ind any change in status or price 
in any part of the long pipe ‘line affects him direc tly. 

Therefore, regulation or nonregulation of the inde] vendent producer 
is a matter of prime import: ince to the consumer fs Akron because 
what is done here will affect Akron residents for many years to come. 

The city of Akron, a community which, by the end of this year, will 
have approximately BVO .000 inhabitants. nearly all of whom are con 
sumers of natural eas. 

It is as the elected representative of these consumers that I appear 
here today. Jam neither an engineer nor an attorney. 

Therefore, [ must rely upon the technical knowledge and advice of 
my commissioner of public utilities and my public utilities pong: fe 
evaluate the effects of this proposed legislation. They have advised 
me that there is no nr or economic reason which will cause any 
measurable declin ther the quantity or the price ot OVS if the 
Federal Power C Seatiianon regulates the independent producers as 
the Supreme Court has ruled it must. 

Conversely, [ am informed that without this regulation, there will 
be no effective control of either the supply of gas or the price of g 
at the wellhead. 

It is clear that the degree of control of sup yply exercised by a rela- 
tively few producers makes price setting by competitive methods im- 
practicable. Regulati ion, a process designed to fix fair prices in the 
absence of effective competition, is here sought to be destroyed. One 
does not have to be an economist to realize that field prices for natural 
gas without regulation face an inflationary spiral. The fact that 
field prices have nearly doubled in the past 5 years, even with some 
color of regulation, should be warning enough of things to come should 
independent producers be given license to set rates at will. 

i am an elected official, Just as are you gentlemen of this committee. 
As elected officials, we have a sacred obligation to advance the interests 
of the people we represent. 

My constituents are consumers of natural gas. Some of the peo- 
ple who sent you to Congress also use this excellent natural re- 
source. As a matter of fact, over 26 million consumers, represent- 
ing over 100 million citizens, or over two-thirds of our population 
do use natural gas. These consumers, the American people, will 
suffer from this legislation. 

Recently, a tax bill was introduced in Congress which would have re- 
duced the small taxpayer’s burden by about $20 a year; it was de- 
feated because the Federal Government thought it had to have this 
revenue. But here, gentlemen, is an opportunity to save this tax- 
payer an even greater amount of money without any cost to — 
Federal Government simply by refusing to pass the Harris bill « 
similar legislation. 

This is true because the eventual but inevitable result of nonregu- 
lation will be to raise the bill of consumers using natural gas for heat- 
ing, not just $20 but perhaps several times that amount over the next 
few years. 


{ 
] 
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I have no animosity toward utilities in general or to gas companies In 
particular. But, they seek nonregulation and I think it pertinent to 


ask, “Why 2?” 


Is regulation so burdensome that it will tifle the eas Indu try ¢ 
The proof is otherwise, both withi and without the @as industry, 
regulation while protecting the public has preserved and stabilized 
the industry regulated. Since regulation is fair to the investor and 
the consumer alike, what do the gas producers do that they wish 
to conceal ? W hat do they wish to do that r ewulation will prevent ¢ 


‘Those who seek to prevent regulation expose themselves to t] 
charge of favoring a powerful pressure group at the expense of the 
American people. 

You will find attached to my statement, an editorial from a recent 


issue of the Akron Beacon Journal. This editorial coal non 
regulation in no uncertain terms. ‘The Beacon Journal is the only 
major never in our city. It has been able to maintain its pos 


tion largely by correctly inte rpretil ig and expressing the wishes of 


its readers. That is owner, John S. Knight. expounds governmental 
philosophy from the other side of the political fence does not detract 
from its views on this question; rather it confirms the concerted 
position in our area to tampering with the Natural Gas Act. 

In conclusion, I acknowledge that this problem has aspects with 
which I, as a practical administrator of a governmental unit, am not 
wholly familiar. 

Consequently, I know not what course you gentlemen will take. 
But as for me, reasons so powerful as to be overwhelming would 
necessary before I would vote for any legislation which is clear) 
damaging to the vast majority of the persons who elevated me to 
publie office. 


[Editorial from the Akron Beacon Journal, April 14, 1955] 


THe GAs ConsuMER IS HELPLESS 
7 

When J. French Robinson appeared before the House Commitee on Interstate 
and ear Commerce in Washington a couple of weeks ago, Congressmen 
from gas-producing States gave him an extremely rough time. 

Robinson, president of the Consolidated Natural Gas Co., roused the wrath 
of southwesterners merely by urging modification of the pending Harris bill, 
which would exempt producers of natural gas from Government regulation. 

Richard O. Gantz, assistant law director of Akron, is scheduled to testify 
before the same committee today. He will be lucky to escape with his life 
For he isn’t suggesting that the Harris bill be modified. He is urging that it 
be killed. 

The principal change recommended by Robinson, who is board chairman of 
the East Ohio Gas Co., as well as president of the Consolidated system, would 
continue regulation of field rates where contracts contain favored-nation and 
other escalator clauses. 

These clauses are a post-World War II phenomenon. Robinson described sev- 
eral types. His description of one of them, “the two-party, favored-nation 
clause, may suffice to furnish a general idea of their effect. 

“Under this clause,” Robinson explained, “the specified price in a long-term 
fixed contract is increased in the event the buying pipeline company shall pay a 
higher price to another producer for gas in the same field or in an area specified 
in the contract.” 

Partly as a result of such clauses, the United States average field price per 
thousand cubic feet has risen from 4.9 cents in 1945 to 10 cent in 1954. 

As Robinson explained, “the Federal Power Commission proceeds on the gen- 
eral principle that it will allow as an operating expense in establishing tariff 
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rite cost vhich the pipeline companies pay under any unregulated contract 
with an independent produce " 

Thu f the produce re exempt from regulatiol 1@ distribution companies 
nd consumers are faced ith the burden of automatically absorbing all price 
inere es which resulted from favered-nation and other escalator clauses. The 
d tors and consumers have had no hand in determining or negotiating 
these clauses or prices. The pipeline has made its contract with the producer 
without consulting either the distributor or consumer and yet both producer 
and pipeline company expect that these real parties in interest will pay what- 
ever price tmiay result from the contract 

Gantz also planned to stress the helplessness of the consumer. In a state 


ment prepared for submission to the committee he described the growth of 
pipelines since 1948S and said 

The pipelines were, and are, interested primarily in the supply of gas and 
not in the price. Only the consumer was interested in the price and he was not 
in a position to complain 

During a comparable time period 100 oil and gus companies corralled over 85 
percent of the available supply of gas. This oligopoly of producers is now in a 
ery favorable bargaining position 

“On the other side of the bargaining table, supposedly representing the con- 
sumer, sits the pipeline company. The tragic part of the whole matter is that 
the pipeline company doesn’t represent the consumer at all, but really has an 
identity of interest with the producer. Most pipeline companies own substantial 
reserves of their own which they can use to supply their lines with a portion of 
their requirements. * * * 

“The consumer is forced to play in a game where everyone else is permitted to 
use loaded dice.” 

There may be difference of opinion as to whether the so-called favored-nation 
and escalator clauses are in themselves inimical to the public interest. There 
is no doubt that the rate increases which result from these clauses are a hard- 
ship to consumers and disadvantageous to distributing companies. 

Whether the Harris bill is amended as suggested by Robinson or killed as urged 
by Gantz, Congress should not leave the gas-consuming public unprotected 
against rate increases which have no relation to the intrinsic value of gas or to 
the cost of producing or acquiring it. 

If the Harris bill is killed and the Federal Power Commission begins effective 
regulation of field prices, there is no probability that rates will go down. But 
if the bill in its present form becomes law, rates surely will go up. 

Kighty-six percent of all of our homeowners, or residents, in the city 
of Akron, use gas to heat their homes, so I do want to say that gas is a 
product that is very Important to our city. 

Therefore, I, as chief administrator of our city, come before this 
distinguished hody to plead the cause of Akron, and indirectly the 
cause of consumers everywhere. 

We in Akron ask that the Federal Government, through its duly 
constituted agency, the Federal Power Commission, retain the power 
to protect the consumer should the producer's desire for profit trespass 
the bounds of reason. I do not believe that this request is unreasonable. 

I would like to read an editorial which appeared in our local news 
paper, the Akron Beacon Journal, whose editor in chief is John S. 
Knight, of the Knight Newspapers, on the Fulbright bill which we 
are here discussing. 

The date was May 15, entitled “He’s Pretty Free With Our Money.” 

“Consumers of natural gas enjoy a ‘luxury’ fuel and therefore are not entitled 
to the protection of Government control of its price. Any time they feel gas is 
too expensive, they can convert their heating system to coal or oil.” 

These comments were made before a Senate committee the other day by the 
ordinarily reasonable Senator William Fulbright, Arkansas Democrat. 

Fulbright is the sponsor of a bill similar to the Harris bill in the House, which 
would remove the authority of the Federal Power Commission to regulate the 
price of gas in the field. 
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Opponents of this legislation—oflicial spokesmen for the city of Akron, among 
others—say it would leave gas consumers at the mercy of a combination of pipe 
line companies and gas producers. Fulbright puts it differently He says his 
bill is aimed at preventing “Yankees from exploiting us.” 

Fulbright, as we said, ordinarily is a reasonable man But let's consider the 
reasonableness of his argument that control of gas prices is unwarranted because 
consumers Can always turn to other fuels 

In the East Ohio Gas Co.’s Akron division there are 105,000 customers who 
use gas for home heating Each has from S250 to $1,000 or more invested in gas 
furnaces and ductwork. Conversion to another fuel would wipe out this invest 
ment of from $26,250,000 to $105 million or more and require the spending of 
an equal or larger amount of money for coal or oil-heating systems 

Yet Fulbright says it is a “hypocritical argument” to say that gas is a necessity 
He seems to think that among us rich Yankees, the price of a new furnace is 
nothing. 


That editorial appeared in our own local newspaper, and I am sure 
the committee knows that John S. Knight is a very reasonable man, 
who publishes many papers throughout this country of ours. 

Senator Pasrorr. Now, Mr. Mayor, how much of this statement and 
analysis do you desire to have placed in the record ¢ 

Mr. Bere. I would like to present the entire statement. 

At the back of this, you will find the complete analysis by our tech 
nical and legal department. 

Senator Pasrore. Their entire document will become a part of the 
record as your statement. 

Mr. Bere. Thank you. 

(The statement referred to is as follows :) 


STATEMENT OF RICHARD O. GANTZ, ASSISTANT DIRECTOR OF LAW, ON BEHALF OF 
THE CrIry OF AKRON 


My name is Richard O. Gantz. I am the assistant director of law for the city 
of Akron, Ohio, assigned by the administration of the city to work with and 
assist the commissioner of public utilities, William M. Wasick, in all utility 
matters which concern the residents of Akron. TI appear here today in opposition 
to any change in the Natural Gas Act at the direction and request of the duly 
constituted authorities of the city of Akron 

Twenty-two bills have been introduced into this session of Congress which 
would in some way amend the Natural Gas Act of 1938. The principal question 
is: “Should the independent producers of natural gas who sell their gas for resale 
in interstate commerce be regulated by the Federal Power Commission?” 


rHE INTEREST OF THE CITY OF AKRON IN THIS HEARING 


The city of Akron is one of the oldest users of natural gas in the country 
Since 1898 this city has been served by the East Ohio Gas Co., which today fur 
nishes more than 671,000 residential and industrial customers with gas. The 
people of Akron used 17,282,554 M ec. f. of gas in 1955, and our economy is geared 
to adequate supplies of natural gas at reasonable prices. From 1898 to 1942 all 
Akron’s gas came from the Appalachian area, but today, over 65 percent comes 
‘rom the Southwest and that percentage will continue to increase. 

While citizens of Arkon are vitally interested in the supply and the price of 
natural gas, they are so diversified in interest, so many in number, and ill 
equipped both in knowledge and resources to deal with the suppliers of gas and 
other utilities, that the administration of the city of Akron, through the com 
missioner of public utilities is the only practicable advocate to protect the 
consumers’ interests. 

The East Ohio Gas Co. and its parent company, the Consolidated Natural Gas 
System, obtain their gas either directly or through mesne conveyances from 
‘Tennessee Gas Transmission Co., Texas Eastern Gas Transmission Corp., and 
Panhandle Eastern Pipeline Co., which in turn purchase a substantial portion 
of their gas requirements from the so-called independent producers. The Akron 
customer is at the extremity of one long pipeline which stretches from his gas 
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furnace and kitchen stove in an unbroken line to the wellhead of the independent 
producer. He has no choice of type of gas, price of gas, or supplier of gas. 
He does not and cannot know even the State from which his gas originates. 
From his viewpoint, gas is an absolute monopoly, and any change in status or 
price in any part of that long pipeline affects him directly. Therefore, regu 
lation or nonregulation of the independent producer is a matter of prime impor- 
tance to the consumer in Akron because what is done here will affect Akron 
residents for many years to come. 


NONREGULATION IS NOT IN THE NATIONAL INTEREST 


The words “national interest” are the fulcrum around which the battle to 
save regulation is being fought. This is as it should be. Certainly there should 
be no person present in this room who places personal or corporate gain or short- 
run municipal advantage above the general welfare of the Nation as a whole. 
Therefore, unless it can be shown that nonregulation of independent producers 
is in the national interest, all attempts to annul the mandate of the Supreme 
Court in the Phillips case and to amend the Natural Gas Act should be defeated. 
In this connection, it is pertinent to examine what nonregulation can and cannot 
do. 

Vonregulation cannot increase the ultimate supply of gas 

Gas is a very valuable natural resource. Unlike our forests. wildlife, and 
water power which may be exploited indefinitely and even augmented by wise 
conservation practices, gas is irreplaceable and once used is gone forever. There 
fore, the rate of discovery has nothing to do with the ultimate supply. The most 
that can be said for discovery is that we know where the existing gas is located, 
and there was considerable testimony in docket No. G—580 before the Federal 
Power Commission in 1948 that most of the major sources of supply are already 
known. Even the extremely competent engineers for the oil and gas interests 
can do no more than discover what presently exists. 


Vonrequlation will not increase the rate of discovery 

Even if a high rate of discovery is desirable, regulation or nonregulation will 
have little effect thereon. This was strikingly demonstrated in the testimony 
before the Federal Power Commission in docket No. G—580. The testimony re- 
vealed that over the past 40 years, the rate of discovery was frequently highest 
When the price of gas at the wellhead was lowest, and that any attempts to cor 
relate the rate of discovery to field prices for gas were of doubful validity. The 
evidence revealed that the rate of discovery of gas has always been closely cor- 
related with the intensity of the search for oil. There is no reason to believe 
that this long-standing truth is no longer valid. 


Nonregulation will increase the price of gas without reference to intrinsic value 
or cost of production or acquisition 

Escalator clauses and most-favored-nation clauses allow price increases with 
out substantial consideration to increasing or decreasing costs, or of the intrinsic 
value of the gas itself. Even if all such clauses are not bad in principle; yet 
their application should be carefully studied by a regulatory body so that gas 
consumers may not be victimized. Under the present law, the Federal Power 
Commission has that power, both as to clauses in existing contracts and as to those 
executed at some future time (Colorado Interstate Gas Co. v. Federal Power Com- 
mission, 142 Fed. 2d 943 (1944) affd. 324 U. S. 372 (1944) ; Union Dry Goods Co. 
v. Georgia Public Service Commission, 248 U. 8S. 372; Mississippi River Fuel Gas 
Co. v. Federal Power Commission, 121 Fed. 159 (1941) ). 

Even the Federal Power Commission, which apparently wishes to abdicate its 
powers, has condemnted clauses of this type. They can and will cause spiraling 
gas prices. Further reference to this problem will be made in discussing the 
Harris bill. 

PRICE CANNOT BE DETERMINED BY SUPPLY AND DEMAND 


Fair prices in the field for natural gas cannot be obtained through any 
so-called law of supply and demand. It is axiomatic that the forces of supply 
and demand, each acting independently, determine price in a free competitive 
market: that is, a market in which there is an unlimited number of sellers 
willing, able but not forced to sell, and an unlimited number of buyers willing, 
able but not forced to buy. It is submitted that such a market has seldom, if 
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ever, existed in the gas industry. Before World War II there were nearly 
10,000 producers willing and able to sell; unfortunately, there was little, if 
any, effective demand for their gas and their gas reserves, leases and royalty 
interests, often sold under distress conditions, tended to become concentrated in 
the hands of a few powerful companies. Thus, prior to the Second World War 
and for some little time thereatfer, there was a buyer’s market in the gas 
indusiry. 

The picture has changed radically today, especially since 1948. The effective 
demand grew by leaps and bounds as one pipeline company after another built 
lines to convey the gas to available markets. The pipelines were, and are, 
interested primarily in the supply of gas and not in the price. Only the con- 
sumer was interested in the price and he was in no position to complain. During 
a comparable time period 100 oil and gas companies corralled over $5 percent 
of the available supply of gas. This oligopoly of producers is now in a very 
favorable bargaining position. On the other side of the bargaining table, sup- 
posedly representing the consumer sits the pipeline company. ‘The tragic part 
of the whole matter is that the pipeline company doesn’t represent the consumer 
at all, but really has an identity of interest with the producer. Most pipeline 
companies own substantial reserves of their own which they can use to supply 
their lines with a portion of their requirements. Under the Panhandle Eastern 
decision of the Federal Power Commission, the pipeline company is permitted 
to treat its own gas as though it were purchased from a stranger and to 
charge itself the market price as an operating expense. Therefore, the higher 
the market price for gas in the field, the higher the ersatz market price and 
the higher the very real but hidden protit of the pipeline company, Quite under- 
standably, the pipeline Company will not bargain vigorously fur a lower price 
when, in the long run, it stands to gain by a high level of field prices. Any 
discussion of the free working of the law of supply and demand in such cases 
is academic. There is no economic bargaining to set the give and take of supply 
and demand into action. The consumer is forced to play in a game where 
everyone else is permitted to use loaded dice. Nonregulation, when coupled 
with the Panhandle decision will allow sellers of gas to set prices almost at will. 

The thinly veiled threats heard both here and at the recent Federal Power 
Commission hearing on regulation of independent producers that gas will be 
withheld from the market unless the producers are given complete freedom 
indicates ali too clearly how integrated the source of supply has become and 
how essential regulation now is to the national interest. 


THE CASE FOR REGULATION 


The producers contend that they should not be regulated because they are naj 
monopolistic. However, the present concentration of reserves in relatively few 
multimillion dollar companies makes such a premise extremely questionable 
If, solely for the sake of discussion, it be assumed that the producers do not 
represent a monopoly-type situation, it does not follow that they should be 
unregulated. The rationale of regulation is the consideration of the public 
interest. When a business becomes such that it is affected with a public interest, 
it becomes subject to regulation. Munn y. Illinois (94, U. S. 1883 (1S877)). And 
the gas business is such a business for Natural Gas Act, section 1 (a) says 

it is hereby declared that the business of transporting and selling natural 
gas for ultimate distribution to the public is affected with the public interest.” 
lurthermore, the Supreme Court has said that the Natural Gas Act embraces 
producers within its terms, Phillips Petroleum Co. vy. Wisconsin (347, U. S. 672 
(1945) ), and that the primary purpose of the Natural Gas Act is to protect the 
consumers from exploitation. Federal Power Commission v. Hope Natural Gas 
Co. (820, U. S. 591)). Let no one doubt that this primary purpose will be 
thwarted if H. R. 4560 or similar legislation becomes law. 

The independent producer is an integral link in the chain of regulation 
The chain is no stronger than its weakest link, and the proponents of nonregu 
lation seek to sever this link. 

I'm urging nonregulation, the proponents of these bills not only seek to sabotage 
the American consumer of gas but seek brazenly to obtain what the Supreme 
Court has ruled they shall not have. In seeking exemption from regulation 
they seek to draw a labored analogy between coal and oil on one hand, and 
natural gas on the other; stating that since the former are not regulated at the 
source, gas should not be. Without attempting to pass on the merits of regu 
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lation of oil and coal, the speciousness of this alleged parallel is immediately 
apparent. As adverted to before, the consumer of gas is at one end of a pipe 
line which stretches without interruption from his home to a field in Texas. 
He has no alternate source of supply. Not so the user of oil. He can buy 
at least six grades of fuel oil from a wide variety of sellers and at substantial 
price differentials. The coal consumer has an even wider freedom of choice. 

Contrasted to the pernicious factors inherent in nonregulation, the case for 
regulation becomes so strong as to scarcely need proof. For many years the 
power to regulate was sufficient to inhibit serious abuses without implementa- 
tion of the power by action. But times have changed. Field prices have risen 
from a point where conservation was a problem to a point where, to say the least, 
prices are adequate. Perhaps even today, some further increases are justified, 
but now is the critical time when regulation is essential to insure fairness to all 
parties. To exempt independent producers from regulation at just the time 
when regulation really becomes important is nothing short of asinine. 

What vas any legitimate producer to fear from regulation? Surely the attitude 
of the Federal Power Commission which can be best described as hesitation, 
procrastination, and abdication, would give little cause to fear harsh treatment. 
This question of regulation concerns persons all over the country who have 
invested heavily in gas facilities of all kinds. For example, the East Ohio Gas 
Co., which serves the Akron area has an investment of about $300 per gas con 
sumer. But the consumer himself has an average investment of nearly $1,500 
in gas appliances and fixtures of 5 times as great an investment. This investment 
must be protected because, to the good people of Ohio who rarely own oil or 
gas wells, $1,500 is a great deal of money. 

This sum multiplied by the 100,000 residential consumers served by the East 
Ohio Gas Co. would indicate a total consumer investment of at least $100 million. 
In addition, the industrial plants geared to adequate supplies of gas at reasonable 
industrial rates have additional millions invested in gas facilities 


THE HARRIS BILL IS UNACCEPTABLI 


The city of Akron is opposed to any legislation which will in any way weaken 
the present power or curtail the present jurisdiction of the Federal Power 
Comm '‘ssion. While there are many bills now before Congress which will have 
this effect, it is apparent that the advocates of nonregulation are committed to 
pass nz what is known as the Harris bill. H. R. 4560, a bill which bears a marked 
family resemblance to the Kerr bill, which was vetoed by then President Truman. 
The city of Akron hereby registers its unalterable opposition to H. R. 4560 for 
the following reasons: 

H R. 4560 has a strong family resemblance to the Kerr bill which was vetoed 
by then-President Truman. Upon an analysis, it appears that this bill: 

(a) Overrules the Supreme Court's decision that the sale of natural gas 
for resale in interstate commerce is within the jurisdiction of the Federal Power 
Comission. 

(0) Restricts the jurisdiction of the Federal Power Commission over trans- 
mission facilities. 

(c) Requires the Federal Power Commission to accept as reasonable, any rate 
charges a pipeline company by the producer under all existing contracts irre 
spective of whether those contracts contain escalator, two party most favored 
nation clauses, third party most-favored nation clauses, price redetermination 
clauses or spiral escalator clauses. 

(7d) Requires the Federal Power Commission to consider in an application for 
an increased rate by a pipeline company whether the prices paid for gas under 
new or renegotiated contracts are reasonable market prices. 

(ce) Incorporates as law the concept first developed in the Panhandle Eastern 
Pipeline Co. case that “the commission shall allow as an operating expense of 
such natural gas company, for natural gas produced by it or purchased from an 
affiliate, the reasonable market price of such natural gas in the field where 
produced.” 

This bill has fatal defects which make it unworkable as a means to protect 
consumers, if that is any part of its intent. It assumes that there can be a 
factual determination of a fair-market price. If this be possible, what are the 
determinants? Certainly not the price which the pipeline companies charged 
themselves or their affiliates for the gas, since this price by definition is based 
on outside market prices. 
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Yet nearly one-half of all the gas going into the pipelines will have its price 
determined by what the other one-half is sold for 

It is certainly an odd rule which allows the value of one-half the gas goin 
into pipelines to be determined by what the other half is sold for, but this is not 
the end of this Alice in Wonderland computation. The value of the other one 
half is arrived at through contracts between two groups, one of whom, the pro 
ducer group, is interested in the highest price obtainable, in every case, and the 
other of whom, the pipeline company, is interested in seeing high prices in ever 
circumstance except the particular contract being negotiated, and even in th 
case, it is more or less indifferent to price since not it, but the distributing co 
pany and eventually the consumer, will have to pay the bill 

Add to this bizarre situation, the fact that even this socalled market price wi 
be constantly forced upward by escalation and most favored-nation clauses, and 
it can be seen what a remarkable result will be achieved under H. R. 4560 

This bill has no effective control for runaway producer prices. By its terms 
it exempts independent producers from control; it exempts all existing con 
tracts, some of them running for 20 vears, from all controls regardless of what 
escalation clauses they may contain, and even as to new contracts places an 
unsurmountable burden of proof on the Commission, and if, by some quirk of 
fate the Commission should prevail in some isolated case, penalizes the pipeline 
company and not the producer. 

It is for these reasons that the city of Akron considers H. R. 4560 a vicious 
piece of class legislation directed at the wallet of the American consumer and 
designed for the enrichment of a relatively small group of wealth corporations 


CONCLUSION 


The city of Akron appreciates that the problem of regulation of independent 
producers is complex and that there is no easy solution. It likewise realizes 
that gas producers are entitled to just and reasonable rates. 

However, it is submitted that problems are not solved by running away fromm 
them, a solution which seems peculiarly attractive to the Federal Power Com 
mission in this case 

The Federal Power Commission, by experience, should be qualified to develop 
an adequate system of regulation, and for this reason, no recommendation a 
to type of regulation is made by the city of Akron. 

However, these proposals which envision approaching the problem by first 
regulating the larger producers appear to be founded on logic and commonsense 
and their potentialities should be carefully explored. What the city of Akron 
does recommend is an end to procrastination and delay, and that regulation 
proceed according to law. a 

During the months of regulation, prices in the field have not declined; 
in fact hundreds of increases have been granted, and is no reason to believe 
that the general level of field prices will decline, as the result of regulation, 
in the future 

The purpose of regulation is to prevent the exploitation of the consumer, and 
distasteful as regulation may be, it is no phenomenon in the complicated indus 
trial age in which we live. The fine-sounding phrase, free enterprise, must 
constantly be modified to meet today’s exigencies. 

In the public interest, we have protective tariffs, restrictions on imports, milk 
marketing orders, quotas, and parity prices on farm products and countless 
other examples of regulation affecting millions of people. 

The independent producers, like other good citizens, should accept the respon 
sibilities and burdens that go with economic power and advantage rather 
than exhibiting this rather unseemly display of bad temper for being required 
to give at least a token recognition to the fact that the public welfare is im 
portant today and that it must prevail over “the public be damned” attitude of 
yesterday. 

The city of Akron is informed that the pressure being exerted in favor of 
this bill is great, but it asks the Members of Congress to resist this pressure 
no matter how great or from what political quarter. It asks that Congress 
be not deceived by the huge expenditures of money now being made by the pro 
ducers: the full-page advertisements, the speakers before service clubs, the well 
conceived and judiciously planted articles by local economists appearing in 
newspapers and magazines all over the country. 
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The consumers of the country, though they do not possess the apparently 
unlimited resources for propaganda which the producers control, possess a 
valuable franchise which they may yet exercise for those who have withstood 
party policy and powerful propaganda and have steadfastly considered the 
welfare of the Nation as a whole. 

CITY OF AKRON, 
Department of Public Utilities. 
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Gas incinerator___-_ et ila ae ra ea pee Os CO oe Ee a aikelel 130 
OI I Aaa ee ns ee Nobile nat Se e 7 ‘ekdbinianl 200 
Total - sedis aaah : el ee ae ee ot 680 
Grand total a a Bee eee a ant tig le 


The East Ohio Gas Co 
Per consumer 


Book investment Ee es C8 wed j a $276 


(The East Ohio Gas Co. table follows :) 
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Domestic and industrial sales, years 1945 to 1954, inclusive 


All volumes are in thousand cubic feet] 
omestic ndustrial Jomes ( st i ni 
D Ind | , vi I mestic Industrial Potal 
A1€S Saies sales 
1954 131, 175, O84 59, 554,879 | 190, 729, 963 1949 71, 765, 401 38, 793, 330 | 110, 558, 731 
19 115, 458, 216 66, 592. 902 182, 051, 118 1948 68, 796, 213 37, 387, 9OS 106, 184, 121 
1952 111, 697, 881 58, 235, 375 169, 933, 256 1947 65, 212, 278 32, 608, 558 97, 820, 836 
19 105, 680, 387 56, 818, 550 | 162, 498, 937 1946 50, 904, 030 28, 430, 861 79, 334, 891 
19 90, 634, 150 53, 233, 073 | 143, 867, 223 1945.... 46), 674, 457 30, 126, 754 76, 801, 211 
Number of space heating consumers ; years 1945 to 1954, inclusive 
Space heating | Space heating 
Year: consumers | Year—Con. consumers 
1954____- : _... 539, 109 | 1949____- ae _ 298, 525 
1953... _..... 496, 801 | 1988... 231, 844 
1952_- mipacetesca . 448, 804 1947 ‘ ---~-. 204, 415 
1951 - ? ; 407, 428 | 1946___- 166, 561 
1950__ : 365, 865 | 1945___. -as 120, 709 
Sales per domestic consumer, years 1945 to 1954, inclusive 
Sales per ‘ Sales per . 
; City of City of 
Year domestic : Year domestic a 
consume! Akron consumer Akron 
Cubic feet Cubic feet Cuhic feet Cubic feet 
1954 195, 893 217,187 || 1949 122, 134 146, 503 
1953 176, 430 203, 469 1948 119, 775 142, 139 
1952 175, 353 204, 305 1947 115, 839 137, 431 
1951 170, 098 199, 819 1946 91, 681 97, 907 
1950 . 150, 314 180, 640 1945 85, 743 85, R50 


Senator Monroney. Where do you get the figure that you would 
wipe out the investment of $26 million to $100 million investment in 
gas appliances? Isn’t it a fact if you have had gas since 1898, and 
these appliances were in being, they were merely adjusted to the use 
of natural gas as it was expanded / 

Mr. Bere. No, that isn’t the story, Senator. 

Natural gas, through the large investments of our distributing com 
pany have been able to bring about a volume which has in turn brought 
about a price which people could afford to pay. 

However, that volume now is up at 86 percent. You haven’t any 
further to go, you see. 

Senator Monronery. You increased consumption of gas by 86 per- 
cent ¢ 

Mr. Bere. No, 86 percent of all residents use gas to heat their homes. 
You have nearly reached the peak. Either for it not being made avail- 
able to them, or for some other reason, the other 14 percent have not 
converted. The distributing company has sense ak the sale of gas 
to these people. 

I want to state that those figures are extremely conservative. They 
only take into account gas furnaces. 

Many people have gas dryers, hot water heating appliances, gas 
incinerators, and some people have as much as $2,000 or $2,500 in- 
vested in gas appliances, and that would, of course, go if they had to 
convert. 
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Senator Monroney. But you are not in the position of some of 
the other cities who have gone on gas since 1945 or 1946% You have 
been using gas in Akron in Yar ge amounts for a long time. 

Mr. Bere. Frankly, I wou id say that our growth, percentagewise, 
has been in the past 6 or 8 years. ‘That is, there has been considerable 
gas, but they used fuel oil, or coal for heating, and I think the tre- 
mendous sales campaign put on by our local distributing company 
less than 10 years ago stepped up the volume, and it was able to give 
people the gas for heat at a reasonable cost. 

Senator Monronry. You say previously all the Akron gas came 
from the Appalachian area. Would you tell the committee what the 
average price at the well was in that area ? 

Mr. Bera. That, I cannot. I think it was between 4 and 5 cents at 
that particular time. 

Senator Monroney. In 1898 ? 

Mr. Bere. I think it is somewhere under the 10 cent figure at the 
present time. 

Senator Monroney. The figures we have had introduced in the 
record by various testimony, I think showed that that Appalachian 
gas has for quite some time been around 15 or 20 cents a thousand, 
because of its advantageous location to the demand market. 

Mr. Bere. Well, we are talking about an average figure here. 

I think our average cost of gas within the city of Akron is something 
under 10 cents. 

Senator Monroney. Not when you are buying it from the Appala- 
chian Field. 

Mr. Bere. At the present time we are not buying so much. 

Senator Monroney. 65 percent you say, comes from the southwest, 
which is much cheaper gas than when you were buying the eastern 
gas; is that not correct ? 

Mr. Bere. " epee this holds true, too, that the Appalachian gas 
is a higher B. t. u. content gas, it is a gas with a v: wae, so - you add 
it up and patina it to somewhere around a thousand B, . per cubje 
foot, which is the normal fuel, our average price woul ) bs somewhat 
over 10 cents. 

Senator Monroney. During all the time you have been a user of 
natural gas, the price has been set by the reasonable market field price. 
has it not, until the Phillips decision last year / 

Mr. Bera. I think so; yes. I think that is a reasonable statement. 

Senator Monroney. That being the case, your present consumer rate 
is about what, at the present time, the average consumer’s rate ? 

Mr. Bere. Each individual consumer ? 

Senator Monroney. The average residential consumer. 

Mr. Bere. I don’t have that figure available, but I think it is about 
$1.95, if I recall. 

Senator Monronry. I am talking about the rate per thousand cubic 
feet the average user pays. 

Mr. Bere. Around 60 cents a thousand. 

Senator Monronery. Would you consider that, after having had gas 
since 1898, and since 1942, getting some of the gas from the Sout! west, 
would you consider that an exorbitant, unconscionable rate you have 
to pay ¢ 

Mr. Bere. Our present rate ? 
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Senator Monroney. Yes. 

Mr. Bere. I would say our present rate is a reasonable rate. We 
recognize fully that the producer must make money, the transmission 
company, the distributing company, and we are not worried about 
the rate we are paving. We feel it is reasonable. 

Senator Monroney. Hasn't that rate been the result of a competitive 
market price that has been set up under normal competition in the 
field ¢ 

All the mayors come in and testify concerning what they fear is 
going to happen to them. 

Mr. Bera. Not necessarily. J think the control has been there, 
indirectly. 

Senator Monroney. There has been no control prior to the Supreme 
Court decision, excepting on the small amount of pipeline gas. 

Mr. Brre. It has been there, whether it was ever used or not, and 
I think the Phillips decision stated so. 

Senator Monronry. That was the first intimation to anybody in 
Congress, or in the gas industry, and certainly the consumer had no 
knowledge that the producer was going to come under regulation. 
Historically, from way back, you started using gas in Akron back 
in 1898. There was no one who ever suggested you could control a 
commodity like gas as it is produced. It could be controlled before it 
goes into the ete ite pipeline, when you have got something solid 
where you can figure on a return on the investment, but historically, 
back before the turn of the century, this industry grew up without 
any concept, belief, or idea that the producer could possibly be 
controlled. 

Mr. Bere. Senator, let me say this to you: It hasn’t been too many 
years ago gas was just a byproduct which you threw away, just like 
that, until there was a tremendous sales campaign put on by the 
distributing companies, who sold the product for the producer before 
it was just that much excess baggage. That is exactly what happened, 
and I think we all recognize that. 

Senator Mos RONEY: There was a distress price existing in many 
fields, but because there was a distress price at that time, you wouldn't 
want to pin the gas producer down to the perpetuation of a distress 
price. 

Mr. Bere. Today, all of our people were sold this just the same 
as a piece of merchandise by a good salesman, and now that you have 
the customer at your mercy, if you pass this particular bill which 
would take it out from under regulation, then they would absolutely 
be at the mercy of whatever they felt they could get for this gas, and I 
lon’t think this committee of the Senate is going to do that. 

They are a captive group, there isn’t any question about it. 

Senator MonrRONFY phey are customers of the distributing com- 
pany, but the distributing company, and their long lines—you have 
about three, I think, that serve your distributing company. You are 
more fortunate than most of the States in having three that you can 
deal with. I think you have protected your customers by having 3 
pipelines that will serve vou, so certainly you are less captive than 
the people in Oklahoma who have only 1 line serving them in Okla- 
homa City, my home, and you are not making these people captive 
customers, because any time your long transmission line wishes to 
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of that system and go to where the price ot gas Is cheaper and the 
supply greater, and that is the whole issue in this thing. 

if you pin it down to a utility return on invested capital, | don’t 
know of anybody in their right mind that would go out drilling for 
vas and try to develop the gas supply for a 6-percent return on the 
investment. You had better put it in the pipeline where you have 
something you can sit and look at, and know it Is going to yie i 
vear after year for 60 or 70 years. 

Mr. Bere. I think they have done very well even under this so 
called legislation. I don’t think anybody is going to deprive them 

Senator Monronery. You have had free competition. You are sat 
fied with the rate that vou have today as a fair rate, and you are 
to be congratulated on having that rate, because it is as cl 
you get in many of the States that produce the gas themselves. 

Mr. Berc. Of course. we have a great volume State that is concen 
trated, it isn’t spread over a great many miles, and I think that 
vere for the low cost. 


tap any new field, or a new field is found, they build out the roots 


weap as 
i 


enator Monroney, Your fear isn’t what has happened under the 
free-enterprise system, but what might happen if it a ues on 4 
Mr. Bere. Actually where you have a captive group | ike our con 


sumers, I think it is our sist ona to protect, under the free enterprise 
syste Mm. 

Senator MonrongeY. You have had it since 1898. 

Mr. Bere. That is correct. 

Senator Monroney. And they still have a low rate / 

Mr. Bere. There is no que stion avout it. Of course. there are 
factors, as I stated before, which consistently kept that rate low, or 
kept it reasonable, let’s put it that way. I wouldn't say it isa low 
rate, it is a reasonable rate. 

Senator Monroney. But you want toc hange toa system that would 
allow Federal control at the wellhead 

Mr. Berg. I want to continue control at the wellhead. Iam a firm 
believer that control has always been there. 

Senator Monroney. It wasn’t until the Supreme Court decided 
in 1954. 

Mr. Bere. It must have been or they wouldn't have so decided. 

Senator Monronety. Your rate wasn’t the result of that. 

Mr. Bera. No: our rate was the result—— 

Senator Pasrore. Since the enactment of the natural gas law. the 
authority was there and should have been exercised; is that what vou 
are trying to say? 

Mr. Bere. That is right. 

Senator Pasrore. I think we are quibbling over words now. 

Is there anything further in the questioning of the mayor of Akron? 

Senator DANigeL. Yes. 

Mayor, just so the record will be entirely clear, even though the 
authori ty might have been there for regulation of producers’ prices, 
you will admit that the authority Was not exercised prior to the 
Phillips decision ¢ 

Mr. Bere. For a good number of years, Senator, as I stated before, 
there wasn’t any need, because they were seeking markets, they had a 


- 
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byproduct which was actually a burden to them, and it wasn’t 
necessary. 

You see, conditions change as you know, and we have got to meet 
them as the *y are today, not as they were years ago, because, as I said, 
they were lucky that someoody came along and took it. 

Senator Danie. Mayor, that is still not the question I asked, and 
I know you want to be entirely fair. 

Within 2 years after the Natural Gas Act was passed, the Federal 
Power Commission decided it had no authority to regulate producer 
prices, and therefore, declined to do so, and every other time it came 
up, until the Phillips decision, the Federal Power Commission refused 
to regulate producers’ prices. Therefore, isn’t it true that prior to 
the Phillips decision, you had no exercise of the authority to regulate 
producers’ prices? 

It was not exercised. 

Mr. Bere. I can’t quite go that far, Senator. I would say the 
threat of control was there to the producer, irrespective of whether 
it was used, or not, or authorized. 

I am sure that the producer took into account if he got out of line 
that the control might come up and haunt him. I can’t quite say 
it wasn’t there. 

Senator Danie.. The threat of control was there. Can we agree 
that the control was not exercised until the Phillips decision? That 
is all I am asking about. 

Mr. Bere. I am not too familiar with that. If it wasn’t, I am 
sure that there wasn’t any need for it. 

Senator Danien. Now, you feel that during this period of time, prior 
to the Phillips decision, that the producers’ prices have been fair and 
reasonable, do you not ¢ 

Mr. Bere. I do, yes. I think it enabled the producer to expand 
and to develop more holes, it paid a profit to the transmission com- 
pany, and I think everybody fared very well. We certainly don’t 
want to take anything away from anyone. All we want is a reason- 
able return to everybody involved in this utility. 

Senator Dante... In your conclusion in your statement, you say 
that you feel the producers are entitled to a just and reasonable price 
for their product. 

Mr. Bere. That is correct. 

Senator DanteL. You do not advocate that their prices be fixed on 
a utility basis, do you ¢ 

Mr. Bere. The same as any other utility. I think that utilities in 
this great country of ours have thrived, have expanded beyond any- 
body’s dream, under regulation, and I am certain that regulation 
of the utility of gas from top to bottom will not hurt the gas pro- 
ducer nor anyone connec ted with the industry. 

Senator Danrev. Mayor, do you realize that at present two seg- 
ments of your consumers total price are regulated? Do you realize 
that in your own city of Akron, the regulated prices, first to the inter- 
state pipeline, and then to the distributing company, have increased 
several times the amount of the unregul: ited portion, that being the 
portion of the price that the producer gets / 

Mr. Bere. Well, that is very simple. The big investment is in the 
extension of lines and m: inpower. Sure, it will have to increase. 
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Senator Danret. Should there be a regulation of wages paid the 
manpower or the price of steel that goes into the lines? 

Mr. Bera. That is free competition. It has nothing to do with the 
sale of the product. 

Senator Danie... You said the big investment, the reason for those 
increases being greater than the producers’ increases, is because the 
manpower involved, the cost of the steel, the equipment going into the 
lines, and so forth, that is a bigger factor in the final price paid by 
your consumer than the producers’ price in the field, isn’t it 4 

Mr. Bera. It ought to be, it is a tremendously greater investment. 

Senator Danret. Don’t you think the price of “the steel ought to 
be regulated? Or that manpower rates should be regulated ? 

Mr. Bere. You don’t sell steel to a captive consumer. 

Senator Danrex. You sell the steel to the interstate pipeline. 

Do you know any producers of gas selling directly to captive con- 
sumers 4 

Mr. Bera. That is their final trail’s end, that is their market. 

Senator Danret. The final price is influenced greatly by the cost 
of steel going into the pipeline. 

Mr. Bera. I am sure the producer got his increase just the same 
as the pipeline and the distributing company based on the cost and 
investment, I think they each received their fair and just increase, 

Senator Danie... You say the producer’s price of gas under regu- 
lation would be allowed to go up? 

Mr. Bera. If it were warranted; yes. 1 think it would go up. 
Chere has been a history of regulation, where it was necessary, it has 
always been allowed. 

Senator Dantev. In fact, the regulated segments of the producer's 
dollar already have gone up higher than the unregulated producer's 
part. 

You say- during the months of regulation—I suppose you mean 
since the Phillips decision ? 

Mr. Bera. I expect that is so. 

Senator Dantev. Prices in the field have not declined. In fact, 
hundreds of increases have been granted, and there is no reason to 
believe the general level of field prices will decline as a result of 
regulation in the future. 

Mr. Bere. That is right. 

Senator Dante. Is that your opinion ¢ 

Mr. Bera. There is no question about it. 

Senator Dantev. As a matter of fact, didn’t the field prices decline 
in the unregulated period between 1950 and 1951? 

Mr. Bere. Naturally, volume plays a very important part in it. 
Every utility contract that we have with any supplier, the volume 
user, the rate declines. You have a step-down rate. 

Senator Dante. So the most important thing to you and to the 
consumers for this country is for the supply to be there in quantity ; 
isn’t that true ¢ 

Mr. Bere. We are not in that happy position, because our volume 
can no longer be extended, we are on the top level, so we can’t take 
advantage of any reductions any more. 


_ Senator Danrex. Isn’t it important that you keep that volume where 
it is? 
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Mr. Bere. Oh, very definitely. 

Senator DaNieL. Isn't that the Important thing in the price struc 
ture ¢ 

Mr. Bere. Very definitely. However, if price becomes out of 
bounds, we can no longer keep it, we would have to discard all the 
investment the citizens have in their particular appliances to convert 
to something else. 

nator Dantev. Isn’t it true that the unregulated producer aver 
age prices to the interstate lines furnishing gas to Akron declined 
from 1950 to 1951, three-tenths of a cent? 

Mr. Bere. They may have: yes. 

Senator Danie. Actually ietine this unregulated period you have 
witnessed a decrease in the producers’ prices at least during 1 year. 

Mr. Bere. Senator, don’t sar I do not agree with you that it was 
an unregulated period. I think the regulation was there. 

Senator Daniei. Were those prices fixed by the Federal Power 
(‘oimmiussion ? 

Mr. Brera. No. 

Senator Dantren. In 1950, when the average price to the producer 
was 8.9 cents in the field, and in 1951 that price fell to 8.6 cents, 
was that brought about by regulation by the Federal Power Com- 
mission # 

Mr. Bere. No, I can’t tell you. I don’t know where you are getting 
those figures. There are probably many other factors that brought 
that above, maybe a reduction in investment, maybe an increase in 
volume. 

Senator Danie. At least it was not regulation by the Federal Power 
(commission, was it / 

Mr. BERG. | don't know. | don't know what factors built th at up. 

Senator Danie. You know that the Federal Power Commission 1n 
1951 did not fix the producer prices on gas sent to your State, don’t 
you! 

Mr. Berg. That is right. 

Senator Danret. Now, you say in your statement the fine- sounding 
phrase “free enterprise” must constantly be modified to meet today’s 
ee. 

ust how far do you go W ith that ? You believe in this high-sound- 
ing ae ase of “free enter pr ise’’ ? 

Mr. Bere. No question about it, but I think it is the most abused 
word in the dictionary. 

Senator Dantet. Some people are abusing the principle of “free 
enterprise” as much as others are abusing the words, you see. 

Mr. Bera. The basic principle of free enterprise is to protect the 
consumer. 

Senator Dantev. I agree, and we must protect the consumer against 
monopoly. 

Mr. Bere. That is correct. 

Senator Dantev. You don’t charge monopoly among the producers 
furnishing your city, do you? 

Mr. Bere. I certainly do. I think probably 85 percent of all the 
natural-gas sources are controlled by 100 parent companies. 

Senator Daniev. You think that creates a monopoly ? 
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Mr. Bera. { nquestionably., 
Mr. Daniet. How any COonimpahles control the steel used in youl 


area ¢ 

Mr. Bera. Steel is a material, not a resource. 

Senator DaNntren. Flow Many cOipanies Col trol all the steel in the 
country ¢ 

Mr .B ERG. | wouldn't have the shehtest idea. 

Senator DanieL. You know it is less than a hundred, don't you 


Mr. Bera. That is a different analogy. 

Senator Danie. Will you agree it is less than a hundred 

Mr. Bere. I don't really | know, frankly. 

Senator DANIEL. Mayor, if there is ever a CiLY That is not col trolled 

in gas supply by monopoly, it would seem to be yours. You even have 
three interstate pipelines serving your city. 

Mr. Bere. We only have one distri bution company, and those lines 
go directly into our people's homes, so in the final analysis, there is an 
unbroken connection from that wellhead right into our people's homes. 
We can't turn around and get it from another company. 

Senator Daniev. Well, now, you talk about captive consumers 
Isn't it the truth that you have captive producers involved, too, in this 
particular purchase 4 

Aren't the producers who are selling eas to the interstate pipelines 
furnishing your city under long-term contracts, where they must 
continue to send their gas to your city ¢ 

Mr. Bere. They should be protected by regulation, the same. I 
think they should have the same right to a reasonable return on their 
investment as the pipeline company, or the distributing company. 

Senator DanieL. | appreciate the answer you have given. Tlow 
ever, that was not the question I asked. 1 asked, whether or not the 
producers furnishing gas to the interstate lines coming into your city 
are captive to the extent that they are under long-term contracts of 
at least 20 years’ duration, which compel the producers to sell to those 
Interstate pipe lines / 

Mr. Bere. That is true. However, they are well protected on those 
leases. 

Senator Daniex. ‘They were protected. 

Mr. Bere. I still maintain they are, and if you allow them to be 
regulated, they will consistently be protected. 

Senator Danrev. Of course, they will not be allowed to collect the 
price it was agreed they should be paid under the contract if they are 
regulated and that price reduced, will they 4 

‘Mr. Bere. 1 am not familiar with their contracts. All I am inter 
ested in is that they be protected so that they can earn a reasonable 
rate of return, so _ «they can expand and continue to furnish my 
people with natural g 

I certainly don’t w: el to buy gas from them where they can’t stay 
in business, and then we won't have a supply. 

We are interested in the producer as we I] as we are in our supply. 

Senator Daniet. I appreciate that fact, and the reasonable state 
ments made in your conclusion recognizing that the importance of the 
producer receiving a fair market price for the gas. 


Mr. Bere. That is right. 


B305T7--55 i 
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Senator Danirt. Mr. Chairman, I would like to introduce the gas 
price figures and the charts submitted by Dr. Boatwright on Akron, 
Ohio. 

Senator Pasrore. Without objection, it is so ordered. 

(The chart follows :) 


AKRON, OHIO 


Served by East Ohio, Gas Co.—Supplied by various pipeline companies 


1949 1950 1951 1952 1953 

Estimated average field price received by producers 

for natural gas old in Akron, cents per thousand 

cubic feet_- 9.0 8.9 8.6 9.0 11.4 
Average cost of natural gas supplied to East Ohio 

Gas Co., cents per thousand cubic feet___-- 25.9 27.1 27.7 30.3 33.8 
Total number of gas customers in Akron_-_- 69, 490 71, 142 73, 345 75,014 76, 719 
Average cost of gas to all customers, cents per thou- 

sand cubic feet _- 54.7 54.0 56.8 56.9 59.3 
Number of residential gas customers in Akron 65, 093 66, 535 68, 586 70, 126 | 71, 871 
A verage use per residential customer, thousand cubic 

feet per > ear 131.1 162. 5 180.0 181.9 181.3 
Average cost of gas per residential custor ner, cents 

per thousand cubic feet | 55. 5 54.5 57.2 57.2 59.6 
Price to residential customer in Akron for typical 

cooking, water heating, and home heating use,! 

cents per thousand cubic feet 53.2 56. 7 56.7 56.7 61.6 


| 18.14 thousand cubic feet per month is quantity estimated to be used by residential customer for bome 
heating, cooking, and heating water. 

Note.—Principal sources of gas are Hope Natural Gas Co., Panhandle Eastern Pipe Line Co., Tennessee 
Gas Transmission Co., and Texas Eastern Transmission Corp. 

East Ohio Gas Co. distributes gas in many communities in northeastern Ohio. Market data starting with 
total number of gas customers applies only to the city of Akron. 

Source: Annual reports to the Federal Power Commission by the pipeline companies, and American 
Gas Association Rate Book. 


Senator ScHorrre.. Mr. Mayor, you want to be fair and give due 
consideration all the way down the line here, as I gather from your 
testimony. 

Mr. Berea. There is no question about it, yes. 

Senator ScHorrret. And I believe you are sincere in that. 

Have you had an interruption in your gas service by these long 
pipelines, from the producers’ angle? 

Mr. Bere. No. However, our distributing company has tremendous 
storage wells, we have a huge investment by our community that 
protects us. 

Senator ScHorrren. Those storage reservoirs have been filled up by 
reason of uninterrupted service from the producers spread out over 
the areas from which you get the gas. 

Isn’t that true? 

Mr. Bere. That, I can’t tell you. The only thing is I do know that 
our distributing company has protected our consumers in Akron by 
investing millions of dollars to store gas. 

Senator Scuorrren. And that is prudent, and that is a very excel- 
lent foresight judgment which has been exercised by them, but they 
had to fill them up, and they had to get it from the producers. 

Mr. Bera. There is no question about that. You know, it also helps 
the producer out, especially when we don’t consume in the summer 
months. I don’t know what the producer would do. 

It is a two-way street here. 


AMENDMENTS TO THE NATURAL GAS ACT 645 


AKRON 


Comparative Prices of Natural Gas 
Paid to the Producers in the Fields, Paid to the Pipeline 
Companies and Received by the Distributing Company 


Averages for all gas used by Residential Customers 
1953 
(Sources: Annual Reports to the F.P.C.) 


Price received by 59.6 cents per Mcf 


Distributing Company 


Cost of distribution to 
Akron Customers 


Price received by Pipeline — >» 33.8 cents per Mcf 


Companies 


Cost of transportation 
from fields to Distributor 


Prices paid to producers in — se 11.4 cents per Mcf 
the Appalachian and South- 


western fields 
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The producer would probably lose a considerable amount of money 
in nonproduction, or he would have to do something with his gas, so 
he isn’t hurt by this huge investment. 

Instead of him having the investment, the distributing company Is 
having the investment, and the consumer pays for the protection. 

Senator Scuorrret. The point I am getting at is you have had 
an uninterrupted flow of gas that has been very beneficial to your area. 

Mr. Berg. Not brought about by the producer, brought about by 
the investment to protect the producer by the distributing company, 
itself, and in turn paid for by the consumer. 

Senator Scnorrrenr. Well, I don’t agree with you on that, because 
I happen to be from an area that knows something about the gas 
business and how it is operated. 

Can you say that about coal 

Mr. Bere. You mean the protection / 

Senator Scuorrret. Yes. Has your city and your industries had 
plenty of coal supplies in the last 5 years / 

Mr. Brera. Absolutely. 

Senator Scuorrre., Tlave any of the industries had to go down 
by reasons of strikes, or something—were your steel mills closed down 
around Akron in the great State of Ohio? 

Mr. Bera. No, we are a rubber town. 

Senator ScHorrret. Were your utilities that were affected by coal, 
only, not having some difficulty with the coal supply not too many 
years ago ¢ 

Mr. Bere. Oh, no. 

Senator Scnorrret. You have had plenty of that in Ohio? 

Mr. Bera. We have an abundance, in fact a surplus. 

We would like to sell some of it. 

Senator ScHoerPe.. There was a gentleman here the other day who 
said the State of Ohio wasn’t blessed with these natural resources. 

Mr. Bere. We have one of the greatest strip mines within 50 miles 
of our city that covers thousands of miles. 

Senator Scnorrret. The point I want to make is, during the last 
10 or 15 years, your city has enjoyed good gas supplies by reason of 
the producers, the long lines, and the oper: ators, and your foresight 
and judgment in obtaining reservoir capacity to fill up in the offpeak 
loads. 

Mr. Bere. There is no question. 

My thought is, actually it has been through the aggressiveness of 
our own distributing company there, the East Ohio. They have 
created the market ; the ‘vy have a the market ; and I think they 
have done a tremendous job in protecting the consumer to a great 
decree. 

Senator Scnorprer. The point I want to make is that before the 
Phillips decision all of this was taking place, and as you testified a 
while ago at a very reasonable gas price, to the consumer in your area, 
which I agree with you, you have. 

Mr. Bere. Not very, just reasonable. 

I think we are paying all that we should be paying for it. It is 
reasonable. 

Senator Scuorrret. Do you know that some of these States—it 
probably doesn’t apply to your own—that the consumers have to pay 
certain city and State taxes on the gas that they use? 
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Mr. Berg. Sure, we all pay taxes. 

Senator ScnHorprent., All right. Is that all right in your judgme nt ? 

Mr. Bere. I suppose they pay a State utility tax which is reason 
able, I think about three-tenths of a percent. 

Senator SCHOEPPEL. Suppose some cities put sales taxes on, or some 
States / 

Mr. Bera. That is all reflected in the rate that the consumer pays. 

Senator ScHoEPPEL. The point I want to get at, we want to be fair 
about this, suppose some of these States in the wisdom of their legis- 
lators and the judgment of their Governors, might determine that 
they ought to have a severance tax on some of this gas, that would 
affect you, would it not ? 

Mr. Bere. What do you mean by a “severance tax”—do you mean 
to quit business / 

Senator SCHOEPPEL. Oh, no. Suppose one of the States in the pro 
ducing areas from which you get your gas decide that they want to 
charge or levy a tax of 1 cent a thousand cubic feet, or on a million 
cubic feet of tax, a certain fractional tax that the State would collect 
on all producers of gas, or say for oil, in those States, 

That would affect you, wouldn't it ¢ 

Mr. Bere. If it affects the profit structure, and it is necessary to 
increase the cost, sure it would affect us, and we are willing to pay 
that. 

Senator ScuoerreL. I am glad to ene you say that, because most 
of these producing States of natural gas have not seen fit, through 
their legislatures and acts of their governors when such legislative 
acts come up to do that, and the point I want to make is that you have 
enjoyed in these consuming areas—and [I am glad of it—an abundant 
supply of gas at a reasonable price. I think until the Phillips deci 
sion, that was largely an uninterrupted flow all the time, and I want 
this record to show that I do not think that that has come about 
strictly by reason of the fact that some department took charge by 
regulating them, and I merely want to leave this with you. I think 
that that industry, the sellers, the producers, the pipeline people, and 
tieing into your distributing end, have worked pretty well together 
in sueenng ions fine result as we go down the line. 

I do not think for one minute, Mr. Mayor, and believe me when I 
tell you this, that you are going to get any better deal by strict regu 
lation by making them a public utility such as they will have to be 
under the Phillips decision. 

That is the thing that is striking fear in a lot of places in the pro 
ducing areas. There are any number of producers who are not big 
companies, and these companies come to them when they develop these 
areas, and they hit these strikes, if they hit them, 1 out ee (, 8 or 9, 
but they come to them if they get a good strike of oil or gas, and they 
want to make a purchase. 

That has all been handled, up to now, free of the utility aspect of 
legislation, and I am sure that you people in the consuming areas have 
enjoyed very good supplies up to now at pretty reasonable prices, but 
| am not so sure that that is going to continue from the st: indpoint of 
development and research for oil and gas if you put these people on 
a utility basis. 
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I am afraid there is going to be a stifling influence for a few years 
unless the thing you mentioned, that you want to see that the pro- 
ducers get a fair deal. I am convinced in my own mind they can’t get 
it if they are placed in the public utility category, because that haz 
ard is too great for that small investment. 

Mr. Brera. Senator, I can’t agree with you at all. 

Senator Scnorpre.. Well, we will just agree to disagree. 

Mr. Bere. I want to say this to you, and to your producers : 

Under regulation those producers have the greatest protection that 
is known to this country. They are guaranteed a reasonable rate of 
return. 

Now, telephone companies have proven that, every other utility in 
these United States has proven it, they have become giants, under reg 
ulation, because under regulation it is important to see that service is 
available to every citizen of this country, if possible. 

We recognize money must be made available, and return must be 
made available. 

Now, when they fear regulation so much, I will have to say to you 
that they are either not satisfied with a reasonable rate ; they must have 
some other motive. They must want to take advantage of a commodity 
row which has developed itself into a captive consumer, because cer- 
tainly regulation is the finest guarantee of anything they could have. 

Senator ScnHorrret. I may not be the Congress of the United States 
too awful long. I am here for 514 more years, the good Lord willing, 
but I am going to resist the control of everything all the way down the 
line. I have not brought myself around to this theory and philosophy 
of government yet that control is the ultimate in perfection. 

You saw them try to control scme beef prices not too long ago, right 
trom this Hill, I saw that, and they had an awful plentiful supply. of 
beef on all the tables of the country, didn’t they 

If they are going to control everything, then let’s don’t forget steel, 
let’s don’t forget oil, and a lot of those things, and I am not willing 
te go that far. 

Senator Dantre.. And rubber ? 

Senator Scuorrre.. Yes, and rubber. 

Senator Pastore. Just a minute. Let’s not make the representation 
here that it is criminal to agree with the Supreme Court. 

The Supreme Court of the United States has held this is a product 
that should be under supervision. This man comes here as the elected 
representative of a community, he has no personal ax to grind, he has 
no personal profit to make. He is representing a cause of the people 
whom he represents. Now, let’s treat him that way. Let’s not make a 
lot of whistle-stop speeches here. If we make them here, he should be 
given the privilege of making them, too, and then this is going to 
develop into a political, philosophical forum. 

[ think we should proceed according to order, gentlemen. We have 
ceveral witnesses to hear today, and we should confine ourselves to the 
issue. The Supreme Court hasn’t said steel should be under control. 
The Supreme Court hasn't said coal should be under control, but the 
Supreme Court has said that this particular phase of the interstate 
transportation of natural gas should be, and that is the reason why 
we are here, gentlemen. 
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If we are going to argue a lot of ifs and buts, we are not going to 
finish this hearing. 

Senator Suorpret. All I can say to you, Mr. Chairman, is we have 
got a bill here. I am a Member of ‘Congress. This bill seeks to change 
the concept taken by the Supreme Court of the United States. This 
gentleman says a producer ought to be under the concept of that deci- 

sion which we are seeking to change or modify here, as a public utility. 

1 don’t happen to believe, nor do I subscribe to the theory that an 
individual producer is a utility. I am questioning the witness on lis 
theory and philosophy, as he has said he wants things controlled. 

Senator Pastore. The only thing we are discussing here for control 
is the natural gas at the wellhead, and that is all we are ts alking about. 
Now, we can vet into a pretty wild field if we begin to interrogate a 
man on his general philosophy of control over beef, cattle, or the price 
of meat, and whether or not coal or steel should be under control. I 
think it is my function here to keep this in line, to keep this train on the 
track. 

If we get off the track here, we will never finsh this hearing, and 
that is the only responsibility I am trying to assume. This man comes 
here as a mayor of a community, and he has made a presentation here. 
Now, if you disagree with him, I think the proper way to explain one’s 
own philosophy is on the floor of the Senate when this bill comes up 
for debate. 

Senator Duff, have you any questions / 

Senator Durr. No questions. 

Senator Pasrore. Are oe any further questions / 

Senator Danireu. Yes, si 

Senator Pastore. wedi Daniel. 

Senator Danret. Mr. Mayor, you say you think under regulation 
producers will be guaranteed fair and reasonable prices for their 
product. 

Now, suppose in the instance of a producer who has made a long 
term contract, for, let us say, 6 vente per thousand cubic feet, which 
is below the fair market price today, do you think that under the 
Supreme Court’s opinion the Fede ral Power Commission has a right 
to raise that producer’ Ss price to a fair, just, and reasonable rate even 
though his contract provides for a lower rate ¢ 

Mr. Bere. Yes, if it can be shown that on his investment he is not 
receiving a reasonable return. 

Senator Daniet. That is your interpretation of the Supreme Court’s 
opinion. 

Mr. Bere. Absolutely. I don’t say that he would be paid a fair mar- 
ket price. Maybe a fair market price would be too great for his invest 
ment, to produce a rate of return. I go back to the concept that he is 
allowed to earn a reasonable rate of return on his investment. 

Senator Daniet. And your interpretation is, then, that contrary to 
the terms of a contract calling for a lower price, the Commission 
could allow him a just and reasonable price higher than the contract / 

Mr. Bere. That is correct, because each contract would be a part 
of that control. 

Senator Danrer. If that is true, there would be instances in which 
regulation by the Federal Power Commission will cause an increase 
in producers’ prices which could not occur without the regulation. 
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Mr. Bere. Oh, ves. it could. I have never seen any contract that 
couldn't be adjusted upward or downward. 

Senator Dantev. I am talking about a contract that calls for a spe- 
cific price of only a certain amount, let’s say 6 or 7 cents, whatever it Is. 

Mr. Bere. I don’t think any producer ever entered into a fixed 
amount of money for 20 vears. If he did, his legal talent is pretty 
cheap. 

Senator Daniev. Many entered into contracts for 20 years. 

Mr. Bere. With certain escalator costs. 

Senator Daniev. Many of them with definite — price increases at 
the end of 5 years, and the second 5 vears, and so forth. You know 
that is true, don’t vou / 

Mr. Bere. The \ have some ste pup: ves. 

Senator Danten. Let's say the first stepup after 5 vears brings the 
price to 7 cents, and the Commission finds that the just and reasonable 
or fair market price for that product is actually 9 cents. 

Under your interpretation of its power, the Commission could per- 
mit an increase to 9 cents for that year / 

Mr. Bere. Would that be the fair market / 

Senator Dante.. If the Commission found that is the just and 
reasonable or fair market price. 

Mr. Bere. If it is a fair return on his investment, I am sure they 
could. 

Senator Danie. Under whatever basis they use. if they found actu- 
ally, his contract was 2 cents too low, below the just and reasonable 
price, you think the Commission could increase it 

Mr. Bere. There is no question about it. 

Senator Dante... In all of those instances, then, the consumers ulti- 
mately going to pay more money than they would if the private con- 
tracts were allowed to stay in effect. 

Mr. Bera. No. 

Senator Dante.. At least the producers are going to be allowed to 
charge more money under regulation, under your interpretation of 
how the regulation could work. then they would if they remained un 
regulated and the contract price remained in effect 4 

Mr. Bere. It could be, but I doubt it very much, because I am sure 
that they will be making a reasonable rate of return, and are making 
a reasonable rate of return. 

Senator Danret. You admit it could happen, because as you say, in 
your conclusion here, you think under regulation the prices are going 
to continue to increase in the - ture. 

Mr. Bere. If our economy goes as we hope it does, I am sure it will. 

Senator Pasrorr. Mr. Mayor, if it be fair in good conscience to raise 
the price to the producer because that would be the right thing to do, 
would you be opposed to it if they were under proper regul: ation @ 

Mr. Bere. Detinitely not. We have a vital stake in the producer 
to see that he remains healthy and produces the fuel which we need. 
We want to be fair with him at all times. 

Senator Pasrorr. And in substance, your testimony is that you con 
cur with the Supreme Court of the United States / 

Mr. Bere. That is correct. 

Thank you, gentlemen. 
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emg oe Mr. Quigg Newton, mayor of the city of Denver. 

Now, Mr. Newton, before you commence, I think in fairness to you, 
[ should say this: We know that you mayors are very busy peopl 
that you have to make personal analysis of this great issue on you! 
own. If you feel you have any assistants with you that you would 
like to refer to, you are privileged to bring them forward togetlhe 
with you and consult with them anytime you desire to do so. 
Mr. Newron. Thank you very much, gentlemen. 
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Mr. Newton. 
mayor of the city and county of Denver, and have 
since 1947, 

I havea prepared statement I would like to read, sir. 

Senator Pasrorr. Won't you sit down, and proceed ¢ 

Mr. Newton. The city and county of Denver, Colo., opposes all of 
the proposed legislation which will destroy the Natural Gas Act’s 
protection for consumers, We speak for the municipal government, 
which is a user of gas, and also for approximately 600,000 people 
who live in and near the city and county of Denver. We urge you 
not to approve any bill which allows any seller of natural gas in 
interstate commerce, for resale, to exploit consumers by charging 
unreasonable prices. We believe that consumers are entitled to this 
protection against unreasonable prices. 

The Supreme Court of the United States has said that the purpose 
of the Natural Gas Act, which was adopted in 1935, was to protect 
consumers against exploitation at the hands of natural-gas companies. 
(Federal Power Commission versus Hope Natural Gas Company, 320 
U.S. 591,610.) The fact that such an act was needed has been shown 
by Denver's experience. 

Denver has been supplied with natural gas since 1929. This gas 
distributed by the Publhle Se rvice ( ‘O, of ( ‘olorado, which. mi turn, pur 
chases the gas from the Colorado Interstate Gas Co. under a Federal 
Power Commission rate scmadine, Colorado Interstate produces ap 
proximately 62 percent of all gas which it sells from the Panhandle 
field of Texas. The balance of its gas is purchased from independent 
producers. 

The Natural Gas Act went into effect in 1938. On December 22, 
1938, Denver filed with the Federal Power Commission a complaint 
charging that the rates of Canadian, Colorado Interstate, and Public 
Service Co. were unjust and unreasonable. The hearing was con 
solidated with several others and resulted in a ruling by the Commis 
sion that the rates of the Colorado Interstate were unjust and un 
reasonable in the amount of $2,065,000 annually. This order of the 
Commission was appealed to the Circuit Court of Appeals of the 
Tenth Circuit and the order of the Commission was upheld. This 
case Was then taken to the United States Supreme Court which upheld 
the Commission’s order. (Colorado Interstate Gas Company versus 
ederal Power Commission, 324 U.S. 581.) 

In 1948 the Federal Power . Commission instituted a proceeding to 
determine whether the rates charged by the Colorado Interstate Gas 
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Mr. Bere. Oh, ves, it could. I have never seen any contract that 
couldn't be adjusted upward or downward. 

Senator Danien. Tam talking about a contract that calls for a spe- 
cific price of only a certain amount, let’s say 6 or 7 cents, whatever it 1s. 

Mr. Bere. 1 don’t think any producer ever entered into a fixed 
amount of money for 20 years. If he did, his legal talent is pretty 
cheap. 

Senator Danie. Many entered into contracts for 20 years. 

Mr. Bere. With certain escalator costs. 

Senator Dante. Many of them with definite ~— price increases at 
the end of 5 years, and the second 5 years, and so forth. You know 
that is true, don't vou / 

Mr. Bere. They have some stepup: ves. 

Senator Danien. Let’s say the first stepup after 5 years brings the 
price to 7 cents, and the Commission finds that the just and reasonable 
or fair market price for that product is actually 9 cents. 

Under your interpretation of its power, the Commission could per- 
mit an increase to 9 cents for that year / 

Mr. Bere. Would that be the fair market / 

Senator Danrev. If the Commission found that is the just and 
reasonable or fair market price. 

Mr. Bera. If it is a fair return on his investment, I am sure they 
could. 

Senator Daniev. Under whatever basis they use, if they found actu- 
ally, his contract was 2 cents too low, below the just t and reasonable 
price, you think the Commission could increase it / 

Mr. Bere. There is no question about it. 

Senator Dante. In all of those instances, then, the consumers ulti- 
mately going to pay more money than they would if the private con- 
tracts were allowed to stay in eflect. 

Mr. Bere. No. 

Senator Dantrev. At least the producers are going to be allowed to 
charge more money under regulation, under your interpretation of 
how the regulation could work, then they would if they remained un- 
regulated and the contract price remained in effect / 

Mr. Bere. It could be, but I doubt it very much, because I am sure 
that they will be making a reasonable rate of return, and are making 
a reasonable rate of return. 

Senator Danie. You admit it could happen, because as you say, in 
your conclusion here, you think under regulation the prices are going 
to continue to increase in the future. 

Mr. Bere. If our economy goes as we hope it does, I am sure it will. 

Senator Pasrorre. Mr. Mayor, if it be fair in good conscience to raise 
the price to the producer because that would be the right thing to do, 
would you be opposed to it if they were under proper regulation ? 

Mr. Bere. Definitely not. We have a vital stake in “the producer 
to see that he remains healthy and produces the fuel which we need. 
We want to be fair with him at all times. 

Senator Pasrore. And in substance, your testimony is that you con- 
cur with the Supreme Court of the U nited States / 

Mr. Bere. That is correct. 

Thank you, gentlemen. 
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Senator Pasrore. Mr. Quigg Newton, mayor of the city of Denver. 

Now, Mr. Newton, before you commence, I think in fairness to you, 
I should say this: We know that you mayors are very busy people, 
that you have to make personal analysis of this great issue on you 
own. If you feel you have any meant with you that you would 
like to refer to, you are privileged t » bring them forward together 
with you and consult with them antes you desire to do so, 

Mr. Newron. Thank you very much, gentlemen. 


STATEMENT OF QUIGG NEWTON, MAYOR OF THE CITY AND 
COUNTY OF DENVER, COLO. 


« Newton, 


Mr. Newron. Members of the committee, IT am Qu 
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mayor of the city and county of Denver, and have lhe 1a that office 


since 1947, 

| havea prepared statement 1 would like to read, sir. 

Senator Pasrore. Won't you sit down, and proceed ¢ 

Mr. Newton. The city and county of Denver, Colo., opposes all of 
the proposed legislation which will destroy the Natural Gas Act’s 
protection for consumers, We speak for the municipal government, 
which is a user of gas, and also for eugroemneteny 600,000 people 
who live in and near the city and county of Denver. We urge you 
not to approve any bill which allows any seller of natural gas in 
interstate commerce, for resale, to exploit consumers by charging 
unreasonable prices. We believe that consumers are entitled to this 
protection against unreasonable prices. 

The Supreme Court of the United States has said that the purpose 
of the Natural Gas Act, which was adopted in 1938, was to protect 
consumers against exploitation at the hands of natural-gas Sema rOse. 
(Federal Power Commission versus Hope Natural Gas Company, 320 
U.S. 591,610.) The fact that such an act was needed has been pan n 
by Denver's experience. 

Denver has been supplied with natural gas since 1929. This gas ig 
distributed by the Public Service Co. of Colorado, which, in turn, pur 
chases the gas from the Colorado Interstate Gas Co. under a Federal 
Power Commission rate schedule. Colorado Interstate produces ap 
proximately 62 percent of all gas which it sells from the Panhandle 
field of Texas. The balance of its gas is purchased from independent 
Bienes. 

The Natural Gas Act went into effect in 1938. On December 22, 
1938, Denver filed with the Federal Power Commission a complaint 
charging that the rates of Canadian, Colorado Interstate, and Public 
Service Co. were unjust and unreasonable. The hearing was con 
sclidated with several others and resulted in a ruling by the Commis 
sion that the rates of the Colorado Interstate were unjust and un 
reasonable in the amount of $2,065,000 annually. This order of the 
Commission was appealed to the Circuit Court of Appeals of the 
Tenth Circuit and the order of the Commission was upheld. This 
case Was then taken to the United States Supreme Court which upheld 
the Commission’s order. (Colorado Interstate Gas Company versu 
Federal Power Commission, 324 U.S. 581.) 

In 1948 the Federal Power Commission instituted ; 1 proceeding to 
determine whether the rates charged by the Color: ie. Interstate Gas 











652 AMENDMENTS TO THE NATURAL GAS ACT 


Co. were excessive. In 1952 the Commission found these rates to be 
excessive, unfair, and unreasonable, a ordered a reduction in juris- 
dictional rates of $3,095,392 per year. Denver had intervened in this 
proceeding and Color ado Interst: ah then took the Federal Power 
Commission and the city and county of Denver into court and the 
Court of Appeals for the Tenth Circuit upheld the Commission’s 
order with the exception of one small point. The matter of the rate 
reduction was then appealed to the United States Supreme Court and 
that Court on March 28, 1955, upheld the order of the Federal Power 
Commission in its entirety. 

On September 2, 1953, Colorado Interstate filed an application for 
a rate increase of ‘approximately $9 million per year over the rates 
which the Federal Power Commission had held to be reasonable in 
1952. These rates went into effect on January 1, 1954, under bond and 
subject to refund if later found to be excessive. 

On April 15, 1954, the Federal Power Commission in the Pan- 
handle Eastern case departed from its previous rule that the price of 
gas should be fixed on the cost method, including a fair return on 
actual investment, and held that the price of gas produced by a pipe- 
line company should be based not upon the cost of production but 
upon the average unregulated price obtained by independent. pro- 
ducers for sales in the same gas field. 

Following this decision, Colorado Interstate on July 30, 1954, filed 
another application for a further rate increase of approximately 
$10,500,000 per pear. These increased rates were also placed into effect 
on February 1, 1955, under bond and subject to refund if later found 
to be excessive. These last two applications for rate increases have 
been consolidated and they are now in the process of being heard by 
the Federal Power Commission. 

The fact that gas rates were held to be excessive and unreasonable 
in 1952 by some $3 million and that in spite of that fact an increase 
of $9 million was applied for in 1953 and another increase of $1014 
million was applied for in 1954, is ample evidence of the fact that 
control of natural gas ‘rates by the Federal Power Commission is 
justified. 

These increases are drastic and shocking. The rates prescribed by 
the Commission in 1952 for sales to Public Service Co. and other 
utilities in Colorado averaged 11.9 cents per thousand cubic feet. 
The rates proposed in the most recent rate filing and which amounts 
tu an increase of 135 percent in 2 years. 

Senator Danie. All of these increases you have been testifying 
about so far were increases applied for by the Interstate Pipeline Co., 
which was also a producer ? 

Mr. Newton. That is correct. 

Senator Dantev. And therefore, was under regulation and has been 
under regulation throughout the history of the Natural Gas Act, be- 
cause they transmit as well as produce / 

Mr. Newron. That is correct. 

Senator Dante. So all the production you are talking about has 
been under regulation ? 

Mr. Newron. It has, sir. 

I want to make one modification of that, and I am not sure how this 
applies, but part of the gas supply is purchased in the field. As I said 





AMENDMENTS TO THE NATURAL GAS ACT 65: 


a moment ago, 62 percent is produced by the pipeline, itself, but it also 
does purchase some gas from the field, and I am not sure whether there 
is any reflection of the additional prices paid in the field in these in 
creases in that paragraph. 

Senator Danrev. At least all these applications for increases were 
made by the Interstate Pipeline Co., which to the extent of 62 percent 
of the gas involved, was also the producer, and therefore under 
regulation ? 

Mr. Newron. That is right. 

On February 1, 1955, the Public Service Co. increased its gas rates 
to residential and commercial consumers from the 37.6 cents per thou 
sand cubic feet to 44.86 cents per thousand cubic feet, an increase of 

19.3 percent. This was an increase over and above the rates which 
tsa public ies commission had said to be fair and reasonable on 
December 17, 1954, and was to partially take care of the increase in 
rates collected by Colorado Interstate. 

Proposed legislation which seeks to destroy the Natural Gas Act’s 
protection for consumers does so either (1) by removing inde pendent 
producers from the jurisdiction of the Federal Power Commission or 
(2) by specifically changing the Natural Gas Act so that the price to 
be charged by a natural gas ¢ ompany for gas which it produces is fixed 
not by its actual cost of production but rather by the market price of 
vas in the same gas field where produced. We will discuss these 
separately. 


REMOVAL OF INDEPENDENT PRODUCERS FROM THE JURISDICTION 
OF THE FPC 


On June 7, 1954, the Supreme Court of the United States in the 
Phillips case held that a natural gas producer came within the juris- 
diction of the Federal Power Commission (Phillips Petroleum Co. 
State of Wisconsin, 347, U.S. 671, 672). We quote the last portion of 
that opinion: . 

Protection of consumers against exploitation at the hands of natural gas com- 
panies was the primary aim of the Natural Gas Act. Federal Power Commis- 
sion Vv. Hope Natural Gas Company, supra, at 610. Attempts to weaken this pro- 
tection by amendatory legislation exempting natural gas producers from Fed- 
eral regulation have repeatedly failed and we refuse to achieve the same result 
by a strained interpretation of the existing statutory language. 

The presently proposed legislation is another attempt to weaken the 
protection given to consumers by the Natural Gas Act by exempting 
independent natural gas producers from Federal regulation. The 
Supreme Court refused to do this. Previous attempts at similar legis- 
lation have failed. The present attemsts should also be defeated. 

Denver gas consumers are now absolutely dependent upon those who 
sell gas in interstate commerce for resale. Denver consumers have 
invested an estimated $150 million in gas-burning appliances in the 
belief that gas rates would remain at a fairly stable level. Gas is 
the only fuel which can be utilized by this equipment. Consumers 
cannot change suppliers if the distributing company increases the 
price of gas. The Public Service Co. is committed under a long term 
contract to buy gas from Colorado Interstate. 

The Public Service Co. also owns 15 percent of the common stock 
of Colorado Interstate. Unless the Federal Power Commission has 
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jurisdiction to control the initial price of gas in the field, no effective 
control exists. In 1952 Colorado Interstate paid other producers an 
average price of 7.65 cents per thousand cubic feet. Inthe most recent 
case its evidence shows an average price of 12.89 cents per thousand 
cubic feet, an increase of 68 percent in 2 years. 

Proceedings before the Federal Power Commission show that there 
is no real competition between sellers of gas in the field and that the 
only competition is between buyers. To limit the act to sales by pipe 
lines, as pending bills propose, eliminating sales to pipelines in inter- 
state commerce would be to ignore obvious evils which the present act 
eliminates. 


MARKET PRICE FOR COMPANY-PRODUCED GAS 


Denver is also vigorously opposing congressional authorization for 
the change from the cost method of pricing gas to the market price 
method. 

In order to see the injustice which would be done if this bill is passed, 
it is necessary to review certain facts concerning the history of Den 
ver’s gas supply. 

The Colorado Interstate Gas Co. and the Canadian River Gas Co. 
were incorporated in 1927 and 1928, respectively, for the purpose of 
connecting certain gas reserves in the Texas Panhandle field with 
markets in Denver and Pueblo, Colo., through a transmission pipeline. 
These two companies were organized by Southwestern Development 
Co. which owned extensive gas reserves, Standard Oil Company of 
New Jersey which was to construct the pipeline, and Cities’ Service 
Co., which had the Denver franchise and was to furnish the market. 
In carrying out this project, Canadian River became the owner of the 
gas properties in the Texas Panhandle field and continued drilling op 
erations there. It also built additional gathering lines and pipeline 
facilities to deliver gas to Colorado Interstate at C iF ayton, N. Mex., just 
across the Texas State line. Colorado Interstate undertook the con- 
struction of the transmission pipeline from Clayton, N. Mex., to Pueblo 
and Denver, Colo. 

As consideration for the transfer of the Panhandle gas reserves by 
Southwestern Development Co. to Canadian River, and the agreement 
by Canadian River to sell natural gas to Colorado Interstate at out-of- 
pocket cost and without any profit to Canadian River, Southwestern 
received from Colorado Interstate $5 million in cash and one-half of 
the preferred stock and 4214 percent of the common stock of Colorado 
Interstate, valued at $2 million. Cities Service received 15 percent 
of the common stock of Colorado Interstate and this stock has since 
been transferred to Public Service Co. Standard Oil paid $2 million 
in cash for the remaining 50 percent of the preferred stock and 421% 
percent of the common stock of Colorado Interstate. Southwestern 
Development owned all of the stock of the Canadian River Co. 

As provided by the project agreement, Canadian River was to sell 
gas to Colorado Interstate at cost and Canadian River was obligated 
to deliver all of the natural gas underlying its properties, including 
. of the hydrocarbons associated therewith, to Colorado Interstate 

» long as the buyer determined the operation to be profitable. The 
natural gas contained liquid hydrocarbons which were removed and 
sold, and under the project agreement Colorado Interstate obtained 
all revenues from dr atabes: 
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The original transmission line was placed in operation in 1928 and 
reached its maximum normal operating capacity by 1946. In 1947, 
Colorado Interstate constructed another transmission pipeline from 
the Kansas-Hugoton field to Denver. 

In 1950, Colorado Interstate and Canadian River claimed tl.at in 
order to meet the present and future demands for gas in and around 
Denver an additional transmission line should be constructed from 
the Texas Panhandle field northward to connect with the existing 
Hugoton-Denver line and that in order to finance the construction of 
such a line the properties of the two companies would have to be 
merged. A joint application was made to the Federal Power Com 


mission and on May 1, 1951, the merger was authorized. This was 
not the conventional type of merger. Under the plan of mergei 


Southwestern was to relinquish its legal title to the capital stock 
Canadian River to Colorado Interstate, in consideration for which 
Southwestern was to receive legal title to all liquid hydrocarbons as 
sociated with the natural gas underlying Canadian River’s acreage. 
Colorado Interstate was to bear all expense of producing, transpo1 
ing, and processing the gasoline obtained in connection with gas pro 
duction, and Southwestern was to get 50 percent of the gross proceeds 
from one plant and 15 percent of the net proceeds of the other plant, 
derived from the sale of this gasoline. In this merger hearing before 
tlle Federal Power Commission, it was estimated that Southwestern 
would receive from 18 to 25 million dollars from this production of 
gasoline. 

In FPC rate proceedings the amount near from the sale of 
liquid hydrocarbons ordinarily has been treated as a ne reve 
nue and credited to the cost of gas. The revenues of from 18 to 25 
million dollars, given up to Southweste - as a result of this merger, 
must be made up by the gas consumers for the reason that their cost 
of gas is increased by an equivalent amount since they can no longer 
enjoy this credit. 

It can thus be seen that Colorado Interstate first paid for these gas 
reserves, including the liquid hydrocarbons, by yyw the payment 
of $5 million to Southwestern Deve lopment Co. Colorado Interstate 
passed this cost on to consumers prior to regulation. In the merger 
the consumers lost the benetit of the revenue from the liquid hydro 
carbons, thereby paying from 18 to 25 million dollars more for these 
gas reserves. ‘The consumers will again pay for these gas reserves 
many times over if Colorado Interstate is allowed a commodity value 
instead of cost for its produced gas. 

In this merger Denver also lost the advantage of the contract under 
which Canadian River was obligated to deliver all of the natural gas 
underlying its properties to Colorado Interstate, at cost and without 
any profit to Canadian River, so long as Colorado Interstate dete: 
mined the operation to be profitable. 

Denver did not oppose this merger because of the critical need for 
additional gas supply; because of the representation that the merge 
was necessary to finance additional transmission facilities which 
would utilize the much lower priced supply of gas in the Panhandle 
field; and because we assumed that we would continue to have the 
protection of the Natural Gas Act and that the cost method of regula 
tion would be continued in the future. 
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Denver's decision, however, not to oppose the merger application 
was made expressly upon the condition that higher rates would not 
result from the merger; and the order of the Commission was based 
upon the conc lusion that Colorado Interstate was obtaining title to 
natural gas reserves containing some 3 trillion cubic feet of gas which 
would supply “\onsumers in the Roc ky Mountain area for at least 20 
years at a low cost” and its certificate contained the condition that 
Colorado Interstate should tender to its resale customers service agree- 
ments in which it would commit itself not to propose any increase in 
any resale rate attributable in whole or in part to the merger. 

Colorado Interstate produces 62 percent of the gas sold by it. It 
has proven reserves in the Panhandle field of 3,300 billion cubic feet 
of gas. Its 1954 estimated annual production is 124,395,881 thousand 
cubic feet. In its latest rate filing with the Federal Power Commis- 
sion, Colorado Interstate shows an average production cost of 1.92 
cents per thousand cubic feet for gas produced in the Panhandle and 
Keyes fields. Also, in its latest rate filing, the application states that 
the going rate for long-term supply is now up to 15 cents per thousand 
cubic feet, but for the purpose of that case, Colorado Interstate is only 
claiming 9.19 cents per thousand cubic feet for gas produced in the 
Panhandle field and 12 cents for gas produced in the Keyes field. 

If Colorado Interstate is permitted to include in its rates its pro- 
duced gas costing 1.92 ceits per thousand cubic feet at prices of 9.19 
cents and 12 cents per thousand cubic feet, the impact upon the con- 
sumers in Colorado and other States will be an annual increase of 
approximately $9,155,000. This annual increase will amount to ap- 
proximately $4 million for consumers in the city and county of Denver. 
With the 15 cents price just around the corner, another huge increase 
is also in sight. 

Senator Danreu. Is that 1.92 cents average cost of production per 
thousand cubic feet, the average cost of production alone, or does that 
allow anything for the investment ¢ 

Mr. Newton. As I understand it, that is the cost of production, the 
actual cost of producing. I have an assistant, Mr. Van Schuyak here, 
who may be able to give me the answer. 

That includes the return on investment. 

Senator Dante.. The 1.92 cents then is not actually the average 
production cost. 

Mr. Newron. It is the production cost, plus a return on the invest- 
ment in the facilities. 

Senator Danie,. How much pe ¢ 

Mr. Newton. It is fixed by the Federal Power Commission—6.5 
percent. 

When we consider the tremendous proven reserves which Colorado 
Interstate owns, it is apparent that its customers will, over the life 
of the reserves, pour several hundred millions of dollars of extra profits 
into the coffers of Colorado Interstate if the proposed legislation 
changing the formula for ratemaking is adopted. 

The enactment of the Fulbright bill would require the FPC to allow 
the market value of the Panhandle field gas and thus deprive Denver 
of the rights granted under the conditions attached to the merger 
decree and also deprive Denver of the right to oppose the FPC’s use 
of the value basis of regulation. 
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This would result in a grave injustice to Denver gas consumers who 
had rights which they surrendered and who have invested an esti 
mated $150 million in gas-burning appliances under an assurance from 
the FPC that gas rates would remain at a fairly stable level. 

It isa great shock to be confronted with prospective doubling of our 
city gate rates based upon an act of Congress in utter disregard of all 
past rel: ationships and considerations between Denver, the Federal 
Power Commission, and Colorado Interstate Gas Co. 

Because of this situation, Denver is compelled to actively protest 
with all means at our command, the passage of a bill which would 

anction the exploitation of our consumers and perpetuate this rank 
injustice upon our citizens. 

In conclusion, we again urge you not to approve any legislation 
which will destroy the protection which the Natural Gas Act gives to 
cousumers., 

Senator Monroney. I want to ask about the reconstructed cost of 
producing gas at 1.92 cents. 

Does that reflect the depreciated value of the development of the gas 
fieid ? — 

Mr. a Mr. Van Schuyak, who has been serving the city of 
Denver in Federal Power Commission cases, informs me that that in 
cludes i depletion that has already taken place, gas in the field, and 
the depreciation on the well and gathering facilities. 

Senator Monroney. If the wells have been supplying gas for 20 
venrs, then they have been written down from the valuation of the 
wells, by depreciation on those wells over that period of time. 

Mr. Newton. That is correct. 

Senator Monroney. So you get almost a negative value for the in 
vestinent, is that correct / 

Mr. Van Scuvuyak. That is not correct, Senator. 

Senator Monronry. Do you have any idea what the remaining in 
vestinent Is / 

Mr. Van Scuvuyak. I believe that investment of producing proper-, 
ties in the Panhandle field is around 6 or 8 million dollars. 

Senator Monronry. Remaining / 

Mr. Van Scuvuyak. Yes, sir, and that investment is depreciated or 
reduced each year proportionate to the amount of gas removed from 
the reservoir by Colorado Interstate. 

_venator Monroney. Are the leases, and the investment—you say 

2 percent of your supply—are the leases and investment in at the 
original cost of the leases / 

Mr. Van Scuuyak. Yes, sir. 

Senator Monroney. In other words, the gas leases customarily i 
that area would probably be around a dollar a year, would it not, plus 
rovalty / 

Mr. Van Scuvuyak. There was a payment of $5 million made by 
Colorado Interstate initially to purchase these reserves. 

Senator Monroney. qT iat would be true in this case where they 
purchased those reserves / 

As I understand it, you kind of lost me in this inter-corporate busi 
ness there, there was some that was originally owned by the discovery, 
possibly ¢ 

Mr. Newton. Canadian River Co. 

The bulk of it was owned by Canadian River 
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Mr. Van Scuuyak. If I might interject here, the original reserves 
were owned by Southwestern Dey elopment Co,., and they were sold for 
$5 million at the initial outset of the project, 

Senator Monroney. That became the cost. Now, let us assume this 
for a moment, supposing the Southwest Development Co. had re- 
tained and had not sold, then its rate base would have been the origi- 
nal cost of the leases, would it not 4 

Mr. Van Scuvyak. Whatever they paid for the leases, plus their 
explorat Ion costs. 

Senator Monroney. There have been cases called to my attention 
from 100,000-acre leases perhaps costing $100,000, and on the dis- 
covery of oil and gas being of tremendous value as the discovery rose, 
but under the cost method, there is no such thing as discovery rates. 

It would just go to the original wildcat basis for the cost of the 
leases plus the cost of drilling the wells, no matter how far back that 
goes, is that not correct ¢ 

Mr. Van Scuvuyak. That is the method which the Federal Power 
Commission has applied to the producing properties of natural gas 
companies, 

Senator Monroney. Now, having found that the natural gas com- 
panies in receiving such a low rate for their own gas production have 
practically stopped exploration and are buying larger and larger sup- 
plies of their oas, are they not ¢ 

Mr. Van Scuuyak. They have been buying larger and larger quan- 
tities of their gas, because the gas reserves are in the hands of the oil 
companies—primarily, independent producers. 

Senator Monroney. In figuring the cost which you advocate here, 
how would you figure the cost on a basis of about half of our gas pro- 
duction coming from wells producing half gas and half oil 4 

Mr. Van Scuvuyak. There are no natural gas companies who own 
production of their own where that has been a problem before the 
Federal Power Commission, but if there was a situation of that kind, 
if you were to regulate the price of gas produced in casinghead wells, 
there would have to be an allocation made. 

Senator Monroney. There would have to be an arbitrary alloca- 
tion. 

In other words, the oil production might pay for an adequate re- 
turn on the investment of the lease and the drilling cost, and all, and 
would cause, if you applied it absolutely across the board, on the 
return, then you would have the gas going into the line free. 

Mr. Van Scuvuyak. I don’t believe that would be possible at all. 
You have to allocate the costs fairly between gas and oil. 

Senator Monronry. How would you do it? 

Mr. Van Scuvuyak. There are several methods of allocation. 

As a matter fact, one of the employees of Humble ( yi] recently pub- 
lished an article in one of the magazines as to how he would do it. 

It could be done on a B. t. u. basis, or as you allocate costs in an oil 
refinery, as between the various products. It could be done on the 
basis of the value of the products. 

Senator Monroney. But the production of the gas well would be 
regulated, and the oil well would be unregulated, so you would have 
the oil well, whatever it produced, would have then to be counted in 
the return on the investment of that one well, is that not correct ? 
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Mr. Van Scuuyak. No, sir, it would be handled, I assume, the same 
way the Commission makes allocations now as between the jurisdic- 
tional business and the nonjurisdictional business. 

The company is free to make as much money as they can on their 
nonjurisdictional business. You only allocate against that business 
its fair proportion of the overall cost, joint costs. 

Senator Monroney. The costs of production are not very great, if 
is the cost of original discovery and the drilling of the well that is 
great. 

Mr. Van Scuvyak. If that cost was great, it would have to be appor- 
tioned, whatever it is. I don’t recommend the use of that method, | 
say that is the method an employee of Humble Oil suggested be used. 

Senator Pasrore. Senator Schoeppel ? 

Senator Scnorpret. Mr. Newton, as I understand it here, by reason 
of these transactions which you have related, betwen these companies 
that are supplying gas to your area, your city of Denver did not enter 
protests because you felt that your city would be protected under the 
Natural Gas Act. Now if this legislation is passed, you feel that it is 
such a change in the Natural Gas Act which would leave your city 
without the protection which you are entitled to, and which you gave 
up by agreeing to those transactions, in reliance upon the fact that the 
act would remain as it was. Is that about it, in a nutshell ? 

Mr. Newton. That is briefly it, Senator. I might point out that in 
connection with the merger, this very question arose, not once, but 
many times, as to whether De nver was surrendering its protection 
unde ‘this long-term cost of produc be contract, and it was asserted 
by the companies involved in my office during various discussions, and 
also I understand before the Federal Power Commission, that if the 
merger were permitted, the cost of gas would remain approximately 
the same. 

There would be little, or no increase, or the benefit of the long-term 
contract would continue for the people of Denver, and the Federal 
Power Commission order expressly so states, as we see it, and now, of 
course, we think it is a question of bad faith for the Colorado Inter- 
state to propose two rate increases within a 2-year period contrary to 
what we believe were the representations a at the time and con- 
trary to what we believe was the Commission order. 

We are now before the Commission in that matter, and we expect 
to take the case to the Supreme Court if we should lose in the Com- 
mission, which I don’t believe we will. We think we have certain 
rights that stem from the merger. 

We think if this bill is passed by Congress, in effect, the rug will be 
pulled out from under us, and that we will be deprived of the benefits 
and the understandings that have taken place between us and the 
companies. 

Senator ScHorrret. I have no further questions. 

Senator Durr. In other words, you feel that you gave up certain 
different rights under your contract on the sole reliance of protection 
under the Natural Gas Act, and if the Natural Gas Act ceases to be 
effective, then you are giving up substantial rights without any com- 
pensation, is that right ? 

Mr. Newron. I do indeed, sir. I believe that the people of Denver 
will suffer as a result of the surrendering of this contract. Of course 
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under no circumstances would the merger have probably been ap- 
proved, and under no circumstances would Denver have refrained 
from protesting had we had any anticipation of this happening, a bill 
of this kind being passed by Congress. 

Senator Dantet. Mr. Mayor, I don’t blame you for wanting to have 
cheaper gas prices, but I would like for the record to show just how 
your consumer prices in Denver today, compare with the rest of the 
country. 

I believe you say in your statement, that even with the highest rate 
that has been filed, and which of course is not final yet, your consum- 
ers’ price averages 44.86 cents per thousand cubic feet. 

Mr. Newton. Yes, that is correct. 

Senator Dantet. Do you know of any other consumers’ gas rate 
outside the five leading producing States, which is that low ? 

Mr. Newton. I don’t know enough about the comparative gas rates 
around the country, but I am not sure that is a relative question, be- 
‘ause the gas rates, at least under the theory of regulation, are deter- 
mined on the basis of the facts in each case, as to the investment in the 
properties, and the facts as to the length of haulage, and such things 
as that. 

Senator Danteu. I simply wanted to bring out, though, that in the 
end, even with the highest rates that have been filed, which you are 
still contesting, your consumers would pay only 44.86 cents average 

er thousand cubic feet ; the lowest price that has been testified to yet, 
vefore this committee. It is the lowest price I have seen anywhere 
outside of a producing State. 

I think we ought to have that in the record. I don’t blame you for 
trying to keep it low. However, I find in 1949, 1950, 1951, 1952, and 
1953, your price to the consumers was 44.4 cents per thousand cubic 
feet. 

Mr. Newron. You find, it was, at that time? 

Senator Danrex. Yes, according to the figures we were told were 
taken from the Federal Power Commission records. 

Does that sound about right ? 

Mr. Van Scuvyak. I can’t give you an answer as to that, I am 
sorry, as to the consumer rates in Denver in the earlier years. 

Mr. Newton. I could supply that for the committee. 

Senator Dante... You can surely tell us what the rate was before 
this latest increase to 44.86, can’t you ? 

Mr. Newron. That is in the report here, 37.6 cents. 

Senator Dantev. That 37.6 cents rate is to residential and com- 
mercial consumers. I am talking about just residential consumers. 

Mr. Newton. And, what did you ask ? 

Senator Dantex. I asked what was the rate to residential consumers 
before February 1, 1955. 

Mr. Newron. There have been adjustments upward and downward 
on account of these cases we have had before the Federal Power Com- 
mission. The 37.6 cents is the residential and commercial rate. It is 
an average rate. 

We have a complex rate structure, and I think that is the average 
rate, Senator. 

Senator Dantev. Will you ask your assistants there, if they have 
the price to residential customers in Denver for cooking, water heating, 
and home heating use for 1955? 

Mr. Van Scuvuyak. Not on atypical-bill basis, Senator. 
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Senator Dante. Do you have it for 1 1954? 

Mr. Van Scuuyak. No, sir, that is based on the average revenues 
from residential customers. 

Senator DanreL. How much is it for 1953 ? 

Mr. Van Scuvuyak. 47.31 cents. 

Senator Daniex. That is average cost of gas to the residential 
consumer ? 

Mr. Van Scuuyak. Yes, sir. 

Senator Dante.. What is it for 1952 ? 

Mr. Van Scuvuyak. I don’t have that figure, sir. 

Senator Dante. You have 47.3 cents for your average residential 
customer for 1953, and that is the same figure supplied by Dr. Boat 
wright. 

Mr. Van Scuvuyaxk. That was before the February 1955 increase. 

Senator Dante. What would the average be for the residential 
customer alone for 1955, with that increase ? 

Mr. Van Scuuyak. We don’t have that information. We can 
supply it. 

Senator Daniet. The only point I am trying to make, and I am 
not trying to discount what you have to say as to what you might be 
entitled to under your understanding with the company, is that in spite 
of all those considerations the consumers in Denver cert: unly have a 
low rate, the lowest that has come before the committee to date. 

Mr. Chairman, I ask that the rates submitted on Denver, Colo.. and 
the chart in Dr. Boatwright’s testimony, be included in the record at 
this point. 

Senator Pastore. Without objection, it is so ordered. 

(The information follows:) 


DENVER, COLO. 


Served by the Public Service Co. of Colorado—Supplied by Colorado Interstate 
Gas Co. 


1949 1950 1951 1952 1953 


1. Volume supplied to Public Service Co. | 
at Denver City gate! | 
thousand cubic feet 31, 493,173 | 36,844,030 | 49,027,983 | 5 
2. Weighted average field price received 
by producers selling to Colorado 
Interstate ! 
cents per thousand cubic feet 4.7 4.8 4.9 76 79 
3. Average cost of natural gas supplied at 
Denver City gate ! 


199,557 | 48, 555, 7 


cents per thousand cubic feet 17.1 16.8 16.1 14.5 1f 
4. Total number of gas customers served 
by Public Service Co 127, 335 137, 706 151, 653 166, 071 179, 826 
5. Average cost of gas to all customers 
cents per thousand cubic feet 37.8 36. 5 30.9 31.5 30.8 
6. Number of residential customers served 
by Public Service Co 112, 328 121, 449 134, 157 147, 089 159. 44 
7. Average use per residential customer 
thousand cubic feet per year 158.0 161.3 174.7 170. 1 165, 8 
8. Average cost of gas to residential cus- 
tomer__cents per thousand cubic feet 48.3 48.1 46.9 46.9 {7.3 


9. Price to residential customer in Denver 
for typical] cooking, water heating and 
home heating use ? 
cents per thousand cubic feet 44.4 44.4 44.4 44.4 14.4 


1 On basis of 14.65 psia pressure base, 
218.5 thousand cubic feet per month is quantity estimated to be used by residential customer for home 
heating, cooking, and heating water. 


Note.—Public Service Co. distributes gas in Denver, Boulder, Brighton, Englewood, Fort Collin 
Grand Junction, Longmont, and Loveland. Market data for items 4 to 8, inclusive, applies to total com 
pany sales and is not limited to Denver. 


Source: Moody’s Public Utility Manual, annual reports to the Federal Power Commission by Colorade 
Interstate Gas Co., and American Gas Association Rate Book. 










662 AMENDMENTS TO THE NATURAL GAS ACT 


DENVER 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 
Average for all gas used by residential customers 


1953 
(Sources: Annual reports to FPC; Moody's Public Utilities) 





Price received by __ 47.3 cents per Mcf 


distributing company 






Cost of distribution to 
Denver customers 






Price received by pipeline 


company ——_—> 


Cost of transportation from 
field to distributor 


16.7 cents per Mcf 








7.8 cents per Mcf 





Price paid to producers > 
in the field 
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Senator Danrev. Now, Mayor, what you are really complaining 
about most is action that the Federal Power Commission has taken 
under its regulatory powers which existed all along in permitting the 
company, Interstate Pipeline Co., which is also a producer, to charge 
the just and reasonable or the average field price for their gas and 
to expense that price on the basis of the average field price for the 

, rather than on a percentage of income on the investment. 

Isn’t that true ? 

Mr. Newton. I am not complaining yet about any action taken by 
the Federal Power Commission in our case. I might say we cert: uinly 
will protest the adoption of the fair field formula in the Colorado In- 
terstate case, even if the fair field formula is supported, is confirmed by 
the Supreme Court in the Panhandle Eastern case, we nevertheless 
feel we have a different set of facts, and we will certainly protest 
the application of that formula to Denver. 

I am not complaining, actually, about anything that has h: appene “cl 
in the Federal Power Commission, but I am complaining and we are 
protesting any action by the United States Senate that would require 
the Federal Power Commission, without regard to all of the facts in 
cases such as ours, to grant a fair field price to the pipeline companies. 

We think that is a grave injustice. We are willing to take our 
chances, even though we may not agree with it, in the Federal Power 
Commission. 

Senator Danre.. But what I am getting at is, actually you disagree 
with what the Federal Power Commission has done under its regu- 
latory powers. 

Mr. Newron. Inthe Panhandle Eastern case, yes. 

Senator Daniex. In allowing the company to charge the fair field 
price for gas it produces. 

Mr. Newron. We do, indeed. 

Senator Dante. That was permitted by the Federal Power Com- 
mission under the law as it has existed all along. 

Mr. Newron. That is correct. . 

Senator Danrev. And you have in that case, and will continue in 
that case, to object to that regulatory action. 

Mr. Newron. Yes; we will. 

Senator Daniex. You do not think that the producing companies 
should be allowed the fair field price for the product ? 

Mr. Newron. We do not feel that a pipeline company owning its 
own production should be allowed a fair field price. 

Senator Danie. Do you think independent producers should be 
allowed a fair field price for gas sold to interstate pipelines. 

Mr. Newron. Sir, I am not an expert on these matters, and I don’t 
know what the Federal Power Commission should ultimately permit 
the independent producers, but in that connection I urge that the Fed- 
eral Power Commission be permitted to continue to regulate. I don’t 
think that Congress should determine what formula should be applied. 

[ believe that in protection of the public, the Federal Power Com- 
mission should continue to have jurisdiction. 

Senator Danrev. Mayor, if the producer of natural gas can get 
the fair field price from intrastate sales, don’t you believe th: " they are 
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going to have to be permitted to get the fair field price in interstate 
sales in order for the interstate purchasers to compete with the intra- 
state purchasers- 

Mr. Newton. Senator, not necessarily, because it all depends, 
would assume, on the extent of the intrastate sales. 

I would say not necessarily. I don’t want to prejudge what the 
Federal Power Commission should determine as a proper ratemaking 
formula. 

Senator Danrev. For independent producers ¢ 

Mr. Newton. For independent producers. I personally feel it 
should be on the basis of cost of production. That is my personal 
belief, but I am not an expert in these matters, and I would be content 
to leave the matter entire ly in the hands of the Federal Power Com- 
mission. 

Senator Dante.. In spite of what the Commission has allowed to 
producers who are also interstate lines ¢ 

Mr. Newron. I disagree with it, but I think the important thing is 
that regulation exist. 

Senator Danret. There has been a lot of evidence introduced here 
this week that gas is in short supply. I am not sure that is exactly 
correct or not, but assuming that it is, and that the buyers are trying to 
find sources of gas, don’t you think that there is going to be consider- 
able compe tition from within the producing States between the intra- 
state commerce and the interstate purchasers if the producers are 
allowed to sell at the reasonable market price in the field of intrastate 
sales but not permitted to do so in interstate sales ? 

Mr. Newron. I would assume, Senator, that the Federal Power 
Commission can take into consideration all such factors as that in de- 
termining what formula will be applied to the producer. 

Senator DanieL. It would be your idea, then, that where intrastate 
sales are going at a certain price that possibly the Federal Power 
Commission in establishing market price could allow that same price 
to be charged in the interstate sales, also? 

Mr. Newron. I would hope, Senator, that the Commission would 
continue with the formula that has been in effect prior to the Pan- 
handle Eastern case, but that would be the cost of production formula. 

The Federal Power Commission has the right to determine just and 
reasonable rates, as I understand it, for gas sold in interstate com- 
merce, and what factors are taken into consideration by the Federal 
Power Commission is a matter for long study, and for experts. I am 
not one. 

Senator Dantet. You agree that supply is the most important 
factor in the price that ultimately is going to be paid. In other words, 
there must be an adequate supply for you to keep the prices down as 
low as you have in Colorado. Isn’t that true? 

Mr. Newron. Supply-is very important. 

Senator Dantet. That is all. 

Senator Monroney. Thank you very much, Mr. Mayor. 

We appreciate the benefit of your testimony. 

We have one other witness we would like to hear this morning, 
Hon. Erick G. Hoyer, mayor of the city of Minneapolis. 
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Would you come forward, Mr. Mayor. 
Mr. Hoyer. Thank you, Mr. Chairman and gentlemen of the com- 


mittee. 
STATEMENT OF ERIC C. HOYER, MAYOR, MINNEAPOLIS, MINN. 


Mr. Hoyer. I am mayor of Minneapolis. I am here with the city 
attorney, Mr. Charles Sawyer. I have here a short prepared note, and, 
with the permission of the committee, I shall not read it but ask that 
it be made a part of the record, and I will just introduce Mr. Sawyer, 
if you please. 

Senator Monroney. That will be fine, thank you. 


STATEMENT OF Eric G. Hoyer, MAYOR OF MINNEAPOLIS, MINN. 


Mr. Hoyer. I am the mayor of Minneapolis, and together with Minneapolis 
city attorney, Charles Sawyer, I am appearing before your committee in opposi- 
tion to S. 1853 and to any other bills before your committee which proposes to 
terminate Federal jurisdiction over the field price of natural gas sold for resale 
in interstate commerce. Furthermore, together with Mayors Joseph S. Clark, 
Jr., of Philadelphia, Robert Wagner of New York, David Lawrence of Pittsburgh, 
and over 50 mayors representing cities with a combined population in excess 
of 30 million, I am a participating member of a United States mayors committee 
in opposition to this legislation. Testimony on behalf of this group will be 
presented before your committee at another time. 

The people of the city of Minneapolis are furnished with natural gas by the 
Minneapolis Gas Co., which purchases it from Northern Natural Gas Co. which 
pipes said gas from the producing fields and comes under certain Federal price 
regulations relating to gas purchased at the wellhead. Approximately 43 per- 
cent of the output furnished by Northern Natural goes into Minnesota communi- 
ties with 27.7 percent of this going to metropolitan Minneapolis and St. Paul 
consumers. The remaining 15 percent of this total is supplied to some 50 
other Minnesota communities contracting with Northern Natural for its product. 
A list of these Minnesota communities is attached herewith, and all of them have 
been contacted in this matter. Most of them have replied by formal resolution 
or letter voicing opposition to this legislation. As past president of the Min- 
nesota Association of Mayors I am therefore representing these interests in a 
united efforts on behalf of all communities in Minnesota served by Northern 
Natural in our State. * 

Previous testimony by mayors throughout the country, presented before the 
House Interstate and Foreign Commerce Committee in opposition to similar 
legislation, shows a united effort to insure the protection of the interests of our 
citizens and gas consumers at the local level through Federal price regulation 
of natural gas. It is our firm belief that price regulation of natural gas sold 
through interstate commerce must be continued if consumers’ interests are to 
be protected. 

I would like to introduce Mr. Charles Sawyer, Minneapolis city attorney, 
who will present to your committee further facts and testimony on behalf of 
the city of Minneapolis. Before doing so, I would again point out that my 
appearance before you is not only in behalf of our city but in representation of 
over 50 Minnesota communities which have shown interest and opposition to 
this legislation. 

You all know that the voice of the people is heard most directly at the local 
level of government, and I can assure you that Minneapolis citizens as well as 
those affected in the entire State are very much concerned with this legislation. 
Everything possible must be done to protect their interests in proper control of 
gas supplied to the pipelines at the field. 
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LIST OF MINNESOTA COMMUNITIES SERVED BY NORTHERN NATURAL GAS CO, 


Austin Northfield 

Luverne Red Wing 

Lakefield Hastings 

Mountain Lake Waseca 

Windom Bloomington (post office Minneapolis 
Worthington 20) 

Belle Plaine Brooklyn Center (post office Minneap- 
Blue Earth olis 12) 

Chaska Brooklyn Park 

Cleveland Columbia Heights (post office Minneap- 
Janesville olis 21) 

Jordan Crystal (post office Minneapolis 22) 
Lake Crystal Deephaven 

Le Center Edina (post office Minneapolis 10) 

Le Sueur Excelsior 

Lewisville Fridley (post office Minneapolis 21) 
Madelia Golden Valley (post office Minneapolis 
Mankato 22) 

Montgomery Hopkins 

New Prague Morningside (post office Minneapolis 
St. James 16) 

St. Peter New Hope (post office Minneapolis 23) 
Savage Richfield (post office Minneapolis 22 
Shakopee Robbinsdale (post office Minneapolis 
Sleepy Eye 22) 

Springfield St. Anthony (post office Minneapolis 18) 
Winnebago St. Louis Park 16 

Owatonna Wayzata 

New Ulm Woodland (post office Wayzata) 


Faribault 

Mr. Sawyer. Mr. Chairman, and gentlemen, I have a prepared 
statement, but with your permission, I will not read the statement, 
but summarize it. 

Senator Monroney. Your statement will be carried in the record, 
and you may summarize it. 


STATEMENT OF CHARLES A. SAWYER, CITY OF MINNEAPOLIS 


Mr. Sawyer. I am the city attorney of the city of Minneapolis. On instructions 
from our city council I appeared before the House Committee on Interstate and 
Foreign Commerce in opposition to the Harris bill, H. R. 4560, and an now appear- 
ing in opposition to the Senate bill 1853, which I understand corresponds to the 
Harris bill, and to any other bills before your committee proposing to restrict or 
withdraw from the Federal Power Commission its jurisdiction to regulate field 
prices or wellhead prices of natural gas. 

On March 11, 1955, our city council unanimously adopted a resolution oppos- 
ing the Harris bill and any other legislation having a similar object. Our city 
council adopted a similar resolution in opposition to the Kerr bill, which was 
vetoed by President Truman in 1950. 

At the present time it is estimated that the city of Minneapolis has a popula- 
tion of close to 600,000. St. Paul, which adjourns Minneapolis on the east, has 
an estimated population of about 325,000. These twin cities, with their immedi- 
ate suburbs, have substantially over a million people. The people of the city 
of Minneapolis are furnished with natural gas by the Minneapolis Gas Co. 
which is purchased exclusively from the Northern Natural Gas Co., which pipes 
it from the producing fields in the South. The people of St. Paul likewise use a 
large amount of natural gas distributed by the Northern States Power Co., 
which in turn buys its natural gas supply from the Northern Natural Gas Co. 
The Minneapolis Gas Co. furnishes natural gas for 22 suburban communities. 

The Northern Natural Gas Co. is one of the major pipeline companies in the 
United States. In the year 1954, it distributed approximately 272 million M cubic 
feet of a total estimated consumption of 5.9 billion M cubic feet in 1954 (Indus- 
trial Gas, February 1955), or 4.6 percent of the national consumption of gas. 
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In 1954, the Minneapolis Gas Co. purchased 18.7 of the total supply of North- 
ern Natural Gas Co., and the Northern States Power Co. for St. Paul consumers 
purchased 9 percent of the Northern Natural supply. In other words, the twin 
cities and suburbs used 27.7 percent of the total gas furnished by the Northern 
Natural Gas Co., or approximately 1-2 percent of the total national con- 
sumption. Other cities in Minnesota consume about 15 percent of the Northern 
Natural Supply, making a total of about 43 percent of the Northern Natural Gas 
supply consumed in the State of Minnesota. 

In 1954, the Minnesota Gas Co. had approximately 187,000 customers, of 
whom nearly 142,000 used gas for heating. In St. Paul there are aproximately 
46,000 additional gas heating customers. The number of residence units is sub- 
stantially more than these figures because they include many customers who 
have one gas heating for large apartment buildings. It is estimated that more 
than 80 percent of the homes and apartments in the city of Minneapolis are 
heated by gas. 

Minneapolis has a cold climate. In 1954, Minneapolis had 7,474 degree days, as 
compared with 5,642 degree days for Omaha, Nebr. I think it is safe to say that 
Minneapolis probably has the coldest climate of any large city in the United 
States which is a large user of natural gas. In terms of degree days Minneapolis 
is 32 percent colder than Omaha. According to figures presented by the mayor 
of Baltimore before the House committee, Baltimore has about twice as many 
gas customers as the city of Minneapolis, but uses only about one-third as much 
gas. 

I have mentioned the foregoing figures to indicate the extent to which our 
city and our suburban areas are interested in the price of natural gas. 

The city of Minneapolis has a franchise or contract with the Minneapolis Gas 
Co., and according to that contract the gas company is to receive a return on 
its investment of not more than 64% percent; and annual rates are adjusted up- 
ward or downward in accordance with the earnings of the company. Therefore 
it is the customers in the city of Minneapolis which receive the benefits of low 
natural-gas rates, and not the company through excess profits. 


NATURAL GAS PRICES TAVE GREATLY INCREASED 


At one time the Minneapolis Gas Co. manufactured its own gas. Later it used a 
mixture with natural gas. Since 1948 it has been using solely natural gas. The 
cost of production of the natural gas included in the cost of service figures of 
the Northern Natural Gas Co. in its rate hearings before the Federal Power Com- 
mission has increased from 3.35 per thousand cubic feet in 1947 to 13.12 percent 
per thousand cubic feet in 1954, nearly four times as much. During the same 
period all other costs of the Northern Natural Gas Co. have increased 
only 17.2 percent. In 1947, the cost of production was only a little more than 
18 percent of the total expense of the Northern Natural Gas Co., whereas 
in 1954 the cost of production was nearly 43 percent, an increase of more than 
130 percent. The cost of gas to the Minneapolis Gas Co. in 1948 repre- 
sented an amount equal to about one-third of the revenue of the company, whereas 
in 1955 the cost of gas was equal to 52 percent of that revenue. The actual cost 
per thousand cubic feet to the Minneapolis Gas Co. of natural gas has increased 
from a little less than 19 cents in 1948 to nearly 38 cents in 1955. That is, the cost 
of gas has practically doubled. 

Since September 1950, the Northern Natural Gas Co. has filed five rate in- 
creases with the Federal Power Commission. Four of these rate increases have 
been heard and determined by the Commission. In each case the Commission 
substantially reduced the rates from the tariffs filed, but also in each case sub- 
stantial increases from the previous rates were granted. 

The necessity of Federal regulation of rates charged by pipelines is indicated 
by this series of rate increases. According to the order of the Federal Power 
Commission, dated November 10, 1954, page 4 (docket G. 1882), the total cost of 
service for the operations of the Northern Natural Gas Co. from September 27, 
1950, through December 31, 1953, was about $155 million. When the Federal 
Power Commission fixed the rates (in one case the rate was fixed by stipula- 
tion approved by the Commission) refunds of moneys paid in by the distribut- 
ing companies to the Northern Natural Gas Co., ordered by the United States 
Circuit Court of Appeals and by the Federal Power Commission, amounted to 
about $10%% million for this same period, or about 7 percent of the total cost of 
service. In other words, the Commission found that the tariffs filed were 7 per- 
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cent in excess of reasonable charges. This excess would have been substantially 
greater except for the fact that following the filing of each increased tariff the 
Commission suspended each tariff for a period of 5 months, as it was authorized 
to do under the Natural Gas Act pending hearing. 

For several years the Minneapolis Gas Co. absorbed most of the increased costs 
of its operations, including the increased price of gas through increasing its vol- 
ume of business, which in turn resulted in decreased unit cost. In January of 
this year, however, it was necessary for the Minneapolis Gas Co. to increase the 
price of gas to its residential customers 15 percent per thousand cubic feet, an 
increase of about 20 percent. This increase has filled much of the gap between 
the price of natural gas and that of fuel oil for residential use, and naturally 
Minneapolis residents are much concerned about the situation. We can foresee 
that without regulation by the Federal Power Commission the price of natural 
gas may soon equal, if not exceed, the price of oil, and we are convinced that 
such prices would be far in excess of the costs plus a reasonable return on the 
investment of the producers. 

In terms of pennies the increase in the price of gas may seem small; but for 
Minneapolis and its suburbs each cent increase in the retail price of gas means 
approximately $510,000 to be paid by the customers; and on the basis of the es- 
timated reserves of 211 billion thousand cubic feet each cent increase in the 
field price of gas means over $2 billion to the oil and gas companies owning those 
reserves. 

As stated by former President Truman in his veto of the Kerr bill on April 15. 

1950. the excessive prices which would result from withdrawing regualtion “‘woul: i 
give large windfall profit to gas producers, at the expense of consumers, with no 
benefit to the Nation in terms of additional exploration and production.” 


INVESTMENT IN EQUIPMENT | 


In the city of Minneapolis and its suburbs it is estimated that more than $35 
million are invested in gas-heating equipment. This figure is based upon an 
average cost of conversion from oil to gas, or coal to gas, of $250. New gas 
furnaces and many conversion installations cost more than that, and the large 
installations for apartment buildings and multiple-dwelling units are oftentimes 
several times that amount. The above figures are without reference to the 
investment of consumers in gas stoves, water heaters, and other gas-burning 
equipment, which investment undoubtedly equals another $35 million. These 
installations were made with the expectation of a reasonably stable gas market 
under Federal regulation. If the Natural Gas Act is to be amended so that 
the field price of natural gas moving in interstate commerce can rise without any 
limit excepting that of competition so that the price of gas equals or exceeds 
that of oil for heating purposes, then their investments are as good as lost, and 
the amortization of their investment through savings from the use of natural 
gas cannot be accomplished. Here, again, natural gas can reach a price even 
above that of fuel oil before the residential customers will dare to reconvert 
to oil-burning equipment. This reconversion from gas to oil, it is estimated, for 
the customers in Minneapolis and suburbs, would cost in the neighborhood of 
$50 million. This is based upon an average reconversion cost of $350, including 
oil tanks, which will be necessary in that generally speaking oil tanks have 
been removed when gas-burning equipment has been installed. I ask you— 
if the residents of Minneapolis and of numerous other communities are put 
in this plight, whether our Congress has kept faith with these millions of 
citizens. 






















NATURAL GAS ACT-——PUBLIC INTEREST 





In section 1 (a) of the Natural Gas Act, Congress declared “that the bus- 
iness of transporting and selling natural gas for ultimate distribution to the 
public is affected with a public interest, and that Federal regulation * * * is 
necessary in the public interest”. The necessity of Federal regulation is empha- 
sized by the fact that under the decisions of the United States Supreme Court, 
the latest in the Phillips Petroleum Co. case (347 U. S. 672), it has been held 
that field prices of natural gas which moves from the wells through pipelines 
in interstate commerce are not subject to State regulation. At the same time 
the Supreme Court in the Phillips case recognized that unreasonable field prices 
“become perpetuated in large part in fixed items of costs which must be covered 
by rates charged subsequent purchasers of gas, including the ultimate con- 
sumer” (p. 680). 
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COMPETITION OR MONOPLY 


The principal argument advanced in support of withdrawal of the jurisdiction 
of the Federal Power Commission over field prices of natural gas moving in 
interstate commerce, is that exploration and development is necessary to provide 
new and additional sources of supply for the pipeline companies and the ultimate 
consumers. The argument goes on that competition amongst the producers will 
keep the price of gas at a reasonable level. Anyone at all familiar with the 
situation will know that this is not true, that there is no real and substantial 
competition in the production end of the natural gas industry because a large 
percentage of the gas being produced and of the gas reserves being developed 
are in the hands of a small group of large companies. 

At the same time, there has been a tremendous increase in the consumption 
and demand for natural gas so that a seller’s market has been created. At 
neither end of the interstate pipelines is there real competition. The construc 
tion of a pipeline into a particular gas field costs millions of dollars, and the 
company cannot afford to spend millions more to shift its pipeline into another 
field where it might be able to buy gas cheaper. The consumers at the other 
end of the pipeline, generally speaking, are limited to that one pipeline company 
as a supplier. 

Obviously, the common ownership of gas and oil production by large com- 
panies dislocates the operation of free competition in the producing fields. The 
companies owning and producing the large oil supplies are interested in main- 
tuining the price of fuel oil by limiting the producton of gas, and thus raising its 
price. This is particularly true since for many of these companes the produc 
rion and sale of gas is but a comparatively minor incident to their larger bus- 
it.ess of production and sale of gasoline and fuel oil. 

It is argued that regulation of the field price of gas would discourage explora 
tion and development, but why is this true? The Federal Power Commission 
legally must fix a reasonable price on gas, and this reasonable price must yield 
a reasonable return on the investment after making proper allowance for all 
exploration and production costs, including the drilling of dry wells. The Com 
mission has been making such allowances to the Northern Natural Gas Co. In 
1954, over a million dollars was allowed in its cost of service, to cover explora- 
tion and development costs, and large sums of money have been allowed to it 
prior thereto for nonproductive well drilling, delay rentals, and abandoned leases 
and the like. Jn fact, since the pipeline companies which are also in the pro- 
ducing business have been allowed for these exploration and production costs in 
their cost of service as a basis for determining a reasonable return on their 
investment, they should not be permitted to again realize on these costs as they 
are reflected in the field price of natural gas. The allowance of these explora- 
tion and development costs as operating expenses when a pipeline company is 
also a producer, is recognized by the United States Supreme Court in the Hope 
Gas Co. case (820 U. 8S. 591, 615). Of course investors and prospectors 
would like to be able to realize large returns on the country’s natural resources 
or windfalls, as former President Truman called them, but there appears no 
good reason why adequate capital cannot be attracted to be devoted to these 
purposes, with the promise of reasonable return a3 guaranteed by the regula 
tion of the Federal Power Commission; and if the producing companies dis- 
agree with the determination of the Federal Power Commission they have their 
appeal to the courts. 

CONCLUSION 


Our Congress has declared that the regulation of transporting and selling 
natural gas is affected with the public interest and is necessary to the publie 
interest. The facts appear to sustain this conclusion of Congress and seem to 
indicate that regulation becomes more and more necessary to protect the rights 
of the consuming public. In the recent Phillips Petroleum Co. case, de- 
cided on June 7, 1954 (347 U.S. 672), in sustaining the jurisduction of the Fed- 
eral Power Commission to regulate the field price of gas moving in interstate 
commerce, the Court stated on pages 800 and 801 that the prices charged for gas 
in the field have a direct and substantial effect on the price paid by the ultimate 
consumers. The Court went on to say: 

“Protection of consumers against exploitation at the hands of natural-gas 
companies was the primary aim of the Natural Gas Act. Federal Power Commis- 
sion v. Hope Natural Gas Co., supra (320 U.S. 610, 64 S. Ct. 291). Attempts to 
weaken this protection by amendatory legislation exempting independent natural- 





AMENDMENTS TO THE NATURAL GAS ACT 


gas producers from Federal regulation have repeatedly failed and we refuse 
to achieve the same result by a strained interpretation of the existing statutory 
language.” 

S. 1853, which you are now considering, is another of these attempts to weaken 
the protection of consumers against exploitation, and we in Minnesota trust that 
this attempt likewise will fail. As we see it, it is a question of whether the 
natural-gas resources of the country shall be exploited principally for the bene- 
fit of the producers, or whether the millions of consumers shall be given the 
benefit of reasonable prices for these resources through regulation of the field 
price of gas by the Federal Power Commission. 


Mr. Sawyer. I am instructed by the City Council of Minneapolis 
to appear in opposition to the bill being considered by this committee 
which proposes to withdraw from the Federal Power Commission, 
regulation of field prices of natural gas. 

I was similarly instructed and did appear before the House Com- 
mittee in opposition to the Harris bill. 

There is a resolution that has been passed by our ae council in 
opposition to the Harris bill and similar bills, and if it is in order, I 
would like to have that resolution made a part of the Seiad 

Senator Monronry. That may be done. 


RESOLUTION 
(Alderman Egan) 


Opposing the passage of the so-called Harris bill (H. R. 4560) and requesting 
the Me:nbers in Congress from the State of Minnesota to use their utmost efforts 
to defeat this bill. 

Resolved by the City Council of the City of Minneapolis: 

Whereas the City Council of the city of Minneapolis has under consideration 
the provisions of the so-called Harris bill (H. R. 4560) : and 

Whereas, under the provisions of the Harris bill, it is proposed to take away 
from the regulation of the Federal Power Commission all production, gathering, 
processing, treating, compressing, and delivering of natural gas to pipeline 
companies; and 

Whereas, by the provisions of said bill, it is proposed to limit the jurisdiction 
of the Federal Power Commission to regulate natural gas to only such sales for 
resale as occur after the completion of all production, gathering, processing, 
treating, compressing, and delivery of such gas to pipeline companies; and 

Whereas it is proposed by such legislation to limit sales of natural gas for 
resale to such sales in interstate commerce as occur after the commencement of 
the transportation of such gas in interstate commerce but which do not include 
any sales which occur in, or within the vicinity of, the field or fields where pro- 
duced at or prior to the commencement of such transportation of natural gas 
in interstate commerce ; and 

Whereas it is further proposed by said Harris bill (H. R. 4560) to require the 

Federal Power Commission to fix a rate based on the fair field price of such 

natural gas; and 
Whereas it is the opinion of the city council that the passage of this bill, or 

any legislation similar in purpose or effect, will nullify the decision of the United 

States Supreme Court in the case of Phillips Petroleum Co. v. State of Wisconsin 

(347 U. S. 672, 74 S. Ct. 794 (1954) ), which may result in substantial benefits to 
consumers of gas; and 

Whereas the consumption of natural gas by domestic consumers in the city 
of Minneapolis is proportionately greater than most other large urban centers 
because of the long and intensely cold winter season, and, therefore, the city of 

Minneapolis is vitally interested in any legislation which might tend to increase 

the price of gas to consumers ; and 
Whereas it is the opinion of the city council that passage of this bill, or any 

similar legislation which has for its object the removal from the jurisdiction of 
the Federal Power Commission all production, gathering, processing, treating, 
and compressing in the producing field or in the vicinity of the producing field 
of natural gas, may well result in increased cost burdens to consumers of gas in 
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the city of Minneapolis for the reason, among others, that the producing States, 
before such gas enters the pipelines, may levy substantial attribution and other 
charges, Which charges may be included in the cost of gas to the consumers there 
of ; and 

Whereas it is the opinion of the city council that requiring the Commission to 
fix a price according to the fair field formula may result in increased rates to 
consumers of natural gas in the city of Minneapolis ; and 

Whereas it is the opinion of the city council that the so-called Harris bill is 
not in the public interest : Now, therefore, be it 

Resolved by the City Council of the City of Minneapolis, That it opposes the 
passage of the so-called Harris bill or any legislation having a similar object 
and be it further 

Resolved, That the City Council of the City of Minneapolis requests the Mem- 
bers in Congress from Minnesota to exert their utmost efforts to defeat this 
bill; and be it further 

Resolved, That the city clerk be directed to submit forthwith a copy of this 
resolution to each Member of the United States Congress from the State of 
Minnesota. 

Mr. Sawyer. I want, primarily to point up my decision by pointing 
out the relation of natural gas to the city of Minneapolis. 

In the first place, Minneapolis has a population of between five and 
six hundred thousand people. St. Paul across the river, really adjoin- 
ing Minneapolis, has a population of 325,000 people. We have a num- 
ber of suburbs, some in excess of 20,000 each, so we have a met ropolitan 
area of over a million people. 

Minneapolis is served by the Minneapolis Gas Co., and that com- 
pany also serves 22 suburban communities near Minneapolis. 

St. Paul is served by the Northern States Power Co., and both the 
Minneapolis Gas Co., and the Northern States Power get their gas 
from the Northern Natural Gas Co., the one supplier. 

Minneapolis Gas Co. has been in business for many years. Up to 
1938, there was a mixture of manufactured gas and natural gas, and 
since 1948, I believe it is, Minneapolis Gas Co. has furnished only nat- 
ural gas. 

The Northern Natural Gas Co. is also the supplier of the Northern 
States Power Co. in St. Paul. ‘ 

The Northern Natural Gas Co. is one of the larger natural gas pipe- 
lines in the country, and according to my calculations, furnishes about 
4.6 percent of the total gas consumption. 

Minneapolis and St. Paul use about 27.7 percent of the total supply 
of the Northern Natural Gas Co., and the rest of Minnesota, an addi 
tional 15 percent, so that Minnesota uses about 43 percent, somewhere 
close to half of the total supply of the Northern Natural Gas Co. 

The Twin Cities alone use 1.27 percent of the total natural gas con 
sumed in the country, according to my calculations, and that 1s on the 
basis of the figures and 5.9 billion thousand cubic feet per year con- 
sumed in 1954. 

Minneapolis Gas Co. has about 187,000 customers, and of these there 
are approximately 142,000 customers who use gas for heating. 

In St. Paul, they have 46,000 customers using gas for heating. 

It was estimated, by an official of the gas company, to me, that about 
80 percent of the homes in Minneapolis use gas heating. Minneapolis 
is a cold city, at least in the wintertime. That is not in the summer- 
time. 

I have figures on the degree-days in Minneapolis, and I made a com- 
parison with Omaha, and Minneapolis is about 32 percent colder than 
Omaha. 
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The Mayor of Baltimore testified before the House committee, and 
whereas they had about 320,000 gas customers, I believe, they used 
only about twice as many customers as Minneapolis used, only about 
a third as much gas. 

These figures merely emphasize the fact that gas is very important 
to the city ‘of Minne apolis. 

There is another problem that I haven’t heard discussed this morn- 
ing, but it is really an acute problem in this gas situation in Min- 
neapolis. 

You know, probably, that the pipeline companies have what is 
called a contract demand figure for gas, which means that we have to 
use an average amount of gas around the year, and by reason of the 
very cold winters, that means the maximum daily consumption in the 
wintertime has to be offset by consumption in the summertime, and 
as a result, Minneapolis has had to develop industrial customers, and 
the industrial customers are so-called interruptible customers, that is, 
they use gas when the load is low, otherwise, and they don’t use the 
gas in the cold winter d: ays. 

As a result, however, the industrial customers get a much lower 
rate. 

The problem is an acute one by reason of the fact that when the 
price of gas to the Minneapolis Gas Co. goes up, since the industrial 
customers, the price to industrial customers has already reached a 
competitive point, the increase has to be put almost exclusively upon 
the residential customers. 

Just by way of illustration, last fall the Minneapolis Gas Co. lost, 
as a customer, the University of Minnesota, which was a very large 
user of gas. The coal companies competed, and gave a slightly lower 
price than gas, and there was one of the big industrial customers gone, 
which meant that a certain amount of gas would have to be paid for 
that wasn’t used, which was practically the effect of it. 

Now, as to prices of gas, the Northern Natural Gas Co. has had in- 
creases in production costs—not the field price of gas, but production 
cost—which, as I understand it, includes the gathering of gas until it 
gets into the pipeline, from 3.35 cents per thousand cubic feet in 1947 
to 13.12 cents per thousand cubic feet in 1954, which is nearly 4 times 
as much over a 7- or 8-year period. 

Senator Monronry. May I ask if that is the average field price that 
supplied the Northern Natural Gas Co. from 1947, and the aver age 
field price in 1954, or was that the low and the high of all contracts? 

Mr. Sawyer. This is the average price, but when you speak of field 
price, it does not reflect the field price. 

They have long-term contracts for part of their gas, and some have 
clauses for increases, of course. They produce a substantial amount 
of the gas themselves, about 18 perce cent, I believe, and of course they 
are curr rently acquiring additional] sources of supply of gas. 

That is the average price according to the Sura used before the 
Federal Power Commission in the rate cases. 

Senator Dantet. Mr. Sawyer, you do not know how much of this, 
then, or what figure the ‘independent producers were receiving in the 
field during this time? 

Mr. Sawyer. I do not have those figures. This is what the Fed- 
eral Power Commission allowed as a part of the cost of service, the 
production part of the cost of service, in the rate cases, 
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Now, parts of it is gathering costs. 

Senator Dante. Do you know how much was allowed the com- 
pany, itself, for expense of producing its own gas? 

Mr. Sawyer. I don’t by way of figures. I do know this, as I have 
in my statement a little later on, that Northern Natural Gas Co. does 
do a considerable amount of producing to the extent that they were 
allowed something over a million dollars in 1954 for production 
costs—exploration and production, and they have been allowed the 
costs for abandoned leases, delayed rentals, and all those things in 
their production cost, as I understand it, and all those are gathered 
together and this is the average figure for this production cost. 

That is what they have to pay for the gas delivered into their pipe- 
line, including their own cost of production. 

Senator Danrex. I just want to make clear that these figures do not 
purport to show exactly what the independent producer in the field 
received for his product. 

Mr. Sawyer. No, that is correct. 

During this same period, note the production costs are about 4 times, 
increased 800 percent, or about 4 times as much in 1954, whereas the 
other costs of service of the Northern Natural Gas Co. during the 
same period have increased only 17.2 percent. 

In 1947, the cost of production was about 18 percent of the total cost 
of service of the Northern Natural, and in 1954, it was 43 percent, a1 
increase of about 130 percent, and the cost to the Minneapolis Gas Co., 
during the same period, has about doubled, from about 19 cents in 
1948 to 38 cents in 1955. 

In 1948, the cost of the gas to the Minneapolis Gas Co. was about 
one-third, and in 1955, the cost of the gas to the Minneapolis Gas Co, 
was 52 percent of the total revenue. 

Now, the oes of the Minneapolis Gas Co. has become particu- 
larly acute in the last few years. Since 1950, the Northern Natural 
Gas Co. has filed five rate increases. Four of those have been finally 
settled and determined by the Federal Power Commission, the fourth 
one on stipulation. The fifth one is pending. 

The rate was suspended for a period of 5 months. The rate went 
into effect just before January 1, 1955. 

That hearing will be held sometime, I just don’t know when. 

Now, in eac h one of those cases, after 5 months suspension, the rates 
went into effect and the higher rate was paid under bond, and in each 
case, the Federal Power Commission allowed some increase, and at 
the same time, reduced the rates from the tariffs that had been filed. 

For the period during these rate increases from September 27, 1950, 
up through 1953, which was the period covered by these first four 
increases, ‘the cost of service was about $155 million. 

Now, as a result of the action of the Federal Power Commission in 
reducing the tariffs filed, in October and November of 1954, there were 
refunds of about $1034 million to the Minne: ipolis Gas Co. 

In other words, there were refunds totaling about 7 se reent of the 
total cost of service. The Commission, in other words, really found 
that the Northern Natural, through its ‘ts riffs, had ree oived 7 7 percent 
in excess of the res asonable cost of service and a reasonable return. 

Now, until this year—I didn’t mention in passing that the city of 
Minneapolis has a franchise with the Minneapolis Gas Co, We do not 
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have a State regulatory body that regulates gas, the price of gas, but 
we have a franchise which provides for a 6.5- -percent rate of return to 
the distributing company, the Minneapolis Gas Co., and the rates are 
revised upwards and downwards, annually, to provide for the 6.5- 


perce nt return. 
Through the increased number of gas heating customers, the increase 


in the amount of business, the gas company, until 1955, has pretty well 
been able to absorb the increase in the cost of gas, and in fact, the other 
Tete 

‘have had a residential rate of about 72 cents from, I think it was 
19 7 ‘cheniiel 1954, 72 cents 

Senator igviteonnr. The average cost of gas to the residential con- 
stimers ¢ 

Mr. Sawyer. The residential consumer—well, the average cost 
doesn’t hit that, quite. The first 300 feet cost $1, and then after that, 
until a great many thousand feet, it was 72 cents, but the average for 
the year varies a little from the figures I have given you, but the basic 
rate, after the 300 cubic feet, has been 72 cents from 1952 through 1954, 
and in fact, it was less than that prior to 1952. 

It was proposed that the rate be increased 7 cents in 1954 by reason 
of these various rate increases, but it was know at that time that there 
were going to be substantial refunds through the fixing of rates by 
the Federal Power Commission. 

In fact, in January 1954, the fourth rate increase was settled by 
stipulation, so in 1954, anticipating these refunds, there was no 
increase. 

Seven cents had been proposed for the residential rate, but as a 
result, in 1955, the residential consumer has really received a jolt. He 
has had his rate increased 15 cents per thousand cubic feet, after the 
first 300 feet. 

Now, during that same year, the price that Minneapolis Gas paid 
Northern Natural increased only about 5.5 cents, but, as I explained to 
you, we have been unable to raise the price to the industrial users, and 
as a result the residential user has had to stand most of the increase. 

Senator Danie. You say only a 5.5 cent increase in cost was in- 
curred by the distributing company, that is by the city ? 

Mr. Sawyer. Yes. 

Senator Daniei. And you increased your cost to the consumer 15 
cents ¢ 

Mr. Sawyer. To the residential consumer, that is right, but that is 
an accumul: ation of the 2 years, and I ex xplained, because last year they 
proposed a 7-cent increase, whereas they expected these refunds which 
were going to offset that. 

Senator Danie.. How much did the producers’ price in the field in- 
crease during that time? 

Mr. Sawyer. I am afraid I haven't got the figures from 1954 to 
1955, but I have given you the figures” from 1947 to 1954. It has 
increased from 3.35 to 13.15 from 1947 to 1954. 

Each year, as Is: ay, they have filed rate increases 

Senator Danten. But those increases do not actually reflect the field 
prices paid producers. 
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Mr. Sawyer. I told you, I had the production cost, 3.55 in 1947, 
which would include the field price to producers, and it was increased 
to 13.15 in 1954. 

Senator Dantret. What we are trying to find out, of course, is what 
the independent producers’ price in the field was during this period 
of time. How much did it increase? In other words, from 1954 to 
1955, you increased your residential consumers’ price 15 cents. 

Mr. Sawyer. That is right. 

Senator Dantet. Now, I would just like for the record to show how 
much independent producers’ prices in the field increased during that 
1-year period. 

‘Mr. Sawyer. Well, I am sorry, I can’t give you that figure. I have 
told you it was a somewhat complex affair. Part of their gas is pro 
cured through long-term contracts, part through their own produc- 
tion, and part through current purchases in the field. 

Senator Dantet. The gas that the pipelines produce themselves is 
under regulation by the Federal Power Commission as to the price, or 
the expense which will be allowed ¢ 

Mr. Sawyer. That is right. 

Senator Danien. It is the price that the independent producer has 
received in the field that I think we should know about because that 
is the subject before us now. I think that we ought to know the in- 
crease in the producer price in the field and if that is the reason you 
have gone up 15 cents to the consumers. Of course it appears to be 
obvious that this increase must have played a pretty small part 

Mr. Sawyer. I would have to disagree. It plays a large part when it 
goes from 3.35—now, that is the production cost, which is the price 
paid in the field, plus the gathering cost, what it costs delivered to 
the pipeline. 

Senator Danien. That of course is not the figure that I am talking 
about. 

Mr. Sawyer. Not exactly, but rather obviously the price paid for 
the gas is a large part of the production cost of the gas, but it would 
have to be segregated. 

Senator Danien. Any witnesses who charge that regulation of the 
producers is necessary to keep them from being unreasonable in their 
price increases, should be able to show us just what the producers’ in- 
crease has amounted to, and I am talking now about independent 
producers. 

Mr. Sawyer. I understand. 

Senator Daniex. I am not talking about the interstate pipeline com- 
pany which does the producing. In other words, I don’t see how you 
can know exactly how much of these future increases might de pe nd 
upon producers’ increases, what he charges for his gas, unless you have 
those figures. 

Mr. Sawyer. Well, this legislation that is proposed, if I understand 
it correctly, at least it was true of the Harris bill, has some further 
repercussion on the Northern Natural Gas Co., in that it would allow, 
as has been discussed in the Panhandle case, it would allow the field 
price rather than the production cost to the pipeline company. 

Senator Dantet. That is true, it has that provision in it. 
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Mr. Sawyer. Whereas in the rate cases before the Federal Power 
Commission, involving Northern Natural, it has always been the cost 
rather than the field price so far as Northern Natural is concerned. 

Senator Dantev. But the Commission in the Panhandle case has 
gone on a different basis. 

Mr. Sawyer. That is right. 

Senator Danre,t. And under regulation now is allowing the fair 
field price. 

Mr. Sawyer. And that is on appeal, as I understand it. 

Senator Dantet. All this bill attempts to do is to direct what the 
Commission is already doing now. 

Mr. Sawyer. I think that is correct, in the Panhandle case. 

Senator Danret. Now, lets get back. I am interested in the phase 
of this bill that applies to the independent producers, and I just want 
to know if you charge them with any unreasonable increases in their 
field prices over this period of time that you have testified about? In 
other words, have they exceeded the increased cost of living? Have 
they gone up as much as other costs have ? 

Mr. Sawyer. Well, obviously that is a difficult question for me to 
answer categorically, since I don’t have these figures which you have 
asked for. I think it is a reasonable conclusion that when’ the pro- 
duction cost of gas paid by Northern Natural is four times as much as 
it was in 1947, that production cost largely reflects the increased field 
costs, and I would say yes, it was unreasonable. 

Senator Dantet. Here are the figures we have before the committee, 
and I don’t vouch for them. They were introduced by an interested 
witness from figures that he took from the Federal Power Commis- 
sion and other sources, and he gave the committee, at least for the 
period of 1949 through 1953. the average field prices for producers 
supplying Minneapolis Pipeline Co. figures of 5 cents in 1949, 6.6 
cents in 1950, 7.3 cents in 1951, 8 cents in 1952. 9.8 cents in 1953, the last 
year for which the Federal Power Commission has figures. 

It seems to me if those figures are correct, they are not out of line 
with the increase in the cost of living, or inflation. 

Mr. Sawyer. That is an increase of 80 percent—it is almost a 
hundred percent. 

Senator Danret. Would you say that is about in line with the in- 
crease in the cost of living, or the inflation ? 

Mr. Sawyer. Not as I understand it, and as I pointed out, the other 
costs of the pipeline company increased only 17 percent. 

Senator Dantev. You understand that this average would probably 
take into consideration the increases allowed by the Federal Power 
Commission to your company which does its own producing? Do you 
know whether or not the increases in the independent producers’ field 
prices for gas have been out of line with what the Federal Power Com- 
mission has allowed the Interstate Co. to expense for its own produc- 
tion of gas under regulation ? 

Mr. Sawyer. I am sorry, I don’t know. 

I have just pointed out that the Federal Power Commission has 
found the rates charged by the Nerthern Natural—and this is with- 
out reference to the field price, but regulation has in effect reduced the 
tariffs that were filed by Northern Natural by 7 percent over this 
period of two and a fraction years. 
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I have also explained the increase to residential customers this year 
of 15 cents, which brings us to an average consumption rate estimated 
for 1955 for residential customers of 92 and a fraction cents. The 
actual rate after the first 300 cubic feet is 87 cents per thousand cubic 
feet. 

Senator Monroney. That is for 1955? 

Mr. Sawyer. That is estimated for 1955; 87 cents went into effect 
in February. It isa dollar for the first 300 cubic feet, 87 cents fer the 
next block. 

Senator Monroney. Have you lowered your industrial rates? 

Mr. Sawyer. No. The procedure is the company files a report with 
the city, which is reviewed by our utility engineer, and they discussed 
it and went over it, and the industrial rates, as I understand it, were 
kept about the same. 

Senator Monronry. They were static while the others have risen. 

Mr. Sawyer. As I pointed out, the interruptible industrial gas is 
right now at a competitive basis, and w e lost one figure customer, which 
pre robably has some effect on the rates for this coming yea 

In terms of pennies, an increase of gas, of course, satukies don’t sound 
very big, but with the consumption of gas in the city of Minneapolis, 
each 1 cent increase—and this is the average increase—amounts to 
a little over a half a billion dollars for the users in the city of Minne- 
apolis. It will mean the cost to the Minneapolis Gas Co. of an addi- 
tional 1 cent; if passed on to the consumer, would mean more than that 
to the residential consumers. 

As to the matter of equipment, we have a lot of money invested m 
equipment. We had practically no so-called space heating in Minne- 
apolis until we had the natural gas. Of course, we had gas stoves and 
gas heaters, and so forth, and there has been a very substanti: il conver- 
sion to gas until now about 80 percent of our residential units are heated 
by gas, and, of course, many of the big business buildings are heated 
under interruptible contracts. 

On the basis of $250 for each conversion from coal or oil to gas, J 
estimate, or we estimate, about $35 million is invested in heating equip- 
ment, and that is aside from the new gas furnaces, and the apartment 
house furnaces, and so forth, which, of course, cost a great deal more, 
and that is aside from the gas stoves and water heater s, which probably 
would be equivalent to another $35 million on the basis of $250 for 

sach stove and a water heater. 

If there were conversion back to coal or oil for the residential, on 
the basis of $350 per conversion, that would be putting in an oil burner, 
or converting to coal and installing an oil tank where it is necessary, 
we estimate $50 million would be the cost of the reconversion, and 
that is the situation we are in. 

I want to say that you have had this argument time and time again, 
and I don’t think there is anything to be g gained by reiterating it. You 
are all aware that the Natural Gas Act, when passed in 1938, bore the 
statement of Congress at that time that the natural gas business, selling 
and transporting of it, is affected with the public interest, and the 
United States Supreme Court has pointed out the obvious fact that 
an increase in the field price of gas will necessarily be reflected in the 
cost to the pipeline company, and to the ultimate consumer. 
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You have been told about the condition of monopoly. It is rather 
obvious that the natural gas company, while it has some discretion, 
of course, and can extend lines into other fields, it is largely bound up 
by its millions of dollars of investment to the particular gas field where 
it gets its principal supplies of gas. 

Also mention has been made of these large numbers of gas produc- 
ers; 85 percent of the gas reserves are held by something over 100 com- 
panies, according to Senator Douglas’ statement in the Congressional 
Recor . on February 25 of this year. Obviously the pipeline companies 
must be dependent upon large supplies of gas where there are large 
reserves. Otherwise it can’t be sure of maintaining service to those 
customers. 

You have heard talk about the captive consumers, and Minneapolis 
is served only by one natural gas company, and that one natural gas 
company, while it gets its supplies from several fields, it is neverthe- 
less limited to the sources of its supplies. 

Rather than read even my conclusion, I think it may be appropriate 
for me to recount what was to me a rather illuminating incident, which 
happened 3 or 4 weeks ago while I was preparing a statement for sub- 
mission to the House committee. I happened to have lunch with a 
lawyer from Oklahoma on another matter, and I mentioned I was 
going down to Washington in connection with natural gas. ‘This 
gentleman from Oklahoma wanted the Harris bill to be passed; he 
didn’t want the regulation of the producers; he had some money in- 
vested in oil and gas exploration in Oklahoma, and he said, “I will bet 
you that if the bill is passed, and there is only competition, the field 
price of gas will Zo down.” 

[ said if he could convince me of that, I obviously would not be 
going down to Washington to oppose the bill. 

That evening I found in the mail at home, a little pamphlet issued 
by a stock brokerage company, and I just happened to open it up at 
this particular page, though I don’t usually pay much attention to 
it, where it made reference to the legislation before the Congress—the 
Harris bill. 

The statement was made— 

This attempt to free the gas producers seems to have an excellent chance to 
succeed. If it does, it should help considerably the shares of gas producers with 
large reserves in the ground, 

The estimated reserves, according to the 1954 figure total reserves in the 
United States, total 211 billion thousand cubic feet. An increase of 1 cent in 
the field price of that gas would amount to about $2 billion. 

This goes on to say, 

Phillips Petroleum is the largest holder of natural gas reserves in the country. 


It mentions the Pure Oil Co. stock selling at 78, with reserves in 
the ground worth from $150 to $190 per share. 

In conclusion, in Minneapolis, we are very much concerned about 
this matter. We converted to gas in Minneapolis on the assumption 
we would have a stable price and a steady supply of gas. The latest 
increase has closed a large part of the gap between the price of gas 
and the price of oil, and we are concerned about the probabilities of 
further increases. 

Senator Monronery. You recognize, Mr. Sawyer, that all of these 
gas contracts with the producers are on a basis of the 25-year contract. 
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It is not an unlimited or unconscionable increase that anybody can 
put on to their prices? ‘They are all stipulated in the contracts that 
were given at the time the long lines were approved for construction 
by the Federal Power Commission. 

Mr. Sawyer. That is true, but if I understand correctly, while I 
know that the Northern Natural has been expanding r apidly, they 
haven’t reached the peak of their capacity, and in fact, during 1954, 
[ believe it was, 71 additional communities were added to the Northern 
Natural pipeline, and, if I understand correctly, they have had to ar- 
range for additional supplies, and the additional supplies have been 
for the higher price. 

Senator Monronry. Which raises the average cost to everybody. 
Perhaps some of these long lines’ eyes are bigger than their stomachs; 
they are trying to take in more territory thal an they could logically 
afford to supply with gas at the reasonable price. 

Mr. Sawyer. That istrue. Weare concerned about that, too. When 
they add new gas at a higher price, then that raises the overall price 

Another thing we are concerned about in Minneapolis, and it hasn’t 
been determined yet by the Federal Power Commission, is the matter 
of zone rates. Because we are on the end of the pipeline, they want to 
charge us a higher rate for the transportation of the gas. We don’t 
need to go into that argument. There is an argument on both Ways on 
that re but that nevertheless concerns us, because if we get a 
zone rate at a higher rate, that means again the spread between the 
gas and other a ‘ls is going to be close 

Senator Monroney. But wouldn't you feel that one of your No. 1 
problems is a supply of gas for your heating ¢ 

Mr. Sawyer. Certainly. 

Senator Monronry. Anything that would tend to diminish the sup- 
ply would tend to drive gas away from the interstate lines and would 
be as big as disaster as a few cents increase in the rate at the wellhead 
to the producer ¢ 

Mr. Sawyer. That is correct, but may I make a further comment 
there. In reading the United States Supreme Court cases on this mat- 
ter of regulation of natural gas, I understand that interstate gas 
prices may be regulated by the State. ‘To what extent it has been 
regulated, Iam not clear. I know it has to some extent. 

Senator Monroney. Intrastate gas is regulated after it enters the 
pipeline. Historically, we group them up with natural gas service, 
and that is the whole issue that makes this thing so difficult for an 
industry to understand, and overnight a thing that was always con- 
sidered to be a commodity, moving in transportation in the pipeline, 
suddenly becomes a public utility. That gas well suddenly becomes a 
public utility. We have always considered the pipelines to take gas 
anywhere public utilities, but only when the gas entered the pipeline 
was it subject to control either by State regulatory bodies or by the 
Federal. 

Mr. Sawyer. That is not my understanding, Senator. I know that 
there was a case—it has been held by the United States Supreme Court 
that a minimum price on gas fixed by the State, on gas going to move 
in interstate commerce, is illegal as an undue burden on interstate 
commerce. I have understood that the State has the power—it may 
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not have exercised it—but it has the power to regulate the price of gas 
in the field. Whether it exercises it, 1 don’t know. 

Senator Monroney. They were regulating on the basis of conserva- 
tion. It was a question of whether gas should be sold at less than its 
economic value and thus depleted, or whether it should be allowed to 
move at a minimum price. That was struck down by the Supreme 
Court, and, of course, is not in issue in this case. 

Mr. Sawyer. Do you question, under the United States Supreme 
Court decisions, at least, that the State has the power to regulate the 
price of gas in the field on the basis that natural gas is affected with 
the public interest? I know it is not my business asking you questions, 
you are asking me questions, but I understand that they do have that 
power, whet her it has been exercised isn’t clear. 

Senator Monronry. Some States have, and some I expect do not, 
because it has always been considered to be a commodity, not a public 
utility, until it reaches the utilities itself. Of course, that is what this 
whole issue is about: When can you accidentally become a public 
utility? These people going into every other phase of this operation, 
went into the public utilities business intentionally. They knew what 
they were doing and intended to do it. Here sit these gas producers, 
now a lot of them connected with long-term contracts, and they sud- 
denly find that from above they have all been made public utilities. 

Mr. Sawyer. May I question that statement. Of course, you have 
got to start out by defining “public utility.” I look at it from a legal- 
istic standpoint, I suppose. From the standpoint of the statements by 
the United States Supreme Court, it isn’t a question of whether, 
strictly speaking, a particular business is a public utility, but whether 
the situation is such that it is affected with the public interest, and the 
United States Supreme Court has made the statement that if there are 
monopolistic characteristics to a particular business, then it may be 
affected with the public interest and, therefore, subject to regulation. 

Senator Monroney. You say a hundred gas producers produce only 
about 85 percent, where actually there is about 4 automobile manu- 
facturers producing all the cars, and we don’t consider that is a mo- 
nopoly, do we? 

Mr. Sawyer. I think they are still highly competitive. 

Senator Monroney. Just because a hundred produce 85 percent of 
the gas does ont mean it is not a competitive industry. To assume it is 
a monopoly i is just to make a declaration without proof. 

Mr. Sawyer. Well, of course, we don’t want to make wild statements 
about the monopolistic character, but there is another angle of this that 
I haven't heard mentioned. I think all of the large gas producing 
companies, and the holders of large gas reserves are also in the oil 
business. In fact, generally speaking, the production of oil and the 
production of gasoline from oil is a major part of the business. 

Senator Monroney. 50 percent of the gas supply comes up 
jointly 

Senator Danrex. A third. 

Mr. Sawyer. The large oil companies are interested in selling fuel 
oil, and I have read interesting quotes, and in fact, we had some inter- 
esting material before the House Committee on this matter of interest 
of the gas producers in raising the price of gas so they would be able 
to sell more fuel oil. We have that further combination. 
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Senator Monroney. I think that would be a little bit fantastic, be- 
cause gas is awful hard to store or do anything with. Oil is not. 
There are many, many more uses for oil, cracking it up in different 

ways at the refinery, than there is gas. 

Mr. Sawyer. Maybe I didn’t speak quite accurately. What I mean 
was obviously these oil companies are interested in maintaining the 
price of fuel oil, and gas is obviously highly competitive with fuel oil ; 
now, in fact, it has run fuel oil out of the hes ating business in 
Minneapolis. 

Senator Monroney. And coal and every other fuel, because it is a 
cheaper fuel. 

Mr. Sawyer. That is right, and our question is whether the ultimate 
consumers are to get this benefit of the cheaper fuel, the natural 
sources of the country, or whether larger profits are to be received by 
the producers? 

Senator Dantev. Have the consumers been getting these benefits 
without regulation prior to the Phillips decision ? 

Mr. Sawyer. Well, of course, Northern Natural has never been com- 
pletely free from regulation, since they have been a substantial pro- 
ducer themselves. 

If I understand the question correctly, I think it is obvious that we 
have in the last few years, shifted from a buyer’s market to a seller’s 
market. Not many years ago, only a few years ago, they were burn- 
ing the gas in the field; it takes hundreds of millions of dollars to con- 
struct a long pipe line. Those investments have been made, and until 
they were made there was no effective, large-scale consumption, of the 
natural gas. 

Now, there is more demand for the natural gas than there is natural 
gas, obviously. 

Senator Danret. The consumers have been getting the benefit of 
cheaper natural gas ? 

Mr. Sawyer. That is right, there is no question about that. 

Senator Danteu. T hey have been getting the benefit all these years, 
and do you think that it is more likely that they will get the benefit of 
natural gas produced at reasonable prices under regul: ition than they 
have back here under this period with an established history where we 
had no regulation ¢ 

What causes you to believe that there is more assurance that you 
will get reasonable producer prices under regulation than without 
regulation? Consistently this week before this committee, we have 
heard that the segments of the consumers price under regulation— 
that is, the distributors’ price, and the Interstate Pipeline Co.’s price— 
have seen an increase in the prices that have been allowed by the regu- 
latory bodies much in excess of the price that the producer has increased 
his price in the field. Now, what accounts for that ? 

Mr. Sawyer. I think the figures you have given show that is scarcely 
the situation in Minneapolis. 

Now, that may be partly because we think we have a good franchise 
with the gas company, and the fact we think the gas company is 
honest in its handling of the figures with us. 

Senator Dante. I don’t have the producer figures for Minneapolis. 
Tf they are in line with the figures I gave a moment ago, then your reg- 
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ulated segments of the total price that the consumer pays has gone up 
more in dollars and cents than the producer’s price in the field. 

Now, that is certainly true with respect to these recent years in 
which you have raised the price to the residential consumer 15 cents. 
We know that the price in the field hasn’t gone up anything like that. 

Mr. Sawyer. Well, when that went up ‘15 cents to the residential 
consumer, the price of gas to the gas company went up that particular 
year only about 5 cents, and the average price of gas only reflected the 
increase from the pipeline company, but it is by reason of these inter- 
ruptible customers that the residential stood the brunt. 

Senator Dantret. Did you hear Mayor Berg’s testimony / 

Mr. Sawyer. I heard it, yes. 

Senator Dantex. He said in his testimony that during the few 
months of regulation of producer prices in the field, they have not de- 
clined. In fact, hundreds of increases have been granted since the 
Phillips decision and there is no reason to believe that the general level 
of field prices will decline as a result of regulation in the future. 

Do you agree with that? Do you agree that field prices, even under 
regulation, are going to increase in the future rather than decline 4 

Mr. Sawyer. I am not well e nough informed to intelligently answer 
that question. I wouldn’t think the prices would decline much, but 
they could decline some. Of course, we are on an inflationary—we are 
in an inflationary period, still, I think. Maybe things have stabilized 
to some extent. 

Senator Danteu. The price may rise under regulation. 

Mr. Sawyer. That may be very well, I wouldn’t know. I am not 
well enough informed to say. 

Senator Danre.. Mayor Berg said in his opinion under the Supreme 
Court decision the Commission is allowed to guarantee a fair and 
reasonable price to the producers in the field. You will remember I 
asked him if he meant that if there was a contract made between the 
producer and the interstate pipeline for a fixed price, and the Commis- 
sion found that that was not a fair, just and reasonabl price, that the 
Commission could raise the price that the producer was to get higher 
than his contract price. Do you agree with th: - ¢ 

Mr. Sawyer. On strictly legal grounds, I don’t know what the 
answer would be to that. From the logical standpoint, if the Federal 
Power Commission is going to have power to reduce the price under 
a contract where they think it is in excess of reasonable, obviously it 
would be logical they could increase the price where it was excessively 
low. Iam not sure of the legal answer, as I say. 

Senator Dantet. If that is correct at least in that type of instance, 
under regulation, the producers’ prices which are ultimately going 
to go onto. the consumer, could be higher than they would be under 
the contract without regulation ? 

Mr. Sawyer. That is true, and if that happened, I don’t think any 
of us would have any business to complain, because it would be unfair 
for us to expect producers, whether tied by contract or otherwise, to 
receive less than a fair return on their investment, and also in speak- 
ing of investment, of course, this is risk capital that is used in drilling 
wells. Now, when we talk about the field price, that reflects all the 
exploration costs, including all the dry wells that are drilled, and 
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the Northern Natural gets paid not for the price it costs them just 
for the wells that are producing, they are paid in their cost of service 
for all of the dry wells that are drilled. 

3ut we couldn’t complain. What we are afraid of is the runaway 
prices which would nullify the do!lars we have invested, and we think 
we are entitled to the natural resources without having to pay the 
equivalent of the price of oil. 

Senator Daniet. You are afraid of what might happen in the 
future ? 

Mr. Sawyer. We are afraid of what might happen in the future, 
and we are judging, as Patrick Henry said, judging the future by 
the past. The way we see it in Minneapolis, this increase in the pro- 
duction cost 4 times over in the course of 8 years presages something 
not very happy or hopeful for us in the future. 

Senator Danie. Again, I want to make clear you do not purport 
to say that those percentages are an increase in price the independent 
producer receives ? 

Mr. Sawyer. Not strictly speaking, no. Although I think there 
is somewhat, would you call it, positive correlation, I think the psy 
chologists would call it. 

Senator Danteu. I ask that the figures submitted by Doctor Boat- 
wright on Minneapolis, and the chart, be made a part of the record 
at this time. 

Senator Monroney. Without objection, it is so ordered. 

(Committee insert.) 


MINNEAPOLIS, MINN 


Served by Minneapolis Gas Co.—Supplied by Northern Natural Gas Co. 


Volume supplic 
cul 


+} t 


d to Minneapolis Gas Co., 
vic feet 


yusaAné 1 24,5 

Weighted average field price received by 
producers for natural gas supplied to 
Minneapolis, cents per thousand cubi 
fost. t.... 

Average cost of natural gas supplied at 
City Gate, cents per thousand cubic feet ! 

Total number of gas customers served by 
Minneapolis Gas Co 

Average cost of gas to all customers, cents 
per thousand cubic feet 

Number of residential gas customers served 
by Minneapolis Gas Co 

Average use per residential gas customer, 
thousand cubic feet per year 

Average cost of gas to residential customer, 
cents pe r thousand cubic feet 

Price to residential customer in Minne- 
ipolis for typical cooking, water heating 
and home heating use, cents per thou- 
sand cubic feet 2 


1 On basis of 14.73 p. s. i. a. pressure base 
223.5 thousand cubic feet per month quantity estimated to be used by residential 
heatin r, cooking, and water heating. 


Source: Annualreports to the Federal Power Commission by Northern Natural Gas Co., Moc 
Utility Manual, and American Gas Association Rate Book 
Note.— Minneapolis Gas Co. serves gas in Minneapolis and 16 surrounding communitie 


ing data presented herein are total for company. 





AMENDMENTS TO THE NATURAL GAS ACT 


MINNEAPOLIS 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 


Average for all gas used by residential customers 


1953 
(Source: Annual Reports to FPC: Moody's Public Utilities) 


Price received by 
distributing company —s 81.7 cents per Mcf 


Cost of distribution to 
Minneapolis customers 


Price received by pipeline 
company 20.2 cents per Mcf 


Cost.of transportation 
from field to distributor 


Price paid to producers in 9.8 cents per Mcf 
the field 
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Senator Danret. Do you think that any industry producing con- 
sumer goods, or raw materials that finally go into consumer goods, 
where as many as 100 companies own from 75 to 85 percent of the 
product, constitutes a monopoly ? 

Mr. Sawyer. It could. It doesn’t necessarily. Of course, we have 
the implication of the antitrust laws and a lot of other things here. 
They might be used to prevent combinations to maintain prices. 

I just am not familiar enough with the production end of this busi- 
ness to give any intelligent answer 

I think if you had an antitrust case where a hundred companies 
agreed together, either formally or informally, to maintain a price of 
gas, and those companies controlled 85 percent of the gas, you would 
have a darned good case for trustbusting. 

Senator Danrex. I would like to have such a case. As the attorney 
general from Texas, I filed more antitrust suits than ever were filed 
in the history of our State before—some against oil companies—but 
I will tell you right now you have no evidence whatever that there is 
any agreement between these 100 companies as to the price that is 
going to be charged for gas, do you ? 

Mr. Sawyer. No. 

Senator Dantev. You are not suggesting there has been any such 
agreement, are you / 

Mr. Sawyer. No. I don’t know. 

Senator Danret. Would it surprise you to know there is less con- 
centration of ownership in the produc tion of natural gas than in any 
of the other extractive industries, other than bituminous coal ? 

Mr. Sawyer. Would I be surprised ¢ 

Well, I haven’t given it much thought. 

Senator Danie... Well, for instance, according to figures that have 
been submitted, there is less concentration of ownership of the raw 
material, natural gas, then in any of the other extractive industries, 
including cooper, iron ore, lead, zinc, anthracite coal, and every other 
extractive industry except bituminous coal, and, furthermore, accord, 
ing to evidence that has been presented to this committee, there is 
larger concentration in several hundred manufacturing industries than 
in the production of natural gas. For instance, you have a few com- 
panies in this Nation producing all the steel, certainly less than a 
hundred. You would agree with that ? 

Mr. Sawyer. I would think so. I don’t know how many companies, 
but comparatively few companies produce the largest part of the steel, 
obviously. 

Senator Danret. And comparatively few companies produce the 
rubber produced in this country, certainly less than a hundred com- 
panies. Do you think they are monopolies just by reason of the fact 
that there is a concentration of ownership of the producing facilities ? 

Mr. Sawyer. Well, not necessarily. I have pointed out—and there 
is no point in repeating—certain differentiating factors in the case of 
natural gas, the fact that you have got our pipeline fixed, the con- 
sumer at one end dependent upon that pipeline and the pipeline com- 
pany at the other end dependent upon the producers within reasonable 
limits in the field to furnish that gas. 
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Senator Danrev. According to the maps of the pipeline systems 
introduced in this record, there can be added extensions of the pipe- 
line into new fields and new producing supplies. 

Mr. Sawyer. That may be, but it costs a lot of money every time 
they do it. 

_ nator Dantren. You don’t think there should be any regulation of 

» price that the rubber and steel companies charge for rubber and 
stee a to make sure the consumers are not paying more than a 6 percent 
return to those ¢ ompanl ies on their investment ¢ 

Mr. Sawyer. I would say that only if it appeared that they became 
monopolistic. 

Senator Danie. You mean only if it appeared they got together 
and agreed on the price to be charged for I he product 6 

Mr. Sawyer. Either formally agreed or that was the informal re- 
sult. We have had bidding in the city of Minneapolis, supposedly free 
competitive bidding, but when you get three bids with the same price, 
you assume there is agreeme 

Senator Dantez. If all the fuel is controlled by less than 50 com- 
panies, or all the rubber, that wouldn’t cause you to believe there was 
monopoly as to either product ? 

Mr. Sawyer. Not in itself. I would want to investigate other fac- 
tors. 

Senator Dante... But the 100 companies owning 85 percent of the 
production of natural gas causes you to charge them with being a 
monopoly ¢ ¢ 

Mr. Sawyer. With the additional factors I have discussed; yes. 

Senator Monronry. That is because you say the supply is centered 
in one area of the country ? 

Mr. Sawyer. Well, because of the limitation on the pipeline of ad- 
justing itself to new or different sources of supply. 

Senator Monroney. That is your principal basis, that the pipeline is 
fixed, and therefore, can’t shop around as easily as a railroad can ? 

Mr. Sawyer. That, plus the natural selfish interest that has been 
demonstrated when the oil companies own their gas supplies. 

Senator Monroney. That is not a selfish interest. If gas and oil 
are produced jointly it is pretty hard to separate, and the fact that an 
oil company is going to find gas and a gas company is going to find oil 
asa third of the supp lies come up together. 

Mr. Sawyer. If the major portion of this business is oil, they are 
more interested in getting a good price for oil than they are for gas, 
obviously. 

Senator Monronry. There is almost an infinitesimal amount, I 
think, of the oil that is processed for heating oil. Most of it goes into 
gasoline and your higher priced products. I don’t know what the 
figures are as to diesel oil, but that is not in competition with g: gas, as 
it goes into railroads, trucks, and things of that kind. 

Mr. Sawyer. A lot of fuel oil was used for heating in Minneapolis 
until a few years ago. 

Senator Monronry. It is cheaper, easier to get, cleaner, and yet it 
is selling below oil. Yet it is said it is priced “too high and we have 
got to regulate these pr oducers. 

Mr. Sawyer. = consumers as well as the producers—let us put it 
that way—should get the benefit of these natural resources. As we 
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progress, if you get a new fuel that can be produced at a lower price, 
the people should get some benefit from that lower production cost. 

Senator Monroney. Are you going to regulate the prices of oil, 
coal, and other natural resources, just because this natural resource 
gets into a pipeline and it becomes a public utility / 

Mr. Sawyer. Let me suggest, suppose we develop atomic energy ? 
The uranium supply is an important factor. Suppose a few companies 
had the production of atomic energy. Should we let that cost of en- 
ergy, if it was way down, nevertheless, come up to the competitive 
cost of oil and gas? 

Senator Monronry. We are not saying that. We say if you are 
going to regulate one, then you have to consider regulating the other, 
and you get into the whole field. We would like to see it all unregu- 
lated at the producer’s end, because we think free competition not 
only between gas producers, but other fuels, will result in the public 
getting what it w: ints. 

Thank you, Mr. Sawyer. 

The committee w vill adjourn until 2:30 in room G-16: 

(Whereupon, the committee adjourned at 12:56 p. m., until 
2:30 p. m.) 

AFTERNOON SESSION 


(The committee reconvened at 2:30 p. m., in room G—16, Senator 
Pastore, presiding.) 

Senator Pasrorr. Mayor Dempster is our first witness this after- 
noon. 

Will you identify yourself for the record, and then proceed in your 
own fashion, Mayor. 


STATEMENT OF GEORGE R. DEMPSTER, MAYOR OF THE CITY OF 
KNOXVILLE, TENN. 


Mr. Dempster. Mr. Chairman and members of the committee, } 
am George R. Dempster, mayor of Knoxville, Tenn. Along with 
many of my fellow mayors from other parts of the country, I have 
joined with Mayors Clark, Wagner, and Lawrence in the mayors’ 
committee to oppose the Harris and Fulbright bills. This concerted 
effort arises out of our obligation to fulfill our No. 1 responsibility 
as elected public officials, namely, to look after the interests of 
the consumers of our cities. Knoxville isn’t quite as big as New York 
and Philadelphia; on the other hand, we can’t be accused of being 
“Yankees trying to os the underprivileged South.” Neverthe- 
less, $5 to one of our gas customers is just the same as $5 to a gas cus- 
tomer in Philadelphia or any other place—maybe more. So, it’s all 
the more important for me to come here before you and tell you how 
the people in my city are affected and how they feel about this legisla- 
tion. 

Let me start by telling you a little bit about Knoxville and gas. 
When the TVA came down to our valle xy some 20 years ago, hard times 
for the old Knoxville Gas Co. began. What with one thing and an- 
other, it seemed the only thing for us to do was to have the city step 
in and buy that plant and continue to render gas service to the people 
of Knoxville. This we did, some 10 years ago, so that now the city of 
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Knoxville owns the gas plant and supplies service directly to the gas 
customers. 

We struggled along with what was then a manufactured gas opera- 
tion for quite a while, but finally, when the natural gas pipelines 
started reaching out across the country, one of them finally reached 
way down into our valley. We were then able to buy natural gas—at 
a high price, it is true, compared to what would be paid by those much 
further away from the source of supply than we were, but still we were 
glad to get it. This was along about 1950. Since then we have been 
involved in v: arying degrees in some six natural gas rate cases. Al- 
most all of these started out because Tennessee Gas Transmission Co., 
which sells to our little pipeline company, the East Tennessee Nat- 
ural Gas Co., had to pay higher prices in the field. Werather felt that 
we could look to the Federal Power Commission for protection, when 
we first signed up, because we thought that they were the top regula- 
tory authority. We soon found out wag that there was nothing 
much that they could do about higher gas costs which grew out of 
price increases in the field. They just leibed at them and passed them 
along to us. 

Then came the famous Phillips decision, and we began to feel that 
maybe our troubles were over. We'd been hearing down in Tennessee 
about how tough the Federal Power Commission would be when it did 
get the right to look over the field prices and we were encouraged. 
But, so far, things just haven’t worked out for us. One of the very 
first rate increases the Commission allowed after the Phillips case was 
an increase of almost ten million dollars to Tennessee Gas Trans- 
mission. What could East Tennessee, our supplier, do but pass it 
along? The result was that, beginning this year, our rates increased 
by that famous “few cents a thousand” you have been hearing about. 
To us it meant that we must now pay what amounts to more ‘than $5 
a customer, per year, as a result of just that one rate increase. Since 
we started, less than 5 years ago, the increase per customer has been 
more than $10. And with tough electric competition, that’s a lot of 
money to tack on toa gas bill. 

When we got natur ral gas, we cut our rate as low as we could to bring 
business back to the gas line. We just didn’t have any room for 
absorbing sums anything like these. So we, in turn, have had to fix 
higher prices for our customers each time we got an increase—begin- 
ning with the very first one. 

Now, I know prices have been going up on most everything. Maybe 
we’re unreasonable to think that we shouldn’t be paying more for gas. 
But there’s a little twist to this story that I think might interest you 
gentlemen and will explain why we may sound a little unreasonable. 
When we pay a higher price to East Tennessee Natural Gas Co. and 
it turns around and pays a higher price to Tennessee Gas Transmis- 
sion, and Tennessee Gas turns around and pays a higher price to the 
gas producers, who is the principal beneficiary? Well, it happens in 
our case to be a company called the Chicago Corp., which is the largest 
supplier of gas to Tennessee Gas. 

Understand, I see nothing wrong with the Chicago Corp.’s making 
more money if it needs it—in this case, $3 million more—even though 
they are Yankees. But, here’s the rub: It just so happens that back 
in the early forties, this same Chicago Corp. found itself with a lot 
of gas in the Carthage field in east Texas with no place to sell it or give 
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it away down there. So, it formed a transmission company to pipe 
this gas up to the north and east and it charged that transmission com- 
pany very little for the gas. I think it was s around 4 cents, with none 
of these fancy clauses to being the price up overnight. And the pipe- 
line company brought its pipeline through Tennessee and on up to 
West Virginia and found a ready market for all this gas, bi uaa on 
the prices that were quoted—prices which certainly must have been 
compensatory or the line would never have been built. 

Since then, the Tennessee Gas Transmission Co. has grown and 
prospered and has spread out over the northeast, including the supply 
to East Tennessee. 

The Chicago Corp. no longer owns Tennessee Gas. It sold its stock 
at a profit of a few million dollars and started concentrating on the 
= end. Soon it became unhappy about what it was getting 

rom its former “child”, and the child was apparently sympathetic 

with the problems of its former parent. In any event, that 4 cents 
has become 1214 to 13 cents, and I’m sure everybody in the Chicago 
Corp. feels very much better. This might all be very fine, except that 
it does the gas customers in Knoxville out of $5. 

I told you this story to give you a down-to-earth example of why 
we feel the customer needs the Federal Power Commission to act as 
an umpire in these matters and needs to have you tell it that fancy 
contract clauses which permit such windfall profits at the expense of 
the small gas customer are contrary to the public interest. You have 
heard, and will hear, long arguments about the economic theory of 
regulation. I’m not going to repeat what has been said before. When 
the Chicago Corp. and Tennessee Gas Transmission sit down to decide 
our fate, we in Knoxville are not at the bargaining table. Therefore, 
I just want you to know that we kind of feel it would be a good idea for 
the Federal Power Commission to have something to say about the 
deal that is made, if we’re going to have to pick up the check. 

In my capacity as vice president of the Tennessee Municipal League, 
I would like to introduce into the record comments made in the pub- 
lication Statement of Federal Policy of the Tennessee Municipal 
League, pertaining to natural gas. 

This resolution, for your information, was passed without a dis- 
senting vote by our league down there. 

Tf there is no objection, I would like to introduce that without read- 
ing it. 

Senator Pastore. Without objection, it is so ordered. 


NATURAL GAS RESOLUTION SUPPORTING FEDERAL REGULATION OF NATURAL GAS 
PRICES 


Whereas the economic welfare and the pocketbooks of the people of Tennessee 
are being threatened by the efforts of the petroleum and natural gas interests of 
this country to persuade the Congress of the United States to repeal present laws 
requiring the Federal Power Commission to regulate the price of natural gas sold 
to interstate commerce ; and 

In testimony before congressional committees, the State of Tennesee, the Ten- 
nessee Public Service Commission, and representatives of municipalities have 
strongly opposed the plan contained in the Harris bill, H. R. 4560, to permit the 
producers and gatherers of natural gas in the producing fields to charge un- 
limited prices ; and 

Regulation of the rates charged by such utility monopolies to insure just prices 
to consumers and reasonable profits to the utilities is the universal practice and 
should not be waived to permit excessive profits by gas producers ; and 
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Enactment of the Harris bill or similar legislation by the Congress will in- 
crease the gas bills of 240,000 families and businesses using natural gas in Tennes- 
see by tens of millions of dollars and will so decrease the consumption of gas as to 
bankrupt many of our municipalities and private companies which have invested 
in excess of $100 million to distribute natural gas in this State: Therefore be it 

Resolved, That the Tennessee Municipal League assembled in annual conven- 
tion opposes the Harris bill or similar legislation now being considered in Con- 
gress to amend the Natural Gas Act and eliminate the present authority of the 
Federal Power Commission to pass upon the reasonableness of rates charged by 
producers and gatherers of natural gas in producing fields on sales they make in 
interstate commerce; and be it further 

Resolved, That this convention urge Congressman Percy Priest of the Fifth 
Congressional District of Tennessee to utilize fully the powerful influence of his 
position as chairman of the Interstate Commerce Committee of the House of Rep- 
resentatives, which is now conducting hearings and drafting legislation on the 
subject of natural gas regulation, to protect the consumers of Tennessee from 
excess and unjust natural gas prices by unregulated producers and gatherers. 


STATEMENTS ON FEDERAL REGULATION, NATURAL GAS PRICES 


JAMES L. BOMAR, SPECIAL COUNSEL ON GAS SUPPLY OF NUMEROUS TENNESSEE 
MUNICIPALITIES 


In testimony before congressional committees, the State of Tennessee, the Ten- 
nessee Public Service Commission, and representatives of municipalities have 
strongly opposed the Harris bill, H. R. 4560, and advocated undiminished Fed- 
eral regulatory authority of producers’ prices of natural gas. 

The issue before the Congress and gas consumers of Tennessee and other States 
is: Should the rate of interstate natural gas pipeline companies be regulated, 
and the rate of the distributing company be regulated while the rate of the pro- 
ducing company is unregulated * * *. In other words, should we limit every 
segment of the natural gas industry, as to rate of return, by building a legislative 
wall around the consumer—for his best interest—and then leave the gate wide 
open for the producer to charge any rate he desires to a completely captive mar- 
ket, exacting whatever he thinks the traffic will bear or the consumer can stand? 

Natural gas has been distributed in west Tennessee for many years. However, 
a major portion of our cities in Tennessee have used natural gas for the first 
time since 1950 and are in their infancy in the development of the market. In 
spite of this early development, today there are more than 240,000 families and 
businesses in Tennessee dependent upon natural gas. These families represent a 
population area of over 1,150,000 people, about one-third of the State’s popula- 
tion. A total plant investment of $100 million has been made by Tennessee 
capital to distribute natural gas to our people. And, during 1954, 111,164,950 
thousand eubic feet of gas, approximately, was purchased for the sale in 
Tennessee. 

Tennesseans being served with natural gas are alarmed at the tremendous 
increase in field price of gas which has occurred since 1948, but, principally, 
since 1953. To cite a typical example, the field price of natural gas sold Tennessee 
Gas Transmission Co. has increased from approximately 4.2 cents per thousand 
cubie feet in 1948 to approximately 12.6 cents per thousand cubie feet in 1955. 
That’s a total price increase of 190 percent. 

During the same time, Tennessee Gas Transmission Co. has increased its 
spread between gas purchase price and commodity charge from 4.92 cents per 
thousand cubic feet to 5.08 cents per thousand cubic feet—just 3 percent. So, 
almost 100 percent of the price rise from this particular pipeline has been 
attributed to the increased cost of the field price of gas, all other costs having 
been absorbed by the Tennessee Gas Transmission Co. 

Natural gas is being sold in Tennessee in competition to seven mill electricity 
and cheap coal—today, gas is rapidly running out of the competitive market 
with coal, electricity, and fuel oil. A 1 cent increase in the field price means 
$1,111,000 in increased cost to the consumer in Tennessee on a 100 percent load 
factor, all other costs being constant. 

Nearly all of our municipal gas systems which have been constructed since 
1950 are bonded 100 percent of cost. Today, many of them face serious financial 
trouble if the upward trend in prices continues. 

Our position is simply: The natural gas market in Tennessee cannot stand 
any further increases in field price, and, in order to stay healthy financially 
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and earn a reasonable rate of return, it will be necessary to seek a reduction 
in present prices of delivered gas, and ot resist vigorously all present proposed 
increases. Any other course will sound the death knell to the the $100 million 
plant investment in the State. If the producers cannot see the handwriting on 
che wall, we believe that an impartial referee, such as the Federal Power Com- 
mission can, and will, adjust rates accordingly in the public interest. 

Tennessee is a consumer State. Its people do not oppose any reasonable profits 
that can accrue to the citizens of any other State. But, where the economy 
of the citizens of both States are so tightly interlocked, proper regulation by the 
Federal Power Commission is the only answer. 


ESTES KEFAUVER, UNITED STATES SENATOR FROM TENNESSE! 


I want to speak briefly on the White House report on Energy Supplies and 
Resources Policy, which is now the subject of legislation in Congress. 

This weasel-worded report, drafted by most of the Cabinet who were mem 
bers of this Commission, means, if adopted, that consumer States such as 
Tennessee are going to have more millions added to their gas bills. 

A few years ago, we thought the Kerr bill, exempting so-called independent 
producers of gas from interstate regulation, was bad. This White House report 
however, is much worse than the Kerr bill. It exempts all producers from 
Federal regulation, not just the independents. 

Under this White House policy statement, integrated companies which own 
wells in the field, their own pipelines and also distribution facilities, will be 
regulated in this manner: Their field production will be regulated by the State 
in which the gas is produced, and they will be able to charge their pipeline, them 
selves, in other words, whatever the so-called fair field price as established by 
that State amounts to. Once in transit, regulation is then provided by the Fed 
eral Government, but only as to the actual costs of transmission. At the other end 
of the line, sale and distribution regulation is up to the local community. 

Now this White House policy statement had the effrontery to say that this 
provided regulation all the way. But, what does regulation amount to if you 
cannot regulate the price of the basic product itself? This is simply an invita- 
tion to a comparative handful of oil companies which produce gas to get all 
they can out of some 60 million consumers who depend on it. 


Senator Pastore. We have three other witnesses listed this morning. 
There is a quorum ‘call, preceding a vote, so we will have to adjourn, 
but we will be reconvening right after the vote. 

If you will be patient enough to remain, we will hear the rest of 
the witnesses this afternoon. 

(Whereupon, at 2: 45 p. m., the committee recessed until 3: 10 p.1 

Senator Pasrore. Mr. Samuel Liberman is our a witness. 

Will you identify yourself for the record, Mr. Liberman, and then 
proceed to give your testimony. 


« 


STATEMENT OF SAMUEL H. LIBERMAN, CITY COUNSELOR, CITY OF 
ST. LOUIS 


Mr. Linerman. Mr. Chairman and gentlemen of the committee, my 
name is Samuel H. Liberman. I am city counsel of the city of 
St. Louis, and I appear here on behalf of the Honorable Raymond R. 
Tucker, mayor of the city of St. Louis. 

The city of St. Louis and St. Louis County are served with straight 
natural gas by the Laclede Gas Co., which is supplied by the Missis 
sippi River Fuel Corp., an interstate natural gas pipeline company, 
subject to the jurisdiction of the Federal Power Commission, 

It was about 25 years ago that the city of St. Louis began its struggle 
to obtain natural gas. It was then, in 1929, that the Mississippi River 
Fuel Corp. built its original pipeline into our territory for service 
to industries only. 


63057 aD oa) 
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There followed, over the years, various formal aldermanic investi- 
gations and efforts on the part of other city officials to utilize the pipe- 
line so as to obtain for the people of St. Louis and the surrounding 
metropolital area the benefits of natural gas. It was not until 1949 
that the struggle was successfully concluded and straight natural gas 
was made available for general distribution. 

It may be interesting to note that in March of 1935 the then Gov 
ernor of Texas, Hon. James V. Allred, sent representatives of the State 
of Texas to appear before a special aldermanic committee of the city 
of St. Louis investigating the feasibility of obtaining natural gas for 
the city. 

An examination of the proceedings before that committee discloses 
that the State of Texas, realizing the unjustifiable waste in the Texas 
Panhandle of over one billion cubic feet of gas per day, had created a 
committee to consider the construction of a pipeline to the city of 
St Louis and the city of Detroit; that the State of Texas planned, at 
that time, to set up a State authority which would be empowered to 
accept title to gas properties and to construct a pipeline from the gas 
fields to St. Louis and Detroit for the purpose of transporting the ga 

Representatives of the State of Texas told the aldermanic amas 
that if the city of St. nies and the city of Detroit could provide the 
customers for natural gas, Texas would be able to obtain, from the 
Federal Government, Seeds for the construction of the pipeline. 

At that time, it would appear from the testimony, that the State 
of Texas had options for natural gas at prices ranging from two cents 
to six cents, and representations were made that Texas would be able 
to deliver gas at the St. Louis city gate at not to exceed 25 cents per 
thousand cubic feet. 

It is obvious that this great natural resource was being wasted at a 
time when it could be utilized to the mutual benefits of the producers 
in the gas-producing States and to consumers in far distant cities. 

The demand for natural gas was, of course, primarily based upon 
the belief that it could be supplied to the consumers of the city of 
St. Louis at substantially lower rates than they were paying for manu 
factured gas. 

Natur: al gas has come to the city and county of St. Louis and there 
were, as of September 30, 1954, approximately 350,000 users of which 
some 202,000 use gas for domestic purposes, some 16,000 for commercial! 
purposes, some 2000 for industrial purposes, and some 128,000 for 
house-heating purposes. 

In 1929, Laclede Gas had practically no house-heating customers. 
Now it has almost 130,000 in the city and county, with a waiting list 
of some 25,000 and a potential market of perhaps 100,000. 

These simple statistics demonstrate beyond a doubt the desirability 
of natural gas and its advantages and value to the people of St. Louis 
City and C ounty. 

It is estimated that the total investment in gas-burning appliances 
of existing customers ranges from a minimum of $163 million to a 
maximum of $235 million. 

We have made good our promises to the representatives of the State 
of Texas that we would supply the customers. 

After all our efforts to obtain natural gas, we would not like to see 
any steps taken which would, in any way, deprive us of its benefits 
through unfair increases in the cost to the ultimate consumer. 
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We think that both the proponents and the opponents of pending 
legislation are in agreement that the national interest would be best 
served by a policy ‘which would assure the supply of natural gas at 
reasonable prices in sufficient amount to meet the needs of the con 
sumers of the Nation. 

It is, of course, the responsibility of the Congress to ascertain and 
to determine the ways and means whereby this national interest can be 
effectuated. 

During the comparatively short time that Mayor Tucker has been 
in office, the city has had no litigation as to rates, either with Laclede 
Gas or with its supplier, Mississippi River Fuel Corp. We do not 
possess, perhaps, the intimate knowledge of all the factors relevant 
to a determination of the question here involved that others have 
gained as the result of their close personal familiarity with the prob 
lem. 

Nonetheless, our responsibility to our community required us to 
study the question involved and to reach, as objectively as we could, 
a conclusion as to the effect of the proposed legislation. We have 
attempted to weigh carefully the arguments in support of the legis 
lation which would exempt the producers from Federal regulation, 
as well as the arguments that have been advanced in favor of Federa| 
regulation. 

We have reached the conclusion that Federal regulation of the inde 
pendent producer is necessary to protect the legitimate interests of the 
consumer. Our conclusion is based upon the premise that the absence 
of Fe ders al regulation would make it possible for the producer to fix 
the price of natural gas in the field and that there are no effective eco 
nomic counterrestraints that the consumer could exercise to prevent 
the abuse of the economic power possessed by the producer. 

Millions of dollars have been spent in the conversion from manu- 
factured gas to natural gas. We could not go back to manufactured 

gas, except at prohibitive exper ise. The consumers who have invested 
millions in gas-burning appliances would have to lose their invest 
ments if they went back to coal or to oil. 

Experience has demonstrated that where power, whether it be gov- 
ernmental power, physic: al power or economic power, is concentrated 
in the hands of an individual or a group, there is not merely the 
possibility but the probability of abuse of that power in the absence of 
effective check or restraint. 

Our fear of the concentrated economic power of the producers is 
not predicated upon the belief that the producers of gas are neces 
sarily greedy, grasping or avaricious as a class, and it is not our pur 
pose or intention to indict either individually or collectively the 
producers of gas who risk their time and money in the search for a 
natural resource that adds to the national wealth, economy, conven- 
ience and comfort. Our fear is based upon the axiom that the concen 
tration of economic power in the absence of counter economic 
restraints, constitutes an imminent and everpresent danger. 

We are aware of and do not consciously minimize the complicated 
and difficult problems that are bound to arise out of the regulation 
of the producer. The fact, however, that regulation does pose ‘trouble- 
some and complex problems should not, in our judgment, be decisive 
or controlling. 
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We believe that the Congress or the Federal Power Commission, 
as an administrative agency, after due and thoughtful consideration, 
and perhaps after a process of trial and error, can evolve a formula 
for tue regulation of the producer which, while protecting the legiti- 
mate interest of the consumer, will at the same time protect the 
legitimate interests and further the legitimate hopes of the producer. 

We realize that the principles generally applicable to the regulation 
of the ordinary public utility may not be applicable to the regulation 
of the producer. We realize that the producer is faced with an ele- 
ment of risk which does not exist in the case of the ordinary public 
utility and that regulation must be of such a character as will take 
into account the need of the Nation for an adequate supply of natural 
gas. 

We take pride, and justifiably so, in the resourcefulness—the 
ingenuity—the genius—of American enterprise 

I sometimes think that we do not take enough pride in the resource- 
fulness, the ingenuity, the genius of American statecraft. 

The C ongress of the United States is constar ntly faced with difficult, 
complie ated and perplexing questions that are bound to arise out of 
the necessity of reconciling competing inte rests, divergent views and 
conflicting claims. It has never hesitated to act where action is neces- 
sary, because of the fear that the solutions were troublesome and 
complicated. 

We believe that the Congress can, and should. and will devise and 
develop a form of regulation of the producer that will protect the 
interest of the consumer without imposing any undue and intolerable 
burden upon the producer. 

Senator Dante. I want to thank the witness for a very fair and 
tempered statement. I wish you would be here to help us with this 
problem, because you realize it presents a problem to the producers 
as well asthe consumers, especially in the matter.of supply. 

When you testified that a representative of the State of Texas had 
appeared before officials of the city of St. Louis, did you mean the 
Texas producers, or officials of the State? 

Mr. Linerman. In 1935, our aldermanic committee was discussing 
a supply of gas baie ity of St. Louis. Mr. Robert B. Anderson, Jr., 
then State tax commission 

Senator Danret. Now Under Secretary of Defense. 

Mr. Linerman. And E. B. Mooney and his engineers. 

They were official representatives of the Governor of the State of 
Texas. 

Senator Danre.. Now, then, these operations for natural gas that 
you say it appears the State of Texas had, I suppose there you meant 
the private companies? 

Mr. Linerman. No, the State, itself, under the plan then under con- 
sideration, as I understand it from the hearings before the aldermanic 
committee, and I have excerpts from the report of the committee and 
can supply this committee with the transcript of the testimony, itself, 
the State of Texas contemplated that it was going to create a state 
authority, that the authority, itself, would have title to the gas 
property. 

It already had option, and the authority itself would build the pipe- 
line. 
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Senator Daniev. That did not work out, though. 

Mr. Liserman. That did not work out. 

Senator Danret. However, you were led to believe that probably 
gas could be delivered to the gate at St. Louis for not to exceed 
cents a thousand cubic feet ? 

Mr. Linerman. That statement was made at that time. 

Senator Daniet. As a matter of fact, that was done prior to 19535, 
was it not? 

Mr. LirperMan. Yes. 

Senator Dantev. The price was under 25 cents. I note an increase 
in 1953 from 22 cents to 27 cents by the interstate pipeline company 
at the gate. Do you know how that increase came about? 

The producers’ price, by the way, was increased at that same time 
only two-tenths of a cent in the field, but the city gate price increase 
of 5.2 cents by the interstate pipeline, which of course was unde 
regulation, came into effect between 1952 and 1953. 

Do you know how that increase was justified ? 

Mr. Linerman. I only have the figures here, Senator, the total in 
crease in dollars granted to the pipeline was some four million odd 
dollars, the distributor, Laclede a Co., passed on I think $2,800,000 
of that to the consumers. Now, I am <a in a position to state how 
much of that was attributable to any increase in the field price to the 
pipeline. 

Senator Danie. Mr. Chairman, I would like to introduce at this 
point in the record the figures submitted for the files of the committee 
by Dr. Boatwright on St. Louis, and the chart applying to St. Loui 

Senator Pasrorr. Without objection, it is so ordered, 


Str. Louts, Mo. 


Served by the Laclede Gas Co.: supplic d by Wississippi River Fuel Corp 
1949 1950 


Volume of natural gas supplied to Laclede 
Gas Co thousand cubie feet 
Estimated average field price received by 
producer for natural gas supplied to 
St. Louis_cents per thousand cubic feet 
Average cost of natural gas to Laclede Gas 
Co cents per thousand cubie feet 
Average heat content of natural gas sup- 
plied in B. t. u.’s per cubic foot 1, 009 
Total number of gas customers served by 
Laclede Gas C 304, 017 
Number of residential customers served 
by Laclede Gas Co 292, 120 
Average use per residential customer 
thousand cubic feet per year 
Average cost of gas to residential customer 
cents per thousand cubic feet 
Price to residential customer in St. Louis 
for typical cooking, water heating, and 
home heating use.! 
cents per thousand cubic feet 


1160 therms per month is quantity estimated 
cooking, and heating water. 


Nore Laclede Gas Co. serves city and county « 
May and December 1949 
Sales data in therms converted to thousand cubic feet 
Source: Annual Reports to the Federal Power Commission by 


Gas Co.’s annual report to stockholders for 1950, prospectus dated Dec 
ciation rate book 
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Comparative P z Natural Gas 
Paid to the Producer in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 
For 16 Mcf of Monthly Residential Uses 
Including House Heating 


1953 
(Source: Annual Reports to FPC; Rate Service, A.G.A.) 


Price received by 


distributing company > 91.0 cents per Mcf 


Cost of distribution to 
St. Louis customers 


Price received by interstate 
pipeline company > 27.2 cents per Mcf 


Cost of transportation to 17d 
St. Louis city gate cents 


Price paid to producers in 
the field > 9.5 cents per Mcf 
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Senator Dante. I would like to read for the record the estimated 
average field price received from 1952 to 1953, showing an increase of 
two-tenths of 1 cent. 

The increase allowed the Interstate Pipeline Co, between 1952 and 
1955, was 5.2 percent. 

Senator ScHorrpen. Mr. Liberman, I want to commend you for 
your very fair statement here. From what I have heard here, the 
history of your situation has been generally satisfactory up to the 
present time, hasn’t it ? 

Mr. Liserman. It has. 

Senator Pasrore. Thank you very much, Mr. Liberman. 

Mr. Lawless, will you come forward, please 

Will you identify yourself and your interest, and then make your 
statement ¢ 


STATEMENT OF WILLIAM B. LAWLESS, CORPORATION COUNSE 
CITY OF BUFFALO, N. Y. 


Mr. Lawzess. Mr, Chairman and members of the committee. 

My name is William B. Lawless, Jr., and I am the corporation coun- 
sel of the city of Buifalo, N. Y. The common council of my city has 
designated me to make known the opposition of the city of Butfalo 
to any proposal which will deprive the Federal Power Commission 
of its authority to regulate the price to be paid to producers of natural 
gas sold in interstate commerce. 

In addition as president of the New York State Association of Cor- 
poration Counsel, embracing some of the largest cities in the State 
of New York, namely: Albany , Amsterdam, Binghamton, Butfalo, K1- 
mira, Jamestown, Lockport, Mount Vernon, Ne whurgh, New Rochelle, 
New York, which will make its separate presentation, Niagara Falls, 
Oswego, Poughkeepsie, Rochester, Rome, Schenectady, Syracuse, 
Troy, Utica, Watertown, White Plains, and Yonkers, with a total pop- 
ulation of 10,247,277 consumers, I am also authorized to speak in be- 
half of those cities in opposition to amending the Natural Gas Act. 

The city council, whom I represent before this committee has been 
entrusted with the responsibility for the interests of approximately 
600,000 citizens of the city of Buffalo. 

Within the corporate limits of the city, the Iroquois Gas Corp. dis- 
tributes gas to approximately 156,000 residences or living units, 9,000 
commercial establishments, and 210 industries. 

The gas which this utility distributes is a mixture of 75 percent 
natural gas and 25 percent manufactured gas. The latter gas is coke- 
oven gas—a byproduct of the m: inufacture of coke. The mixed prod- 
uct has a heat content of 900 B. t. u. per cubic feet. Natural gas was 
first supplied to the city of Buffalo in 1886 from gas wells in the State 
of Pennsylvania. 

The Iroquois Gas Corp. was organized in 1911, acquired the existing 
gas utility, and is the sole distributor in our area. 

Iroquois Gas Corp. obtains its natural-gas supply from several 
sources—the most important sources being the pipeline companies. 

In 1954, Iroquois purchased gas from Tennessee Gas Transmission 
Co., U nited Natural Gas Co. and New York State Natural Gas Corp. 
Iroquois also purchased gas commencing in November 1954 from the 
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Shell Oil Co. and five other producers in the Sheridan gas field of 
Texas. This gas is transported to the Buffalo area by Tennessee Gas 
Transmission Co. 

In addition to the coke-oven gas which the company purchases from 
the Donner-Hanna Coke Corp., Iroquois produces a small volume of 
gas from its wells in New York State and buys some gas from local 
producers in the same area, but these latter two sources constitute only 
a small fraction of the total supply. 

I am sure that this committee is thoroughly familiar with the impact 
the proposed bill will have on the economy of our country and partic- 

ularly the city of Buffalo. I say—particularly the city of Buffalo— 
because it was the first user in the country of natural gas for general 
domestic purposes including space heating. Our use dates from 1886, 
and the use of natural gas 1s so prev: alent that any unregulated price 
increase will cost consumers in our city undue hardship. 

For example, a difference of 5 cents in the price of gas to producers 
if automatically be passed on to the consumers would cost the citizens 
of Buffalo over $2 million per annum. 

The New York Public Service Commission has just authorized the 
Iroquois Gas Corp., serving Buffalo, to add 15,000 space-heating cus- 
tomers in addition to the 80,000 in Buffalo who heat solely with gas. 
The supplies for these customers must be procured from the major 
pipeline companies. 

I might foot that by saying since approximately 1947 there have 
been a great number of potential home consumers waiting to change 
over to natural gas, which I think has been typical in many of our 
northern cities, and it was only by this most recent order of the PSC 
that the last 15,000 consumers who wished to convert to gas heating 
are now being permitted to switch over immediately, and they are 
now in the process of doing so, so that will bring us roundly to about 
100,000 spaces or living units in the city which heat by gas, ‘and when 
one realizes the city has about 806,000 living units, you 1 will see that 
over 50 percent of our residentials are using gas for heating purposes. 

Regulation by the Federal Power Commission, supplemented by 
loca] ‘regulation of the Public Service Commission of the State of 
New York, insures the users against unconszionable price increases. 
The whole system of regulation fails if there is no control over the 
original price. 

With pipelines delivering gas to all sections of the country, there 
has been such a clamor for additional supplies that the producers have 
been able to ask prices unrelated to cost and, unquestionably, as com- 
petition continues, the price at the wellhead will be raised higher and 
higher to—we fear—the unjust enrichment of the producers at the 
expense of domestic consumers. 

A pertinent example of the method of the producers is afforded by 
the experience of our own Iroquois Gas Corp. which negotiated for 
additional supplies in the so-called Sheridan field in Texas in Novem- 
ber 1954. Buffalo was undersupplied with natural gas. The pro- 
ducers refused to quote any prices but demanded that Troquois, to- 
gether with other prospective customers, submit blind bids and, Iro- 
quois in order to be a successful bidder deemed it necessary to bid 16.5 
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cents per thousand cubic feet, a price which was then substantially 
above the best market price. 

Senator Pasrore. Can you document that example / 

Mr. Lawurss. Yes, sir; we can, and we will be glad to send on 
statistics. 

Senator Daniet. Do you have the bids of the others, also, and will 
you send us those ? 

Mr. Lawuess. Yes, sir. 

Senator Pasrorr. You are making the example that it is not a 
buyers’ market, it isa sellers’ market ; is that it ? 

Mr. Lawzess. That is true, Mr. Chairman. I might on that very 
point, say this, that we have talked with the former president of the 
[roquois Gas Corp., and he tells me that at the time Iroquois was 
forced to blind bid against these other cities that needed the gas, when 
we bid the 16.5 cents per thousand cubie feet, he was the high bidder 
by only a fraction of 1 cent, so that each of the cities had gone that 
high, and, as I am going to point out later in my statement at a time 
when the average going rate was slightly over 9 cents, or around 10 
cents. 

I will be glad to document that example. 

Our statistics are brought from the Iroquois official records and also 
from the files of the Federal Power Commission. 

Since that time, higher prices have ben paid all on the assun iption 
that the price was not “subjec t to regulation by the Federal Power Com- 
mission. The unreasonableness of this price is apparent when com- 
pared to the average price of 9.7 cents wide h major pipelines are pay- 
ing in the field under contracts entered into only a few years ago, 
roughly about the same time Iroquois had to pay 16.5 cents. We 
2 ave had a good deal about free competition in the sale of natural gas 
by producers to pipeline companies up until the decision of the United 
States Supreme Court in the Phillips Petroleum Co. case on June 7 
of last year. 

Under free competition the average field price of natural gas rose 
from about 5 cents per thousand cubic feet in 1945 to 10 cents per 
thousand cubic feet in 1954. 

The more recent prices in gas-purchase contracts range from 15 to 
20 cents per thousand cubic feet in the Southwest. 

Free competition between producers has not kept gas prices in the 
field at a stable level. They have doubled, tripled, and quadrupled 
within a few years. To me this indicates either lack of competition 
or a shortage of supply in relation to demand. We cannot reasonably 
come to any other conclusion. 

It is only human nature that producers will strive to obtain the 
highest possible price for their natural gas. With some producers 
now having obtained 15 cents and 20 cents prices in the Southwest, it 
would be expected that other producers will not be satisfied unless they 
receive as high or higher prices. 

The appetite of producers for higher prices and greater profits and 
the lack of interest in the welfare of consumers is well expressed in a 
recent statement by Robert E. Wilson, chairman of the board, Stand- 
ard Oil Company of Indiana, which appeared in the April 7, 1955, 
issue of Gas Age. Mr. Wilson stated, and I quote: 
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While I both expect and hope that the price of oil and natural gas will increase 
enough in the next 25 years to make atomic energy more competitive, I believe 
the price of coal will be the principal determinent. If oil and gas do go up, I am 
confident that John L. Lewis and his successors will combine with economics to 
make sure that coal does not lag far behind. 

The gas and oil consumers, I am sure, would express the hope to Mr. 
Wilson that the cost of atomic energy would be lowered enough so as 
to make it competitive with oil, gas, and coal. The only effective re- 
straint on this expressed appetite for higher prices and greater profits 
is, in my opinion, Governmental control. 

We sincerely believe that unless the control which is now lodged 
with the Federal Power Commission under the Natural Gas Act of 1935 
is continued and made effective, that we face in the city of Buffalo large 
increases in our natural-gas rates. Our local retail rates have, since 
May 21 of last year, been directly geared to the cost of natural gas to 
the Iroquois Gas Corp. by order ‘of the New York Public Service 
Commission. 

Whenever the cost of natural gas to Iroquois is increased, the cost of 
gas to the ultimate consumer is increased an equivalent amount by 
order of our Commission. Since May of last year we have already felt 
the effect by having our gas rates increased. 

We have tried to estimate the impact upon our citizens of further 
increases in the price of gas in the field which would occur if producers 
are freed from regulation. Admittedly, any figures of this nature 
cannot be taken as certain. Nevertheless, we think it fair to estimate 
the approximate probable impact on our citizens if regulation of pro- 
ducer prices is obtained through amendment of the } Natural Gas Act. 

Iroquois Gas Corp. estimates that in 1957 it will purchase 59,103,000 
M c. f. of natural gas from the pipeline companies and 18,250,000 
M ¢. f. directly from Southwest producers. 

Assuming that the average field cost of gas to the pipeline companies 
will climb to 20 cents per thousand cubic feet and that Iroquois con- 
tracts with the Southwest producers will escalate to that same level, 
and this does not seem unreasonable as a 20-cent field price is being 
currently paid under some contracts, Iroquois’ added cost of gas would 
approximate $6 million. 

Sales by Iroquois in Buffalo represent 58 percent of the company’s 
total sales in the western New York area, which means that $3,500,000 
of this increase would probably be allocated to Buffalo consumers. 
Since the company’s sales are predominately residential and the com- 
pany’s industrial rates cannot be increased by any material amount 
without the company losing that business, little, if any, of the increase 
could be passed to such industrial customers. The result, of course, 
would be that almost all of the burden would fall upon the residential 
and commercial customers of Buffalo. 

Senator Daniet. Do you have those figures ? 

Mr. Law ess. Yes, I do, and they were taken from the FPC files. 

The cost of gas to the residential consumer in the city of Buffalo in 
1949 was 72.57 cents. There was a rate increase effective August 1, 
1949, which jumped it to 77.28 cents. 
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CONGRESS OF THE UNITED STATES, 
JOINT COMMITTEE ON ATOMIC ENERGY, 
dune 2, 1955 
Mr. FRANK PELLEGRINI, 
General Counsel, Senate Committee on Interstate and Foreign Commerce, 
Room G16, the Capitol. 

DEAR FRANK: Enclosed for your attention are a letter and a memorandum 
received by the Senator from William B. Lawless, Jr., corporation counsel for 
the city of Buffalo, N. Y. 

I am passing this on to you as I know it belongs in your bailiwick and not in 
mine. 

With warmest personal regards, I am, 

Sincerely yours, 
C. J. MAISANO, 
Assistant to, Senator John O. Pastore 


CITY OF BUFFALO, 
DEPARTMENT OF LAw, 
Buffalo 2, N. Y., May 31, 1955 
Re Fulbright bill. 
Hon. JOHN QO. PASTORE, 
United States Senator, 
Senate Office Building, 
Washington, D.C. 

Dear SENATOR PASTORE: When I appeared before the Interstate and Foreign 
Commerce Committee of the Senate, concerning the Harris-Fulbright bill, you 
requested that I document my statement that the Iroquois Gas Corp. of Buffalo 
was required to bid blindly for supplemental gas supplies in the Sheridan fields 
of Texas. 

Enclosed herewith find copy of excerpts of the testimony of O. F. Flumerfelt, 
who testified before the Federal Power Commission on May 21, 1954, Docket 
No. G-1969. The excerpts enclosed fully substantiate my statement to your 
committee. 

I trust that these extracts together with the full testimony of Mr. Flumerfelt, 
demonstrate the difficulties Iroquois experienced in obtaining gas supplies; and 
the price finally paid, namely, 164% cents per thousand cubic feet, itself demon- 
strates the price gouging on the part of the independent producers. 

Please accept my sincere thanks for the excellent way you and your com- 
mitter permitted the city of Buffalo to present its statements in this matter. I 
feel that you presided over the hearings in a most judicious and able manner, 
and I feel that you were entirely sympathetic with the problems of the gas con- 
sumers in the city of Buffalo. 

Sincerely yours, 
WILLIAM B. LAWLESS, Jr., 
Corporation Counsel. 


TESTIMONY OF O. F. FLUMERFELT, Docket No G—1969, May 21, 1954 


T. 16120 

Question. By that do you mean, sir, that you would be required to pay a higher 
price than Tennessee’s existing price for the purchase of gas in the same area in 
the Southwestern United States? 

Answer. I mean that if I did pay a different price than Tennessee it would not 
affect the gas purchase contracts that TGT already had in force to the same 
degree. 

T. 16134 

Answer. “Yes, in buying this gas from Shell, Mr. Horning, it was blind bidding 
I had to give a proposal along with other competitors for this gas who gave their 
proposals. I had no knowledge of what the other proposals would be and when 
all of the proposals were in, Shell called a meeting of the operators and went 
over these proposals to decide which would be the most favorable to accept.” 
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Mr. Flumerfelt testified at T. 16141 that he wanted to buy 75,000 thousand 
cubie feet a day at the time but was not able to buy more than 50,000 thousand 
cubic feet. He was later asked (T. 16157) concerning his negotiations for the 
volume of gas he was seeking. When questioned as to why he was not hopeful 
of being successful in such negotiations he testified : 

‘Because of demands for reserves of this character by other parties who are 
buying gas in that locality and need it. I am referring particularly to the com- 
petition that we have by purchasers buying for Illinois, Indiana, Michigan and 
Wisconsin. They have a somewhat shorter haul than Iroquois does.” 

Question. Which companies are these? 

Answer. Panhandle, trunkline purchases and sells gas to Detroit, Ann Arbor 
and other cities in Michigan and Toledo as well as quite a lot of smaller communi- 
ties; and the Texas-Illinois Pipe Line Co. buys large quantities for Illinois and the 
Wisconsin district. 

Question. In competitive bidding for the Sheridan field reserves, was your bid 
superior pricewise to the other bidders? 

Answer. Yes, after the operators meeting had been held and they decided to 
accept Iroquois’ bid they told me that Iroquois’ bid was considered the most 
favorable but it wasn’t as much as a penny higher than some of the other bids. 

Senator Monroney. What was the first date ? 

Mr. Law ess. The first date, sir, was 1949. 

Senator Monroney. 72.59? 

Mr. Lawtess. Yes, sir. 

Senator Pasrorr. And what is the second date? 

Mr. Lawuess. The second date, after the rate increase effective 
August 1, 1949, really 1950 figures, jumps it to 77.72 cents. 

Then in 1951, you will see a fractional decline, which I am pre- 
pared to explain. 

Senator Danie... That is the consumers’ price ? 

Mr. Law ess. That is the consumers’ price. 

Senator Dantev. Do you have the price that producers were paid 
in the field in 1949 as compared with 1950? 

Mr. Lawuess. I don’t have those at hand, but I will submit them, 
Senator, and it does show that Iroquois was paying roundly 12 cents 
in the field until they were forced into blind bidding at which time 
they jump to about 16.5 cents as indicated earlier in my statement. 

Senator Monroney. That 16.5 would be for additional supplies, it 
wouldn’t represent the average. 

Mr. Lawtess. Yes, sir. 

Senator Monroney. In other words, they might have bought 100,000 
of a million additional cubic feet of gas to supply new customers ? 

Mr. Lawtess. That is correct. 

Senator Monroney. So it doesn’t go up, and the others are on con- 
tract that are rather stable except perhaps for escalation clauses every 
5 years, or something like that ? 

Mr. Law ess. That is true, Senator, and before you entered the room 
I made a statement which might help you in analyzing my point, that 
in Buffalo until just last month there have been literally thousands of 
people who wanted to convert to gas heating apparatus. 

It was only by order of the Public Service Commission that the last 
15,000 were permitted to convert. Those people were deprived of 
natural gas because the pipeline companies refused to sell supplemental 
supplies, of course fearing that that would accelerate the spiral clauses 
and escalation clauses in their contracts. 

Senator Monronry. Also, they have to be sure they don’t over- 
commit. 
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Mr. Lawtess. I think there are both factors. 

Senator Monroney. The supply side is equally as important as the 
price side, because if the Federal Power Commission one of these days 
has to go into gas rationing, and say that city A, B, or C will get only 
6624 percent of the gas it needs, it will cause a very serious breakdown 


in the gas industry. 
Mr. Law tess. It is also true there was a good quantity of gas avail 


able in 1954, wae n Mr. Plummerfelt of Iroquois went to the gas people, 
and was forced to blind bid to 16.5 cents. 

Senator DanreL. You mean pig tary it sealed bids 

Mr. Lawtess. Yes, sir; and at that time, approximately, there were 
8 or 10 cities in a similar seaitiol that wanted to meet the consumer’s 
demand for gas, and so they were more or less at the hands of the field 
producers, and had to come in with their sealed bids, and the additional 
supplies were awarded to Troquois by outbidding the other cities con 
cerned. 

Senator Pastorr. Let’s assume that Iroquois was not the highest bid, 
but the lowest bid. Can you tell us what would have happened to the 
consumer in Buffalo? 

Mr. LAawtess. Those consumers would still be standing in line wait 
ing to be converted over to natural gas. 

Senator Pastore. In other words, they couldn’t get this gas unles 
it went to some other market and built new lines. 

Mr. Lawtess. Yes, sir. 

Senator PAsrore. How prevalent is that in the bu 
you ina position to say ¢ 

Mr. Lawtess. I am not in a position, sir. 

Senator Pastore. Do you know who could Give ust hat ¢ 

Mr. Lawtess. I don’t know any particular individual. Our experts 
have limited their study, of course, to the city of Buffalo. 

Senator Monroney. But wouldn’t this obtain, with Troquois seeking 
its supply of gas, we will say, at 16.5 cents, and I don’t pretend to 
defend the correctness of that price, I am merely talking about the 
economics of If the price was regulated in interstate commerce, 
and, as you say, you have been paying arena 10 cents, if that price 
was reaul: ited at ‘only 10 cents, arid the oAaAs producer still having this 
extra gas, but privileged to sell it in intrastate commerce without Fed 
eral regulation, could sell it to a power company for generation of 
electric power at a higher figure, without any interference whatsoeve1 
from the Federal Power Commission ? 

Mr. Lawtess. Your question assumes there would be enough con 
sumers intrastate for the producer to do that to his own satisfaction. 

Senator Monroney. I have a clipping here from the Oklahoma 
papers where, since the Phillips decision, the Public Service Corp 
of Oklahoma is building a giant electric generating plant, ha 
committed for a trillion cubic feet of gas that was in Oklahoma avail 
able for interstate use. They have now committed that trillion feet for 
the generation of power. 

Now, what happens? The Public Service Corp. can generate 
the power with that was, and the cost of the e nergy in gas or coal goes 
into the rate base, and consequently it is a free and uncontrolled com 
modity at that point 
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What I am trying to get at, and I think it is a very important thing 
for the consumers in the East, is that an unregulated market at one 
source and a regulated market at the other is going to drive away the 
vew supplies, if the regulated price is not pretty ge erally j in line with 
the field price. I think at is just plain economics. 

Mr. Lawiess. Yes, sir; I would agree with you that the price that 
was charged to hmmaia' in November of 1954 should have been in line 
with the field price which was roundly 10 cents, and had we had an 
effective Federal Power Commission carrying out the mandate of the 
United States Supreme Court at that time, lroquois would have paid 
roughly 10 cents and not 16.5 cents. They would not have paid that 
premium markup, and that is the very point I am making, Senator. 

Senator Monroney. If it had not offered the 16.5 cents 

Mr. Lawtess. It wouldn’t have had any gas. 

Senator Monroney. For the new consumers, but it would have had 
gas under the old contract 4 

Mr. Lawtess. Yes, sir. It brings us to a have versus have-not 
situation. 

Senator Monroney. And who gets the extra supply ? 

Mr. Law ess. It seems to me in a nation of united states we cannot 
play the have states against the have-not states. 

Senator Monroney. I am not suggesting that. I am just suggest- 
ing that always in a regulated and unregulated market, the market is 
going to tend to remain unregulated. It is not a matter of trying to 
discriminate, one State against another; it is just the way things hap- 
pen. The average businessman doesn’t want to go under regulation, 
particularly when it is being placed on him for ‘the first time in his- 
tory at the production end. 

This whole business, from the utility side, seems, perhaps, normal 
to those who have regulated utilities, but the produc er has never con- 
sidered himself a utility. He doesn’t want to go into the utility busi- 
ness. He was out drilling for oil and gas, and found himself under 
the Supreme Court decision as a utility. 

Mr. Lawtess. But found himself in the gas business happily, I think 
the Senator will agree. 

Senator Monroney. Not for many years, until the market did ex- 
pand, and it is similar to the oil business where it wasn’t a good busi- 
ness as long as they used it for kerosene lamps; but when Henry Ford 
invented the car, it became an important business. 

Mr. Lawuess. I think that dramatizes the need for effective con- 
trols when you do have such a large number of people affected with 
the public interest. 

Senator Monronry. Under free enterprise, we have in the oil situ- 
ation developed more and more oil reserves, and kept the figure at a 
commercial rate. 

Mr. Lawtess. That is true. I don’t want to labor the distinction we 
draw between oil and gas, but again we argue that we are a captive 
audience. 

Senator Pasrorr. You mean a captive consumer? 

Mr. Lawuxss. Yes sir; we are captive consumers. I might illus- 
trate that specifically in my own case. In 1948, I had a furnace con 
suming about 2 tons of coal a month in a large old house. Coal was 
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(hen selling for around $25 a ton, so I was paying around $50 to heat 
ny house, 

[ converted over to an entirely gas furnace, and I paid $1,200 for 
that unit, and had the coal furnace taken out. 

For a short period of time before these rate increases, that I am 
voing to go into came into play, 1 then cut my heating contract down 
to $42 or 44a month. 

Now, [ say I am a captive consumer. I have a $1,200 investment in 
my 180,000 B. t. u. furnace at home. 

Senator Pastore. Well, don’t you have another problem involved 
here ¢ 

Mr. Lawuess. I can’t change to coal or oil, that is the point. 

Senator Pasrore. First you begin with the premise that these con 
sumers are captive, they can’t reconvert very well back to where they 
were without some large expense. 

Che day may come when we run out of natural gas that they will, 
and that is of course a matter of necessity, but the fact still remains 
that while it is true that in your particular case the bidding for this 
gas was for new consumers or prospective consumers, that because 
those who are already consuming natural gas were the beneficiaries 
of certain existing contracts, the fact is that those contracts will run 
out one day # 

Mr. Lawuess. Yes, sir. 

Senator Pastore. And if it is going to become the practice at the 
field, the producers are going to say the lines are here, and these people 
are stuck with their appliances, now, you bid for the gas. 

Mr. Law ess. That is precisely my point. 

Senator Pasrore. Don’t we get ourselves into a field where we are 
going to squeeze the last dollar out of the consumer and are not in a 
free enterprise market ¢ 

[ think it is important, if this Iroquois case is an exceptional case. 
then I am not impressed; but if this is going to be the practice, that 
when these contracts run out the produce rs are going to say, “Here 
are your lines; if you don’t want to spend a couple of million dollar 
more to go elsewhere and get gas, and if you really want this ga 
is 10 cents no longer, but beginning tomorrow it is 20 cents,” the 
aren’t we actually victimizing the consumers of this country on a prod 
uct that has been said by the Congress of the United States is in the 
public interest ¢ 

Mr. Lawtess. Precisely. 

Senator Dantren. Do not the chairman and the witness recognize the 
fact that in the Fulbright bill a price increase asked for by a pipeline 
— ny based on a new or renegotiated contract in the future would 

be allowed to be expensed only at the fair market value of the gas in 
the field ? 

Mr. Lawiess. Who is going to determine that, Senator ? 

Senator Dante... The Federal Power Commission, according to the 
Fulbright bill. The interstate pipeline COMLPAany would be he! to 
the fair market price in the field. That is all they would be allo wed 
to expense for ratemaking purposes. 

Senator Monronry. And wouldn’t that cover the Lroquois cas 

Mr. Lawtess. I don’t see that you are giving the FPC jurisdiction 
over the field producer, sir; that is our very issue here. 


/ 
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Senator Danret. That is true. This provision in the Fulbright bill 
would be only an indirect control over the producer. 

Mr. Law ess. That is exactly my point, Senator. If the Fulbright 
bill is aiming at the same goal we are by indirectly making this provi- 
sion, we argue, a fortiori, why not a direct control over the field pro- 
ducer by the FPC, not the indirect control 4 

Senator Pasrore. I have the impression that it may be a gimmick. 
I don’t want to debate this question here, and I merely say that as an 
impression on my part. 

Mr. Lawtess. You mean the gimmick is in the Fulbright bill? 

Senator Pasrorr. In that section. We haven’t had the efficacy of 
that section explained with any degree of clarity, and I want to be fair 
about this, I want to look at this from every possible angle. 

The thing that puzzles me is we are saying this supervision on the 
part of the FPC will destroy us, but we will take this other supervision, 
provided they give us what we consider to be the formula that we will 
have within our power to make. 

That is the thing that mystifies me a little bit. I am wondering if 
that clause B isn’t more to make it a congressional fiat, that the for- 
mula should be the formula now being disputed in the courts by some 
consuming companies. 

We had testimony here from the mayor of Denver, who said this 
morning that they are contesting in the courts, now, the formula of 
establishing a price, and here we are saying in this bill, regardless of 
what these contests are, we will say in Congress what that formula is 
going to be. 

In my opinion—I may be wrong—that is a gimmick in section B. 

Senator Danret. Of course section B applies only to price increases 
based on new and renegotiated contracts. I imagine that Senator Ful- 
bright had the feeling that I have that as far as contracts have been 
made in good faith already, the section should not apply. 

Senator Pastore. I am talking about new contracts. 

Senator Dante.. Here is the thing about it. Can we, by an act of 
Congress, devise any means to force the producers to sell their gas to 
these pipelines after these contracts run out ? 

Senator Pasrorr. No. 

Senator Dante. There is no way it can be done, is there? 

Senator Pasrorr. No. 

Mr. Lawvess. I think that is true of any commodity as a proposi- 
tion of law. 

Senator Daniei. Therefore it isn’t absolutely a gimmick, it just 
says that if after these contracts run out, on new and renegotiated con- 
tracts the Federal Power Commission cannot allow an interstate pipe- 
line to expense more than what it finds to be a fair market price for 
that gas. 

Now, if the Federal Power Commission sets a figure that the pro- 
ducer says is wrong, and he won't sell it for that, there is no way you 
can make him sell. a 

Mr. Lawiess. On the other hand, I think it is useless to argue that 
the producers are going to take the position of capping their resources 
and say they are not going to sell anything. I think that is an im- 
practical hypothesis, sir. 
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Senator Danien. Well, you know their position is to keep selling. 

Mr. Lawuess. And si want to keep consuming. 

Senator DanieL. And they are under long-term contracts. They 
want to be selling, or they wouldn't be for this bill. 

On the other hand, there are some independent producers, and , 
mean by that nonmajor oil company produce rs Who have capped thei 
wells and are waiting to see what Congress does about this matter, 
because they do not fee] they can afford to make themselves utilities 
by the mere selling in interstate commerce, when if they ‘ell intra 
state they won't be a utility. They hope to find some customer who 
will come to the gas in case Congress does not pass the legislation. 


You realize there are some of these pro lucers who honestly would 
find regulation, the submission of all the forms, appearing before 


the F ederal Power Commission, and employing an attorney burde 


SOTINE. 

Mr. Lawtess. Well, on that “igi. Senator, and I think it is a point 
well taken, I say a bill could be written, if you want to exempt the 
tiny type of scltinoni , a bill could be written to exempt the very tiny 
producer from FPC controls. 

Senator Pastore. Would that be constitutional / How are you 
going to do anything like that ¢ 

Mr. Lawuess. I think it might be worked out. I don’t recommend 
it, but I say 1 wouldn't let the tail wag the dog. I think the princi 
issue is with the large producers, and we shouldn’t let the 1, 2 or 
5,or even 100 or 200 independent producers 

Senator Pasrore. The right to supervise is to protect the publi 
interest, and not to stop bigness. There is nothing wrong or erimi 
about bigness. The mere fact a producer is big as distinguished 
from a producer that is small to me doesn’t impress me one single bit 
It is the practice and the tactics that are employed. 

Now, I : sabnti to my colleagues here who are rather friendly to 

vard this legislation, they have certain very important arguments 
per they carry a tremendous amount of weight. 

Figures have been submitted for the record to show that unde: 
the system that we had before the Phillips case, ‘pee were rather 
low. Now, that to me had a tremendous impact. I was very im 
pressed with those arguments. 

Now you confront me with the argument of the Lroquois case, 
where when it became nec essary to get more gas they were told, “Now, 
you bid for it, and I will take the highest bid”. 

Now, that to me destroys the eflicacy of these arguments that have 
been made that heretofore without supervision on the part of the FP 
prices have been held down. 

Now you are telling me gas that sells other places for 10 cents per 
thousand cubic feet your Iroquois Co. has to bid 16.5 cents in orde: 
to get. 

Mr. Lawtess. That is the fact, Senator. 

Senator Pasrorr. That to me is an alarming situation, if that pre 
vails in the field. 

I would like to know how prevalent it is, if it is the exception of 
the rule? 


63057—55 46 
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Mr. Lawuess. I would say it is not an isolated case, Senator. IT am 
hot equip ped to say how m: uny other cities find themselves in the same 
situation. 

Our research, by virtue of the limits of our ability, has not gone into 
the other cities of the United States, but I do point this instance up to 
you gentlemen, and I do hope that with your facilities and research 
abilities, you will see if it isa general proposition. 

Senator Monroney. Let me ask you, in this section of the Ful- 
bright bill, on the approval of the Federal Power Commission on 
new or renegotiated contracts, if the effect of that would not have 
been to prohibit a contract that was unconscionable and above the going 
field rate? 

Mr. Law ess. Senator, I can only answer that with a question. Is 
there any prohibition in the Fulbright Act prohibiting renegotiation 
of contracts ona compet itive-bid basis ? 

I have heard no such prohibition. 

Senator Monroney. All renegotiated contracts and new contracts 
would be subject to inspection and study by the Federal Power Com- 
mission. Once they determine that the fair field rate is, say, 10 cents, 
instead of 16.5, they could say, and I think would say, to Iroquois 
Pipe Line Co., that they can’t expend more than the fair field rate. 

Senator Dante. That is the way the bill was written. 

Mr. Lawtess. If that be the object of the bill, I feel that they might 
better extend their wings and give full effect and force to that determi- 
nation by having the producers checked and regulated by the Federal 
Power Commission. 

Senator Pastore. Well, I will say this, section (b), would be much 
more palatable to me, if I had to accept such a section, if instead of 
such reasonable market price it said, “Such just and reasonable price.” 

Senator Dante. Would they mean the same to you ? 

Senator Pastore. It might and might not. It might be to the advan- 
tage of the producer. The market price, sometimes, can be confiscatory. 
We found that in agricultural products. 

Sometimes a man will have to go out and sell at market price 
something that is even below cost, but I think, myself, a reasonable 
price, a just and reasonable price, would meet every standard. 

Senator Dantet. The only trouble is that just and reasonable price 
has been used in the courts as applied to utility rates, Isn’t that the 
phrase used usually, saying you will apply 6 percent, or a fair percent, 
m the value of your property ? 

Mr. Lawtess. But don’t forget in doing so, in New York, with 
respect a the distributor, on what is a just and reasonable return to 
the distributor, that power of decision is vested initially not in the 

urts, but with the New York Public Service Commission, and we 
argue to extend that effective kind of control we are getting on the dis- 
tributor, we must have the FPC check it down the line to the initial 
source of the gas. 

Senator Pasrorr. Well, now, let’s take this as an example, just to 
spotlight this, and I may be wrong about this. Take the case a “ 

ine producer, the owner of a long line that is a producer, itself, 
ane ‘rer .1tse lf. 

Now, it might well be, the chances are that long line will produce 
natural gas out of the ground at the wellhead—I am using the figure 
arbitrarily—at 1 cent a thousand cubic feet. Let us assume that. 
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That is all it costs them to produce that gas. Then they pass it on 
to their line—it is still the same company—and then they sell it to 
the distributor in the State. Now, let’s assume, for a moment, that 
the market price of that gas, which they are producing for 1 cent, 
happens to be 4 cents, 

Now, here you are saying to a eo that is under supervision, 
product that is costing you only 1 cent to produce, we are compe Ted 
to give you 4 cents for it and a it on to the ultimate consumer, 
only because somebody e Js se in the market is getting 4 cents. 

Mr. Lawiess. That is true. 

Senator Pasrorr. Now, aren’t you, artificially, propping up a 
price, in that case ? 

Mr. Lawirss. At the original source of the gas, I believe you are, 
and that is why I feel it should be controlled by the FPC, 

Senator Pasrorr. Yet, if you said a just and re: asonable price, you 
would meet every sti indard, in order to protect that ladividion il, pro- 
vided you had the proper formuls a, and there I think you are in the 
matter of administration more than you are in the matter of law. 

Senator Danrev. Would you meet the competition for the product, 
though, that you would have in intrastate commerce? In other words, 
if you had a field in which there were interstate pure hasers, and if 
these figures are correct, it seems the supply of gas is getting shorter 
as the years go on, if you have a market in intrastate commerce for 
the same gas, like at Sheridan, and your intrastate purchaser was 
willing to aes the market price in the field, do you think that there is 
any way in which the interstate pipeline could purchase it for a lower 
price set by the Federal Power Commission ? 

In other words, the Senator’s illustration of 1 cent would be a just 
and reasonable rate set by the Federal Power Commission, but 4 cents 
was the fair field price, at least set by the intrastate purchasers. Do 
you think the interstate pipelines could get a new contract at 1 cent 
when the intrastate purchasers were paying 4? 

Mr. Lawtess. I think this, Senator, in reply to your question, that 
on no commodity can we fix subjective values, where that indus try or 
commodity is affected with the public interest. 

Let me give you an example, sir. Supposing I were to say because 
I have ec hildren, a bottle of Salk vaccine is worth $50 to me, so I ¢ 
innoculate my children against polio. I say that is the fair price of 
Salk vaccine to me. 

Now, that would be the subjective or perso mal : ipproach to the 
evaluation of that Salk vaccine. If, on the other h: oat the Unite 
States Public Health Service is to say, “There are 350,000 children 
who need Salk vaccine; we feel that this is affected with the public 
interest, and we are voIng to regulate the price of that commodity in 
the public interest.” 

Then I feel they should properly do so. 

Mr. Law ess. In other words, sir, to conclude my answer, I don’t 
fee] you can give subjective value to natural gas in Texas when we, 
as the United States, are tying our country tooether by the interflow 
and interchange of commodities. I think you must look at it not from 
the point of view of Texas, alone, but from the point of view of the 
entire United States. 
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Senator Danie. You have evidently not understood the question 
I was posing to you. The intrastate sales, which are 50 percent in 
our State, at least, are not regulated by the Federal Power Commis 
sion as to price, Now, then, if you have more intrastate purchasers, 
and they will pay the fair market price of 4 cents in the field, how is 
your interstate pipeline going to be able to compete for that gas and 
get the supply at 1 cent, the price found to be just and reasonable ? 

Mr. Lawxess. That brings us back to Senator Monroney’s question. 
I feel there arei: t enough consumers in Oklahoma or Texas to consume 
all the natural gas produced in those two States and, as a practical 
matter, there must be this interchange of gas. 

Senator Pasrorr. Now, let’s assume this for a moment. Let’s as 
sume in Canada we find enough gas so we can buy enough natural gas 
to serve all the needs of America, and we can buy that at, let’s say, 
1 cent per cubic foot. That would be the market price. 

Let’s assume that here in America, where these lines are, it costs 
1.5 cents. Now, under supery ision, that individual could be protected 
in order to guarantee him a profit on his operation as against the im 
portation of Canadian gas, but if he were in a free market, he would 
be destroyed like the farmer would be destroyed. 

As long as you have a short supply, I think that the producer is 
in a strategic position, and there is where the Government must come 
in and regulate him in order to protect the public interest. 

Now, if you have an overabundance of gas, we don’t need any kind 

law, because then you can shop around as you please. 

Senator MonrONEY. And two good Yas fiel« Is the S1Ze of Hugoton 
would solve this problem. 

Senator Pasrorr. But until we find that, we have got to protect 
these people in Buffalo. 

Mr, Lawiess. That is quite right, sir, and I quite agree with you. 

Senator Monroney. How are you going to regulate the ( ‘anadian 
producer at the well ? 

Senator Pasrorr. You can’t. The only way you can protect the 
consumer is by the tariff laws, which are in the public interest, and 
that is why we have them. 

Now, the thing that concerns me is this gouging business. If the 
case he cited here is prevalent in the field, I am disturbed. 

Mr. Lawtess. I think you have reason to be disturbed, Senator, and 
I would urgently recommend that you see if this is not a typical 
example 

Senator Pasrorr. I would like to have that document entered in the 
record. 

Mr. Lawtess. I will. sir. I will be glad to file a separate memo- 
randum on this point, if it will be of help to this committee, ves, sir. 

We sincerely believe that unless the control now lodged with the 
Federal Power Commission under the Natural Gas Act is continued 
and made effective. we face. in the citv of Buffalo, large increases in 
our natural gas ie, Our local retail rates have, since May 21 of last 
year, as I mentioned earlier, been directly geared to the cost by order of 
the New York State Public Service Commission. 

Senator Monroney. Is that the average price, field price, that it 
is geared to, or the most recent purchase ? 

Mr. Lawtess. The most recent purchase. 
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Senator Monroney. If you went out and contracted for, say, 10 per- 
cent additional supply, the State Commission would gear that other 
90) 7 

Mr. Lawtuess. No, it would apply only to the supplemental supply. 

Senator Monroney. It would be averaged out, wouldn’t it / 

Mr. Lawtiess. They do have a formula for computing it, and I might 

say it is a very confusing one, which I don’t understand, frankly. 

We have tried to estimate the impact upon our citizens of further 
increases in the price of gas in the field which would occur if producers 
are freed from regulation. Admittedly, any figures of this nature 
can’t be taken as certain. 

Nevertheless, we think it fair to estimate the approximate probable 
impact on our citizens if regulation of producer prices is obtained 
through amendment of the Natural Gas Act. 

Lroquois Gas Corp. estimates, and these figures are taken from 
the company’s own records, that in 1957, it will purchase 59,103,- 
000 thousand cubic feet of natur: al gas from the pipeline companies 
and 18,250,000 thousand cubic feet direc ‘tly from Southwest producers. 

Assuming that the average field cost of gas to the pipeline com- 
panies will climb to 20 cents per thousand cubic feet, and that Iroquois 
contracts with the Southwest producers will escalate to that same level, 
and this does not seem unreasonable as a 20-cent field price is being 
currently paid under some contracts. [roquois’ added cost of gas would 
approximate $6 million, 

Sales by Lroquois in Buffalo represent 58 percent of the comp: iny’s 
total sales in the western New York area, which means that $3, 500,000 
of this increase would probably be allocated to Buffalo consumers. 
Since the company’s sales are predominantly residential and the com- 
pany’s industrial rates cannot be increased by any material amount 
without the company losing that business, little if any of the increase 
could be passed to such industrial customers. 

The result, of course, would be that almost all of the burden would 
fall upon the residential and commercial customers of Buffalo. 

You will recall there are only 210 commercials, so the consumer is 
the one who will dig into his pocket for the additional $3.5 million. 

We do not believe that the amendment to the Natural Gas Act 
which the gas producers urge upon this committee, and the Congress, 
and which are intended to exempt their sales in interstate commerce 
from regulation, are in the public interest. 

Any amendments of this nature would work an irreparable calamity 
to the domestic users of natural gas in Buffalo — elsewhere. ‘The 
gas-consuming public needs the protection of the Natural Gas Act 
at all stages of the interstate tr: ansportation and sale of natural gas. 
The act should not be changed or modified in any way which would 
destroy the effectiveness of that protection. 

Senator ScHorpret. I might say, Mr. Lawless, that this is an excel- 
lent statement here, and you do raise, by way of example here, a 
situation that I hope we can clear up, that is, whether it is the excep- 
tion, or whether we are coming into an era of attitude and conduct 
that might be prevalent, the latter of which I seriously doubt at this 
stage of the game. 

At any rate, from my knowledge of it, I haven’t been out in those 
fields in active participation, as I was a few years ago. There is one 
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thing, however, that you raise in my mind a question that is causing 
some fear on the part, and some alarm on the part, of the independent 
producers, and on the part of the State authorities under conserva- 
tion practices. 

Here you say in the city of Buffalo that you have added, by your 
public service commission authority, about 13,000 or 15,000 customers 
—and there will be more. 

Mr. Lawuess. Yes, sir. 

Senator ScHorrret. Now, you are one city. Gras is clean; gas is 
economical; it is a fine burning fuel, and it is in demand all over 
the country, as evidenced by the bidding for the reserves that go into 
the long-term contracts upon which distributing companies must 
operate. 

Now, the thing that I was wondering is, “How far we could go in 
the regulation of the producers in the fields, tying them into the inter- 
state pipelines, when the next step might be that irrespective of the 
intrastate users, unregulated, they could compel those connections and 
those users to supply. additional supplies of gas beyond the terms of 
their contracts, and all of that, as was testified to here by an individual 
or two?” 

Those are all things that are making this a complicated picture, 
from a legislative angle, and if we go that far, we must rely on the 
judgment and the wisdom of the regulatory body like the Federal 
Power Commission. 

Now, this is not an idle point that the Senator from Texas raises 
on the intrastate side of the thing. My State has the bulk of the 
great Hugoton gas field, these big sweet gas reserves. They will all 
be trying to get in there. There is a limit. ‘There are now between 
3,000 and 4,000 wells. 

There is only one well, in a lot of those places, to 640 acres; only 
one well that can adequately drain 640 acres. 

Now, there are those who feel that they ought to put another big 
elec tric plant down in that area, and use generating capacity for 
electricity. Now, that is going to have an appeal, because they are 
short of the expanded electrical power in that country, not being 
where we can use waterpower, and coal has to be hauled quite some 
distances out there for steam generation. 

Now, if these independent producers, these new searchers for gas, 
have to run the gantlet of a utility type of regulation in their opera- 
tions, they are going to stay as close to home as possible. It is going 
to cut the supply of gas off into the interstate pipelines if they go too 
far on this regulation in the setting of their price, as they think, 
arbitrarily from the Federal Power Commission angle, and on a 
utility rate basis. 

Now, those are questions that we are posed with in our States. 

Mr. Lawtess. That brings us back, I think, to the problem of con- 
sumers versus producers, and I think that this Congress and this com- 
mittee can adequately provide for a fair yield and a fair return to 
the producers, and at the same time guarantee the consumers that they 
will not be gouged, as Senator Pastore said earlier, by this sort of 
blind bidding, and I think the most effective way to do that is through 
complete, continuing, more effective enforcement of regulation by the 
Federal Power Commission, sir. 
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Now, as an American, I share with you the feeling that regulation 
is no cure-all. I don’t believe in Government regulation for Govern- 
ment regulation’s sake, but there are areas of the economy where I 
say this Congress must, by the very nature of the cenenetenny - the 
interest of the great public, the great Republic, if you will, it must 
act and should act only where situations arise typic al of the aie 
situation in Buffalo, or where there is price gouging, or where there 
is an unfair, an exorbitant rate of return to field producers. 

Senator ScHorrrE.. I gather from what you testified a while ago 
you do see a distinction ‘between the large integrated type of com- 
panies, where they are producing gas, or oil and tying them in, as 
against a legitimate group of independent operators who m: iy have 
leases in the field, surrounded by some of these companies, who would 
be subjected to drainage of their properties, unless they met a price 
that was below the regular field price, but which the companies could 
absorb by having long- term contracts at a much lower figure. 

I take it from what: you say that there ought to be some way to reach 
and exempt a certain group of those legitimate operators 

Mr. Law ess. I am not advocating that, Senator. I pointed out 
in answer to an earlier question by the Sen: tor from Oklahoma that 
if there are a certain few individuals who have only one well and a 
small few acres of gas, that by the very terms, on the theory that the 
law does not trifle with “piddling” amounts, those could be exempt, but 
I do not mean to exempt from Federal Power Commission jurisdiction 
“_ sizable operations, just the isolated small fellow. 

[ do not feel equipped to say where to draw that exclusion, not 
knowing the industry as you g gentlemen do. 

Senator Pastore. Where the pipeline is, itself, a producer, and 

catherer, if that person is completely in interstate commerce and ought 
to be supervised from the source to the ultimate sale to the distributing 
company in the State, and also the gatherers who gather for the pur- 
pose of sending in interstate commerce, but exempting the producer, 
as such, what would be your idea on that ? 

Mr. Lawtess. | ooela not advocate exempting the producer, no, sir. 
I feel that the control sags if you exempt the original source. 

Senator Pastore. Then how would you say who is little and who is 
big¢ How do you define that ? 

Mr. Law tess. I think there are examples, which I don’t have at my 
fingertips, where, for example, people with less than $600 per year 
don’t necessarily have to file an income-tax return. 

There you are exempting a certain group of our people on the theory 
that we are not concerned with them. They are given the exemption, 
and you are excluding it. 

Senator Pastore. Are you familiar with the Douglas amendment ? 

Mr. Lawtess. No, sir, I am not, but I have in mind that the small 
individuals might be exempted. In 99 percent of the cases, I would 
heartily recommend Federal control, through the FPC, of the pro- 
ducers. 

Senator Scuorrret. I have no further questions. 

Senator Dantet. Does Buffalo levy a sales tax on the price paid by 
consumers for their gas? 
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Mr. Lawtess. We don’t call it a sales tax, but we did enact a tax 
last year called the consumers utility tax which is essentially the same 
thing. It is 1 percent, and raises $1,200,000 of revenue each year. 

Senator Danrex. One percent of the consumer’s bill 4 

Mr. Law trss. For electric, gas and water, all three. 

Senator Dante... At least you are not as high as New York City. 
From the figures I have, the tax in New York City is 3 percent of the 
consumer’s bill which equals what the producer gets in the field for 
the gas. 

Mr. Lawtess. By State law, we are allowed only to put our consum- 
ers utility tax on up to a 2 percent limit, and at the moment, effective 
only last year, we availed ourselves of 1 percent of that 2 percent avail- 
able to us. 

Senator Dantev. Thank you very much. 

Mr. Lawuess. May I file with the record a certified copy of the 
resolution of the Common Council of the City of Buffalo dated April 
21, 1955, in which they oppose the Harris bill ? 

Senator Pasrore. That resolution may be included in the record. 

(The resolution referred to follows :) 


Ciry CLERK’s OFFICE, Crry HALL, 
Buffalo, April 21, 1955. 
To Whom It May Concern: 
I hereby certify, that at a session of the Common Council of the City of 
Buffalo, held in the city hall, on the 5th day of April 1955, a resolution was 
passed, of which the following is a true copy: 


No. 125 


Re exemption of independent producers of natural gas from regulations by 
Federal Power Commission (Res. No. 156, C. C. P., Mar. 22, 1955). 

Whereas more than 300,000 homes in Buffalo are dependent upon a supply of 
natural gas from the Iroquois Gas Corp. for cooking, and many of them for other 
domestic use, such as water heating, refrigeration and space heating; and 

Whereas the Iroquois Gas Corp. is an integrated system of interstate natural 
gas companies and the Iroquois Gas Corp. the sole distributor of gas in the city 
of Buffalo, and said system is dependent in great measure upon a supply of 
gas purchased from so-called independent natural gas producers who have here- 
tofore been free to sell their gas at prices affected by competition between natural 
gas pipeline companies seeking a supply of natural gas to satisfy their respective 
customer demands; and 

Whereas the Supreme Court of the United States has recently determined in 
the case of Phillips Petroleum Company v. Wisconsin, that independent producers 
are natural gas companies within the purview of the Natural Gas Act and are 
subject to regulation by the Federal Power Commission to prevent unjust, 
unreasonable and discriminatory prices for natural gas produced and sold in 
interstate commerce; and 

Whereas the oil and gas interests in the United States have initiated a nation- 
wide campaign through the press and other media for enactment of legislation 
by the Congress of the United States to exempt producers of natural gas from 
regulation by the Federal Power Commission so that they may exact from 
those who supply gas for ultimate consumption in the homes of Buffalo and 
elsewhere the highest price obtainable by the incidence of competition among 
the pipelines for their sources of supply ; and 

Whereas such competition and competitive prices will rapidly increase the 
cost of gas for domestic uses in Buffalo and elsewhere and will inevitably increase 
such cost as to restrict the normal use of gas necessary for the health and comfort 
of residents of Buffalo: Therefore, be it 

Resolved, That the House of Representatives and the Senate of the United 
States be fully informed of the consequences of such legislation, and that the 
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corporation counsel be and he is hereby directed to use all proper means, and to 
make such representations to the Congress of the United States, to prevent the 
enactment of legislation exempting producers of natural gas from regulations by 
the Federal Power Commission. 
Recommended by the committee on legislation. 
LEELAND N. JONES, Jr., Chairman 
Passed. 
Ayes: Brinkworth, Cooley, Dulski, Gorski, Jones, Masterson, Moskal, Tauri 
ello—S8. 
Noes: Banas, Frey, Lombardo, Lux, Swartz, Williams—6. 
Present, not voting: Ellis—1. 
Approved by the mayor April 13, 1955. 
Returned to city clerk April 13, 1955. 
Attest. 
JAMES J. MoCare, City Clerk 
Senator Pasrore. Mr. Johnston ? 
Will you identify yourself for the record ? 
Mr. Jounstron. Hardie Johnston, rate engineer, Memphis Light, 


Gas, and Water Division, city of Memphis. 


STATEMENT OF HARDIE JOHNSTON, RATE ENGINEER, MEMPHIS 
LIGHT, GAS, AND WATER DIVISION, MEMPHIS, TENN. 


Mr. Jounston. This statement, prepared by Thomas H. Allen, 
president, is presented in his name by Hardie Johnston of the rate de 
partment of the Memphis Light, Gas, and Water Division. 

The Memphis Light, Gas, and Water Division is a branch of the city 
of Memphis which owns and operates the distribution facilities neces 
sary to supply gas, electricity, and water to the people of Memph 
Tenn., and Shelby County in which Memphis is located. We, there 
fore, appear before this committee in behalf of the citizens of Memphis 
and Shelby County, Tenn., to whom we owe our primary responsibility. 

The division serves a total of 134,170 gas consumers for whom we 
purchase 43,592,883 M c. f. annually. Natural gas is supplied for 
domestic, commercial, an a industrial uses and isthe primary fuel in the 
city. Approximately 95 percent of the homes in the city of Memphts 
are heated by gas and an even larger percentage rely on this fuel for 
cooking and water heating. The commercial establishments and the 
industry in Memphis and Shelby County depend almost completely 
upon natural gas for fuel, and some of our industry uses it as a raw 
material in the manufacture of chemical products. Supplying natural 
gas is, therefore, a service of vital importance to this area and any 
thing that affects the availability of natural gas, or the economics of 
the gas business, is of vital interest. 

Texas Gas Transmission Corp., an interstate pipeline, delivers gas to 
the division over 4 pipelines, 2 of which terminate in Memphis and 2 
in Ohio. 

Texas Gas Transmission Corp. obtains its supply of gas from fields 
in Louisiana and Texas. Whatsoever affects the price of gas supplied 
to 'Texas Gas Transmission Corp. for delivery to this division also 
affects the price that this division must charge its 134,170 gas cus- 
tomers in Memphis and Shelby County. 

For this reason, and in interest of approximately a half million 
people, we appear before this committee of the Senate. 
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Some years ago, we appeared before the Committee on Interstate 
and Foreign Commerce of the House in support of legislation similar 
to that now being considered. At that time we were of the opinion, 
and so stated, that regulation of production and gathering of natural 
gas, including the price thereof, should be left to the State regulatory 
authorities in whic h the gas originated. 

The primary function of a pipeline company is that of tr ansporta- 
tion. Its source of supply is usually in or near the gas producing area 
of the country. Having obtained its supply of gas, it transports it to 
the distributing utility and, with few e xceptions, operates in interstate 
commerce. We have always been of the opinion that pipeline com- 
panies should be regulated by the Federal Government. At the time 
pi our support of similar legislation, we made the statement that in 
ease local regul: itions failed to produe e results which were in the in- 
terest of the Nation, that then and only then should there be Federal 
regulation of production and gathering. 

This plea for regulation of the price of gas in the field by the States 
was made in 1947, but the States have apparently not considered price 
regulation necessary. Since that time, the price of gas in the field, and 
to this division, has increased at a rate that to us is alarming. 

Senator Daniev. Do you have the figures showing that increase ? 

Mr. Jounston. I can give you the figures, yes, sir. 

Senator Dante. The figures I have be fore me which were sub- 
mitted as showing the increases for 1949 through 1953, show only a 
little more than 2 cents increase, from 6.39 cents to 9.55 cents, and if 
these are correct, at least for that period of time, 1949 to 1953, I believe 
you would agree that that is really not an unreasonable increase. 

Mr. Jounstron. Those are the field prices you refer to / 

Senator Danie. Yes, sir. 

Mr. Jounston. I don’t know the field prices at that time. 

Senator Danrex. If that is correct, you will agree they have not 
increased in line with the devaluation of the dollar, or with inflation. 

Mr. Jounsron. I would prefer to refer to the increase we had to 
absorb in 1953, which amounted to 70 percent, which I think was a 
pretty healthy increase. 

Senator Danten. That is the one I am referring to, 1953, which 
shows, according to the figures here before me—and if you have any- 
thing to show that these are wrong, I would like to see it—in 1953, 
your average price in the field, paid i in the field for gas being delivered 
to Memphis was 9.55 cents, only a little more than 3 cents over what it 
was in 1949. 

Mr. Jonnston. In the 1953 rate case in which we participated, and 
suffered, it is a matter of record with the Federal Power Commission 
and the figures can be obtained, I can tell you the average field price 
was megreeeny 12.5 cents. The price Texas Gas paid for gas was 
approximately 12.5 cents. 

Senator Dantet. In 1953? 

Mr. Jonnston. Yes, sir. 

Senator Dantev. I will introduce these figures in the record later, 
and will you give us whatever figures you have that are contrary 4 

Senator Pastore. Do those figures have a termination date in 1953 ? 

Senator Danret. These go through 1953, that is my information. 
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Senator Pastore. When was your case decided, in 1953, or in 19544 
Mr. Jounsron. In 1953, sir. 

Senator Pastore. Was it appealed ? 

Mr. Jounsron. No, sir; it was not. It was a compromise case, and, 
of course, the final order came down from the Commission and was 
accepted by all parties. 

Senator Pasrore. You will submit those figures / 

Mr. Jounston. I will be very happy to. 

Senator Pastors. All right, will you proceed ¢ 

Mr. Jounston. As we try to look into the future we can see nothing 
but further increase in field prices, which must be ultimately passed 
on to the consumer. We see no reasonable justification for the past 
rapid advance in prices and the threat of further increases without 
regard for the economy of sections of the country entirely dependent 
upon gas as a fuel. We believe that this division, and its customers, 
should be presented with facts that will definitely justify field prices 
that must be reflected in the consumer rate before the increase in price 
is allowed. 

The Federal Power Commission has heretofore done an excellent 
job in the exercise of the regulatory authority over the natural gas 
pipelines of this country, and these pipelines have done an equally ex- 
cellent job in bringing this source of energy to the people. The price 
of natural gas to supply a pipeline is a major factor in determining 
the cost of operating that pipeline. Heretofore, pipeline companies 
have been in the fortunate position of being able to pass these increases 
in the price of gas on to the distributing company by obtaining au- 
thority for such increases from the Federal Power Commission. As 
we view the situation, the Federal Power Commission had no alterna- 
tive than to grant the increase. ‘The distributing companies then must 
pass the increase along to its customers. 

The percentage of increase in the price of gas to the residential con- 
sumer within the last few years has been small. Percentagewise this 
is true, but in cents per M ce. f., the increase does not look so small, and 
if the increase on a percentage basis is applied to the industrial cus- 
tomer, it will be much larger. 

Unless the Federal Power Commission has authority to regulate 
field prices of gas, as we view it, the regulation of the transmission 
pipeline companies becomes only partial. The regulation must be just 
and wisely administered, and we do not mean to tell this committee 
that we think the formula previousy used for the regulation of pipe- 
lines could be applied, but we do have faith in the ability of the Federal 
Power Commission and feel sure that if given the opportunity, the 
Commission will prescribe other formulas which will fit the require- 
ments of this new responsibility. 

Senator Monroney. Might I ask, in other words, you would object, 
you do not feel a simple return for 6 or 6.5 percent on investment 
would be an inducement for the discovery and addition of gas sup- 
plies ¢ 

Mr. Jounston. I know nothing of the production of gas, Senator, 
but from what I have heard and gathered as common knowledge, I 
would say 6 percent would not be; yes, sir, I agree. | 
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Senator Monroney. In other words, there are other hazards and 
differences other than the normal utility regulation inherent in the 
problem of discovering, producing, and se ‘ling gas? 

Mr. Jounsron. I believe there are. 

We do not pose as experts in the matter of gas production. We are 
not engaged in and therefore do not have experience in drilling, de- 
veloping, and operating gas and oilfields, and it is our aim to avoid 
any pretense that we have knowledge or experience which we do not 
have. But it seems to us to be a fact that the producing States have 
done a remarkable job in the conservation of gas and in regulating 
conditions under which gasfields may be developed and operated. 

Natural gas in large quantities is produced in a limited number of 
States. It is quite natural that the State governments should desire 
that their citizens receive the maximum amount of revenue from the 
gas produced and shipped out of the State. We believe that this had 
a bearing on the lack of legislation or regulation relative to the field 
price of gas. This situation is underst: andable and we cert: ainly recog- 
nize that a product so valuable should bring the price that reflects the 
cost of discovery, exploration, and development, plus a reasonable 
profit to the owner. If we are to have continuous discoveries of new 
sources of supply, the natural gas business must be attractive and the 
yield must be sufficient to warrant the hazards and difficulties of ex 
ploration. We realize that this problem presents aspects which are 
quite different from those presented in the operation of either a pipe 
line company or a distributing company. 

There was a time when natural gas was more of a nuisance than a 
marketable product. The investments made in pipelines, distribution 
facilities, and gas-burning appliances by the public have converted 
this nuisance into a valuable asset. Whatever value natural gas has 
in the field today is in part due to the pioneering and explor: ation of 
the producing and gathering Sep AO eh, in part to the investments 
mi se by distributing utilities and in part by the individual home- 
owners, storekeepers, and factory owners in appliances and equip- 
ment to put this souree of energy to work for the benefit to the public 
in all the many ramifications of our modern living and working con- 
ditions. 

The transmission pipeline companies that transport the gas to the 
utilities that distribute it, and the public that pays the bill need pro- 
tection from exorbitant profits being paid to the producer, who would 
have little profit were it not for the investments made to utilize the 
gas produced in the fields. 

Most of the investment made by distributing companies and their 
customers is made on the assumption that the cost of service will be 
fairly stable. We do not by any means infer that utility rates should 
be maintained at a fixed level, as we recognize that all values affecting 
these rates may either increase or decrease. We recognize that the cost 
of producing, gathering, and transporting gas may increase or decrease 
and that the changes must be reflected at the consumer level. We 
do believe that this price level should be a reasonable one and that 
the regulation of gas field prices will be a major factor in making 
it possible. 

It has been suggested that the regulation of prices of gas in the 
fields might lead to the regulation of coal, oil, and so forth. We do 
not share this view. 
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Senator Daniet. Do you see any difference, as far as principle is 
concerned, of regulation of the raw m: aterial, the natural gas, and the 
regulation of the raw oo coal, or oil 4 

Mr. Jounston. Yes, s 

Senator DANIEL. Foi dee wdiiivencet 

Mr. Jounson. Yes, sir: quite a re erence. 

{ company distributing natural gas usually has no choice as to 
its supplier. It buys from the pipe ia that is built “o the city or it 
doesn't buy natural gas. It buys at rates approved by the Federal 
Power Commission. 

This is certainly true of the city of Memphis. The individual or 
‘company wanting to purchase coal has the choice of several sources 
of supply and at different prices. This situation is equally adaptable 
to oil, Certainly the source of supply is a part of a gas public 
utility. 

Certificates of convenience and necessity issued by the Federal 
Power Commission for the construction and operation of a gas trans- 
iission pipeline are predicated upon a reasonable supply of gas over 
a sufficient period of time and at a price level that will permit pipe 
line coi npa nies to earn a return on their investments and maintain a 
supply of gas to the distributors and their customers who have made 
investments, based on the adequacy of supply with prices fixed 
the time the certificate . issued. We certainly believe that the price 
paid for the supply of gas should have a definite bearing — and 
be carefully considered 5 the Commission whenever the certificate of 


convenience and necessity 1s issued. 
One point of view is that whenever a producing gas field and its 


gathering lines are committed to supply a certain volume of gas over a 
given period of time, that this field and the gas impounded in it for 
the benefit of the utility, becomes a part of, or at least is dedicated to, 
the particular utility operations that are supported by this sup ly. 

The utilities and their customers, therefore, have a direct interest in 
whatsoever affects the price of gas so dedicated. The position minha 
be take on ths at once the wells h: ave be en de ‘ve loped and the cathe ring 
lines built, that they should stand in the same re ‘lationship before the 
regulatory bodies as do the other facilities that provide this fuel to the 
ultimate consumers. 

One of our causes of concern in regard to gas prices is the automatic 
escalator clause, the favored nations clause and the price redetermina 
tion clause, which are a part of so many contracts for natural gas. 
These devices, which may increase the price of natural gas without 
any consideration being given to the effect on the economics of an area 
being supplied with natural gas, seems to us foreign to all concepts as 
to the public nature of the utility business. That a producing well is 
no part of the gas utility is, to our thinking untenable. 

The way in which the various means of increasing the price of gas, 
contained in gas contracts, have actually operated has been disturbing 
to many distributing companies and is certainly a matter of vital im- 
portance to the community served by them. 

We. therefore, come before this committee of the Senate. requesting 
that legislation not be enacted that will change the recent decision by 
the Supreme Court in the Phillips case, which recognizes that the Fed- 
eral Power Commission does have regulation over the field price of gas. 
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We do request that legislation be passed, if necessary, that will re- 
quire the Federal Power ‘Commission to assume and exercise this j juris- 
diction. We further request that if a larger staff or an increased bud- 
get is necessary for the Commission to carry out this vital program, 
that this be provided. We feel sure that the Federal Power Com- 
mission will see that gas producing facilities yield reasonable profits 
at just prices that will insure stable operations of the utility served 
and permit the consumer to enjoy the lowest reasonably rate. 

We recognize the problems this poses for the legislator and the body 
that is given the authority to regulate. We recognize that the regu 
lation of a price for natural gas at the wells may require concepts quite 
different from those that govern the regulation of transmission lines 
and distributing companies; however, we do believe that these prob- 
lems can and will be solved. 

We would point out to the committee that the tax laws, as we under- 
stand them, are extremely liberal toward the producers of gas and 
that they enjoy many benefits that accrue from these tax laws. 

The Federal Power Commission has behind it a long history of 
excellent service to the Nation. ‘The Commission has heretofore pro 
vided protection both to the utility and to the consumer to the end that 
the pipeline and distributing companies have been able to earn a rea- 
sonable return on their investments and the price we by ultimate 
consumers has been an economically feasible one for the service 
rendered. 

The Federal Power Commission has done much to stabilize the pub 
lic utility industry in all its many branches. 

We are confident that if our request is granted and that if this mat- 
ter is left in the hands of the Federai Power Commission that the prob- 
lem, difficult as it may be, can be worked out in a way that protects the 
producer, the pipeline company, the distributor and the consumer. 

Senator Monroney. Thank you, Mr. Johnston. 

Senator ScHorrret. Mr. Johnston, I want to say to you, sir, that 
you are one of the few witnesses that have appeared before us lately 
that has a rather sympathetic understanding that there is a great dis- 
tinction between certain phases of utility operations and those entailed 
by a man or producer who goes out, searches for and develops 
properties. 

I note you say that the situation is understandable, and we recog 
nize a product so valuable should bring the price that reflects the cost 
of discovery, the exploration and the development, plus a reasonable 
profit to the owner. 

Mr. Jounston. Yes, sir; we recognize that. 

Senator Scuorrrer. Now, a thing that alarms a lot of the produc- 
ing areas, and the producers, is for them, under this Supreme Court 
decision, to be put under utility regulation type of jurisdiction, which 
they feel, and many of us feel, would not fit into the very thing that 
you have mentioned here. 

You are one of the few witnesses that has appeared before us lately 
that has taken such recognition of that. 

Mr. Jounston. I don’t know, Senator, whether you could apply 
a strict distribution line of approach, let’s say, 5.5 percent, or 6, to a 
producer for what he has invested. 
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Probably that couldn’t be done. 

On the other hand, we don’t understand this, either, from the con 
sumer angle. Why, after a contract is arrived at at arm’s length 
bargaining, without regulation by the Commission, or anyone else, 
and the price is 10 cents per thousand cubic feet, and then 5 years 
later, without another nickel being invested by the producer in any 
shape or form in his investment, the price should become 20 cents. 

That just doesn’t follow. 

Senator Scuoepret, ‘The price is arbitrary, you say ? 

Mr. Jounsron. It is in accordance with the contract, but why 
should things like that be permitted in contracts ? 

Senator Scuorrrent. Well, all I can say is that when these com 
panies who wanted these gas supplies, wanted to dedicate them, they 
went out to the field, to the prospective operators and developers in 
the field, who said 
We will give you a contract, or we will accept a contract that provides for a 
certain price per thousand cubic feet for so many years, and then an increase 
of so many cents in the next 5 years, and the next 5 years. 

Mr. Jounsron. That is a foreseeable increase. 

Senator Scuorrrent. That is a foreseeable increase there and all 
those contracts have been submitted to the regulatory bodies to be 
passed on by the Federal Power Commission. 

Now, you feel as I do that those contracts should have validity, 
don’t you, if entered into in good faith, bargained as they have been, 
and if it truly reflects, as I think it does, the price in the field t 
gether with the stabilization or lack of stabilization of the dollar as 
has been pointed out here, a number of times, I think those contracts 
fairly reflect the present price trend of everything. 

Mr. Jounsron. I don’t think you can reflect the value of a dollar 
through a gas contract with an escalator clause. 

Senator Scnorrret. Well, probably not, although we have had 
the price of the dollar decreasing and decreasing in its purchasing 
power, and yet those fellows may be required to make certain deve lop. 
ment interests that they may have to pay on the price of steel today, 

* last year, and the price of labor, and all those attendant services 

"y can see where there would be fluctuations in that. 

Mr. Jounsron. The thing I can’t understand is why the price of 
gas should double overnight, without any investment being made by 
anyone, 

Senator Scnorrre,. Well, I don’t know of instances where that 
has been done, 

Senator Danret. We have no evidence to show that has happened 

Senator Scnorerret. I mean that sincerely. 

I am not trying to beg your question, but I really do not ae of 
any such case. I would say I would be seriously alarmed myself, 
if that situation should exist. 

Mr. Jounsron. I can’t tell you where it has been done, but I can 
tell you where I think it is about to be done, and I can furnish docu 
mentation to this committee. 

Senator Monroney. Isn’t it a fact that the general level of increase 
has been around 7.5 or 8 to 10 or 11 cents over some 6 years of exper! 
ence, during which the demand for gas has just gone upward in a sort 
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of ste p climb, and that those contracts reflect, in certain escalator 
clauses written into them at the passage “s 5 years an increase of 2 or 
> cents, or something like that, because of the devaluation of the pur- 
chasn g power of the dollar 4 

Now, to get the maximum recovery, and to fulfill commitments for 
supply, these contractors continually have to drill new wells. The 
cost of the drilling has almost doubled over that period of time, and 
the new wells that go on to the line are necessarily going to reflect the 
ilditional cost for that drilling, would they not ? 

Mr. Jounsron. As I understand the certificate of convenience and 
ecessity from the Federal Power Commission, the pipeline companies 
must at this time prove ap} proximate] iy 2U-vear reserves, 

Senator Monronery. And they have to have the signed contracts to 
prove it. 

Mr. Jounsron. As I understand it, ves. 

Senator Monronry. That is a long time to commit yourself on a 
level price, 

Mr. Jounsron. Sir, I am not familiar with all the contracts, of 
course. I am familiar with a few, but I have never seen a provision 
vhereby the price of gas for any reason could go down. 

Senator Monroney. I could tell you how it could go down easily. 
If vou find a Hugoton Field, or fields in the tidewater area, you will 
find it immediately going down under the law of supply and demand, 
and os on. All you need is more supply, and sooner or later 
vou are liable to hook into one of those tremendous fields. 

Mr. racer ke I mean a provision in a contract whereby there was 
“1 reverse ee I don’t think one has been written, yet. 


Senator Dante... We have had evidence before us that there were 
some tied to the commodity index to go up or down with the commod- 


ity index put out by tl ie Government. 

\sa matter of fact, one of them was quoted to us. 

Mr. Jonmnsron. I was not familiar w ith any of that type. 

Senator Dantex. I don’t know how many there are. 

Mr. Jounston. Our supplier I don’t believe has one. 

Senator Monroney. There are a thousand different types of con- 

‘acts, 

Mr. Jounston. Lagree with that. 

Senator Danie. Mr. Chairman, I offer for the record the Memphis 
rates and prices, and also the chart which was filed with the committee 
by Dr. Boatwright, and I would just like to comment on them to this 
extent. 

According to his figures here, which he says he took from the Fed- 
eral Power Commission, the producer price in the field from 1949 
to 1953 certainly has not risen at anything like an alarming rate, 
nothing like the amount of increase in the cost of living, the price of 
pipe, or other costs that go into producing. 

Senator Monroney. Without objection, the charts on the Memphis 
prices will be included in the record at this point. 

Phe charts referred to are as follows :) 
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City or MEMPHIS, TENN. 


Served by municipal system; supplied by Teras Gas Transmission 


ted average f 
iral gas sup} 
ind cubic fe 


Mr. Jounston. May I ask if that can possibly be the average rate 
over those years ¢ 

Senator Dante. It is the average rate per ye , foreach year. ‘The 
estimated average field price received by seaceiaee for dowel vas 
supp lied to Me mphis, Tenn., by years, 1949 through 1953. 

Mr. Jounstron. And 1953 is 9 cents? 

Senator Danter. 9.55 cents. Now, the big increase you had 
year was in the price allowed by the regulatory bo dy, the Federal 


Power Commission, to the interstate pipeline. In 1953 over 1952, a 
9.06 increase from 14.6 cents to 23.66 cents, to the interstate pipel 
company. 

Th: at 1s where the big inere ase wi se but J don’t want to see that 
cha rged to the produce ‘rin the field, because according to these figew 


got an increase of only one ead that much, 3.6 cents. 
If you have any figures showing that there is any questi 
these, will you submit them ? 

Mr. Jounstron. I will be very happy to; yes, sir. 

Senator Dante,. Mr, Chairman, the day i fore yesterday, I believe, 
Congressman Vanik ae a statement that he understood that of this 
50 percent of the gas that Dr. Boatwright testified about being used 
within the producing States, sold within the producing States, there 
was included gas that was put back into the ground for repressuring 
purposes and later sold in interstate commerce. 

I asked Dr. Boatwright to submit to us the basis for his figures that 
50 percent of the natural gas produced in the Nation is used or sold 
or marketed in the producing States, and he has written me a letter 
dated May 19, 1955, giving the basis for his figures, and showing that 
the utility sales in nonproducing States amounted to 3.4 trillion cubic 
feet, losses and use in transmission, 0.8 trillion, for a total of 4.2 
trillion feet moved to other States. 

The utilization in the State of production, 2 trillion feet; direct 
sales by producers, 0.7 trillion feet ; field use in oil and gas field oper- 
ations, 1.5 trillion cubic feet, but not including repressuring, and that 
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MEMPHIS, TENN. 


Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline Company 
and received by the Distributing Company 


Based on price to residential customer for estimated typical 
cooking, water heating and home heating use 
(13.54 Mcf per month) 


1953 


(Source: Annual Reports to F.P.C. from Pipeline Companies; 
and A.G.A. Rate Book) 


Price received by distributing —» 69.1 cents per Mcf 
company 


Cost of distribution to 
Memphis customers 


Price received by pipeline company —,» 23.66 cents per Mcf 


Cost of transportation from 
field to distributor 


Price paid to producers in the field —» 9.55 cents per Mcf 
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totals 4.2 trillion cubic feet, showing that the figures that he gave on 
gas used inside the producing States do not include gas used for 
repressuring purposes. 

Senator Monroney. That may be accepted for the record, 

Are there any further questions / 

Senator ScHorpre. I have no further questions. 


l 


Senator Monroney. Thank you for coming before us to give us the 
benefit of your testimony, Mr. Johnston. 


MEMPHIS LIGHT, GAS, AND WATER DIVISION, 
Ciry OF MEMPHIS, 
Vemphis, Tenn., June 22, 19 
Hon. WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D., ¢ 

DEAR SENATOR MAGNUSON: Thank you for your telegram of June 20, 1955, and 
your suggestion as to Dr. Boatwright’s statistics on the Memphis gas rate. 

I wish to make the following statement in regard to these rates and request 
that it be made a part of the record of the testimony before your committee 

The Memphis Light, Gas, and Water Division, which furnishes the city of 
Memphis and Shelby County with natural gas, has but one source of supply. All 
natural gas is purchased from the Texas Gas Transmission Corp. and, therefore, 
the price which the Texas Gas Transmission Corp. pays for gas must be the 
Memphis price of gas. I am informed by the Texas Gas Transmission Corp 
that for the year 1953, the average price paid for gas was 12.90 cents per 
thousand cubie feet, and in 1954, the average price paid was 13.57 cents per 
thousand cubic feet. 

I am attaching hereto copy of telegram received from Texas Gas Transmis- 
sion Corp. on June 21, 1955, relative to these prices. I wish to identify Mr. 
V. W. Meythaler as being the treasurer of the Texas Gas Transmission Corp., 
with offices at 416 West Third Street, Owensboro, Ky. 

Yours very truly, 
J. HARDIE JOHNSTON, Jr., 
Rate Engine or. 


OwENSBORO, Ky., June 21, 1955, 
J. H. JOHNSTON, Jr., 
Memphis Light, Gas, and Water Division, Memphis, Tenn. 
Average cost of all gas purchased by the Texas Gas System for the year 1953," 
$0.1290 ; for the year 1954, $0.1357 per thousand cubic feet. 
V. W. MEYTHALER., 


The committee will stand in recess until 10 a. m. Tuesday, in this 
room. 

(Whereupon, at 5 p. m. the committee adjourned to reconvene at 
10 a.m., Tuesday, May 24, 1955.) 
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TUESDAY, MAY 24, 1955 


Unirep States SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, dD. C. 


The committee met, pursuant to adjournment, at 10 a. m., Room 
G-—16, Capitol Building, Senator John C. Pastore, (acting chairman ) 
presiding. 

Present: Senators Pastore (presiding), Monroney, Daniel, 
Schoeppel, and Duff. 

Senator Pastore (presiding). This hearing will please come to 
order. 

I have a statement here from Senator Barrett of Wyoming and a 
letter from the Governor of Wyoming, in support of S. 1853. I sug 
vest that it be inserted in the record at the conclusion of the testimony 
on the part of the proponents of this legislation. 

(The statement of the Hon. Senator Frank A. Barrett, of the Stat 
of Wyoming, follows :) 


Mr. Chairman, I am herewith submitting for the record a statement by the 
Honorable Milward L. Simpson, Governor of Wyoming, in support of S. 1854 
Attached to the Governor’s statement is a memorandum prepared by the Oil and 
Gas Conservation Commission. 

Mr. Chairman, I am very much in favor of this bill, and as a matter of fact, 
I have supported similar bills at various times in previous years. It was gen- 
erally agreed that the Federal Power Commission itself took the position for 
quite some time that it did not have jurisdiction over the producing or gather 
ing of natural gas, and that the decision of the Supreme Court in the Phillips 
case represented a drastic reversal of the established practice and policy in this 
field. 

The production of gas is an extremely hazardous operation and is a keenly 
competitive enterprise. Those engaged in the business are obliged to risk their 
money in a highly competitive field in their efforts to find new reserves. 

When gas fields are developed, they are obliged to sell and produce for cook- 
ing and for home heating in competition with both coal and oil. The prices 
of these fuels are not regulated. Under the free enterprise system and in com 
petition from every angle the industry has been able to produce a _ plentiful 
supply of gas at prices well below competitive fuels. It is a business which 
would not lend itself to regulation, but, on the other hand, one which operates 
quite well on a competitive basis. 

About 1 well in 9 proves to be a producer. Even among those fortunate 
enough to encounter production one company might easily discover a gas field 
only after it had engaged in an expensive exploration costing several million 
dollars, and on the other hand, another company might discover a comparable 
gas field at a fraction of that cost. 

How could a price be determined which would result in a fair rate of return 
to each of these companies? It seems clear to me that there can be no uniform 
pattern which would permit an arbitrary method of calculating a percentage of 
the earnings on the investment that would be fair to all parties, including the 
producer and consumer. 
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Such a proposal would be entirely impracticable. The result of such a program 
would be to destroy the incentive to explore for and to produce natural gas and 
would inevitably result in a shortage of this strategic commodity for national 
defense and for our expanding economy. 

Wyoming is a net exporter of natural gas. We are exporting about 2% times 
as much natural gas as we did 10 years ago and at the present time we are trans- 
porting in interstate commerce about one-half of the total gas produced in our 
State 

Very recently a large gas field was discovered in southwestern Wyoming, 
which we hope and expect will be comparable to the tremendous gas fields of 
Texas. We want to preserve the system by which private industry is able to 
provide the risk capital to enable it to discover these great resources, for only 
in this way can we be assured of a dependable supply of natural gas for the 
people of our State and for the people of the Western States and the country 
as a whole. 

I hope, Mr. Chairman, that your committee will report this bill favorably. 


(The letter of Milward L. Simpson, Governor, Wyoming, to the 
Hon. Warren G. Magnuson. Senator, dated May 17, 1955, follows:) 
Dear Mr. Caren: It is only natural, I think, that the people of Wyoming 
should feel deeply con ned and seriously alarmed at the turn of events whereby 


the Federal Government has been legally empowered to fix the field price of 


hatural 2Zas 


vered in Wyoming, our State’s petro- 
leum industry | steadily grown un it has now become a vital and increasing] 
important part of our are: conon) Ir annual crude oil output is push 
ing tow: the 90-milli barrel mark "e are producing over 91 billion cubie 
feet of gas a yeal are exporting more than a third of this to other States. As 
a producing State, can hardly be expected to view with equanimity the present 
threat to the continued growth of our State’s petroleum industry. 

That threat is one which springs from the realities of economics and human 
nature. Exploration for oil and gas is one of the most risky ventures to be found 
in the business world. In Wyoming, for example, there were 189 wildcat wells 
drilled in 1953, 1 to a depth of over 20,000 feet. Of these exploratory wells, 158 
(or 83.6 percent) were dry holes. Under a system of Federal price fixing, which 
could only mean a denial of an opportunity to earn a return commensurate with 
one’s risk, producers would think many times before risking up to a million 
dollars or more on a wildcat well. 

The producers of gas also share another distinguishing characteristic, that of 
a vigorous and hard-hitting competitive spirit. If you have ever seen a lease play, 
wherein scores of hundreds of independent producers compete for drilling leases 
in a “hot” area, you do not need to be told anything more about the competitive 
nature of the business. 

To subject the risk-taking and competitive producing phase of the natural 
gas industry to Federal price-fixing cannot help but have a stifling effect on 
exploration for gas. Any benefits which gas consumers might get under an 
artificially depressed price on gas would later be wiped out, and paid for several 
times over, due to the almost inevitable drop in discoveries of new reserves. 
For a drop in our rate of gas discoveries, as you well know, must eventually 
lead to growing shortages of supply and higher prices. 

In the final analysis, however, this is a case in which the people of Wyoming 
are indulging in no special pleading. In spite of the importance of a thriving 
petroleum industry to our area, there is much more at stake here than the 
material welfare or the economic growth of one individual State. Before us 
here is an issue that goes straight to the heart of the matter as far as our 
national way of life is concerned. In short, are we going to the route of a 
nationalized economy, as had been tried in England and found wanting, or do 
we intend to preserve our free competitive system? 

If this first step, that of putting the production of natural gas under virtually 
complete Federal control, is allowed to stand, it can hardly be long before similar 
measures will be taken against oil and coal. Once the Federal Government 
has the energy resources of our Nation in the palm of its hand, no other product 
or commodity, whether produced on the land or in the factory, will be safe from 
Federal encroachment. 

Your committee, I understand, is now undertaking a consideration of proposed 
amendments to the Natural Gas Act which would correct this dangerous state 
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of affairs and free the Nation’s gas producers from Federal price fixing. I have 
read the provisions of S. 1853, and it seems to me that this bill would accomplish 
the desired results. I urge your favorable consideration of this much needed 
piece of legislation. 

Attached is a short memorandum prepared by the State Oil and Gas Com- 
mission of Wyoming of which I am president. It is entitled ““‘Wyoming’s Stake 
in Natural Gas.” 

In connection with the reference to prices of gas to the consumer in Cheyenne, 
your particular attention is called to the fact that though Wyoming is a pro- 
ducing State, Cheyenne and the area around Cheyenne are dependent upon out- 
of-State sources of supply. 

Very truly yours, 
MILWARD L. SIMPSON, Governor. 


(The memorandum referred to follows :) 


WYOMING'S STAKE IN NATURAL GAS 


The total number of gas customers in Wyoming, all of which are natural-gas 
users, Was 29,100 in 1945 and 49,900 in 1953, an increase of 71 percent. 

Householders in Wyoming have seen a very favorable change in charges for 
service from 1945 to the present. During a period of increasing living cost 
typical customer in Cheyenne using gas for residential cooking and water heating 
of, for example, 25 therms per month, would have 38 in 1945 and only 
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30 in 1954, a decrease of 31 percent For an average residential customer 
ing gas for space heating, in addition to cooking and heating water, with a 
onsumption of, say 221 therms per month, a bill in Cheyenne would | 
$12.47 in 1945, against $10.01 in 1954, a decrease of 20 percent. This de 
in rates makes a striking comparison with previously mentioned increase 
national cost of living. 

In Cheyenne comparative prices for house heating for the latter part of 
were per million B. t. u.’s: natural gas $0.39, coal $0.77, fuel oil $1.24 
price comparisons do not recognize the greater efficiency, convenience, and cle 
ness of gas. It is easy to understand why consumers in Cheyenne regard it : 
low cost and very desirable fuel. 

The remarkable record of achievement of the natural-gas producer at both the 
National and State level, the discovery and development of reserves which assure 
the consumer a dependable supply, the realization of a price which has attracted 
an everincreasing demand has been possible only because the industry has been 
at liberty to operate under free competition, which is the surest guaranty of a 
fair price and a dependable supply. It is in Wyoming’s interest that this system 
be preserved and perpetuated. » 

Wyoming’s stake in natural gas is sizable due to its status as a net exporter 
of natural gas. The economy of the State is affected by Federal regulation of its 
many independent producers who sell natural gas going into interstate commerce 
for resale. Simultaneously, Cheyenne and its immediate area are dependent upon 
out-of-State sources of supply. 

In 1945, Wyoming exported 14.6 billion cubic feet which represented 41 percent 
of its marketed production. By 1953, exports had more than doubled, amounting 
to 36 billion cubie feet, which represented 47 percent of its marketed production. 
During this same period of time imports increased from 1 to 8 billion cubic feet. 


Senator Pastore. As our first witness this morning, we are honored 
to have the Honorable Norris Poulson, mayor of the city of Los 
Angeles. 

Senator Monroney. Mr. Poulson is a former colleague of ours in 
the House of Representatives. 

Senator Pasrorr. Dollars to doughnuts he is happier where he is 
now than he was before. 


STATEMENT OF NORRIS POULSON, MAYOR, CITY OF 
LOS ANGELES, CALIF. 


Mr. Pourson. Mr. Chairman, and honorable members of the com- 
mittee, my name is Norris Poulson, mayor of the city of Los Angeles. 
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I appreciate very much the opportunity to appear before this com- 
mittee, and because I served several years in the House of Representa- 
tives, several terms, I can appreciate the limited time you have, and 
[ want to assure you that I respect that situation and I will make my 
testimony as brief as possible. 

I might say, first of all, one of the reasons I was particularly in- 
terested in coming here, I just attended the conference of mayors in 
New York City, and I had heard of the various mayors from the larger 
cities who testified here in opposition to the legis lation, and I just 
wanted to come here as the mayor of one of the large cities to state 
that not only from our standpoint, but from my observation and con- 
tact with other mayors at this conference to say that not most of them, 
that much less are not opposing this bill. 

While I can’t speak for them, I certainly can speak for the ma- 
jority, the great majority, practically all of the majority, of the cities 
in southern ( ‘alifornia with whom I have contact. 

I can say that California, as you probably know, is one of the larger 
gas-producing States. At the same time it is a great gas-consuming 
State. In fact, we get more than 50 percent of our gas out of the 
State. 

I have this formal statement which I would like to file, and then 
I would like to make this little informal observation which I think 
is the key of the whole situation. 

When I first went to California, some 25 years ago, the first job I 
had was with a fuel oil company. Our business at that time was only 
during the season of the year when they couldn’t supply enough gas 
to the various factories, and to the homes, because of the fact that 
gas is so much cheaper, a better fuel to use, and the main thing they 
were interested in was getting gas. 

Now, I think you are aware of the fact, at least we find it out here 

Washington, that it takes a long time to get any changes through 
ane Federal commission. You can have hearings for months and 

“ars, as far as that is concerned, and the consumers are amply pro- 
bat by State regulation, they have control over the pipe lines, and 
since the main issue is to get gas, I think it would be disastrous to 
interfere with the Tpeagrow. and to kill the initiative so necessary 
in the production of gas, because, after all, it is a byproduct of the 
oil wells, and of the gasoline industry, and if you are going to control 
it and have it tied up in the mesh of regulations which are not always 
applicable to each particular area—and this is certainly a problem that 
should be handled by the various States. 

We are most enthusiastically in support of the legislation proposed 
by Senator Fulbright. 

Of course we realize, as I have stated in this statement here, that 
it would probably be advisable to have certain restrictions which have 
been advocated, but personally I am for a free, open market, and the 
only way you can do that is to give them the incentive, and the right to 
produce, because remember this: 

They can’t hoard gas. They have to sell it right there. You can 
store everything else, but you can’t store the gas. 

Thank you for this opportunity of being here. 

Senator Pastore. Inasmuch as you have been so frank, and I think 

understand your position completely, wouldn’t you, say, mayor, 
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that after all these other mayors who feel a little differently than you 
do on this problem, who are from consuming States as distinguished 
from your own State, which is a produc ing State, too, naturally have 
the interest of their constituents at heart / 

Mr. Poutson. I didn’t mean 

Senator Pasrore. I know, I am just using that as a preface to the 
point Iam leading to. Of course that is our dilemma here, just where 
do you fix this. 

Now, we begin with the premise, of course, that gas, as such, is 
product which is of a character that is imbued with the publi 
terest. There is no question about that. It is being used in the homes 
of people who have gone to considerable expense in converting to the 
use of natural gas, and it might be ditfeult for them to revert back, 
if they had to. 

The thing that brings it to the point ist 
isa big problem, and Tam pel fectly willing to admit that the best ar 
gument, the most substantial argument that has been advanced here, 
is on the question of supply—whether or not we would stunt the ini 
tiative required to produce enough gas to meet the demand on the part 
of the consuming public. 

Then we have had some testimony here to the effect that there 
have been some practices of gouging, and that is the fear on the part 
of most of these people. 

Now, it is true, and this is a good argument that the proponents of 
the measure have, that in the 5 years when this wasn’t regulated, the 
prices didn’t advance very much, but I notice n the last couple of 
years the trend has gone up more sharply than it did go in the regular 
period 10 years before these last 2 years. 

Now, why wouldn’t it be advisable to wait for a while to see how 
this thing works out under the ruling of the Supreme Court, to see 
if this argument of diminishing supply of natural gas is a substantial 
apprehension on the part of the proponents of this measure ? 

In fairness to the public, I don’t see any substantial harm—TI knaw 
[ am making a whistle-stop speech now, but I am leading up to a ques 
tion—I don’t see any substantial harm of waiting to see how this thing 
really works out, and I should think if this Supreme Court ruling on 
the Phillips case is going to militate in cutting down the supply of gas 
that is necessary, I think the Congress would be willing to step in 
and give some kind of inducement to search for this gas. 

We have so many mayors from large cities—and after all they rep- 
resent the consuming public of this Nation—who are under the fear 
that if you let this thing go, it will get out of hand. Once it is out 
of hand, how will you protect the captive consumer who has con 
verted to natural gas and then has to pay any price that is passed along 
to him. 

You have already argued there is sufficient control on the part of 
the local authorities in the individual States to supervise it, you 
have said that the pipelines are under the Federal Power Commis- 
sion’s supervision, which is a good argument, too, but why the open 
end on the other side without any experiment, or without any trial / 

Why do we bleed so much on the open end, that there we have a 
stunting of free enterprise, and yet we are not stunting free enterprise 
when we supervise it on the pipelines or in the homes of the consumer ¢ 


Lis consumer problem, which 
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All of the testimony here has been that all of these contracts pro- 
vide for the fact that once it is raised down at the producer, it goes 
up all the way to the consumer, maybe at the same level, or maybe 
a higher level, but it is increased. 

Now, how are you going to meet that problem ? 

Mr. Pourson. My observation of that, for set ance in the production 
of oil, which would cut the production of gas, when they start out 
with these new fields, that is when they have "thei ir first gas, and then 
it shifts to a problem of where it isn’t the lush supply that they have 
had after the production has gone to a certain extent. They have to go 
ser these new fields. 

‘alifornia is rapidly decreasing in the amount of production of 
ni oy al gas because of the fact that the oilfields are older, and they 
run into so many problems that every time you have a regulation es- 
tablished by the Federal Government, you find it sort of like a harness. 
You have got to operate under that particular basis. The oil industry 
changes continuously. Their problems are different in that they are 
going to new fields, and they have got to get rid of the gas. Remem- 
ber this, they have got to sell it cheaper than the other fuel or else 
they are not going to be in the market, and they are different than 
coal or anything else in the line of fuel, because they have got to sell 
it right now, as they produceit. 

Senator Pastor. But won’t you admit, Mayor, that the law of the 
Phillips case only operates at the point where the gas is sold in inter- 
state commerce? There is no control of the gas at the wellhead. The 
minute it is put in interstate commerce, the minute they make that con- 
tract to sell the gas in interstate commerce, that is when the Phillips 
case takes effect. 

After all, we are being told constantly that if we regulate this thing 
at this point we are going to lose out on the supply of gas, yet the 
people who will be the victims of that eventuality are not t fr ‘ightene d by 
it. The mayors who represent the consuming public are not scared by 
that admonition. 

Mr. Poutson. Because they don’t know the problems of the oil in- 
dustry, and that is one of the things we find out from experience. We 
are finding out from experience in living in an area where they pro- 
duce it, because that is shifting around all the time. 

Senator Pasrorr. Yet the Wall Street Journal had an article in one 
of their recent publications that there had been more drilling for oil 
and gas in the last year than ever before in the history of the Nation. 

Mr. Poutson. There is no argument about that, but they would have 
to, or we wouldn’t have this natural gas, because that is one thing— 
the natural gas disappears. We can have many wells pumping oil and 
still not producing gas. 

Senator Pasrore. We have drilled more; I wouldn’t necessarily say 
we have found more. 

Mr. Poutson. We can produce after a certain time these very wells 
which produce oil; they don’t produce the amount of gas; it becomes 
uneconomically feasible to dispose of the gas after a certain time. 

Senator Monronry. The gas pressure runs out, and is gone forever. 

Mr. Poutson. That is right; it is changing all the time. 

Senator Pastore. I am not trying to be prophetic in any way, but 
this is the thing that is bothering me. In all of the statements that I 
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have heard here from the proponents ot this legislation, that the sup 
ply might well run out some day, we are going to look to other markets, 
like Canada, and maybe the local producer, the American producer, 
will want some regulation or protection in order to guarantee to him 
a fair return on his investment, regardless of what the price might be 
in Canada. I am afraid we may live to see that day when these people 
will come here and reverse themselves or these arguments. 

We had a mayor from Memphis, Tenn., who came here when the 
original bill came up, the one vetoed by President ‘Truman, and they 
took the position we should leave the producers out. Now, they have 
changed their attitude completely and asked that the producer be kept 
under control. You never know what is voing to happen in this field. 

Mr. Poutson. One of the thines | discovered in ¢ ‘OnNETEeSS W hich is in 
connection with the Federal Power Commission: I happened to be on 
the Interior Committee. They were so slow, they would hold up for 
years. The States can act, and can regulate according to the emer 
gency, according to the conditions at the time, but if you get a regula 
tion established by a Federal Commission like this, they can go and 
just postpone hearings and they have killed the supply in the mean- 
time; that is the trouble with the Federal regulation, especially on a 
fluctuating industry, and especially the source of supply, such as you 
have in the natural gas. 

Senator Pasrorr. Well, 1am not maintaining that your side is with 
out argument; I am just giving you the other side of the coin. That 
is the thing that concerns me, because [ will tell you, frankly, as these 
men are affected in the sense that they come from a producing State 
and know the problems there, which I can certainly understand, and 
I wouldn’t be against them, because they follow that closely. On the 
other hand, I come from a consuming State, and I ean see the problems 
Ol) the other end, and ] hope -oOmMmeW here be tween, We resol ve the iS ue: 
but it isn’t easy. 

Mr. Por LSON. The last bill | sponsored in Congress was to briu gy gas 
into California. We import more than 50 percent of our gas, and we 
know the main thing is to get the supply. | 

Senator Monronry. I think you only have to live in a State where 
oil and gas is produced to realize that this is not like a wheat crop or 
cotton crop that comes up every year. 

Although there are independents going out looking for new fields, 
you are emptying out the oil or gas that happens to be in the eround 
at the time you discover the field. 

In this past year, I think it is the first year we have failed to add to 
our gas reserves. In other words, we have pulled as much out of 
them as we added to them, whereas a few years ago, before this ga: 
boom with everybody hooking onto the fields, we had a 35-year re 
serve; today, with greater production, we have only a 2214 year 
reserve. 

Mr. Pounson. Isn’t this true, that this is one thing they have to 
dispose of ? i 

Senator Monroney. That is right. the storage is on the utility side. 
They are providing storage. 

Mr. Poutson. But that is trivial when you consider the whol 

Senator Monroney. You feel that regulation, fair regulation at the 
wellhead would be a physical and legal impossibility; do you not ? 
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Mr. Poutson. Look at the experienc ; of what we have seen on other 
types of regulation. It takes so long, by the time you get any type of 
regulation, the trouble here you have a set rule which has to ‘apply to 
a thousand different unique proble ms, and that is why it has to be sort 
of a local control. You can’t set a pattern. This is a type of busi- 
ness where you can t set a pattern of one set of rules to ap ply to all, 
because { hey are all voing to be ditferent. 

Senator Monroney. Being forced to purchase more than half your 
gas, now, | am sure you are conscious of the fact that 1f more than 
half the market is regulated at the wellhead by a Federal Power Com- 
mission, if the other half of the market, which is the 50 percent of the 
AS produced in the gas-producing States. if left unregulated under 
intrastate commerce, will there be any new supply available for inter 
state under regulation ? 

Mr. Poutson. There would be no incentive for it. 

Senator Monronry. And the well owner, in his right mind, would 
not think of going into interstate operation under regulation if he 
could poss! ib ly find a market for intrastate / 

Mr. Pounson. That is right, and that is why we are concerned 
about it. 

Senator Monroney. The interstate would be immediately the first 
to suffer on new offerings of gas. It would be offered to everybody 
within the State at a price far less. 

Mr. Poutson. It isa buyer’ s market. 

Senator Monroney. I have no desire to retain the witness longer. 

Senator ScHorrret. Mr. Mayor, I am sorry, I was delayed here, 
as you well know having been in Congress, it so happens we some- 
times have conflicts. I was caught in three of them this morning. 

I will read your statement later, sir. 

Senator Pastore. Senator Daniel ¢ 

Senator DanteL. Mayor, I will read your statement, also. 

[ am particularly impressed by what I have heard since coming to 
the committee room. I want to say I fully agree with you that the 
States which need more gas from the producing States are going to get 
it, if we pass legislation of the type now before the committee, more 
readily, more surely, and in greater supply than if we leave the law as 
the Supreme Court has written it. 

Mr. Pourson. That is right, and the job is to produce it. What we 
are interested in is getting it. 

Senator Dante. There is one place you can store it, or keep 
stored, and that is in the ground, without producing it. 

Mr. Poutson. That is right, that is the only place of consequence. 

Senator Dantev. If it makes a difference between becoming a utility 
or not a utility, I imagine some independent producers, even in your 
State, would prefer to keep it stored in the ground until they can 
find an intrastate market; wouldn’t they / 

Mr. Pourson. We know that happens with oil, if their problems 
wren’t satisfactory, if the market isn’t right, they can’t produce at a 
loss, and certainly regulation is one thing that cramps the production 
of oil. 

We read about the money that is made out of it, but we don’t hear 
about the losses that are sustained by people who go into this wild- 
catting business. 
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Senator Dantev, Is there a ready market for all gas produced in 
your State / 

Mr. Poutson. Yes, the production— 

Senator Danie. ‘The intrastate market / 

Mr. Poutson. Yes. We are using now more imported gas than 
domestically produced gas, and that ratio is increasing gradually 
every year. 

L have the figures substantiating that fact. 

Senator Dantrev. Thank you. 

Senator Pasrorr. Do you desire to have your statement in the reeord 
itt its entirety / 

Mr. Poul SON, Yes. 

Senator Pasrore. All right. 

(The prepared statement of Hon. Norris Poulson, mayor, city of 
Los Angeles, follows :) 


Mr. Chairman and members of the committee, my hame is Norris Poulson and 
I am mayor of the city of Los Angeles. I appreciate very much the opportunity 
to appear before you and because I served for several years as a Member of the 
House of Representatives, you may be sure that I will respect your wish that 
my testimony be as brief as possible. I know from experience how limited your 
time is. 

I am here to testify in support of the Fulbright bill, S. 1853, to amend the 
Natural Gas Act and I do so because I am convinced that legislation of the type 
proposed by Senator Fulbright, and by my former colleagues in the House, Oren 
Harris and Carl Hinshaw, is essential if the gas consumers in the city which I 
represent are to be assured of a dependable supply at a price that will continue 
to be fair. 

But before I dwell on the importance of this legislation with respect to the 
specific situation in California, I want first to endorse it on grounds of general 
principle in the strongest language I can command. 

Federal regulation, in peacetime, of the production price of any commodity is 
wrong. This Nation became strong and great without it and can only be 
weakened drastically by the application of it to our present free economy. Now 
however, the seed which will produce this unwelcome growth has been planted 
by the Supreme Court decision in the Phillips case and if we permit that seed 
to sprout we will one day reap a bitter and fatal fruit. « 

In my judgment, the only safe answer to this threat is to enact legislation 
which meets the objectives of the Fulbright-Harris-Hinshaw bill 

The people of my city are very genuinely concerned about the fate of this legi 
lation because, while California is one of the larger gas-producing States, for 
the purposes of this legislation it is very much a gas-consuming State. We ars 
now dependent upon other States for about half of our natural gas supply and 
our dependence on out-of-State sources will become greater very quickly because 
of our tremendous population growth and because natural-gas production in 
California is on the decline. 

I feel that your record should include the following statistics relating to the 


natural-gas industry in California. This information was supplied to me 
industry sources at my request: 

1. Imports of natural gas from other States went from nothing in 1946 to 357 
billion cubie feet in 1953. That is about 40 percent of the State’s total consump 
tion. For 1954, it is estimated to be 49.7 percent 

2. Total consumption in California jumped from 487 billion cubic feet in 1946 


to 888 billion cubic feet in1953. 

3. Marketed production from California wells has increased by only 44 billion 
cubic feet, from 487 billion cubic feet in 1946 to 531 billion cubie feet in 1953 

t. In 1946, California discovered S03 billion cubic feet of natural gas: it 
1953, discoveries totaled only 50 billion eubic feet. 

>. Reserves declined from about 11 trillion cubie feet at the end of 1946 to 
about 9 trillion cubic feet at the close of 1953 

Price controls at the production level, in addition to being wrong in principle 
would have serious effects upon the supply situation in California, where the 
number of gas customers has increased 50 percent between 1946 and 1953. Such 
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controls would shrink the total supply of natural gas because it would destroy 
the incentive which gas producers have found necessary to the continuous explora- 
tion and development which must go on to keep supply ahead of demand. 

We in California know that any shrinkage of the total supply will mean an 
even sharper reduction in the supply available to us, because we are no longer 
self-sufficient. We can understand that producers may prefer to market their 
remaining reserves locally, where they will be free from Federal control. We 
can understand why many industries which need a cheap fuel supply may find 
it advantageous to move to States where their supply of natural gas will not 
be restricted by Federal price fixing. 

Furthermore, if the supply available for interstate markets is reduced, that 
means that the unit cost of sending the remaining supply into interstate com- 
merce inevitably will increase. And at least part of the increase will have 
to be passed on to the consumers of my State. 

The importance of this situation is such that, in my judgment, every public 
official in California has the duty to urge you and the other Members of this 
Congress to create, by legislative action, an economic climate in which the natural- 
gas industry can continue to operate in the public interest. 

A moment ago I spoke of my deep devotion to the principle of nonregulation 
by the Federal Government. I might wish, as does Senator Fulbright, that the 
legislation before you could be limited to a straightforward prohibition on the 
Federal control of natural gas prices at the wellhead. However, the practicalities 
of the situation are that the President’s Advisory Committee on Energy Supplies 
and Resources Policy has recommended otherwise and it therefore seems to be 
the better part of wisdom to follow the legislative path which this White House 
report has worked out. 

In following this report, this legislation, as I read it, does exempt the pro- 
ducers of natural gas from direct price controls by the Federal Power Com- 
mission. But other sections of the bill, if I understand them correctly, impose 
a new set of terms and conditions under which the pipeline companies may do 
business with the producers and these conditions provide very effective indirect 
controls upon the producer’s price. Again, I understand, these new terms and 
conditions follow precisely the recommendations of the President’s committee. 

Now, if that is the correct analysis of this bill, it appears to me that this 
bill is not being accurately described when it is called, as it almost always is, 
simply a bill, “to exempt the independent producers of natural gas from Federal 
regulation.” 

In my judgment, it comes closer to being a “consumer amendment” than a 
producer amendment. For, while it does relieve the producer from the kind of 
direct utility type regulation which eventually would strangle the interstate 
movement of natural gas which is so important to California, at the same time, it 
provides the consumer with a “four ply” protection which would far surpass 
anything that he has heretofore enjoyed. Here are the consumer’s safeguards, 
as I see them, in this legislation : 

1. The continued regulation, by State, or local agencies, of the gas distributing 
companies. 

2. The continued regulation of the interstate pipeline companies by the Federal 
Power Commission. 

3. A return to the extremely effective protection of a competitive market at the 
production level which for 17 years prior to the Phillips case decision kept field 
prices of natural gas at a low level while the overall cost of living was going 
up sharply. 

4. The new terms and conditions of section 2 of the Fulbright-Harris-Hinshaw 
bill which will provide the definite brake against runaway prices. 

Mr. Chairman, part of my purpose in coming here today was to do whatever 
I could to dispel any impression to the effect that all of the mayors of the larger 
cities are opposed to this legislation. I have just been to New York for the 
annual meeting of the United States Conference of Mayors and my observation 
is that not even most, much less all, of the mayors there wanted to see the natural 
gas industry placed in Federal chains. 

While I will not presume to speak for my colleagues who are on the same 
side as I, or against those who differ with me, I would urge those who have not 
been heard to tell you how they feel. In California alone, the governments of 
more than 20 of our larger cities already are on record in support of the Fulbright- 
Harris-Hinshaw bill, either by action of the city council or the mayor, or both. 
While I am not authorized to speak for these governments, I do feel free to leave 
with you this list of cities where such action has been taken: 
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Anaheim, Alhambra, Compton, Glendale, Huntington Beach, Pomona, River 
side, Santa Ana, Santa Barbara, South Gate, San Mateo, Stockton, San Diego 
San Bernardino, and Ventura. 

Mr. Chairman, again I thank you and the members of this committee for 
giving me your time and attention. 

Senator Pasrorr. We have as the next witness, Mr. Miles Lord, 
attorney general of the State of Minnesota. 


STATEMENT OF MILES LORD, ATTORNEY GENERAL, STATE OF 
MINNESOTA 


Mr. Lorp. My name is Miles Lord, I am the attorney general 
the State of Minnesota. 

I wish to thank the members of the committee for giving me an 
opportunity to appear here to speak on this subject. 

The State of Minnesota, the State officials, and the people, are 
highly interested in this proposed legislation which seeks to amend 
the Natural Gas Act so as to primarily exempt the producers from 
control and regulation by the Federal Power Commission. 

This interest arises not only because of the fact that there are thou- 
sands of people in Minnesota who use natural gas, but also the State, 
itself, is a substantial user of natural gas in some of its State insti 
tutions. 

As you are probably aware, and will observe if you question me 
long, you will find I am not an engineer, geologist, or statistician. 

[ don’t profess to know all of the problems connected with the dis- 
covery, production, sale, and distribution of natural gas. But as an 
official of the State of Minnesota, and I believe correctly reflecting the 
views of the people of the State of Minnesota, the users of natural gas, 
the household consumer and the industrial a is very much 
concerned with the rising price of natural gas at the burner tips. 

It goes without saying that the young veteran or householder who 
goes to the expense of installing gas in his home is very concerned with 
any trend which would radically change the price of the natural gas 
which he uses, and upon which he depends, he is on the end of the pipe- 
line in this respect, and he wants a stable price. 

This objective hasn’t been obtained in recent years, ‘There has been 
an inflationary price trend, and we believe that this law, if passed, 
will of course radically affect that trend. 

The natural-gas industry is integrated, of course, into three parts 
of production, transmission, and distributron. We have natural-gas 

regulation of the transmission. We have regulation at the local level. 

In Minnesota it is primarily the cities who regulate the gas at the 
local level. 

Now, the State, of course, could undertake to regulate the price of 
natural gas, but if we release the production end of the pipeline, and 
then attempt to enforce regulation at the consumption end, we are 
going to run into the argument that we are confiscatory if we try to 
hold the price down to where we think it should be. 

Elimination of production regulation has the effect of regulating 
all or removing all regulation from the transmission and distribution 
of gas. I can think of no other situation in the United States in con 
nection with the production and distribution of a commodity where 
the transmission of the commodity and the distribution of the com 
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modity are regulated in the public interest, but that the production 
remains wholly unregulated. 

It seems to us that the basic purpose of the Natural Gas Act is to 
protect the ultimate consumer. It is not effectively carried out by 
leaving the price at which the gas is produced in the field and sold in 
interstate commerce to be unregulated. 

My purpose here today is to urge upon the members of this com- 
mittee the defeat of this legislation which proposes to take away from 
the Federal Power Commission, the regulation of the price of natural 
gas which moves in interstate commerce, which regulation we believe 
will be for the interest of the ultimate consumer, not only in the State 
of Minnesota, but in all other States as well. 

Sentaor Pasrorr. Let me ask you a question, sir. 

Do you know if any study was ever made as to how the comparative 
prices ran with relation to intrastate gas and interstate gas sold at 
the wellhead ? 

Mr. Lorp. No; I don’t know the answer to that. 

Senator Pasrore. A strong argument has been made here, Mr. Lord, 
which I think requires a lot of consideration on the part especially 
of those who are interested in the consumer aspect of this problem, 
which is the aspect that I am concerned with and in which I am in- 
terested. 

The argument has been made here that about 50 percent of the gas 
that is produced is sold in intrastate, and about 50 percent is sold inter- 
state. 

Now, where half of your market in the same commodity is sold under 
the same circumstances, and half is regulated and half not regulated, 
what do you think will be the benefits of, or the disadvantages, to you, 
being one of those who receives it through the process of regulation 
as against those who receive it through the process that is not regu- 
lated ¢ 

Mr. Lorp. They have a similar problem in taxation upon insurance 
companies that it could conceivably be worked out on a basis of reci- 
procity, so that there would be at least a penalty on the States. 
Suppose you are shipping gas into the State of Minnesota, and Min- 
nesota itself produces gas, without any regulation. It might well be 
that the law could make some provision for increasing the price of 
the intrastate gas so that it could compete with local gas that was unreg- 
ulated. 

Senator Pasrorre. Do you think the people in Minnesota would 
stand for having their prices jockeyed up artificially ¢ 

Mr. Lorv. They can go to their State legislator and regulate their 
own gas if they feel the situation causes them to be discriminated 
against. 

Senator Pasrorr. You start on the premise that the Federal Gov- 
ernment—that is under our Constitution—has no right to regulate the 
gas that is produced and sold and used in a State. That is a State 
function. 

You will admit that, as a lawyer ? 

Mr. Lorn. That is right. 

Senator Pasrorr. How could the Federal Government ever reach 
out to control that situation ? 

Mr. Lorn. I would say that if the local situation causes the local 
people a hardship, the State, itself could then 
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Senator Pasrorr. The argument that is being made by the propo 
nents—and I am not agreeing with the argument, but 1 am trying to 
provoke your thinking on this, because these, I think, are the basic 
questions involved in this legislation, and naturally we have to resolve 
them in the public interest. 

Our action can’t be punitive as to one or be favorite as to the other. 
We are concerned about the consumer States. You are in Minnesota, 
and Iam in Rhode Island. 

Now, the argument is made here, that of all of the gas that is pro 
duced in the United States, half is sold within the State itself that 
produces it, and the other half is exported. 

Now, how are you going to maintain a market where half is super- 
vised, and half is unsupervised 4 

I am wondering if any study has been made to determine whether 
or not gas that has been sold interstate, has always had to keep the 
level of price in order to be in a competitive market with gas that was 
sold intrastate. 

Mr. Lorp. I would have to leave the answer go to someone more 
expert than myself. [am not aware of any such study. 

Senator Pasrore. I think our staff ought to make a study of that, 
to find out if the interstate market has kept abreast of the intrastate 
market, or if there has been a differential only because the gas was 
being exported. 

Senator Monronry. Let me say this, and I think the record will 
prove it, that in the earliest days when there was a vast unused surplus 
of natural gas in the field that the interstate gas was contracted for 
in the early stages of the pipeline on a temporary or early basis at a 
distress price to give the pipeline a chance to build up its load factor; 
that the two prices worked together as the surplus disappeared, to 
where you had in the average field, a price level that would be almost 
identical. 

When you are working in an area of extreme shortages of added 

gas, which is what you are looking for now, you have got the most 
fr intic search for gas going on not by the drillers, because they are 
scared of this law. The frantic search is going on by the pipeline 
companies trying to find more gas supplies. 

Mr. Lorp. They are the ones who created the market. 

Senator Monroney. After they have sought more and more gas, 
even though they claim the price has gone up exorbitantly, and you 
are bidding against a rather uniform supply, but there are 50 percent 
more people wanting that supply and consequently, you have trouble 
in that field. 

If you regulate it, will you get more supply, or will you have the 
same number of people chasing around for the natural gas? 

Mr. Lorp. I am getting out of my field a little bit. 

Senator Monronry. Do you know how much the increase in the 
field price has raised your rates in Minnesota, that is the part that 
goes to the producer ? 

Mr. Lorp. I know that the Federal Power Commission has recently 
granted the fifth rate increase, but I am not sure of what the per- 
centage of thatis. I could find out here in a moment. 

Senator Monronry. I was trying to find out how much the pro 
ducers’ price has affected your price in St. Paul, Minn., and you 
other States. 
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I was trying to get that from your statement, and also from the 
mayor’s statement. 

Senator Danrev. Isn’t it true, Mr. Attorney General, that in St. 
Paul, Minn., the price to the consumers has gone down since 1951 ? 

Mr. Lorp. I don’t believe that that is the case. I know that North- 
ern Natural, if it has gone down, it is a result of a local situation there, 
which I am not able to explain, but I know that Northern Natural, 
which is our pipeline, has just received, last December, its fifth rate 
increase over the past 3 or 4 years. 

Senator Danre,. You don’t know how much of that was chargeable 
to an increase in producer prices, do you ? 

Mr. Lorp, I am not able to say that. They had many of their own 
wells up to rece ntly. 

Senator Daniet. The only figures we have before the committee 
thus far on prices to consumers in St. Paul would indicate in 1951 
the price to the residential customer for typical cooking, and house- 
heating use, was $1.20 per thousand cubic feet, and for 1952, 1953, 
and 1954, it was reduced to a dollar. 

Mr. Lorp. The mayor of St. Paul may have the answer to that. 

Senator Pastore. Perhaps I have confused the question a little bit. 

Let me see if I can clarify it. 

There is no question in anybody’s mind that where the gas is sold to 
20 into interstate commerce, the Federal Government is the only 
agency of Government that can control it. On the other hand, we all 
recognize the Federal Government can’t regulate the price of gas 
sold exclusively in intrastate. 

The only question we have before us is whether or not we should 
control it, in the public interest, and that is the question you address 
yourself to. 

Now, we start out on the premise that the representations made 
here indicate pretty much, and it hasn’t been disputed yet, that maybe 
50 percent up or down, is sold interstate, and 50 percent is sold 
intrastate. 

I think we are directing ourselves more to the question of adminis- 
tration than we are of philosophy. 

The question I raise is this: Where you have a 50 percent free 
market existing, and you have a 50 percent controlled market existing, 
whether or not the free market will control the price of the controlled 
market or the controlled market will control the price of the free 
market, that is the question. I can’t possibly conceive that people in 
Texas would buy gas, let’s say at 10 cents per thousand cubic feet, 
when that same gas is being sold interstate for 5 cents. 

The market just won’t sustain that kind of discrepancy 

Won’t you agree with me on that? No matter what happens, it 
strikes me as a matter of administration—one price has got to follow 
the other, and they have got to be on a comparable price basis. 

Otherwise it will throw it out of gear which is where the question 
of supply and demand come in. 

How do you answer that question, realizing 50 ia reent of the pro- 
duction is uncontrolled, and you are urging that 50 percent of the 
market be controlled, what will that do to you economic: ally ? 

Mr. Lorp. For instance, if you talk about the State of California— 
is I say, I am not an economist, but if the price of local gas were going 
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to go so high, they would need to get to buile | another pipe line from 
exas, if the local gas were going to get so out of proportion to the 
interstate gas, they are going to start thinking in terms of buying more 
cas interstate, and it seems to me that if you have a fairly substantial 
supply of interstate gas, that that might have the effect of regulating 
the intrastate production. 

Senator Pasrore, Let me put it this way. Let’s assume that the 
price of gas in Texas for intrastate purposes sold at 10 cents per 
thousand cubic feet. Could you see the Federal Power Commission 
judiciously maintaining that that same gas should be sold in inter 
state commerce at 5 cents per thousand cubic feet / 

Mr. Lorp. Well, if you have an ac tu al free open market in ‘Texas, 
then I think that the price at which it should be sold in interstate 
might well be tied to the actual local price, providing you have an 
adequate supply, and enough competition to actually set a local price 

It would seem that that would work out. 

In ‘Texas, I think I would be satisfied to buy my gas at the same 
rate that the fellow buys it at the burner point in Texas. 

Senator Pasrore. That is the argument that these proponents are 
making, that the uncontrolled market, which is the competitive 
market, will control the price of interstate gas. 

Mr. Lorp. I would be interested in the result after proposed study 
to that effect, because I would be very interested to know what, for 
instance, a distribution company is paying at the well in ‘Texas, who 
is selling it in Texas, to a well that he doesn’t own, and to a well that 
is not in competition—that is actually a competitive well not owned by 
any one outfit. 

don’t know exactly what the situation is there, but I know some- 
thing about iron mines, being from Minnesota, and I know you get 
a lot of situations where you don’t actually have competition, you 
only have paper competition in the purchase and sale of iron between 
big companies, and you can’t really establish a proper market using 
that as a criterion, but if you can go to Texas and find situatiqns 
where you really have competition, a ready willing —— , and a 
ready willing seller, and they meet at a genuine price, I think that 
that might be a good criterion for the Federal Power Commission to 
use to start with a well price, and then you are not going to run into 
the situation which the mayor of Los Angeles and Senator Monroney 
described where you have these great differentials. 

I don’t think you could tolerate that. I don’t think any Federal 
legislation could tolerate that kind of situation. 

The problem is to find the price at which you start to set the price 
from the well. 

Senator Pasrorr. Would you prescribe that the regulation on the 
part of the Federal Power Commission would act as a watchdog to 
see that the prices are not being artificially manipulated ¢ 

Mr. Lorn. It would seem to me that is what they should be doing 
now, and with some degree of success, and I think to remove their 
power to do that, would remove their ability to act as just such a 
watchdog as you describe. 

Senator Pasrorr. But, you don’t find the necessity of any cumber 
some procedure that operates against the public utility company -in 
the State of Minnesota ¢ 
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Mr. Lorp. You see, I have only been Attorney General for 3 months, 
but from what I have observed in the study, I have been able to make 
of these power problems, the company gets their increase when they 
ask for it, subject to rebate. 

It doesn’t seem to me they are oppressed. I thought they had 
been pretty well taken care of. Of course we are from a consuming 
state, so Lama little bit prejudiced. 

Senator Pasrorr. Well, I think these are proper questions to ask of 
the Federal Power Commissioners when they come up here, just what 
kind of regulations they contemplate if this law stands, because it 
strikes me that here you have a market that is half free and half con- 
trolled, and somehow these prices have got to match, otherwise one 
will destroy the other. 

Mr. Lorp. You have somewhat the same situation on railways. 
You have control—local control, and Federal control, and they work 
it out, they compete. 

Senator Pastore. Senator Schoeppel / 

Senator Scuorrre.. I will defer to Senator Daniel. 

Senator Dante.. | think in determining the competition that exists 
between intrastate and interstate prices, of course, we are going to 
have to look at recent years, because you understand the mt — Ing most 
of the years in the past there has been an oversupply of g , and much 
of the gas, in the States of Oklahoma, Texas, iieeten: oan Kansa 
was tied up on 20- or 25-year contracts at very, very low prices. Do 
you agree to that ? 

Mr. Lorn. I am not aware of the situation, but I can say that that 
has happened in other commodities that I do know about. 

Senator Dantex. And therefore, that comparison might not give us 
an accurate picture for the present or the future. 

Now, with much of the gas now moving into interstate commerce 
being tied up on, we will say, at least reasonable prices, lower prices, 
say, than the producers today could get from new contracts with intra- 
state users, do you believe that under the Supreme Court’s decision the 
Federal Power Commission could increase the prices paid to those 
producers under the old contracts ? 

Mr. Lorp. Well, if I understand you correctly, do you mean— 

Senator Dantex. Let me give you an example: 

Mr. Lorp. To actually interfere with the contract ? 

Senator Dantet. Yes. 

Mr. Lorn. I think it is quite basic that they could not. I am not 
one of our better constitutional lawyers, but I can’t see interfering with 
a contract which they made on the basis of regulation. 

I think, if I understand you correctly, you say they made an im- 
portune act, ‘thes weren't far-sighted, and they contracted away their 
rights to sell this gas at a low price. 

Senator Dantex. Yes. 

Mr. Lorn. I don’t think under the guise of regulation, they can in 
terfere with that contract. I know our State hasn’t been able to do it 
on iron ore, and we contracted away for 50 years, and we are stuck 
with it. 

Senator Danret. It has been testified here by several lawyers that 
they think under this decision that the Supreme Court has handed 
down the Federal Power Commission can, if it finds the price exces 
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sive, if there is a 15 cent price in a contract and the Federal Power 
Commission finds ten cents is the fair price it can be charged. ‘They 
can reduce the contract price by regulation under the Phillips decision, 

Do you agree to that / 

Mr. Lorp. You are talking about these 25-year-old contracts 

Senator Danten. Yes. 

Senator Pasrore. I think the Senator should add another feature, 
those contracts entered into since the Natural Gas Act in 1958 was 
passed, because that is the crux. 

Senator Monront z; Most were in 1945 when this DIO exodi of intel 
state gas took place. 

Senator Pasrorr. You begin with the P hilo soph) of the law, that 
all men must understand the law. The law speaks for itself. 

However, whether the Federal Power Commission misunderstood 
the law is of no consequence, 

The Supreme Court has said that the Federal Power Commission, 
under the Natural Gas Act, has the right to supervise those prices at 
the wellhead, 

Now, any contract that was entered into while that law was in 
existence was made subject to the existence of the law. ‘Therefore, 
if it is a regulated business in the public interest the Federal Power 
Commission can’t afford to let that business go into bankruptcy. 

Senator Daniex. I will accept that, let us add that to the question 
and talk only about contracts entered into since the Natural Gas Act 
was passed. 

Do you interpret the Supreme Court’s ruling to be that the Federal 
Power Commission can reduce prices agreed to in those contracts / 

Mr. Lorp. It would seem to me to be reasonable to assume that if 
the contract was entered into in the light with the knowledge that it 
was a commodity subject to regulation, the parties to the contract might 
well give themselves plenty of leeway upward, and then take what- 
ever the Federal Power Commission would allow in the way of a 
price, and that is one instance where you have a contract entered into 
subject to the Federal law, which is superimposed on it, 

Senator Dantet. Then you are saying th: al the I ao al Power Com- 
mission could reduce the price called for in the contract. 

L think most people would agree to that, in view of the Supreme 
Court decision, that it might be possible. Most of those who have 
appeared before the committee agree. I haven't studied it, and I am 
not sure. I wondered what is your view on it. 

Mr. Lorp. Let me confess I haven’t made a thorough study of the 
Phillips case and all the manifestations of it, but in prine iple, if they 
are going to regulate the stuff, they ought to be able to make the 
adjustments. 

Senator Daniex. If they can adjust the price downward, why can’t 
they adjust the contract price upward ¢ 

Mr. Lorp. Which contracts ? 

If it is contracts entered into after the law is passed— 

Senator Danrex. That is all we are talking about. 

Mr. Lorp. I don’t know the answer to that. I haven’t thought it 
through enough to be able to answer it. 

Senator DaNIee. Do you recognize the possibility that the Federal 
Power Commission might have the power to increase prices that are 
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fixed in the contracts which it otherwise could not do except for its 
regulatory power as written by the Supreme Court ¢ 

Mr. Lorn. I have seen instances where a supplier will agree to fore- 
go the possibility of getting an increase in order to assure the pur- 
chaser, consumer, that he will have a stable price, and in those instances 
wiaies a contract is entered into, in order to assure the consumer of a 
stable price, I think that to the extent the Federal Power Commission 
then allowed that price to be boosted, they would be vitiating the very 
purpose for which the contract was entered. 

Senator Dantex. By the same token, the contract assured the pro 
ducer of at least the price fixed in his contract. It works both ways. 

Mr. Lorp. That is right. 

Senator Danten. Thank you. 

Senator Pastore. Mr. Lord, thank you. 

I know that you spoke extemporaneously. 

Mr. Lorn. I have already filed the written statement, which was the 
first portion of my remarks. I was reading—that is a compliment. 

Senator Pasrorr. Was there more to your statement than what you 
actually read? If there is, it may be inserted in the record. 

Mr. Lorn. I don’t believe there was. 

Senator Danrev. These attorneys general are just not long-winded, 
Mr. Chairman. 

Senator Pasrorr. We are very, very grateful. 

The Honorable Joseph E. Dillon, mayor of the city of St. Paul. 


STATEMENT OF HON. JOSEPH E. DILLON, MAYOR OF THE CITY OF 
ST. PAUL, STATE OF MINNESOTA 


Mayor Ditton. Mr. Chairman and members of the committee, we 
thank you for the opportunity of taking up your valuable time this 
morning. 

Il am mayor of the city of St. Paul, Minn. In Minnesota, the regu- 
lation of this type of utility is a local regulation. We have regulation 
in St. Paul and Minneapolis. It is my understanding that the mayoi 
of rs and the assistant attorney were here last week. 

Our problems are not the same: we have different traditions in- 
volved, so we annit really speak jointly in this matter, or about as little 
as we can speak jointly on other matters, perhaps. 

I might say, in opening, since I left home last week to attend the 
United States meeting of ME ayors, we have already had an increase in 
gas in our area. It seems the mayors are being forced to spend quite a 
bit of time in this field to the exclusion of other fields. The Federal 
Power Commission announced F a ay afternoon—I haven’t seen the 
report—wherein the unit pricing, zone pricing in the upper Middle 
West which will increase our gas rates again, in addition to the five 
increases we have had since we first got gas. 

Senator Dantev. That increase was under regulation ? 

Mayor Driton. Yes, sir. 

Senator Dante.. That is the interstate pipeline regulation; is that 
right ? 

Mayor Dirion. The last increase, sir, was the increase established 
for the upper Middle West establishing the zone system under the 
rules and jurisdiction of the Federal Power Commission. 
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We hadn't had that in that area and had been arguing against the 
establishment of that theory. I was listening to the questions you asked 
the attorney general. I was going to introduce the statement and then 
read the addenda, but I think I have attempted to answer the questions 
in the statement, so I shall try to do that. 

We are particularly unfortunate because of our long winter climate. 
We are remote from all sources of fuel and normally suffer from rela 
tively high fuel costs, which fact, together with its normally high re 
quirements, makes the question of fuel costs doubly important to the 
community. 

The city of St. Paul was certified for natural gas service in 1947 by 
the Federal Power Commission, and the gas distribution system of 
the city operated by the Northern States Power C ompany of Minne 
sota, which for many years had operated with manufactured gas, was 
converted to the use of straight natural eas in 1948, with pure hase 
of the natural gas being made by Northern States Power Co., the local] 
distributor, from the Northern Natural Gas Co. 

At the time of conversion, the total gas consumption of the city was 
relatively low, due to the fact that with manufactured gas there was 
no home-heating development and a minimum of use of gas for indus 
trial use. Since 1949, with the advent of the use of natural gas, there 
has been a rapid development of this industry in St. Paul. 

At the present time, approximately 40,000 home-heating systems use 
natural gas in St. Paul, and many industries have developed substan 
tial uses for natural gas. Asa result, the sales of natural gas made to 
the home consumer in the year 1954, inside the city of St. Paul, were 
six times as — as in the year 1949, the first full year of operation 
with natural ¢ 

In 1954, 15.183 IDG = ce. f. of natural gas were sold in St. Paul. 
During this same 6 year pe ‘riod, there has been in excess of $20 million 
invested in the city in the installation of consumers’ gas appliances and 
the extension of the local distr oe system to se rve them. 

The assertion has been made by proponents of legislation directed 
toward the removal of gas production from regulatory jurisdiction 
that production costs of natural gas are but a very small proportior 
of the ultimate cost of gas to the consumer and the ultimate or final 
costs of gas have risen very little during the past few years in com 
parison with the rise in cost of living during that period. 

Irom the facts which we have in the citv of St. Paul in relation to 
the Northern Natural Gas Co., we heartily believe that such facts 
completely belie the validity of the arguments offered by the 
proponents. 

In 1949, the average unit price paid for natural gas by the Northern 
States Power Co. for distribution in St. Paul was 14.25 cents per 
M ec. f. Since 1949, the Northern Natural Gas Co., which supplies 
this area with natural gas from the southwestern gas fields, has made 
five applications to the Iederal Power Commission for rate increase 
on their system. 

In comparison with the cost of gas in 1949, st: ate d above, the average 
unit cost of gas to the distributing utility in St. Paul during 1954 was 
29.62 cents, or 208 percent of the 1949 cost, and a further increase in 
rates is now in effect under bond subject to hearings and final determi 
nation by the Federal Power Commission. 
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If in this last case the Federal Power Commission should grant the 
petition of the Northern Natural Gas Co. and increase the rates 
app lied for by it, it would mean an increase in the cost of gas pur- 
enased for St. Paul of about 10 percent, bringing the price of gas well 
over the 30-cent unit price of 1954. 

This is the question Senator Daniel was asking the Attorney General. 

From the facts which have been given to me by our public utility 
engineer in the city of St. Paul, we find that the unit cost of gas from 
the pipeline to the distributor in St. Paul, over the 6-year period from 
1949 to 1954, has increased over 100 percent. and that 80 percent of 
this increase is attributable to increases in production costs of the 
Northern Natural pipeline svstem. This is developed from testimony 
hefore the Federal Power Commission in docket No. G—-2217. 

In FPC docket No. G—580, a general investigation of the natural gas 
industry conducted in 1945, voluminous testimony was given as to the 
economic waste occurring in the gas fields through the flaring of gas 
which could not be profitably marketed because of the low field prices 
existing in the southweste ms gas fields, in many cases these prices rang- 
ing around 2 cents per M ce. 

With today’s purchase aM of 12 cents per M ce. f., according to the 
testimony of Mr. Merriam before the House committee, it is evident 
that the consumer market furnished by areas such as St. Paul and the 
pipeline construction which has connected these markets to the gas 
field has greatly changed the situation that existed only 10 years ago. 

The testimony of Mr. Merriam, to which I have alluded, was given 
by him in an appearance before the House Interstate and Foreign 
Commerce Committee when he appeared before that body as president 
of the Independent Natural Gas Association and in his role as president 
of the Northern Natural Gas Co. This testimony was given by 
Mr. Merriam on March 29, 1955. 

A large investment has been made in St. Paul, as well as in other 
communities, based upon the availability of natural gas under condi- 
tions existing during these past few years, and the continuing increase 
in the price of natural gas seriously jeopardizes that investment. 

Senator Danirt. Your engineer says 80 percent of the increase al- 
lowed under regulation is attributable to the increase in producers’ 
prices in the field, or in production costs of the pipeline company ? 

Mayor Ditton. In costs tothe pipeline company. Northern Natural 
also owns about 25 percent of its reserves, and one of the reasons for 
the increase is pointed out in my addenda here, which is the main part 
of my testimony this morning. 

Senator DanteL. You do not mean to say that 80 percent of the in- 
crease is due to the producer prices in the field, the independent pro- 
ducer price in the field ? 

Mayor Ditton. I can’t say that. I say just to Northern Natural. 

Senator Monroney. That is at the city gate? 

Mayor Ditton. To the pipeline company, itself; I suppose that it 
would be the city gate. 

Senator Dantet. Do you know what percentage Northern Natural 
produces itself ? 

Mayor Ditton. Yes, sir. It has, in doe ket No. G-618, 75 percent 
was under gas purchase contracts, and 24.37 percent was under leases 
owned by Northern Natural itself. 
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Senator Danrev. That 24.37 percent actually produced by the inter 
state pipeline company itself, or its subsidiary, has been under regula- 
tion all along? 

Mayor Ditton. Yes, sit 

Senator Danie... As to the price that the company will be allowed 
to expense ¢ 

Mayor Driion. Yes, sir. 

Senator Dantev. Do you have the comparison between the price per- 
mitted by the Commission there under regulation with what the pro- 
ducers of the 75 percent got in the field 2 

Mayor Ditton. No, sir; Ido not. 

I would like to just read one conclusionary paragraph, and then go 
into one of the reasons why we are so worried about lack of regulation 
of natural gas. 

The distribution of gas in St. Paul is under local regulation: the 
transmission of gas from the field to St. Paul by the pipeline is under 
Federal regulation through the FPC. Unless the production segment 
of the industry is also under some form of regulation, the regulation 
of transmission and distribution is without effect. 

Based upon past experience, — regulation in the producing 
States is not likely to give full or proper consideration to the con- 
sumer’s interests. Federal maeniiion of production would have no 
reason to favor the producer as against the consumer, or vice versa, 
and therefore, would be the most equitable. 

The question of regulation of gas production is not parallel to the 
regulation of other commodities. Gas reserves are located in definité 
geographic areas. ‘These gas deposits have been connected, as in the 
case of the city of St. Paul, with the market areas by pipelines invol\ 
ing great expenditures of capital. 

The source of gas to any community is thereby one ly limited, and 
no free competition exists for other locations of gas sup ply. The 
proponents of this legislation have contended that an ation of the 
production of natural gas would stifle exploration and deve ‘lopmentvof 
ae gas reserves because of the f fact that this particular activity in- 
volves a greater risk hazard than does the normal transmission or dis 
tribution of gas. 

We respectfully submit that the ee nt of regulation does 
not preclude in any manner the recognition by the regulatory au 
thority, which in this case is the Federal Power Commission, of all 
factors involved in the process of production and the ascribing of 
proper weight to such factors, 

For these reasons, the city of St. Paul favors the establishment of 
reasonable regulation of gas production by the Federal Power Com 
mission, and is opposed to the legislation now before this committee 
which, in any way, would exempt such production from the reason 
able exercise of such regulatory control. 

In this addenda, this is the type of thing that worries us; up north, 
in the northern part of the country, where we have no production of 
gas ourselves, we feel helpless, and this happens under current regu- 
lations. I would like to recite a set of facts. 

I would like to recite one set of facts to this committee in regard 
to certain operations of the Northern Natural Gas Co, which I think 
serve to show that our fears that gas prices to the consumer will be 
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measurably increased if Federal control is not retained over the pro- 
ducers of natural gas, are not without some foundation. 

The facts which I relate have been given to me by the office of the 
valuation engineer of the city of St. Paul and bear citation to the files 
and records of the Federal Power Commission. 

On June 24, 1952, the Northern Natural Gas Co. was authorized 
by y the Federal Power Commission to increase its system capacity to 
825 million cubic feet a day from a capacity formerly authorized of 
600 million cubic feet a day. This order was made in docket No. 
G-—1618. 

The — indicated that the Northern Natural Gas Co. either 
owned or had under purchase contract 6,076,296 cubic feet of gas, 
of whic 7 75.63 percent were under gas purchase contracts and 24.37 
percent were held under leases owned by Northern Natural Gas. 

In 1950 and in 1951 the Northern Natural Gas Co., in its reports to 
its stockholders, had indicated a possibility of the pipeline company 
disposing of its owned reserves because of asserted Federal Power 
Commission control over the price of gas taken from these reserves as 


11 


llowed by the Commission. 


Further, in the reply brief of Federal] cue Commission staif 
col se] in doe ket No. Gy YOSH, di ited December 5 1952 , the Ss aff calls 
atte ntion to the fact that the c Suny, rosea a proceedings in 
the docket abo ve num bered, had sought authority or recognition of 
the right to alienate or sell Me vas reserves, without jeopardy to the 


certificate it sought. 

The ec omp% ny s proposi ils in this regard were reje cted by the Federal 
Power Commission in opinions Nos. 230 and 230 (a) (items a and 0) ; 
and the Federal Power Commission conditioned their authorization 
for extension of the system capacity as petitioned for my Northern 
upon the retention or dedication by the company of the reserves owned 
by it. 

Despite the prohibition which the Federal Power Commission had 
ordered in opinions Nos. 230 and 230 (a) (1952), the Northern Natural 
Gas Co., in October 1952, transferred to Northern Natural Gas Pro- 
ducing Co., a corporation which was newly formed solely by the 
Northern Natural Gas Co., all Northern’s reserves, and took back a 
purchase contract for the gas from the new corporation at prices sub- 
stantially higher than the cost allowance made by the Commission, 
which contract had in it a renegotiation clause permitting the price to 
go even highe or. 

The purchase contract for gas by Northern Natural from its wholly 
owned subsidiary which it formed for that purpose, called for the pay- 
ment by Northern Natural of a price of 11 cents per thousand cubic 
feet. This price of 11 cents, as set out in the contract referred to was 
at least 100 percent higher than the allowance based upon actual cost, 
plus return on investment, which had been permitted by the Federal 
Power Commission in its last rate order in reference to Northern 
Natural Gas Co. in its order No. 228, issued in the year 1952. 

Following this, the Federal Power Commission issued an order to 
show cause against the Northern Natural Gas Co. why certificates 
formerly issued in docket No. G-1618 should not be revoked for viola- 
tion of the prohibition in said order against Northern Natural’s 
alienating its reserve, which prohibition is contained in opinions Nos. 
230 and 230 (a). 
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After a hearing on the order, the Commission held a hearing in this 
matter on November 20, 1952, with arguments before the Commission 
on January 7, 1953. Following argument, the Federal Power Com 
inission, in opinion No, 247, issued April 23, 1953, in effect found that 
the Northern Natural Gas Co. had exercised much of the privilege of 
the extension of service granted to it by the order of the Commission 
in G—-1618, and, in effect, held that its action in negotiating transfer of 
reserves formerly owned by it to a new corporation formed for this 
purpose by Northern Natural did not, in fact, spell out a complete 
uhenation of the gas reserves. 

The wording of the order, opinion No, 247, however, in docket No. 
(72085, is illustrative of the fact that the Commission was perfectly 
aware of the impact of the series of moves which Northern Natural 

id taken and of what Northern Natural had in mind in following 

hrough with such procedure. 


4" 


We quote the following from opinion No. 247 (pp. 4, 5, and 6 


In these circumstances, we conclude that the dedication of gas supply which 


we have sought to assure has not necessarily been impaired by Northern's 
actions. Northern has, in fact, given its pledge to its customers and to this 
Commission that under the gas-purchase contracts entered into with Producing 
Co., the gas reserves in question are firmly committed to the service of 
Northern’s system. 

Certainly, if any deliberate action on the part of Northern should result in 
curtailment of service in the future, any customer of Northern injured would 
have grounds for damages suffered. , 

We mention this because Northern is aware that this Commission, in deter 
mining gas reserves, has always evaluated gas-purchase contracts on the same 


basis as leases and wells owned outright by the natural-gas company. 

Furthermore, in view of the importance of the legal issue involved, the way 
is open to Northern for an orderly, judicial challenge of the validity of our order 
if, upon receipt of an appropriate application from Northern, we should reject 
any request it might make for the approval of a sale or transfer of natural-gas 
reserves now held under its gas-purchase contracts, 

We recognize that Northern’s actions in transferring wells and leases and 
repurchasing the gas underlying such wells and leases may raise an important 
rate question in the future. However, as we have indicated on numerous oc¢a- 
sions, this matter is not before us now; nor has it been before us at any time in 
docket No. G—1618. 

Purchase contracts entered into between Northern and Producing Co. were 
not negotiated at arm’s length. The Commission now has and will continue to 
have complete jurisdiction over such contracts in any future rate proceeding 
when it comes to determining Northern’s cost of service. 

Northern cannot change that situation by any action it might take. When 
the occasion arises, the Commission will deal with the rate aspects of this prob 
lem and will protect the public interest to the limit of our power under the 
Natural Gas Act. 

The proceedings relating to docket No. G-1618 have been pending before us 
for an extended period. We are convinced that the best interests of Northern's 
customers and the territory served by them require that we take the action 
which we are in bringing this matter to a conclusion. 

There are pending applications by Northern which are of the utmost impor- 
tance to the Middle West served by its system. If the Commission should at 
this time endeavor to invalidate the certificate issued Northern at docket No. 
G-1618, or if we entered an order which would result in unwarranted litigation, 
we do not believe we would be serving the public interest. 

Our object in initiating this proceeding was to test the validity of the pur- 
chase contracts entered into between Northern and Producing Co. with a view 
of determining if Northern’s gas supply had been impaired, That inquiry failed 
to disclose that Northern actually had alienated any part of its gas reserves in 
any manner that does not permit Northern to draw on them to the full limit of 
production allowables. 
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For the reasons stated above, and upon our review of the entire record at 
docket No. G—2085, we find and conclude that the order to show cause issued in 
this proceeding on November 10, 1952, should be vacated and the investigation 
instituted thereunder be terminated. 

It is perfectly apparent that if this segment of Northern Natural’s 
production is not under Federal control, the higher prices as now 
called for by the contract between Northern Natural Gas and its 
wholly owned subsidiary will prevail over any fair and reasonable 
price which would be set by the Federal Power Commission, and that 
even higher prices might be ~— ipated, either through the process 
of renegotiation, as provided for by the present contract, or any new 
contract between Northern Natural and its wholly owned subsidi: ary. 

Senator Dantet. I had understood that the Federal Power Com- 
mission would have control over the prices that were to be allowed in 
the expense items for the interstate pipeline where it is a wholly owned 
subsidiary. Isn’t that true? 

Mr. Ditton. Yes, sir. 

Senator Dantet. You have regulation there regardless of what 
legislation is passed here ? 

Mr. Ditton. We would have regulation; yes, sir. But on the re- 
negotiation, favored nation, or escalator clause, the consumer interests 
have a hard enough time fighting now, without removing control com- 
pletely. We feel many times r: ather helpless to try to combat some- 
thing like that. We go to the Federal Power Commission’s orders, 
the Northern Natural has made five requests, the fifth is still under 
bond, and they keep constantly being granted, so that apparently they 
are not being hurt too badly, and I am not going to say they are fair 
and rea sonable, but rate requests have been er: ranted ‘by the Power 
Commission. 

In answer to the question you asked the Attorney General, in the 
city of St. Paul, there has been no actual increase to the cost of the 
consumer in St. Paul. We have a utility that is both gas and electric, 
and the figures will show—I can’t be held absolutely for the state- 
ment, because I don’t have the facts, but I think the figures will show 
the Northern States Power Co. return now on its natural gas is very 
low. 

In their gas utility it is as low as 2.9, whereas the electric return is 
above the traditional 6 percent, so therefore right now the electrical 
customers are paying for the gas customers, and with or without regu- 
lation, they won't be able to stay at 2.9 any more, they will have to 
go up to the traditional 6 percent. 

That is the reason we have not passed on the increases in the last 
5 years. 

Senator Dante... But even if this bill passes, the Federal Power 
Commission will continue to have regulatory control over the prices 
that the interstate pipeline may expense for the wholly owned power, 
is that right ? 

Mr. Ditton. That is my understanding. 

Senator Dante. You say that the Federal Power Commission, 
under that regulation, has allowed them 11 cents per thousand cubic 
feet, is that correct ? 

Mr. Ditton. I say it has gone up 10 cents in the last 10 years, to 
about—it went from 14 to 29. 
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Senator Danten. That is the interstate pipeline figure. I am ask- 
ing how much did the Federal] Power Commission permit the Inter- 
state Pipeline Co. to expense because of its cost of production of its 
own gas? 

Mr. Ditton. I don’t believe my data will show the breakdown be- 
tween the wholly owned reserves and what they purchased under pur- 
chase contract. I haven’t any figures on that. 

Senator Dantex. I thought you gave an 11-cent figure there some- 
where. 

Mr. Ditton. I was quoting from Mr. Merriam, president of North- 
ern Natural. 

Senator Danren. Mr. Chairman, I will read the statement and try 
to find what I want, and yield to someone else. 

Senator Pasrorre. Senator Schoeppel ¢ 

Senator Scuoreprreu. Mr. Mayor, I was interested in your statement 
that roughly 75 percent of the gas of Northern Natural was gas that 
was obtained by them outside of their own owned wells which vou 
thought was approximately 25 percent. I do not believe that vou 
submitted here, and I do not understand your statement now to mean 
that the increases sought by Northern Natural was related in anvthing 
like the amount that the Northern Natural had to pay to the other inde- 
pendent. producers or gatherers of natural gas, other than their own 
wells 

Mr. Ditton. No, sir, my statement is not broken down to that extent, 
IT am sorry. 

Senator Scnuorrret. I think we do have some figures heretofore 
testified to, and probably will be offered for the record here, showing 
actually what increases the producers in the field have been getting 
during this period of time that your increases have been put into 
effect, or the subject of further regulation, or determined by the ne 
eral Power Commission. You do not take the position that all these 
increases offered or sought by the Northern Co. have been due to the 
increase in prices that have been paid to the field operators of that *5 
percent of supplv which they in turn get and send into your area. 

Mr. Dixon. No, sir, I don’t take that position. I can’t speak with 
authority on that subject. 

Senator Scnorrren. Under the present legislation, there is some 
degree of protection under the Fulbright bill which is afforded munic 
ipalities such as you, and does give the Federal Power Commission an 
opportunity to review and to look into pretty carefully, any proposal] 
of, say, the Northern Natural Gas Co. when they come before them for 
increases on their own gas supplied from their own wells. 

You understand that there was that degree of latitude and leeway 
in the Fulbright bill. 

Mr. Ditro0n. Yes. 

Senator Scnorppen. As a result of that, it would seem to me, looking 
at it from my standpoint, that there is a degree of protection there 
that would not permit that interstate company to run wild, even though 
they may juggle around some way—that isn’t too good a series of 
yerds to use setting up an affiliate, or a company for which they will 
deal, even though they will keep the dedicated reserves available to 
your Sate 

Mr. Dixon. Yes, Senator. Of course, 25 percent is all, even in 
this case, I can’t speak for Phillips, I don’t know the setup, but even 








752 AMENDMENTS TO THE NATURAL GAS ACT 

in Northern Natural. only 25 percent is their own reserves, and 75 
percent they buy in the field, so they buy a substantial amount in the 
field, somewhere. 

Senator Dantev. The portion of your statement to which I was 
referring is on page 3 of your addenda, talking about an 11-cent-per- 
thousand-cubic-foot price called for in a contract between Northern 
Natural and its subsidiary. Do you know what the Federal Power 
Commission is now permitting Northern Natural to expense for gas 
produced by its «affiliate ¢ 

Mr. Ditton. No, I don’t know whether that figure has changed. 

Senator Danrev. Mayor, have you studied the producer prices in 
the field and the amount in which they have increased over the recent 
years? I am referring to those producers whose gas is coming into 
St. Paul. 

Mr. Dirtt0n. No. 

Senator Dantet. Mr, Chairman, I want to offer for the record the 
figures Dr. Boatwright submitted for St. Paul, and the chart on St. 
Paul gas prices, and say that if you have any evidence to the contrary 
on this, I know the committee would like to have it. These figures are 
all below 10 cents per thousand cubic feet, and do not equal anything 
near the increases that the Commission has allowed your Interstate 
Pipeline Co, to receive. In other words, on that regulated segment of 
your gas that comes to your consumers, it seems a much greater increase 
has been allowed than the unregulated producers rece sived. 

Mr. Ditton. There is one thing, Senator. We got into the natural- 
gas field rather late, so it is understandable that the Northern Natural 
Pipeline Co. would have to be reimbursed for the pipeline. In our 
area, we have only had it since 1949, so I have no argument that they 
should be reimbursed over the long run for the cost of the pipeline. 

I think that might be different in other areas, maybe different in 
some of the areas in other sections of the country that have had gas a 
lot longer than we have. 

Senator Pastore. I think at this juncture, we should order that the 
analysis by Dr. Boatwright on St. Paul be entered in the record as 
offered by Senator Daniel. 


(The committee insert is as follows :) 




















City of St. Paul, Minn.—Serve 1 States Power Co., supplied by 
Northern Natural Gas Co. 
1950 1951 | 1952 | 1953 | 1954 

: | | | | 
Estimated average field price received by | | 

independent producers for natural gas | 

supplied to city of St. Paul (cents per | | 

thousand cubic feet) 6. 56 | 7. 28 | 7.99 | 9. 79 | () 
Volume of natural gas supplied at city | | | ; 

gate (thousand cubic feet) 9, 988,865 | 17,777,948 | 21,844, 267 | 21, 805, 097 | (1) 
Average cost of natural gas delivered to | 

city gate (cents per thousand cubic feet) 15.1 | 16. 6 18.1 19. 6 | (') 


Price to residential customer for typical 
cooking and water-heating use ? (dollars | } | 
per thousand cubic feet) 1. 20 | 1. 20 1.00 1.00 1, 00 
Price to residential customer for typical 
cooking, water-heating, and home- 
heating use ® (cents per thousand cubic 


feet) shies i 77.4 77. 5.1 75. 1 75.1 


~I 
- 
~I 
on 


1 Not available. 
2 2.5 thousand cubic feet per month is quantity estimated to be used by residential customer for this use. 
3 23 thousand cubic feet per month is quantity estimated to be used by residential for this use. 


Source: Annual reports to the Federal Power Commission by the pipeline companies, and American 
Gas Association Rate Book. 
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am 


ST. PAUL 
Comparative Prices of Natural Gas 
Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 


Based on price to residential customer for estimated 
typical cooking, water heating and home heating 
(23.0 Mcf) 


1953 
(Source: Annual Reports to FPC by Pipeline Companies and 
A.G.A, Rate Book) 


Price received by 
distributing company 75.1 cents per Mcf 


Cost of distribution to 
St. Paul customers 


Price received by pipeline 
company 19.6 cents per Mcf 


Cost of transportation 
from field to distributor 


Price paid to producers in 9.8 cents per Mcf 
the field 
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Senator Pasrorr. I understand there is a George Cook here, city 
manager of Grand Rapids, Mich., who wishes to submit a resolution 
for the record. 

Mr. Coox. I am the city attorney, Mr. Chairman, and I do have a 
resolution of the city commission of Grand Rapids opposing the 
passage of the Fulbright bill, which I would like to have made a part 
of the record. 

Senator Pasrorr. All right, sir, without objection, it is so ordered. 


RESOLUTION 2311 


Whereas the Fulbright bill is now pending in the Senate of the United 
States; and 

Whereas the Fulbright bill would nullify the Natural Gas Act of 1938, which 
gives the Federal Power Commission the right and duty to regulate a fair 
and reasonable price for natural gas at the wellhead ; and 

Whereas if the Fulbright bill is enacted into law it would destroy consumer 
protection in the price of natural gas and permit the natural-gas producers 
to charge the consumers any arbitrary price they chose to fix and would result 
in increased cost of millions of dollars to the many thousands of natural-gas 
users and result in great harm to the people of this city: Now, therefore, be it 

Resolved by this City Commission, That we do hereby declare our opposition 
to the Fulbright bill, so-called, and urge our Senators in the United States Sen- 
ate that said bill be defeated ; be it further 

Resolved, That copies of this resolution be forwarded immediately to Sen- 
ator Charles Potter and Senator McNamara at their respective addresses in 
Washington, D.C. 

Adopted. 

Yeas: Coms. Marto, Blandford, Brouwer, Davis, DeKorne, Gritter, 6. Nays, 0. 

I hereby certify that the foregoing is a true transcript of the action of the 
city commission of the city of Grand Rapids, Mich., in public session held May 
17, 1955. 

STANLEY A. SMOLEVCKI, 
Deputy City Clerk. 


Senator Dantret. Mr. Chairman, I would like to offer the figures on 
Grand Rapids, Mich., and the chart submitted to the committee by 
Doctor Boatwright. 

Senator Pasrore. Without objection, it is so ordered. 

(The committee insert is as follows :) 


City of Grand Rapids, Mich.—Served by Michigan Consolidated Gas Co., sup- 
plied by Michigan-Wisconsin Pipeline Co. 


1950 1951 1952 1953 

Estimated average field price received by independent 

producers for natural gas supplied to city of Grand 

Rapids (cents per thousand cubic feet 8. 22 8. 29 8.75 9. 48 
Volume of natural gas supplied at city gate (thousand 

cubic feet 7, 129, 578 | 10, 752, 530 9, 121, 010 11, 207, 026 
Average cost of natural gas delivered to city gate | 

(cents per thousand cubic feet 28. 11 29. 16 31. 88 35. 00 
Price to residential customer for typical cooking and 

water-heating use! (dollars per thousand cubic feet) 1, 32 1, 32 1, 32 1. 47 
Price to residential customer for typical cooking, water- | | 

heating and home-heating use? (cents per thousand 

cubic feet) - ae i ci ‘ 75.4 | 75. 4 75. 4 | 86, 1 


2.5 M. c. f. per month is quantity estimated to be used by residential customer for this use. 
2 20.5 M. c. f. per month is quantity estimated to be used by residential customer for this use. 
Source: Annual reports to the Federal Power Commission by the pipeline companies, American Gas 
Association Rate Book 
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GRAN 

Comparative Pr 

Paid to the Producers in the Field, Paid to the Pipeline 
Company and Received by the Distributing Company 


Ta Mil im n 
ces of Natural Gas 


D RAPIDS 
4 
+ 
+ 


Based on price to residential customer for estimated 
typical cooking, water heating and home heating 
(20.5 Mcf) 
1953 
(Source: Annual Reports to FPC by Pipeline Companies and 
A.G.A. Rate Book) 


Price received by 


distributing company >» 86.1 cents per Mcf 


Cost of distribution to 
Grand Rapids customers 


Price received by pipeline 


company : 
Cost of transportation S 


from field to distributor [ 


35.0 cents per Mcf 





Price paid to producers in 


the field Sins 9.5 cents per Mcf 


63057—55 49 
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Senator Pasrorr. Now, we have three other witnesses here. We 
have some important legislation coming up on the floor of the Sen- 
ate this afternoon. We realize these gentlemen have traveled to 
Washington at great expense and inconvenience to themselves. 

I wonder if you could somehow submit your statement, and if fo: 
further examination, we can invite you to come back this afternoon 
and arrange to have those members of the committee interested in 
asking quest ions, come back and ask those quest ions. 

We should like to finish with these witnesses by a quarter after 12, 
if we can possibly do it. 

We come first to Mayor Zona. 

Will your statement take more than 15 minutes ? 

Mr. Zona. I can finish mine in 6 minutes, Mr. Chairman. 

Senator Pastore. That will be fine. 

Won’t you step forward / 

There is no intention on our part to cut you short. We don’t want 
you to feel you came all the way to W ashington, and weren’t given 
an opportunity to make a complete statement. 

On the other hand, we are trying to hear all the witnesses, without 
telling you to come back. 

Will you identify yourself for the record ? 


STATEMENT OF STEPHEN A. ZONA, MAYOR, CITY OF PARMA, OHIO 


Mr. Zona. 1 am Stephen A. Zona, mayor of the city of Parma, 
Ohio. 

I want to say, Mr. Chairman, and members of the committee, I 
want to thank you for your kind letter of invitation inviting me to 
come here and make a personal appearance, and I want to thank the 
entire committee for the privilege and opportunity of testifying and 
voicing the feeling of our people. 

Now, I promised you I would be through in 6 minutes. I will try 
to keep my word. 

Congressman Vanik-said you gentlemen will treat me real nice. 

Senator Pasrorr. We try to treat everybody with courtesy. 

Mr. Zona. Of course you could ask me embarrassing questions, 
questions I can’t answer, so the less of those you see fit to ask me, I will 
appreciate it. 

I am not an authority on this subject; what I don’t know on this 
subject will fill a large area, and I will be honest and frank with you. 

However, I want to cover two points. I want to cite facts and fig 
ures from our city of Parma, which is the fastest growing city in 
Ohio, and I want to make a couple of general observations. 

Now, to get down to Parma, according to the estimate of the Cleve- 
land Electric Illuminating Co., the population of the city of Parma 
now is close to 65,000. When I moved in there in 1938, we had about 
16,000. 

Senator Pastore. What accounts for this phenomenal growth, 
Mayor? ; 

Mr. Zona. I don’t understand it. It is the closest suburb from 
Cleveland; it is the shortest distance from a point of downtown to 
any suburb; it is the shortest distance, and with little traffic. 


a 


ee . - _— 
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We have more land space than any oLnel u yurb, and { think t! 

it. and there is some beautiful land there. 

The number of customers for natural gas in the city of | 
day, 1s 15,165. 

The amount of the increase in consul iprhion in the past few years, 
the total for all consumers, and the total per average customer, are 
all illustrated 1 
1943: 4,582 customers; 70,800 cubic feet annually per customer, 

15.165 customers: 141,000 cubie feet annually per customer 


nthe following statistics, namely: 


1953: ) 

What effect would a price increase of 1 penny per thousand cubic 
feet mean to all Parma consumers, residential, commercial, and 
industrial ¢ 

The answer 1 approximately $21,455.64, or $1.25 apiece. 

The percentage of homes heated by natural gas in Parma is 
percent. ‘That is significant | | : 

Parma is now the feurth largest consumer in Ohio, of the Ohio Fuel 
Gas Co. Within the next few years, according to authentic source 
Parma will be the second largest customer. 

The city of Parma, with approximately 62.500 citizens at the present 
time, and an estimated 100,000 by 1960, are, at the present.time, ne 
gvotiating a contract for fuel aa ‘with the Ohio Fuel Gas Co. 

The basic principle of this contract is the escalator clause: simp! 


fied this means the gas rate for all of these people, who are mostly 
Oordimary working peo} | y. de! niteiv tied to the rate price ot raw 
eas delivered in our city Insofar the great bulk of this ga 


purchased from the Gulf Interstate Lines at the present time, along 
with five other lines, the price of was cle livered to our city 18 ent re] 7 
dependent upon the price the pipeline S pay at the wellhead. 

Our city council and administration, relying on present Federal! 
regulations of gas in interstate commerce, and honestly believing that 
the Interstate and Foreign Commerce Committee has the interests of 
the consuming public at heart. have placed the financial welfare of 
the citizens of our city under the direct control of the Federal] Power 
Commission. 

An increase of 1 cent in the wellhead cost of gas would result in an 
annual increase to consumers in the city of Parma of $21,455.65 or 
$1.25 apiece. 

The present regulation has been operating in a fair and equitabl 
manner for both the producer and the consumer and the fact that the 
independent producers are constantly seeking new fields and en 
gaging in what is commonly known as wildcatting, it would seem 1 
indicate to all reasonable minds that the price allowed at the wellhead 
has been adequate and is encouraging the necessary exploitation. Th 
city of Parma is intensely interested in an adequate supply of natural 
gas not only for its own citizens, but also for all citizens of other 
communities in like situations, but we sincerely feel that if no regu- 
lution, or a very liberal regulation is allowed to the so-called inde 
pendent producer, the inevitable result will be the exploitation of ou 
natural resources in gas which in turn will encourage depletion of 
the fields at a rate so great as to endanger the national economy. 
There is no serious contention that the production of natural gas at 
the wellhead is diminishing because of any uneconomic approach be 
cause of FPC regulation. 
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It, therefore, must be concluded that no desirable benefit could 
accrue to any one except the exploiter. 

I want to call to the attention of the committee, that the Parma 
Council passed a resolution which is incorporated in my statement: 

(The resolution follows :) 


RESOLUTION No. 56-55: py Mrnor GeorGeE: AN EMERGENCY RESOLUTION MEMO- 
RIALIZING THE CONGRESS OF THE UNITED STATES To DEFEAT LEGISLATION WHICH 
Proposes To AMEND THE NATURAL GAS AcT So As To EXEMPT THE PRODUCTION 
or NATURAL GAS Soup IN INTERSTATE COMMERCE FROM REGULATION BY THE 
FEDERAL POWER COM MISSION 


Whereas the Natural Gas Act was passed by Congress in 1938 for the primary 
purpose of protecting natural gas consumers against exploitation at the hands of 
natural gas companies ; and 

Whereas there as currently underway, a heavy financial movement to prevail 
upon the Congress to amend the Natural Gas Act so as to exempt the produc- 
tion of natural gas sold in interstate commerce from Federal Power Commission 
regulation; and 

Whereas the effect of such proposal would be exploitation of natural gas con- 
sumers throughout the Nation by a handful of large oil companies operating in 
southern oil and gas producing States; and 

Whereas it is in the interest of the natural gas consumers in the city of 
Parma that the Natural Gas Act be not weakened by an amendment similar to 
that embodied in the Kerr bill; and 

Whereas this resolution constitutes an emergency measure in that the same 
provides for the usual daily operation of a municipal department: Now, there- 
fore, be it 

Resolved by the Council of the City of Parma: 

Secrion 1. That the Congress of the United States be and it is hereby respect- 
fully memorialized not to enact into law any bill similar to the Kerr bill of the 
Sist Congress, which proposes to amend the Natural Gas Act so as to exempt 
the production of natural gas sold in interstate commerce from regulation by 
the Federal Power Commission. 

Sec. 2. That the clerk of council be and he hereby is directed to transmit 
a certified copy of this resolution immediately upon its adoption thereof and the 
signing by the mayor, to Senators John W. Bricker and George H. Bender and 
Representatives Michael A. Feighan, Charles A. Vanik, Frances P. Bolton, Wil- 
liam E. Minshall, and J. Percy Priest, chairman of the House Interstate and 
Foreign Commerce Committee. 

Sec. 3. That this resolution is hereby declared to be an emergency measure 
and, provided it receives the affirmative vote of two-thirds of all the members 
elected to council, it shall take effect and be in force immediately upon its 
adoption and approval by the mayor; otherwise it shall take effect and be in 
force from and after the earliest period allowed by law. 

Passed April 4, 1955. 

(Signed) Tuomas F. Powers, 
President of Council. 

Attest : 

(Signed) Jonn A. Bosko, 
Clerk of Council. 

Approved April 5, 1955. 

Filed with the mayor April 5, 1955: 

(Signed) Srepnen A. ZONA, 
Mayor, City of Parma, Ohio. 

Mr. Zona. I want to say this is the statement I made to the House 
Committee on Interstate Commerce about a month ago. 

I am not an engineer, and therefore not familiar with the tech- 
nical aspects of the natural gas industry, and a lawyer by profession, 
but I am here as the elected representative of about 64,000 people of 
the city of Parma. 

I deem it my solemn duty to appear here before you in their behalf. 
Mav I respectfully call your attention to a few very pertinent points. 
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First of all, there 1s no necessity at this time for this legislation. If 
we all want to be truthful about it. and we should be. there is abso 
lutely no need whatsoever for disturbing the present method of regu 
lating the natural gas industry by the Federal Power Commission. 

The reasons are as obvious as the nose on your face. If the pro- 
ducers and distributors needed some relief, there might be a legitimate 
reason for them to ask ¢ ‘ongress for he Ip. 

But what are the s imple, vet true, facts relative to their pos tion 4 

They are all getting : ilone ve ry fine. The ‘y are all making money. 
They are all receiving a fair return on their investment. 

Whi are they pushing the Ilarris bill and other similar bills ¢ Lhe 
simple answer is—they want to make a bigger profit and receive a 
return on their investment larger than they are entitled to. 

This they should not be permitted to do. 

The second pertinent reason why these bills should be killed is the 
undisputable fact that there is no justifiable reason under the sun for 
the passage of these proposals. 

The Federal Power Commission is doing a good job to protect all 

parties involved. They have been fair to the natural gas industry, and 
at the same time the ‘y have been protecting the best interests of the gas 


consumers, 


] ln not prejudiced avalinst business be it small business or biog 
business. However, as it appears to me, no good can possibly result 
from the adoption of these propo als except to grant the natural 
husiness pec lal 1»! ivile ge Laden tI ey ple ase. 

(nd, of course, we all | what the inevitable consequenc would 


be—the consumers of natural gas would pay through the nose. 

In all honest) and sincerity, let’s admit what the real and only 
motive is behind the Harris bill—to raise the price of natural gas to 
the consuming public 

Once that happens, you can look for the same increase of othe: 
public utilities, such as electricity, telephone, and even water. 

There is no question about it, that without Federal poeeniaeets not 
only would the cost of natural gas go way up sky-high, but it would 
undoubte dly encourage a shar p rise In the cost of living and accelerate 
a first class inflation in the entire ¢ ountry. 

There is yet another danger which is altogether probable. It may 
kill the goose which laid the golden egg. Remember what happened 
to the coal industry. 

In conclusion, please permit me to summarize. The Federal Power 
Commission should retain jurisdiction over the natural gas industry 
because— 

(1) They are doing a good job. 

(2) They are fair to business and to its customers, the American 
people. 

(3) There is no need and no just ification for these bills, because the 
natural-gas business is getting along beautifully and making a good 
profit under the present Federal regulations. 

(4) The customers, the consumers, who are the general public, would 
lose the best protection they have ¢ iwainst being—that is harsh lan 
guage; I should say “against increases in prices.’ 

Senator Pasrorr. Do you want to leave that language in your state 
ment ? 
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Mr. Zona. Well, I will leave the language as it is. 

Senator Pasrore. I think “shaken down” ought to come out. 

Mr. Zona. With the permission of the chairman and the committee, 
I would rather amend that—I must have been feeling pretty tough 
when I wrote this. 

Senator Pasrore. It isa great man who will admit it. 

Mr. Zona. I don’t drink anything stronger than “pop,” but I still 
must have been mad about something. 

Senator Pasrorr. The customers and the consumers, who are the 
general public, would lose the best protection they have against being 
rouged. Do you want to change that? 

I have used the word “gouged.” 

Mr. Zona. Allright, I will settle for that. 

(5) It is the duty of public servants, namely elected officials, to 
honestly represent and diligently work for the best interests of the 
public. 

(6) The Federal Government, and particularly our Federal courts, 
have condemned monopolies on the ground that they are against the 
best interests of the public. The removal of Federal regulation would 
encourage, promote and create something worse than a “monopoly. It 
might be called a superduper monopoly or a giant oligopoly. 

(7) It would grant highly special privileges to a favored few in the 
natural-gas business, at the expense of over 100 million people, who are 
now using natural was. 

Gentlemen of the Senate, hearken to the voice of over 100 million 
fine and good Americans. Most of them are voters, by the way. 

Through us, as their elected representatives, they are pleading and 
appe: aling to you, who are also their elected representatives; please give 
heed to their appeal; to their petition, to their prayers. 

With all the sincerity at my command, I implore you, Mr. Chairman, 
and gentlemen of the committee, in all of your deliberations, please 
listen to the voices of your people and my people. They are depend- 
ing upon you to do the right thing by them. 

I wish to thank you very much for your courtesy, and your kind 
attention. 

Senator Pasrorr. Thank you very much, Mayor. 

Senator Monroney. I don’t wish to delay the other witnesses, but I 
would like to ask if the distinguished mayor can give us the amount 
that the producer rece ive ‘s for the gas that comes to your city ? 

Mr. Zona. I don’t think that is in my statement. 

Senator Monroney. It is not in your statement, I was looking for it. 

It the producer price that is in issue here. While rates have gone 
up in many of these cases, we find that 10, 20 or 30-cent increases have 
been occasioned to the city consumers which we don’t like any more 
than you do, while the producer price has gone up to approximately 
5 cents a thousand. 

The greater part of the increase has generally been occasioned, in 
almost all of these cities where we have records, not by the production 
price in the field, but by the other increases that have taken place under 
regulation. 

Senator Pastore. Do you think you could furnish those figures? 

Mr. Zona. I will try to get that. 

Senator Dantet. What is the average price your consumer pays per 
thousand cubic feet for gas, now ? 
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Mr. Zona. It is, under the new schedule—there is a new rate just 
gone into effect—it starts out—that will run about 6.5 to 7 cents per 
hundred, I think. 

Senator Dante. About 6.5 cents a thousand cubic feet ? 

Mr. Zona, The first 500 1s 5 cents itisa sliding scale. 

Senator Danret. You have a pretty reasonable price to your con- 
sumers ¢ 

Mr. Zona. We have. It has gone up, we have taken a 20 percent 
ncrease, 

Senator Dantet. When? 

Mr. ZONA. Oh, the last coune i] meetin Qo, 

Senator Danien. Granted the distributors a 20 percent increa 

Mr. Zona. Yes, that is without the escalator clause, a 2-year firm 
contract. 

Senator Dante. Do you know how much increase the producers in 
the field got on their gas? 

Mr. Zona. That I can’t answer. I will try to get that information 
for you, 

Senator Danret. You are not actually complaining about what the 
producers have been receiving over the past years, are you? 

You don’t even know what they have been receiving ? 

Mr. Zona. No, Lam not familiar with that. 

Senator DanreL. So you are in no position to complain about what 
the producers gat been receiving for the gas going to your city? 

Mr. Zona. No, Iam not. I will be : slad to try to get that. 

Senator DANIEL. You understand the y have been unregulated ur a 
the Commission froze the prices in June of last year, the producers 
prices. You have made no distinction in your statement between ap 
ducers and the gas business in general, but you understand the pro- 
ducer prices have not been regulated all these years up until after the 
Supreme Court decision. 

Senator Pasrorr. Thank you very much, Mayor. 

Mr. Joseph Grossman. . 

( ‘ould you tell us about how long your statement will take? 

Mr. Grossman. I think I can finish in about 20 minutes. 

Senator Pastore. Is Mr. Trimble in the room ? 

Mr. Trimpiye. Yes, sir. 

Senator Pasrore. How long would your statement take ? 

Mr. ‘Trroce. I can cut it down, probably, to 10 or 15 minutes 

Senator Pastore. We are trying to finish by a quarter after 12. 
We will appreciate it if you can help us finish with the witnesses who 
have come here this morning. 


4 


STATEMENT OF JOSEPH F. GROSSMAN, SPECIAL ASSISTANT 
CORPORATION COUNSEL, CITY OF CHICAGO 


Mr. Grossman. My name is Joseph F. Grossman, special assistant 
corporation counsel, head of the public utility division of the office 
of the corporation counsel of the city of Chicago. 

I want to say the city of Chicago has a new mayor, Richard Daly, 
who was asked to make a statement. The mayor is very very busy no 
in organizing his administration, and he has written a letter to this 
committee, to Senator Magnuson, in which he states that I am the ofli- 
cial representative of the city of Chicago, and will make the state- 
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ment for him that he is opposed to any legislation which would exempt 
the sale of natural gas in interstate commerce by producers from regu- 
lation by the Federal Power Commission. 

I have also, here, a resolution, a certified copy of a resolution passed 
by the City Council of the City of Chicago, which I am filing with 
my statement, 

Senator Pastore. The resolution will be made a part of the record. 

(The resolution referred to is as follows :) 


RESOLUTION ON EXEMPTION OF INDEPENDENT PRODUCERS OF NATURAL GAS 
F’'RoM REGULATION BY FEDERAL POWER COMMISSION 


Whereas more than 1 million homes in Chicago are dependent upon a supply 
of natural gas from the Peoples Gas System for cooking, and many of them for 
other domestic uses, Such as water heating, refrigeration, and space heating ; and 

Whereas the Peoples Gas System is an integrated system of interstate natural 
gas companies and the Peoples Gas Light & Coke Co. the sole distributor of gas 
in the city of Chicago and said system is dependent in great measure upon a 
supply of gas purchased from so-called independent natural gas producers who 
have heretofore been free to sell their gas at prices affected by competition 
between natural gas pipeline companies seeking a supply of natural gas to satisfy 
their respective customer demands; and 

Whereas the Supreme Court of the United States has recently determined in 
the case of Phillips Petroleum Company v. Wisconsin, that independent pro- 
ducers are natural gas companies within the purview of the Natural Gas Act and 
are subject to regulation by the Federal Power Commission to prevent unjust, 
unreasonable, and discriminatory prices for natural gas produced and sold in 
interstate commerce ; and 

Whereas the oil and gas interests in the United States have initiated a nation- 
wide campaign through the press and other media for enactment of legislation 
by the Congress of the United States to exempt producers of natural gas from 
regulation by the Federal ower Commission so that they may exact from those 
who supply gas for ultimate consumption in the homes of Chicago and elsewhere 
the highest price obtainable by the incidence of competition among the pipelines 
for their sources of supply ; and 

Whereas such competition and competitive prices will rapidly increase the cost 
of gas for domestic uses in Chicago and elsewhere and will inevitably increase 
such cost as to restrict the normal use of gas necessary for the health and com- 
fort of residents of Chicago: Therefore be it 

Resolved, That the House of Representatives and the Senate of the United 
States be fully informed of the consequences of such legislation and that the 
corporation counsel be and he is hereby directed to use all proper means, and to 
make such representations to the Congress of the United States, to prevent the 
enactment of legislation exempting producers of natural gas from regulation by 
the Federal Power Commission. 

STATE OF ILLINOIS, 
County of Cook, ss: 

I, John C. Marcin, city clerk of the city of Chicago, do hereby certify that the 
above and foregoing is a true and correct copy of that certain resolution adopted 
by the City Council of the City of Chicago at a regular meeting held on the 26th 
day of January A. D. 1955. 

Witness my hand and the corporate seal of the said city of Chicago this 20th 
day of May A. D. 1955. 

JOHN C. MARCIN, 
City Clerk. 

Mr. Grossman. This committee is engaged in investigation and 
consideration of legislation materially affecting the national defense, 
the cost of living of every inhabitant and the burden of every tax- 
payer of the United States. The subject of pending natural gas leg- 
islation affects the public interest so extensively and so vitally. The 
White House directive to the Advisory Committee on Energy Sup- 
plies and Resources Policy respecting the Committee’s assignment and 
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the report of that ¢ ‘ommittee amply testify to the general public inter 
est which I have described in the proposed amendments to the Natural 
Gas Act. 

To begin with, the effect of the proposed amendments upon the 
supplies, discovery and developme af of reserves in the interests of 
national defense, an expanding domestic economy, and reasonable 
prices to consumers, stated to be the concern of the White House Com 
mittee, with which no one can find fault, must be clearly understood 
and reasonably appraised in the light of the present Natural Gas Act 
as construed by the United States Supreme Court. 

The Phillips case did not expand the Natural Gas Act to control o1 
regulate the production or gathering of natural gas. It did not subject 
the operations of independent producers of gas to the jurisdiction of 
the Federal Power Commission which would in any way interfere 
with free competition in the exploration for gas, or with the develop 
ment of energy supplies and resources fuels in the interest of national 
defense and for public consumption. 

The present Natural Gas Act does not impose upon independent pro- 
ducers the obligations or status of a public utility. It does not require 
them to dedicate their resources or supply of natural gas to public use 
or for sale in interstate commerce. No one claims that the Federal 
Government should control the production, gathering, processing or 
sale of natural gas by independent producers, unless such gas is sold 
for tranportation in interstate commerce for resale for ultimate publie 
consumption. Independent producers have a free choice, to their best 
advantage, in the use or sale of their gas for local purposes or local 
distribution without Federal regulation, or for sale in interstate com- 
merce subject to regulation by FPC. 

On the other hand, in the most important area of the use of energy 
supplies by the largest number of consumers, there is no free choice. 
In the city of Chicago and many other metropolitan areas throughout 
this country, the residents are dependent upon gas for cooking. Coal 
and petroleum are not adaptable for such use in modern-day city 
living. Consumers who have a substantial investment in gas equip- 
ment for refrigeration, water heating, and space heating have created 
a captive market for natural gas and are now at the mercy of the pro 
ducers of such gas for their supply at ever-increasing cost, under con 
tracts subject to unilateral termination, escalator or so-called favored- 
nations provisions, without regulation under the Natural Gas Act. 

Within the last 4 years the cost of natural gas to the distributing com 
pany in Chicago was doubled principally because of so-called com 
petition in the sale of mwas in the producing fields. The follow ing table 
of the average cost of all natural gas purchased by Peoples Gas Light 
& Coke Co. of our city, including low-cost gas purchased at interrup 
tible rates, indicates the effect on the wholesale rates for gas to the 
Chicago area of the kind of competition which now exists in the gas 
fields: Gonteau 


thousand 
cubic feet 


A RN ak ace dtl bien cdc asa baas cendialcbidlidagn tinea hthatcebect 12. 07 
NE TU NO in acti sts wiles Aeeanbien a ee ee 12. 45 
July 30, 1952. sleet ai de ieteetls scale nna cect ated I adie. 2a Oe 
ky Serene Rieuceaentaed cali aiinclcihedeinsauiin (*) 

Dec. 31, 1954. a ae aaa ke ateieedite et caet 2 19. 32 
Be ek icra cis ence ce cidtnheneinsile 5 icainegthiadiultnhialinittiiad estamos nei —ciainiid ae 


1Not available. 
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Peoples Company, Ex. 20 B in Illinois, C. C. 38244 and 40472. 


Statement of estimates filed by Peoples Gas with Illinois Commerce 
Commission on December 22, 1953 in support of their request for 
$4,753,971 rate increase. 

This figure was computed by taking the quantities of natural gas as 
expressed in thousand cubic feet which Texas Tllinois estimated : 
would sell to Peoples Gas in Exhibit 19, p. 4 FPC Docket No, G-221 
and taking the quantities of natural gas which Natural Gas Pipe ine 
Company of America estimated it would sell to Peoples Gas in State- 
ment G-1, p. 15 FPC Docket No. G-3123. To the former were applied 
the rates allowed by FPC order issued December 16, 1954, in FPC 
Docket No. G-2219, to the latter were applied rates which FPC per- 
mitted to become effective under bond on March 2, 1955, in FPC 
Docket No. G-3123. Thus the estimate total quantity of natural gas 
purchased by Peoples Co. per year was obtained as well as the total 
cost per year of such gas at current rates. By dividing the yearly 
cost by the yearly quantity the average cost per thousand cubic feet 
was obtained. 

On July 30, 1950, the price per thousand cubic feet was 12.07 cents. 
In March 1955, the price was 24.01 cents per thousand cubic feet. 

Senator Dantet. For 1950, is this 12.07 cents per thousand cubic feet 
the average price which all the gas producers received for their gas 
which goes into Chicago? 

Mr. Grossman. Yes. I have another exhibit, exhibit A, which 
shows the sources of supply, the price paid in the field and the price 
paid from gasoline plant outlet purchasers, and the price of natural 
gas produced by Natural Gas Pipeline Co. 

We get our gas from Texas Illinois Gas Pipeline Co., and they came 
into existence within recent years, and exhibit A, page one, indicates 
what the prices were in December 1951, and on December 31, 1954, 
and these figures were taken from proceedings before the Federal 
Power Commission, indicated in the notes to the exhibit. 

Senator Dante.. According to that. in 1951, the price was 8.524 
cents, according to exhibit A. 

Mr. Grossman. That is right. 

Senator Dantet. In the figures you read from your statement you 
have 12.07 cents? 

Mr. Grosman. That is at the gateway. 

Senator Monroney. All the way from Texas to Chicago. 

Mr. Grossman. To the gateway in the Chicago area, which is at 
Joliet, Ill. 

Senator Monronery. But the gas has to be transported from Texas. 

Mr. Grossman. Naturally it has to be transported. 

Senator Monroney. The producer doesn’t get a dime for trans- 
portation. He gets his money at the well. 

Mr. GrossMAN. That is right, but, of course, the cost of gas in the 
field adds to the cost of gas at the gateway, and there is an investment 
in the transmission lines, and I show that later in my statement. 

Senator Dante... Now, then, what vou mean on page 3, as to the 
figures you cited, beginning July 30, 1950, 12.07 cents per thousand 
cubic feet, do you mean that that isthe producers price ? 

Mr. Grossman. Certainly not. 
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Senator Daniev. That is the price the interstate pipeline receives 
at the city gate. 

Mr. Grossman. ‘That is correct. 

You will find on page 2 of exhibit 5, the Natural Gas Pipeline Co 
of America’s average price was 4.16 cents, the average cost in 1952 
and in 1955, the average price was 16.12 cents, so that indicates exactly 
what the producers’ prices are. 

Senator Monroney. On page one of that same exhibit, you show 
that your price per 100 million cubic feet that you bought in 1951 was 
roughly 8.5 cents. 

Mr. Grossman. That is from Texas-Illinois Natural Gas Pipeline 
Co., which is a new company. 

Senator Monroney. Wait a minute, I am talking about your own 
table. The first four companies, Abercrombie, LaGloria Corp., La- 
Gloria Operators, and Phillips regular, apparently sold you 100 mil 
lion cubic feet of gas, and the cost was 8.5 cents, is that correct, in 1951 ? 

Mr. GrossMAN. That is correct. 

Senator Monronry. And the same cost now on 154 million cubic 
feet is 10.05 cents ¢ 

Mr. Grossman. That is correct. 

Senator Monronry. You have had an increase in those 3 years in 
the cost to the producer of about 1.5 cents ? 

Mr. Grossman. Yes, and you will note that a lot of this gas comes 
from other companies whic h we pure hased more recently. 

Senator Monroey. You are going out and bid ling for more was ¢ 

Mr. Grossman. Oh, ce rtainly we are. 

Senator Monroney. That is the way you are getting your gas today. 
You need a one third increase in your supply. Now, if you want your 
gas for industry, you go out on a free enterprise market, and you 


search for that gas. Now, if you are going to have Federal recula 

tion, —e going to be the man that divide sup the pie and says, ° ‘Chi- 
‘ago can have so many cubic feet of gas, but we must have the rest 
preunaiiens Melia ainda Clavalael: Minneapolis, or St. Louis?” . 


If you are going to have regulation of the price and take out the 
competitive feature of the market, then I think you must get ready 
for an allocation of these gas supplies on the basis of how the Federal 
Power Commission might wish to see them divide it up. 

Mr. Grossman. I understand that the competitive factor is, in 
ordinariy industry, usually the competing industries. 

In this case, the compet itive factor is the search for gas, or the pipe- 
line companies competition for a supply of gas for their own cus 
tomers. 

There is no compettion among the producers. 

Senator Monroney. Well, it happens to be there have been so many 
millions of people wanting to get gas that there are a lot of customers 
around now looking for a supply. 

Mr. Grossman. That is right. 

Senator Monronry. This can change overnight if the Williston 
Basin, or some new oil field comes in, and you increase the supply. 

Mr. Grossman. That doesn’t mean that the producer shoul | get all 
that the traffic can bear, simply because there is a great demand for 
gas. 

Senator Monroney. But haven’t they been free of regulation ? 
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Mr. Grossman. They have a choice, they don’t have to sell their 

gas. 
Senator Monroney. The y have been free of regulation until June, 
1954, and yet the rates from your principal suppliers—and I think 
this is rather typical of those that were on contracts—you were paying 
in 1951 your table shows on page 1, 6.65 cents per a ind cubic feet. 
You are paying 6.672 now for the main body of your . It has gone 
up less than 0.02 cents. Now, that doesn’t sound Tike anybody is 
gouging under a free and unlimited competitive situation. They are 
bound by their contracts, and they are living up to their contracts. 

Mr. Grossman. There is no question of gouging. We have not in- 
sisted that the Federal Power Commission take anybody's property. 
We are insisting that the Federal Power Commission have some con 
trol over the price of gas sold in interstate commerce. 

We don’t ask that their control be confiscatory. We ask that their 
control give the investors, as well as the consumers, a fair break, and 
all we are asking for is that the Natural Gas Act, as presently con 
strued by the Supreme Court, be retained. 

Now, that doesn’t mean that the producer’s property will be con 
fiscated. 

Let me go on and develop my theory a little. 

Senator Pasrore. All right, sir, but I think at this juncture, we 
ought to make your exhibit “A,” a part of the record. 

(E xhibit A is as follows:) 


Cuicaco Exnuisit A 


Texvas-Illinois Natural Gas Pipeline Co. gas purchases 
E { 


fal (2) 


Dec. 31, 1951 (vear ending Dec. 31, 1954 (year ending 

A yerage A verage 
Amount frosted’ lotal cost Amount feos | Total cost 

cubic feet cubic feet 

Cents Cents | 
A bercrombi 41, 610, 000 9.650 | $4,015, 365 41, 610, 000 9.672 | $4.024. 519 
LaGloria Corp 17, 520, 000 7. 460 1,396,992 | 17, 520,000 7. 484 | 1, 311, 302 
LaGloria Operator 31, 025, OOF 7. 460 2,314,465 | 12, 775,000 7, 484 O56, 158 
Phillips, regular 10, 220, 000 9. 000 919, 800 | 10, 220, 000 9. 470 | 967, 834 
Magnolia 12, 045, 000 7.018 845, 318 
Atlantic Refining 16, 425, 000 7.018 1. 152, 707 
MeCarriek Oil 730, 000 7.018 51, 23 
Argo Oil 1, 460, 000 12. 283 179. 336 
Panhandle Oil 480, 000 7. 456 35, 792 
Texas Co 13, 505, 000 15. 066 2, 034, 758 
Stanoline 4, 579, 000 15. 066 689, 904 
Tidewater 4, 380, 000 15. 066 659, 921 
B. B. M., W. Bernard 1, 469, 000 15. 066 219. 974 
Tidewater 5, 475, 000 15. 066 824, 902 
Kidd & Smith 739, 000 12. 300 89, 790 
Frenct 730, 000 15. 000 109, 500 
Sinclair 1, 981, 000 13. 000 257, 530 
Shell 240. 000 10. 416 25. 000 
Stanolin 1, 825, 000 12. 500 228, 125 
Longhorn 334, 000 12. 200 40, 748 
Gas Gathering, Inc 1, 825, 000 12. 500 228, 125 
Rowan Oil 367, 500 13. 000 $7,775 
Phillips Special 3. 505, 261 15.000 525, 789 
Total 100, 375, 000 8. 524 8, 556,622 154, 201, 761 10. 056 15, 506, 033 
1. These figures are taken from Opinion 195 of FPC entered in Texas-Illinois original certificate case 

Docket No, G-1246. 


2. Latest estimate submitted by Texas-Illinois in FPC G-2219, exhibit 22 
j 


3. Prices do not reflect certain increases in cost per thousand cubic feet due to Texas gatherer’s ta 
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Natural Gas Pipeline Company of America—Source of supply 


1952 June 30, 1955 (12 months ending 
Average Average 
cost cost Natal ‘ 
un ( t I lo cos 
Amount housand es ‘4 a thousand . 
cubic feet cubie feet 
Field purchase Cent Cents 
Burnett & Corneliu 200, 450 6. 269 $12, 567 219. OK 6. 371 $13. 954 
Nutter 407, 940 6. 269 25. 575 328 AO) 6. 371 2 13] 
Sinclair 3,470, 161 s, YH $10. 960 4.015.000 Y Lhe 867, G25 
Cities Service 11, 819, 807 4. 030 1, 067, 402 5 ATA. OO 0.719 RH ROR 
Panhandle Eastern 7. 366, 342 1 380 690. 963 
Red River Ga 3, 997, 675 5. 350 214, 263 
Kimberline & Howse 182. 500 &. 13] 14. 839 
Phillips 12, 347, 000 ] wn S52. OAC 
Fulton 1, 460, OOF 5, 830 231, 118 
rotal field purcha 27, 262, 375 &. Alf 2,321,729 | 24, 027, 000 9 
Gasoline plant outlet purchase 
Panoma, regular 22, 057, 556 8. $47 1,841,175 | 23, 705, 000 G, R2¢ 2 399 30] 
’anom upplemental 3, 574, 864 11, 138 308, 1 
Panoma, suppl 
Shamrock, regular 10, 221, 138 5. 443 420 Y. 490. OO 6.03 "2 260) 
Shamrock, supplemental 7, 300, 000 12.149 KN i 
lotal gas outlet 35, 853, £ 797 2.795.779 | 40, 495. 000 Q. 357 89. 312 
Pipeline purchast 
Colorado Interstate 49, 236, 451 4. 167 2 (051. 77 48. 910.000 1) 7 (00. 944 
ie 18, 2 7 ; 1 
I ripelir urch 49, 2 +. le 67.1 M 9 % 
Total purchases 112, 352, 383 6. 38 169, 283 131, 682, O01 14 17. 707. 840 
Natur production 87. 687, 2 68. O68. Ai R 621. 829 
Total gas, supplemental 200, 039 ; 210, 650. 50 62 
I bit 2 submi n FPC, 2083 
St ‘ H-1 (¢ 2A in FPC, ¢ l 


Senator Danien. | would like to congratulate the witness for bring- 
ing us the figures. 

Mr. GrossMANn. I will have some more figures a little latter in this 
development. . 

Senator Pastore. You may proceed. 

Mr. Grossman. The Chicago gateway rates are based on the pres 
ent cost of gas produced and purchased in several fields ranging from 
6.03 cents to 15.83 cents per thousand cubic feet. The sources, amount 
of gas purchases, average cost per thousand cubic feet + total cost 
of gas from each source of supply are shown on exhibit A filed here 
with. But there are now pending before the Federal Power Commis 
sion proceedings for authority to one of the natural gas comps nies 
Natural Gas Pipe Line Co. of America —supplying the ¢ hicago area 
to construct pipelines to a new field involving an investment of $32 
million based on contracts negotiated with ‘independent producers 
which will bring the price of gas from that field to its present pipeline 
portal in Texas to more than 35 cents per thousand cubic feet. 

The price at the field is fifteen cents. 

Senator Dantew. In other words, the field price 

Mr. Grossman. The basic price is 15 cents. It will cost more. 

Of course, the Natural Gas Pipeline Co. has to do its own gather 
ing, and the producers will extract the gasoline and other wet products, 
and make a profit on that, so that we are buying the gas after the gas 
has been extracted through their extraction p slants. 
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Senator Daniet. How long has that hearing been pending, do you 
know 7 

Mr. Grossman. It is pending now. 

Senator Dantext. How long ? 

Mr. Grossman. Two or thre: months. I have heard a statement 
about how long it takes for hearings on increases in rates. You know. 
under the Natural Gas Act, or the power of the Federal Power Com 
mission, the rates filed become effective wit] in 5 month if there is 
no decision by the Fede ral Power Commission within that period, 
they r become effective sub )j ct to the rebate in case they hold that the 
rates er are unjust and unreasonable or excessive. : 

Sen tor Da NIEL. | received word from one of the producers in th it 
hear Oo that it cost him nearly $10.000 to vet a copy of the record so 
he could read what had been said in the hearing, especially with 
reference to what m olit affect him. 

[ am not verifying those figures, but can you explain why the record 
has run so large / 

Mr. Grossman. They charge about 50 cents a page for the record. 
and that must be 20.00( page s of testin ony. 


Senator Dante. This producer is actually an independent and you 
can » that there is some burden there, if it cost him $10,000 for tl 


record, alone. 

Mr. Grossman. Well, that is an incident of all regulation, nnfor 
tunately, and it ~ end true of the Federal Power Commissi 
is true of the local c 

Senator Pasrore. aka is going to be true if you want the record 
of this hearing, too. 

Mr. Grossman. And that is added to the final cost of the gas whe: 
the consumer pays for it. The $10,000 which the producer spent for 
the record is part of his cost of producing gas, so that the consume 
ultimately pays it. 

The increased wholesale rates for gas now effective have already 
resulted in suecessive increased rates to consumers in Chicago up to 
30 percent, as shown by exhibit B filed herewith. A comparison of 
the price of natural gas at the wellhead with the wholesale (¢ Chicago 
gateway prices or with the retail prices to consumers 1s not pe rtinent 
to the issue before Congress because of the vast difference in the in 
vestment necessary for production of gas, interstate transmission 
facilities and local distribution plant. —— arison of the rate of 1 
turn per dollar of investment in each of the seements of the propert ies 
involved after all operating charges : nd taxes and adjustments fo 
the difference in risks involved in the various enterprises would be 
proper standard for comparison. 

[f you will look at exhibit B, you will find the rates in 1949 and 1950 
ire the same. There was no change. 

In 1953, the rates for the use of range, only, was still the same, and 
the range and 3 automatic water heater, which is a different classifica 
tion, went up from $366 to $379 per month and with a central heating 
pliant, it went up from $13.5 


58 to $15.13 per month, and with others 
from $14.15 to $15.7 


In 1954 and 1955, the increase in the local rates was due solely to the 


nerease in the cost of ¢ 


+3 | 


’ 17 - 4 : 
Senator DAnircL. Do you mean all of it was attributable—— 
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Mr. GrossMan. All of it ¢ 

Senator Daniex. ‘To the producer’s part ‘ 

Mr. Grossman. I didn’t say the producers. 

Senator Daniex. ‘This bill refers just Lo producers. 

Mr. GrossmMAN. That is one segment, but it was due solely to the in 
crease 1n the pr ice of gas. When the Federal Power Commission made 
effective an inc rease In rates for the Natural Gas Pipe Line Co., and 
the ‘Lexas Illinois Co., the increase in the price went up from $1.37 for 
cooking purpose to S1L.62 im 1955 

Before that, the space heating and other uses of gas went up in 

954 because of an increase In gas. 

Now, in 1955, you will notice the only rates that went up were the 
class 1 or the general consumer, the general classification, because 
they had alrea ly increased the price for pace heating and water 
heating to the point where they felt that they couldn’t get any more 
for their gas, and the minimum bill for gas went up in 1955 from 70 
cents to 95 cents per month, minimum bill, and in 1953 1t went up from 
5&8 cents to 70 cents. 

Senator DANIEL. That is per thousa: d cubie feet ¢ 

Mr. GrossMAn. No, that is the monthly bill. In Chicago, they bill 
on a therm basis, on a heating value basis, and the average price —and 
I want to say right here that the average price per therm is of no 
Valu n determining wh t the real pt »Ot MAS IS. 

As you will see, in my exhibit Bb, 1 show that the price of gas, the 
iverage cost per thou and cubie feet of gas in 1955 was $1.94 for cook 
ing purposes, and $1.25 for cooking and water heating, and 95 cent 
per thousand cubic feet for central he: ting plant and other uses, so 


~ 


hat the price per therm of mis really has nothing to do with it, be 
cause it varies each year, depending upon the amount of ga used, de 
pending upon the temperature, the degree days t de spends upon the 


volume of gas sold over the year, so that it will | fluctuate on the ave 
age on a therm basis, but the price per th jousand adhe feet of gas, of 
course, is standard so far as the city of Chicago is concerned, 

Senator DanieL. May I interrupt there ‘hee a moment ¢ 

Mr. Grossman. Yes. 

Senator Daniet. While all those increases were going into effect. 
according to your exhibit A, the ra to the producer in the field 
crea ed only a cent and a half per housand cubie feet, is that correct, 4 

Mr. Grossman. No, because the average price you; are looking only 
at exhibit A, page 1. F 

Senator Danieu. Page 1. 

Mr. Grossman. That is correct. Now, if you look at exhibit A, 
page 2, you will find that it increased from 1952 to 1955, 12 cents per 
M c. f. from 4 cents to 12 cents, and the total supply there is 214 mil 
lion cubic feet of gas, whereas, the Texas-Illinois Pipe Line Co. is only 
100 million. , 

Senator Dantev. Well, now, you are talking about two different 
pipelines. 

Mr. (;ROSSMAN. That is correct, the yy b th upply the Chicag pure 

Senator Dantexu. The first is Texas-I]linoi 

Mr. GROSSMAN. People own a large percentage of Texas Thlir oO1s 
and of Natural Gas Pipeline Company of America—the Texas-Hlin 
as I said, is a recent company to upply the Chicago area, which is not 
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only the city of Chicago, it supplies along the line, it supplies other 
companies, it supplies Iowa-Illinois Gas, it supplies Public Service 
of Northern Indiana, it supplies Peoples Gas in the city of Chicago. 

Senator Daniex. Texas-Illinois producer price in the field increased 
only a cent and a half. 

Mr. Grossman. That is correct, because, as I say, they had a very 
recent contract to begin with. They just organized in 1951. 

Senator Daniet. You are now refering to natural gas ¢ 

Mr. Grossman. I am talking about Texas-Illinois. It was just put 
into operation in the fifties, in the 1950's. 

Senator Danrev. And their increase was a cent and a half. How 
do you account for so much greater increase in the average cost per 
thousand cubie feet to producers on page 2 under the other pipeline, 
Natural Gas Pipeline Company of America? Why that great dif- 
ference ? 

Mr. Grossman. There were some old contracts, and some recent con- 
tracts, and the spread is because of the recent increase in the price of 
natural gas at the wells. 

Senator Monroney. Isn’t it a fact, though, even on that page 2, your 
increase has not been caused by your existing contracts to any great 
degree, but for gas you had to go out and buy to get an increased 
supply? You paid 15 cents, and 15.8 for your new gas, whereas your 
other supplies have remained around 6.37, 9.156 and 10.7. Those 
figures have remained constant. It has been the new supply that you 
apparently have gone out and solicited at a higher rate. 

Mr. GrossMANn. That is true because those contracts usually are on 
a 20-year basis. 

Senator Monronry. But you have added to your supply and been 
willing to pay more for that new supply. 

Mr. Grossman. The consumers weren’t willing to pay, the con- 
sumers had nothing to do with that. The pipeline company is natu- 
rally willing to pay a price to produce gas so long as they can sell it at 
a price in the city of Chicago which will give them a profit, and be- 
cause of their increase in the cost of gas, they come to the local com- 
mission and they get an increase in the rates from the consumers, and 
what can consumers do about it ? 

They have gas ranges, they have heating plants. they have water 
heating plants, and they just have to pay the price. 

Senator Pasrore. And your argument is that the competition, if 
any, exists among the pipelines reaching out to purchase the gas? 

Mr. Grossman. Certainly, that is very evident. 

Senator Pasrorr. And every time they reach out, the price goes up 
more ? 

Mr. Grossman. That is right. 

Senator Pastore. And, it is your feeling that we ought to abide by 
the decision of the Supreme Court to leave that under Federal regula- 
tion ¢ 

Mr. Grossman. Certainly, that is exactly my position. 

Now, let us go to another problem that we have, if I am permitted to 
go through. 

Senator Pasrorr. Do you want to make exhibit B a part of the 
record ? 

Mr. Grossman. Certainly, I do. 
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(Exhibit B is as follows:) 


CHICAGO Exnisit B 


Average annual residential consumption of gas for various appliance combina 
tions and average cost per month and per M ec. f. to Chicago consumers 














ro Average monthly cost Aver 
annual “ ae 
consump ' 
| tior 194 id 19 1054 
Therms 
Range onl 100 $1. 37 $1.37 $1. 37 $1.3 $1. 62 $1.94 
Range and autor atic water heate! 100 3. 66 3. Of 3. 79 , &Y (1 
R ‘ i math wat heater nd 
, heating plant 4 10 8 8/ 15.13 
Range, automatic water heater, refriger 
ator, and central heating plant 2, 220 14. 1f 14.16 15.79 17. ¢ 
yurce rt I } G l ht & Coke Ce I rke ( ‘ t | 
Computed t wt chednile », this exhit 
Ge l, \ 1 (re nt ‘ 
Schedule of gas rates, Peoples Gas Light & Coke Co., 1949-55 
Service cl ification 1949 1950 1953 1954 106 
No. 1. General] service 
First > therm cent x mf 
First 3 therms ) 2 70. ( ( 5, 
Next & thern per therm 12 
) ¢ toern per ther ) 12. § i 
Next 30 therms (per therm do 1 i] l | 
Next 60 thert (per thern do it). f ! } 10.0 it}. f l 0 
Over 100 t®erm per thern lo 7. { 0 x 0) s a 
No.2. Residential rvice 
First 2 therms do 8.0 58.0 
First 3 thern .do 70. 0 70. ( 0 
Next 8 therms (per therm lo 12. 5 12. § 
Or 7 therms (per therm) do | 2.5 | 
Next 10 therms (per therm do 11 11.8 11 1 11 
Over 20 therms (per therm do 7.0 7.0 8. 0 8.7 8.8 
No. 3. Commercial and individual space heating service 
First 2 therm lo 8.0 8.0 : 
First 3 therms do 0. 0 70. 0 15.0 
Next § therms (per therm 1c 12. § 12 
Or 7 therms (per therm do 12.5 12. § 12 
Next 10 therms (per therm do 11.5 11.5 1.5 1] 1] 
Over 20 therms (per therm de 7.0 7.0 8.0 s 8.8 
No. 4. Large volume service 
First 1,000 therms or I dollars 85. OO 85.00 | 295.00 (2110.00 110 
Next 2,000 therms (per therm) cents 7.0 7.0 &. 0 8. 77 RR 
Next 2,000 therms (per therm do 6.0 6.0 7.0 8.77 RR 
Next 15,000 therms (per therm do 50 50 6.0 Q 77 RR 
Next 80,000 therms (per therm) do 4.5 4.5 5.5 § s 
Over 100,000 therms (ner therm 1o 4.2 4.2 5.2 8.7 x8 
No. 5. General off-peak service 
First 100 therms per month dollars 10. 00 10. 00 10. 00 
Next 200 therms per month (per therm) cents 6.0 6.0 6.0 
Next 9,700 therms per month (per therm do 1.0 4.0 { 
Next 65,000 therms per month (per therm do 2.6 3. 02 
Over 75,000 therms per month (per therm do f } 02 
Next 225,000 therms per month (per therm do 2 >. 92 
Over 300,000 therms per month (per therm do 2 2. 92 2.9 
No. V-1. Interrupti'le processing service, per therm do 2.44 2. $2 3. 04 
No. V-2. Interruptible boiler fuel service 
Per therm do Kz 2.7 2. 72 
Do do 2.1 ‘ 
Do lo ) 


Minimum bill: 69 cents 
? Minimum bill: 1953-54, 70 cents; 1955, 95 cents 


Senator Pasrorr. There is no intent on the part of the committee to 
stop you from reading the rest of your statement. You are an interest 
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ing witness, and you have a lot of information here, and they like to 
interrupt you to ask you questions. 

I hope you don’t mind that. 2 

Mr. GrossMAN. I am not objecting to that, but I am wondering 
whether it is possible for me to go on and then get the questions after- 
ward, so you will get the whole picture. 

Senator Pasrore. If you insist upon it, but I think myself, it serves 
some good when they have the members who have some doubt you are 
trying to sell your argument to these people. 

‘Mr. Grossman. It has been said that regulation of the price of 
natural gas at or near the field of production is an impossible task for 
the Federal Power Commission to undertake. 

In the month of January 1955 the Federal Power Commission con- 
ducted an investigation respecting the principles and methods to be 
applied in fixing rates to be charged by independent producers for 
natural gas sold in interstate commerce for resale. The producers, 
their bankers, the pipeline companies, the retail distributors of gas and 
the consumers’ interests were heard. 

The producers and their bankers advocated acceptance of the prices 
and conditions of sales governed by competition in the field of opera- 
tion without an investigation of the propriety thereof, including the 
right to increase their price of gas, pursuant to escalator and so-called 
favored nations provisions in their contracts or by renegotiation of 
old contracts to the current prices prevailing in the field offered by 
pipelines who seek a source of supply to satisfy the potential demand 
of their customers. 

The representatives of integrated natural-gas systems engaged in 
the production, transportation, and distribution of natural gas to con 
sumers In municipalities pleaded for the current field price of gas for 
the production department of their operations, to secure, in addition 
to a reasonable return on their investment in mineral rights, wells and 
gathering lines, the equivalent of the market value of gas purchased 
from independent producers. 

The city of Chicago representing consumers of gas, insisted that the 
Commission should resort to the rate-base approach in determining a 
fair and reasonable return for the production, gathering, transmis- 
sion, and sale of natural gas in interstate commerce, without preference 
or discrimination in applicable principles of rate regulation, between 
independent producers and pipeline operators who produce the gas 
from their own reserves. ‘The difference in risk involved in the pro- 
duction and transmission of gas may be compensated by an adjust- 
ment of the rate of return for the greater risk. 

The difference in principles and methods to be applied in fixing rates 
proposed by each class of parties affected thereby cannot be resolved 
without the power of regulation by the Federal Power Commission in 
the interest of ultimate consumers as well as in the interest of investors 
in the production of natural gas, in interstate transmission lines. and 
in the local gas distribution facilities. 

The Federal Power Commission, with the assistance of its expert 
staff, can work out the criteria for the determination of just and rea- 
sonable rates for all natural-gas companies subject to its jurisdiction 
under the present Natural Gas Act. | 
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Indeed, the President’s Advisory Committee has recommended that 
FPC retain a measure of regulatory supervision of the price of naturs al 
gas in the fie Id. to pron ide some protection for the consumer, hen con- 
sidering the certification of new transmission lines and app ae ations for 
increased rates based on new or renegotiated purchase contract 

The difference between the regulation authorized by the present 
Natural Gas Act and the regulation recommended by the President’s 
Advisory Committee, is that under the Natural Gas Act regulation is 
a continuing function which is subject to a changing national economy, 
whereas in the White House report the measure proposed is unalter 
able, once “the contract prices of the natural gas which the applicant 
has contracted to buy, are competitively arrived at and represent the 
reasonable market field price.” 

Regulation of the price of gas at the source of supply by competi 
tion is meaningless and no protection whatsoever for the consumers. 
The competition is not between producers who seek customers for 
the gas, but between pipelines who seek an adequate supply of gas 
for their customers. 

It has been argued, pretentiously, that natural gas when produced is 
a commodity, similar to wheat and other produce, and to timber, coal, 
ore and oil, which are sold in the open market free from price regula- 
tion; that natural gas in the field should likewise be free from price 
regulation. The forests and produce of the land must be =e ‘rentiated 
from the mineral resources which cannot be replenished or restored 
when consumed. 

These mineral reserves constitute the primary wealth of ~ Nation 
aud the public has such vital interest in their products that they are 
inherently subject to Government regulation for conservation and 
necessary use. ‘The necessity for regulation of traflic in such products 
d»pends upon the degree of freedom of the channels through: which 
they can be brought to the market for ultimate consumption, as well 
as upon the balance of supply and demand. 

Under our pattern of dual Government jurisdiction, and in acgord- 
ance with long-established tradition, the States have assumed control 
of production of natural gas to prevent waste and rapid depletion of 
the resources within their respective boundaries and the local distribu 
tion of gas for consumption. 

Congress has undertaken to regulate the transmission and sale for 
transmission of natural gas in interstate commerce to protect the 
ultimate consumers from economic pressure incident to virtual monop- 
oly in the interstate channels for distribution of gas. 

Senator ScnHoEerret. Do you have any objection to the State con- 
trolling the conservation practice and rules and regulations as to how 
much can be taken out of a gas reservoir ? 

Mr. Grossman. Positively not, that is the function of the State. 

If the consumers’ markets for natural gas were not a virtual monop- 
oly of interstate transmission systems and intrastate distril bution 
utilities tied in with the interstate pipelines, if the consumers had any 
choice of the sources of supply of gas and the calorific value of the gas 
for their use, as consumers of coal and fuel oil have, there would be 
no justification for differentiation of any of the natural fuel resources 
in respect to regulation of their sales in interstate commerce by 
producers. 
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The producers of gas are primarily engaged in the production of 
oil. ‘They explore tha ies for oil and may discover gas, which, but 
for the demand of distant consumers developed by investors in inter- 
state transmission facilities, would be flared off or carried away by the 
winds. They cannot justly claim that their risk capital in anplon ‘l- 
tion ¢ and deve Assan lent of gas resources alone, has contributed to the in 
crement in value of natur: al g ras Within recent years. 

The consumer States and public investment in gas transmission fa 
cilities created a market for the gas before the vast wildcat explora 
tion for gas reserves became a bonanza. The producers are not inter 
ested in conservation of energy resources for the comfort or conven- 
lence of posterity, or, for that matter, in the welfare of the present 
generation, ‘They are bent upon immediate exploitation of domestic 
resources for all the oil and gas which they can sell in the present ad 
vantageous market with preferential taxwise consideration of 2714 
percent of their gross receipts for depletion. 

Since oil and gas are competitive fuels, the producers can control 
the price of both if the gas can be sold without price regulation. 

Senator DanieL. May I interrupt to say that I am sorry to see you 
make the statement that “producers are not ie in conservation 
of energy resources for the convenience of posterity, or for that matter, 

n the welfare of the present generation. 

You are branding all producers in that statement as being uninte) 
ested in the welfare of the present generation and | just ean't let that 
go by without saying that I disagree with your statement. I know 
. lot of producers of oil and gas who are very interested in the wei 
fare of this generation. They have children, they have contributed 
to hospitals and schools, and I Kan think your statement is not true, 
applied to all the producers of oil and gas in this country, and I regret 
that a fine witness like you, would make such a statement. 

Mr. Grossman. Pardon me, I have made the statement with deliber 
ation, and what I mean by that is, you can’t take that out of context; 
I mean that they are most interested in getting the profit under these 
favorable circumstances. 

Senator Danret. Do you mean that they are not interested in the 
welfare of the present generation ¢ 

Mr. GrossMAN. That is not their prime interest. Their prime in- 
terest is to sell all the gas that they can produce in a very favorable 
market. That is what their prime interest is. 

Of course, they are interested in their children, nobody charges that. 
I am talking about generally speaking—they are not interested so 
much—they are compelled to conserve by the State laws, that is not 
universal. 

Senator Danre.. There are good men in every business, you agree ¢ 

Mr. Grossman. I agree with that, and there are bad men in every 
business, or they are selfish—I wouldn’t say they are bad, they are 
selfish. 

That is the nature of the human being, he is selfish, he has a personal 
interest. The producers are here because of their personal interest, 
because of their profits, because of their markets. 

The domestic producers of oil and gas have organized an unprece- 
dented lobby for legislation to fortify their market on all sides against 
competition while declaiming their right to a free competitive market 
price for natural gas in the field of production. 
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Noi only are they here seeking exemption from regulation of the 
sale of natural gas in interstate commerce, but in the Senate as well 
as in the House, the independent producers have fought the extension 
of the Reciprocal ‘Trade Agreement Act to make importat ion of petro- 
leum prohibitive or at least to Impose quotas on imports of fuel oils. 

Such are the measures which are claimed to stimulate exploration 
for natural gas to supply the present unsatishied demand of consumer 
and conversely to encourage conservation of fuel resources In the na 
tional interest. 

There is no danger that regulation of the sale of natural gas in 
nterstate Conmmerce by producers will drive « ompeting fuels from the 
markets or hasten the exhaustion of natural gas in the producing fields. 
The danger from exhaustion or irreplaceable fuel resources atlecting 
national defense, an expanding domestic economy and reasonable 
prices to consumers of energy supplies and resources, including coal 
for generating electricity, lies in exempting the sale of natural gas in 
interstate commerce from price regulation or restricting the importa 
tion of fuel oil. Kach of such national policies will contribute to in 
flation in the domestic economy and to depletion of the domestic fuel 
resources. 

If you give them free reign in the matter of price, the natural 1 
sources will be depleted much faster than under regulation. 

Senator Scnorrret. Might I just interject there, Mr. Chairman, 
and I happen to come from a State that has the Hugoton gas field in 
connection with Kansas and Oklahoma, and a part of Texas. If it had 
not been for the State regulatory commission, in the interest of con- 
servation, some of those sweet gas reserves—and there are sweet gas 
reserves in that field—would have been pulled out of that field as 
quickly as they could, by some of the pipeline companies who wanted 
to supply markets for that fine fuel, thousands of miles away from 
the border. The finest thing that has ever happened has been the 
public service commissions, in these respec tive States, seeing to it that 
the ratable takeout of those reservoirs was consistent with an orderly 
take, and prolonged the life of the fields and prolonged the use of that 
natural fuel. 

Mr. Grossman. I have no doubt about it, Senator, I have no doubt 
about it. I think that likewise the Federal Power Commission, the 
Federal Government should regulate the price of gas so that it will 
not be an inducement to depletion. 

Senator Monronry. | think, though, you will find that if the price 
of gas is quite low, and not having a good conservation regulation, it 
will pull the gas faster than if it 1s at a reasonable market price. 

Mr. Grossman. Maybe it ought to be higher. I say that the ques 
tion as to what the price should be, should be determined on an inves 
ae under the regulatory law by the Federal Power Commission 

I didn’ { Say the pr ic eof gas should he lowe ie 

Person: ally, I think it 1s higher now than it should be, but that is a 
matter which the Congress wisely committed to a regulatory body to 
find out, to determine after evidence of what the just and reasonable 
price of gas in the field should be, that is that part of the gas which is 
committed in interstate commerce. 

Senator Pastore. It might happen, too, depending upon the supply 
of natural gas, that sometimes the market price could be below the 
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price that the Commission would fix in order to protect the interests of 
the consuming public that they would have. 

Mr. GrossMAN. That is right, exactly. 

We are not arguing here for a decrease in the price of gas. We are 
arguing here for a fair trial upon the question as to what the price shall 
be, both reasonable to the investors and to the consumers. 

Senator Pastore. I think that is the mistake that some of the op- 
onents of this bill have made, in their argument. They have argued 
hat unless you control it, the price will go up. 

Well, now, the price may go up and it may go down, but the argu 
ment is this. 

Regardless of what the price might be, it should be supervised in the 
public interest. 

Mr. Grossman. That is it, up or down, depending upon the circum 
stances, depending upon the national economy, and depending upon 
the cost of production, and depending upon a reasonable return upon 
the investment in the production—all of those can’t be deminel by 
Congress. That is why Congress delegates the investigatory power 
to a commission of experts, and that is what the Natural Gas Act is, 
and that is what the Federal Power Commission is. 

Senator Pasrorr. Well, the Federal Power Commission is an arm 
of Congress, too. 

Mr. Grossman. Certainly it isan arm of Congress. It is a delegated 
author ity to do that which you can’t conveniently do. 

You delegate to the Commission. 

Contrary to their insatiable quest for profits the producers of nat 
ural gas have suggested, or threatened to withhold their supply from 
interstate markets or to suspend their operations entirely. This is 
patently a squeeze play and we urge Congress to call their bluff and 
await their action under the present Natural Gas Act. In this way 
the future public policy in regulating the price of natural gas sold 
by producers for transmission in interstate commerce will no wise 
be impaired. 

I think the chairman has suggested why not wait, see what will be 
done under regulation. 

That is exactly what I am contending for. Why the pressure now 
to exempt the sale of natural gas by producers from regulation by the 
Federal Power Commission. 

Let’s wait and see what they do. That can’t affect the future policy 
of the Nation, or the future policy of Congress. You haven’t tried it 

Give it a try. 

Senator Monroney. Mr. Grossman, on those very excellent tables 
in exhibit A, at the bottom of page 2, you show the figure of the total 
gas supplied, appare ntly 214 million cubic feet. Is that correct ? 

Mr. Grossman. That is from the Natural Gas Pipeline Co. of 
America, only. You add tothat, 100 million on page 1. 

Senator Monroney. That is not carried forward in the two figures. 

Mr. Grossman. No: it isn’t carried forward. I have a figure here 
to show what the Peoples Gas Light & Coke Co. purchases. It pur- 
chases—that is not the entire market for the Natural Gas Pipeline Co. 
of America, or the Texas Illinois Co. The Peoples Gas Light Co. 
purchases, as of December 1954, 128,283,500,000 cubic feet of gas as of 
December 1954, and every increase of 1 cent, every 1-cent increase in 
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the price of gas at this time—of course, now it is more, the volume con 
sumed is more—for each 1-cent increase in the price at the field the 
price is increased to the consumers $1,282,835. 

The last increase, as I said, was approximately $5 million in March 
1955, and about $3.5 million in 1954. 

Senator Pastore. Are there any further questions ‘ 

Senator Scuorrret. 1 have no questions. 

Senator Pasrorr. Thank you very much, Mr. Grossman. 

Now, we will hear from Mr. Trimble. 

May 27, 1955 
Mr. THOMAS FURLONG, 
City Editor, Chicago Daily Tribune, Chicago, fil 

Dear Stk: Upon my return from Washington after testifying before the Senate 
Committee on Interstate and Foreign Commerce, I read your report of my testi- 
mony dated Washington, May 24, to which was added an italicized note quoting 
a statement of Dr. Robert E. Wilson, chairman of the Standard Oil Corp 
(Indiana). 

It seems to be a common practice of the management of big business, when 
frustrated by sound reason, to identify as a Socialist or opponent of free enter 
prise, anyone who advocates Government regulation of commerce involving the 
use of property or natural resources in which the public has a vital interest, 
if private capital is provided for the enterprise. 

I venture to say that I am as ardent a devotee of free enterprise and free 
trade as Dr. Wilson professes to be. It is possible that the chairman of Stand 
ard Oil Co., having a financial interest in natural resources which are subject to 
the paramount public interest in conservation and consumption, is not qualified 
to distinguish between private enterprise which should be free from price regu 
Jation as well as price support by Government and private enterprise which by 
its very nature should be regulated in the public interest. In my testimony 
before the Senate committee I tried to inake the distinction clear when I said that 
the necessity for regulation of traffic in mineral resources which cannot be re 
plenished or restored when consumed depends upon the degree of freedom of the 
channels through which they can be brought to the market for ultimate con 
sumption, as well as upon the balance of supply and demand. 

Dr. Wilson added that the price per heat unit paid by Chicagoans for reside 


tial gas use fell 29 percent from 1941 to 1954 as a result of competition NO 
doubt that statement was intended to assure the public that the cost of gas to 
residential consumers of Chicago has declined progressively since 1941. Ewery 


gas consumer knows that his gas bills have progressively increased since 1950, 
as shown by the attached exhibit. Yet, it may be true that the average price 
per heat unit has declined slightly. I seriously doubt a decline of 29 percent 
unless it covers gas sold for commercial and industrial purposes, large volume 
service, general off-peak service and interruptible service, some of which has 
been sold at a price as low as 1.75 cents per therm compared with gas used 
for range only at an average cost of 16.5 cents per therm 

The reason for the seemingly contradictory statement that the cost of gas to 
residential consumers has increased while the average cost per heat unit dee ed 
is that the average unit price differs for each class of service as shown on page 
2 of Chicago exhibit B enclosed. If, in 1941, 100 million therms of gas were 
sold for cooking at the rate of 16.5 cents per therm and 10 inillion therms for 
other residential services at 7.4 cents per therm, the average unit price for all 
residential services would be 15.67 cents per therm. If, in 1955, 100 million 
therms of gas were sold for cooking at the rate of 19.4 cents per therm and 100 
million therms were sold for other residential services at the rate of 9.07 cents 
per therm, the average unit price for all residential services would be 14.24 cents 
per therm. 

So it can be seen that although every person’s gas bill rises for the same quan 
tity of gas used by him the average unit price for the aggregate of consumers 
declines as the volume of lower cost gas is increased. 

Don’t you think that the public is entitled to an explanation of the distortion of 
the facts created by Dr. Wilson’s charges published in your newspaper’ 

Very truly yours, 
JoserH I’. GROSSMAN, 
Special Assistant Corporation Counsel 
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STATEMENT OF BENSON TRIMBLE, SPECIAL COUNSEL, CITY OF 
NASHVILLE, TENN., ON BEHALF OF MAYOR BEN WEST 


Mr. ‘Trmete. Mr, Chairman, realizing your dilemma, I can come 
back at 2 o’clock, or file my statement for the record. 

Senator Pastore. You said it would take 10 minutes. Why don’t 
we let you read it. You have been good and patient; why don’t we 
treat you like the rest. 

Mr. Trimece. I will attempt to condense it. 

Senator Pastore. First of all, if you are going to attempt to con- 
dense it, we will have your entire statement placed in the record in its 
present form. 

Mr. Triste. My name is Benson Trimble, of the law firm of Stokes 
& Trimble, 537 Third National Bank Building, Nashville 3, Tenn. I 
am before you gentlemen today as special counsel for the city of Nash- 
ville in all matters pertaining to the subject of natural gas. I repre- 
sent Mayor Ben West. of our city, who realizes fully that the ultimate 
consumer of this natural resource cannot take time off from his or her 
employment to come to Washington to “plead their case,” so to speak, 
they therefore must through necessity be represented by and through 
representatives of their municipal government. 

I am not an accountant, a utility rate consultant, nor an engineer 
familiar with all of the intricate facets of the naural-gas industry. 

I therefore will present to you what I consider to be a clear-cut 

case, which will copiously convey to each of you the vehement opposi- 
tion of the city of Nashville, Tenn., has to any type legislation which 
would, in any manner whatsoever, affect, deviate from, or change in 
any way, the Natural Gas Act of 1938, as previously enacted. 


THE CITY OF NASHVILLE, TENN., AND NATURAL GAS 


From 1851 to 1946, the city of Nashville was served with manu- 
factured gas. The Tennessee Gas Transmission Co.. Inc., one of the 
some 115 major natural-gas pipeline companies throughout the United 
States, is the sole supplier of this commodity to the city of Nash- 
ville and its environs. This gigantic pipeline runs from the western 
portion of the State of Texas to Portland. Maine, and the ultimate con- 
sumer in our city has only one choice in regard to its furnisher of 
natural gas, and that choice is Tennessee Gas Transmission Co., Inc. 

The natural gas that reaches the burner tips of the residents of the 
city of Nashville flows through the pipes of another transporting 
company after it comes from the pipes of the Tennessee Gas Transmis- 
sion Co., and finally reaches the pipes of the Nashville Gas Co. at the 
Nashville “c ity gates,” and is distributed to each customer by the said 
Nashville Gas C oO. 

The Nashville Gas Co. is not a municipally owned and operated 
company, but is a privately owned, public utility corporation. Each 
natural-gas consumer in the city of Nashville is a “captive customer” 
of the entire natural-gas industry. 

The city of Nashville, in its corporate capacity, is a large consumer 
of natural gas, using gas for heating and other purposes at some 13 
public se hools: 3 recreation buildings, in public parks; 9 fire depart- 
ment headquarters buildings; 4 welfare department buildings; 2 public 
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libraries, and many other miscellaneous public institutions and build 
ings including Nashville’s municipal airport, located at Berry Field. 

Also, within the city of Nashville and its environs, there are som¢ 
35,000 industrial, commercial, and residential consumers of natural] 
gas. I realize fully that this number is quite small in regard to the 
many millions of gas consumers that have heretofore been represented 
before your committee by other municipalities larger than ours, but 
you may rest assured that our interest in this growing problem is just 
as genuine as any municipality that has heretofore appeared before 
you. 

I therefore appear before you today representing not only the city 
of Nashville, Tenn., in its corporate capacity, but also each and every 
gas consuming resident therein, Leddy of whom are not even aware 
of this hearing, but are entitled to proper representation by a thought- 
ful city administration. 

When natural gas came to the city of Nashville in 1946, it was held 
out to the residents of our city as a very convenient, safe, and more 
important to many, a very economic type of fuel for all purposes. 

On the basis of this inducement, thousands of Nashville residents 
subscribed to the natural-gas service and did so at a large expenditure 
on their part in the form of conversion unit burners and other costly 
apparatus. It is fair to say that the majority of subscribers to this 
new service changed from coal to natural gas solely upon the above 
inducements. 

It was not long, though, until the thinking gas consumer realized 
that the price of this “wonder fuel” seemed to advance, at least to 
the supplier of the distributing company, nearly every year from its 
introduction into our city. Increases in the cost of gas from the 
Tennessee Gas Transmission Co. to the supplier of the Nashville Gas 
Co. have been numerous, and have heretofore taken place on the fol- 
lowing dates: April 1, 1952; March 27, 1953; March 1, 1954: March 
18, 1954; and finally, on December 15, 1954. 

It is interesting to note, at this point, that there has never been a 
single reduction in rates granted the ultimate consumer since natural 
gas came to Nashville in 1946, nearly a decade ago. 

Since 1946, however, there have been two major increases to the 
ultimate consumers, the first of which occurred on April 1, 1953, and 
the second occurring just a few months ago on February 23, 1955. 

It is vitally important to note that both of these increases were 
brought about solely because of increases in the cost of gas charged 
the Nashville Gas Co. by its supplier, who sought before the Federal 
Power Commission, and was granted increases due to the cost of the 
commodity in the field. 

Senator Dantet. You do not charge that the entire increase in price 
is chargeable to the increase to the producer in the field, do you / 

Mr. Trrmeir. The last increase of February 23, Mr. Senator, it is 
niv understanding, was just the entire cost of gas being passed on to 
TGT, of Tennessee Natural Gas Lines, to Nashville and to the ultimate 
consumer. 

Senator Danten. How much was that increase ? 

Mr. Trrueir. It was 3.47 of the operation of the Nashville Gas Co. 

I am sorry I don’t have that total figure. 
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Senator Monroney. Could you supply the field price of the gas as 
it has gone up in those two cases ? 

Mr. Trier. You may have that before you. 

Senator Daniet. We have it up to 1954. W he *n was your increase ? 

Mr. Trimsie. The gas increase was February 23, 1955. 

Now, that was the increase allowed by the esemus Public Service 
Commission to the Nashville Gas Co., which was the one that affected 
the ultimate consumer. I would be happy to supply that. 

Senator Scnorrrer. I think it would be well to have that supplied. 

Senator Danie. The last figure we have is 10.6 cents. 

Mr. Trimere. That was in 1954. I will be happy to get that. 

Senator Monronry. You see, that figure is a very important figure 

n the consideration of this bill, because we are talking about regulat- 
me e prod ‘prices, yet we have had 30 or 40 witnesses and mayors 
who blame the: produc er and yet do not substantiate that blame by the 
specific increase in the field price of the gas. Most of them go to the 
city gate, or to other points 1n the line to figure the increase. 

Mr. ‘Trimee. I will be glad to supply that, and will, in the form 
of a letter 

Senator Danrex. The largest increases have been granted under 
reculation to the two segments that have been regulated. 

Mr. Trimpie. Would it also be fair to say, if that is the case, then 
why are the independents so vehemently opposed to being placed under 
regulation ? 

Senator Monroney. Because they can’t get production. 

Anybody familiar with the oil and gas business knows that. it 
doesn’t lend itself to a utility type of return on investment, that you 
can’t possibly treat it like you would a line buried in the ground and 
serving customers for 50 years on that line. 

Senator Danrev. It would be like saying that your law firm, on all 
the money you have invested in your education and everything else, 
add up what you put into your firm, and you make only 6 percent on 
that total investment. 

The original independent producer would feel like you would, if 
the Federal Government told that to your law firm. 

Senator Monroney. You can be wiped out overnight in this busi- 
ness, and as many go broke as make money. 

Mr. Triaeie. Our law firm drills a lot of dry holes, too. 

In our section of the United States, there is a sharp competition 
between coal and nature al gas. An average size home in Nashville 
purchasing coal on a $13.50 per ton basis w vith an operating efficiency 
of 58 percent and a heat content of 12,500 B. t .u. per pound of coal 
would use approximately 6.75 tons per heating season at a cost of 
$91.12. 

This identical home, if heated by natural gas, would use approxi- 
mately 1,300 therms per heating season at an average cost of $8.47 
per therm, or an annual heating cost of $110. 

By comparison, the thinking gas consumer of our city can readily 

ee that this wonder fuel has now become 21 percent higher than 


{ 


coal for residential use. 
This fact alone is quite disturbing to those interested in fair play 


insofar as the average man and the average ultimate consumer of 
natural gas is concerned. 
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Taking into consideration he left that coal behind when he placed 
in his conversion burner to take natural gas. 

Senator Pastore. Are you saying now, it cost 21 percent less to heat 
a home by coal than by natural gas 4 

Mr. Trimpie. Yes, sir. 

Senator Monroney. You are on top of a coal field 

Mr. Trrpie. Yes, sir. 

Senator Pastore. What percentage of your consumers use natural 
gas for heating purposes ; do you have a figure on that ? 

Mr. Trompe. I don’t have the figures. 

Then I go into the Federal regulation. 


FEDERAL REGULATION OF THIS NATURAL RESOURCE 


I will not burden this committee with humerous legal citatiol Ol 


decisions of the several courts of appeals, as well as the United St 
Supreme Court, in regard to the natural-gas industry. 

However, I will deal briefly with the renowned Phillips Petroleum 
Company case, which is reported in ¢4 Supreme Court Re porter at 
pages 794 et seq. 

Mr. Justice Minton, in delivering the opinion of the major ty « f th 
Supreme court on June 7, 1954, said in effect, tirst of all that, 

Protection of consumer against exploitation at the hands of natural-gas com 
panies was the primary aim of the Natural Gas Act. 

He said again, very succinctly in effect as follows: 


The overriding congressional purpose in enacting Natural Gas Act was to 
plug the “gap” in regulation of natural-gas companies resulting from judi 
decisions prohibiting State regulation of many of interstate commerce aspects 
of natura! gas business, as such gap existed at time of enactment of such a 
and Commission’s jurisdiction was not affected by subsequent State’s supreme 
court decisions which loosened restrictions on State activities affecting inter 
state commerce. 

This SO- called gap in regulation of 1 atural gas companies Of course, 
referred to the inability of either the producing State or the constim 
ing State to regulate the price of gas in interstate commerce 

The Phillips case says, in effect, that the Federal Power Commi 
sion has absolutely no right to interfere with or in any manner at all, 
control or regulate the producers or gatherers of natural gas in the 
gas-producing fields, so long as that gas does not go into interstate 
commerce. Although it is the duty and obligation of the Federal 
Power Commission to immediately assert jurisdiction over th ut 
ural resource, the very second it enters interstate commerce wherever 
that may be, and regardless of what person or company controls that 
particular flow of this vital fuel. 

This view, of course, is the only logical and sensible one that can 
be adopted if the entire scheme, design, and intent of price regulation 
ot any natural resource is to be efficient and effective. It is absolut ly 
impossible, as 1 see it, to regulate the flow of this commodity In any 
other manner than from the wellhead to the burner tip. 


rik PRODUCER SCARI 


In ap pearing before the Commerce Committee of the House of Rep 
resentatives and listening inte ntly to the arguments as presented by 
many proponents of the Harris bill, and on B- 132 before the FPG 








os 
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I attempted to glean from said arguments the precise reason why the 
so-called independent producers of natural gas are so avid in their 
support of the Harris bill. 

I felt, as many others did, that any person or any group that spend 
many millions of dollars in propaganda and continued to fight any 
effort to legally, fairly and equitably control] their activities in inter- 
state commerce, must have some sound, legal ground for being exempt. 
I have as of this date, failed to elicit any such ground. 

In all of their propos als, and all of their flowery explanations of 
the situation that exists in the gas-producing States, I find the follow 
Ing as the only explanat ion of their dleep interest in the Harris bill, 
or similar legislation: 

If the so-called independent producers are required to adhere to the Natural 
Gas Act of 1938, as they legally should have been doing to the date of this hearing, 
the so-called red tape in complying with the law of the land would force many of 
the producers to cease exploration, close their wells and probably move back to 
the other parts of the United States from whence they came 

This, of course, is a direct threat on behalf of the gas interests to 
immediately cut off the flow of natural gas from the producing fields 
and leave all ultimate consumers of natural eas without fuel. 

This fact alone clearly demonstrates to any nape person, be he 
~ produce er or consumer, that b y necessity an d | Vv their avowed state 
ments, there must be regulation by the Federal Government of this nee 
essary commodity. 

If th commodity is to be left in the hands of any person or group 
of persons that v ould advocate such a course of 2c lon and carry Same 
out with a complete disregard for the welfare of our Nation, then it 
is certainly high time that something is done. 

Senator Scuorrren. I think that coes further than what the facts 
and circumstances would be. 

I think you have to consider that an independent producer who 
might have a choice in an intrastate market, without having tacked on 
to him all the redtape of the utility approach, or type of regulation, will 
go and stress his development into the intrastate market, and it will 
oby iously, I think, ultimately build up a lot of these areas as a result 
of that. Maybe that isa wood thing, I don’t know, but from the stand 
point of the cities who use it, who want an uninterrupted flow of nat- 
ural gas, where the producer has the choice and he can get a market 
within his own State areas, free from a lot of this regulation, obviously 
under that free choice, if he still has it, I can assure you, with every 
degree of confidence and power at my command, that we will direct 
his efforts that way. It is not because he wants to cut off and let them 
set there. He is going to go in the best possible way in his intrastate 
market, which is not regulated. 

Now 9 th: at is one of t} e big proble Wis, and that is one of the choices 
up toa lot of these people , and some of them, where they can do that, 

mply not going into ft] rit ate field and subject themselves 
to the regulatory phase ona ntilite Taras return. It is too hazardous 
for them. 

Their experien ice has taueht them that. 


ut ‘big thing. They don’t want to be punitive against a lot 
ot thteee are a yond the field of oper ation. 
Mer TRIMBLE. Mi oh [ l make a statement. that in appearance among 


group of representatives from municipalities in February of this 
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year before President Eisenhower, that same argument was put forth, 
and President Kisenhower said, in effect, there was a producer in the 
office several days before we got there along with other gas people, 
that told him before they would go Into Federal regulation, he would 
ss some 100 million eubie feet a day. 

| have also heard before the rulemaking group, and I believe before 
the House of Representatives group-—-I may or may not be able to find 
it in the testimony—that they would actually cap in and close down 
their wells before the ‘y would sub ject themse Ives to Federal regulation. 

[t was not a figment of miy imagination, 

Senator Scuorrren, | appreciate that. You have been a very fair 
witness here. Unfortunately I don’t know from what State the gen- 
tleman came who said he would flare a billion feet or more. If he 
comes from one of the great gas-producing States of the Southwest, 
under the regulatory commissions of those States, he will find himself 
in trouble, quick and fast. 

Mr. Trimsie. That was pointed out to the President at that par 
ticular hearing. 

lam keeping you longer than I should. 

Senator Pasvorr. No, it is a fine presentation. You may go along. 


SUGGESTED PRICE FIXING BY TILE INDEPENDENT PRODUCERS 


Mr. Trme.e. The gas purchase contracts that are now in existence 
und are being signed every day between the producers and the pipe 
line companies contain in the majority escalator clauses, spiral clauses, 
most-favored-nation clauses, redetermination clauses , the other “mum 
bo jumbo” clauses, which only have one effect upon the ultimate con 
sumer, and that is to regularly increase the cost of natural gas to him. 

The proponents of the Harris bill and other similar legislation have 
sought to tag their proposal for price regulation as a “fair field price.” 

The word “fair” being affixed merely for the purpose of confusing 
those not familiar with exactly what is going on. . 

There is absolutely nothing “fair” about a most-favored-nation 
clause in a gas purchas e contract. The majority of these clauses pro 
vide that whenever a higher price for natural gas is paid a producer 
in one of the adeenl districts within the State of ‘Texas, then the 
contract under which another gas producer is then operating is trig- 
gered and his prices immediately rise to the higher price, whether or 
not his cost of operation has increased one iota. 

This is equivalent insofar as the ultimate consumer of gas is con- 
cerned to a most-favored-nation arrangement between grocers in a 
city. It would work like this—if X grocery sold oranges on a given 
date at 30 cents per dozen, and the customer of a store located in an 
other section of the city, for some reason, paid his grocer 45 cents a 
dozen for oranges, then automatically the price of the X grocery 
would jump from 30 to 45 cents per dozen for oranges. 

There is one major difference in this comparison. 

The purchaser of oranges can go to numerous other places other 
than the X grocery store tor his purchase. The user of natural gas, 
being a captive customer, can do nothing about it, except pay the bill 
when this price increase seeps down to him. 

I have yet failed to find anything fair about this so-called fai 
field price doctrine. 
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Senator Dante. So that you won’t accuse everybody of bad faith in 
this matter, do you understand that a producer who sells for 20 or 
25 years to the same purchaser is also captive for 20 to 25 years? 
y ou see that side ? 

Mr. ‘Trimpie. Yes, but he entered into the bargaining, the ultimate 
consumer was not. I don’t accuse everyone. 

Senator Dante... He entered a long-term contract. Don’t you see 
if you were in the producer’s shoes you would be looking for some 
way to get a cost-of-living increase in that price, or something to 
make up for the decrease in the value of the dollar. IRf you could 
arrive at some kind of an escalator clause—I am not defending 
them—I am just showing you that these men entering into these 
clauses weren't trying to put in “mumbo- pares: to confuse things. 
They were trying to protect themselves in case the dollar went down 
another 50 percent, or In case the most of a cpamekien went up, so 
they could get an increase at various intervals during that contract. 
You understand that, don’t you ¢ 

Mr. Trimpce. | underst und that, and I nes blame the producers 
in Texas if they can get what the ‘y can for their gas, if that is possible 
that is all ma@ht with me, but on the other h: My I will do what I can 
for the consumers of Nashville so that it doesn’t go up more than 
necessary. 

Senator Monroney. Actually, in the production of gas, the gas 
producing States and the independent producer that owns it are dis- 
posing of capital assets, because that is not going to generate any 
more gas in the ground, and that land is going to produce only so 
much gas, and when it is gone, it 1s gone. 

That is why they feel stronger than asual than if you regulate an 
annual income on a generative, replaceable material. They look upon 
this as seizure of property without process, because if you have gas 
of X value in your property, that is all you are going to have until 
you find a new field. 

Mr. Trimeie. I am aware of that, but I still can’t be convinced that 
the most-favored-nation clauses are fair price regulation, top side 
and bottom. 

Senator Monroney. That isthe spiral. 

Mr. Trimece. If the price goes up in one part of the district, the 
price goes up in another part whether the cost of operation increases 
or not. 

Senator Dante. You understand how this is cared for in the Harris 
bill and the Fulbright bill? On future increases of prices based on 
new or renegotiated contracts, fhe Commission must look at those 
contracts to see that they call for the fair market price. In other 
words, there is an attempt to safeguard the consumers. That is the 
purpose of it. 

Mr. Trimpre. I believe the release from the committee the other 
day was that one thing they agreed on further clarified it, but they 
continue mentioning favored nations, but merely the escalation 
clauses. 

Senator Danret. And I think the House committee now intends to 
apply that the existing contracts as well as new contracts. That 
would take out a lot of the objections you have stated, wouldn’t it? 

Mr. Trrmste. I believe it would; yes, sir. 


See ei elites 


BP 
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Just who are the so-called independent producers = ni: atural gas 

The proponents of the legislation similar to the Harris bill in the 
House of Kepresentatives would have this group believe, as well a 
the entire populace of the United States . that there now exist some 
1.000 or more inde ‘pe ndent produ ers and ea of natural gas in 
the gas-producing States. They would have you believe that this is a 
most hazardous occupation followed by wildeatters, small operator 
individuals, and great pioneers for the discovery of this useful com 


modity. This is purely and simply not the case. According to infor 
mation furnished by the Federal Power Commission to the Sist Con 
cress, some 70 producers or gatherers of natural gas sold in L947, 84 
percent of all gas sold in the Southwest to interstate pipelin In 


1953, according to the Federal Power Commission testimony before 
the House of Representatives, some 42 prdoucers or _— rers sold 
70 percent of all gas pure hased by pipeline cé mpanies 1 

LS ) companie: s owned 45 percent of the total natural-gas reserves in thi 
United States today. 

It was re ported i inthe Wall Street Journal of November 8, 1954, tl 
2 companies, that is, the Phillips p etronetrn Co. and is Lfumble 
Oil Co. owned and controlled 34 trillion cubic feet, or one-sixth of the 
total natural-gas reserves of the entire in ~ try in ae United State 
a In my opinion, a fair estimate and a generous estimate would 
be that there are now 100 — companies f ha control at least SO to 
85, or possibly 90 percent of all natural gas and natural-g 
The so-called ‘ ‘plight of the wildeatter” or the “plight of the little 
independent producer” is of little consequence to this committee, as 
their interest is so small in reoard to the complete picture 

The matter for determination that is before you gentlemen is whether 
or not these 100 gas companies are to be favored drastically over the 
some 60 million or more gas-consuming residents of these United 
States. The ultimate consumer of the city of Nashville, as have other 
ultimate consumers, now come to you as the last forum, or the la 
court of resort, wherein they may seek protection. ‘The Congress © 
the United States is the only entity and the only forum wherein thi 
— ite consumer can seek relief, as yours Is the only effective relic 
by proper price regulation that can become effective. 

Therefore, on behalf of the ¢ ity of Nashville and all of its gas-con 
suming residents, I urge each of you to seriously consider the pend 
ing legislation which would so dr: astically favor the small number of 
so-called producers of natural gas over the many millions of gas-con 
suming customers. 

I again voice my vehement objection and opposition to any type 
legislation which will, in any manner whosoever, affect, change or 
couse a deviation from the law as enacted in 1938, which was and is, 
the Natural Gas Act of 1938, as amended. This is, and has been, since 
1938, the law of the land and in my opinion, it should continue to be 

I appreciate very much the opportunity of representing the gas con 
sumers of city of Nashville and its environs. 

Mr. Trrmpce. I feel, as the chairman of the committee does, let’ 
give this a chance and see what will happen. I have with me a state 
ment, which was not ready when my statement was prepared. 

There is now before the Federal Power Commission, G—5259, to 
commence on June 1. This is the testimony prepared by Mr. Ronald 


as reserve 


{ 
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LL. McVey, who holds himself out to be the senior vice president of 
‘Tennessee Gas Transmission Co., and on page 2, wherein he sets out 
the reason for the increase and the reason for the filing of this applica- 
tion, | would like to read the following: 
The rate increay involved in this proceeding was filed by Tennessee 

talking about Tennessee Gas Transmission Co. 

to reimburse it for increases in the price of purchased gas for which Tennessee is 
now paying under the provisions of its contracts with independent producers, 
all of such increases in cost of purchased gas have occurred subsequent to the 


settlement of Tennessee’s rate file in docket G-2423 as approved by the Com- 
mission’s order, issued on September 10, 1954. 


Then again, he says on page 3: 


If all of these price increases had been in effect through the entire test year 
of 1954, the aggregate increase in our cost of gas over that cost based upon the 
prices in effect on June 7, 1954, would have amounted to $10,423,165. 

I offer that, may it please the Commission. 

Senator Monroney. You don’t know how much of that, though 
is increases in the ordinary long-term existing contracts, and how 
much of it represents new purchases. That is what we run into in “~— 
these statistics, that these pipeline c omp: inies get the bulk of their ga 
at a pretty reasonable rate from long-term contracts, and maybe very 
minor escalation. 

Then they go out and want to increase their sales by 50 percent, and 
they pay all others for that gas. It is not the producers’ raising the 
P rice, it is the peop le bide ling ag: inst each a to try to grab olf 
additional supplies. 

Mr. Trimeve. But I see what it means to the consumer, from this 
testimony of the vice president of ‘Tennessee Gas Transmission. 

Senator Pastore. He would indicate that that price increase was 
under the terms of an existing contract. 

Senator Monroney. The figures put in by the gentleman from Chi- 

cago indicates it is on the new contracts they have the problem of the 
price increase, 

Mr. Trimpsve. You all have a problem, and I admire you for sitting 
around and listening to us come up here to tell you about this. 

Senator Daniev. Are you going to make that testimony’ available 
for the committee / 

Mr. Trimaie. Yes. I will file it with the committee. 

Senator Pastore. We will recess until 11 o’clock tomorrow morning. 

(Whereupon, at 12:55 p. m., the committee recessed, to reconvene 
at 11 a.m., Wednesday. May 25, 1955.) 

STOKES & TRIMBLE, 
ATTORNEYS AT LAW, 
Nashville, Tenn., June 28, 1955. 
In re Public hearing on Fulbright bill before the Interstate and Foreign Com- 
merce Committee of the United States Senate. 
Senator WARREN J. MAGNUSON, 
Nenate Office Building, Washington 25, D.C. 


DEAR SENATOR MAGNUSON: I have before me your telegram of recent date, 
requesting additional information in regard to my testimony before the Inter- 
state and Foreign Commerce Committee of the United States Senate. The 
information that you request is as follows: 

The Tennessee Gas Transmission Co., Ine., furnishes gas to the Tennessee 
Natural Gas Lines, Inc., who in turn furnishes gas to the Nashville Gas Co., who 


cl 
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is the distributor of natural gas in Nashville, Davidson County, Tenn., and 


environs. Tennessee Gas Transinission Co the sole source of supp for 
niutural gas in regard to the consumers in Nashville ‘Tennessee Ga Tran 
mission Co., Inc., and the Tennessee Natural Gas Lines, Ine., both are pipeline 
companies and are regulated by the Federal Power Comission in Washington 
Dd. Cc The Nashville Gas Co, is intrastate operation and therefore is regulated 


by the Tennessee Public Service Commission 
On or about January 4, 1955, the Nashville Gas Co. filed a petition before the 


Railroad and Publie Utilities Commission of the State of Tennesse now t 
Tennessee Public Service Commission) in which it requested a rate increase 
in the total amount of $202,784 This increase was based lely upon the 
crenses that had been passed on to the N: hville Gas Co. by the Te li »~Natul 
Gas Lines, Ine., due to gas rate increases that the Federal Power Commi 

had theretofore granted the Tennessee G Transm ion Co., Ine The rate 


increase allowed ‘Tennessee Gas ‘Transmission Co. resulted from the action of the 
Federal Power Commission in allowing rates to become effective without suspet 


sion, and proper investigation, in regard to some two hundred or more independ 
ent producers of natural gas. This cause is now pending before the Federal 
Power Commission in Docket No. G-5259, in which the city of Nashville ha 


intervened 

In the matter before the Tennessee Public Service Commission in regard to the 
Nashville Gas Co., the request as above set out was granted and the order became 
final on February 28, 1955 The increased rates are now being paid by the 
consumers Within Nashville and its environs and are so being paid under bond 

I trust this is the information that you require, and if I can be of further 
service to your committee in any manner at all, please do not hesitate to call 
upon me. 


I once again want to let you know that I appreciate very much the courtesy 
that you showed me during this hearing. 
Sincerely yours, 
BENSON TRIMBLE, 
Special Counsel, ¢ ily of Nashville , Tenn 
* 
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WEDNESDAY, MAY 25, 1955 


UNnrrep STATES SENATE, 
COMMITTEE ON INTERSTATE AND FoREIGN COMMERCE. 
Washington, 74 

The committee met, pursuant to adjournment, at 10 a. m., room 
G-16, Capitol Building, Senator John C, Pastore, (acting chairman) 
presiding. 

Present: Senators Pastore, Monroney, Daniel, Schoeppel, Dull, and 
Purtell. 

Senator Monroney. The hearing will come to order 

The first witness before the committee this morning will be Mr. 
Thomas C. Buchanan, attorney at law, of Beaver, Pa., formerly a 
member of the Federal Power Commission. 

Mr. Buchanan. 

You may be seated and proceed in your own way, Mr, Buchanan. 


STATEMENT OF THOMAS C. BUCHANAN, ATTORNEY AT LAW, 
BEAVER, PA. 


Mr. Bucuanan. Mr. Chairman. and members of the committee, I 
am Thomas ©. Buchanan, of Beaver, Pa. 1 was admitted to the prac 
tice of law before the Supreme Court of Pennsylvania in 1922, 

1 am a member of the bar of the Supreme Court of the United 
States. I was a member of the Public Service Commission of Penn- 
sylvania, and the Pennsylvania Publie Utility Commission, which 
succeeded it, for almost 10 years. I was a member of the Federal 
Power Commission betweeen 1948 and 1953 and its Chairman for a 
period of ap proxim: ately 18 months. 

Since leaving the Commission in May of 1953, I have been engaged 
in the practice of law in Beaver, Pa. 

During my services on the Federal Power Commission, the Phillips 
decision was handed down by the Commission and my dissent to that 
decision was supported by the Supreme Court of the United States 
on June 7, 1954. 

I ask that my dissent be placed in the record at this point. 

That can be found at pages 284 through 321 of the Federal Power 
Commission Reports, volume 10. 

Senator Monroney. Without objection, it is so ordered. 

(Mr. Buchanan’s dissent is as follows :) 


IN THE MATTER OF PHILLIPS PETROLEUM COMPANY 


Docket No. G—-1148 


BUCHANAN, Commissioner, dissenting: 

I cannot agree with the decision of the majority. 

The majority are in error in holding that the wholesale sales of natural gas in 
interstate commerce by Phillips Petroleum Company (Phillips) in the States of 
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Texas, Oklahoma, and New Mexico to five interstate pipeline companies * for 
utlimate public consumption in the States of California, Arizona, New Mexico, 
Kansas, Nebraska, Iowa, South Dakota, Minnesota, Missouri, Illinois, Wisconsin. 


Indiana, Ohio, and Michigan are not within the scope of the rate provisions of the 
Natural Gas Act (Act), and that Phillips is not subject to the provisions of the 
Act as a natural-gas company. 

When the bill which became the Natural Gas Act*® was pending before Con- 
gress the House Committee on Interstate and Foreign Commerce stated in its 


“Your committee believes that this legislation is highly desirable to fill the 
gap in regulation that now exists by reason of the lack of authority of the 
State commissions” (H. Rept. No. 709, 75th Cong., Ist Sess., p.3).” * 

It is extremely regrettable to me and I believe equally shocking to the public 
to learn that my colleagues, through their action, revive a serious “gap” in reg- 
ulation which Congress closed in 1938 and which the Courts have since declared 
no longer exists. 

When Congress enacted the Natural Gas Act, it declared the national policy 
in so doing as follows: 

“Section 1. (a) As disclosed in reports of the Federal Trade Commission made 
pursuant to Senate Resolution 88 (Seventieth Congress, first session) and other 
reports made pursuant to the authority of Congress, it is hereby declared that 
the business of transporting and selling natural gas for ultimate distribution to 
the public is affected with a public interest, and that Federal regulation in 
matters relating to the transportation of natural gas and the sale thereof in 
interstate and foreign commerce is necessary in the public interest.” 

Subsequently, the Supreme Court in speaking of the Congressional policy said: 

“The primary aim of this legislation was to protect consumers against ex- 
ploitation at the hands of natural gas companies. * * * Federal Power Com- 
mission, et al. v. Hope Natural Gas Co. (320 U. 8.591, 610).” 

The evidence in this case shows beyond a doubt that the majority opinion would 
permit the very exploitation which the Natural Gas Act was designed to prevent. 
The majority suggest that the consumers of natural gas, if they are to have pro- 
tection from excessive interstate gas rates must now go to the Congress to seek 
an amendment of the Act. 

This is to be contrasted with the view of the Commission only last year 
when we were of the opinion’ that producers such as Phillips who sell natural 
gas in interstate commerce would have to obtain an amendment of the Act to 
accomplish that which the majority attempts to give them here. Producers 
representatives of producing States and the Congress evidently were of the 
same opinion as the Commission as to the import of the Natural Gas Act. For 
after a bitter and extremely close struggle,” the Congress at the urging of 
these groups passed au amendment to the Act to remove from this Commis- 
sion’s jurisdiction wholesale sales in interstate commerce by the so-called 
independent or nonaffiliated producers of natural gas such as Phillips. The 
resounding veto of the amendment by the President of the United States pointed 
out that it was not in the public interest. Significantly no attempt was made 
to override the presidental veto. 

[ 


Bearing in mind that the purpose of the Congress in enacting the Natural 
Gas Act was to close the gap in the regulation of natural gas moving in inter- 
state commerce, the first inquiry arises what was the gap at the time the Con 
gress acted. 

In /nterstate Natural Gas Co. vy. Federal Power Commission (331 U. 8S. 682, 
689-90), the Supreme Court stated: 

“In a series of decisions announced prior to the passage of the Act, this 
Court had held that, although Congress had not acted, the regulation of whole 


Michivan-Wisconsin Pine Line Co.. Panhandle Eastern Pipe Line Co., Independent 

Natural Gas Co., El Paso Natural Gas Co., and iCties Service Gas Co. (See Appendix B.) 

252 Stat. 821 (1938), 15 U.S. C. § 717 et seq. 
Emphasis supplied unless otherwise noted. 
Kerr Bill, H. R. 1758. Commissioners Smith and Wimberly believed the Act should be 
arified’’ and favored passage of the Bill; Commissioners Draper, Olds, and Buchanan 
opposed the legis'!ation as detrimental to consumers and against the public interest 

5 The record of the vote on H. R. 1758 (Kerr Bill) in each branch of Congress shows 
Senate—44 “yeas,” 838 “nays,” 14 not voting. 96 Cong. Rec. 4304: House—176 ‘‘veas.” 
174 “nays,” 2 voting present, 70 not voting, Messrs. Wilson of Indiana, Shafer, Latham, 
and Moulder changed their votes from “nay” to “yea.” 96 Cong. Rec. 4567. 
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sale rates of gas and electrical cnergyu moving in tulersiate commerce { 
the constitutional powers of the States \s us stuted ib the li ine 
Committee report, the “basic Uurpose of Congress in passing the Natura 
Gas Act was “to occupy this field in which the Supreme Court has held that 
the States may not act.” In denying the Federal Power Commission l 
diction to regulate the production or gathering of natural gas, it Was ho he 
purpose of Congress to free commpanies su has petitioner f mi elle ve ] 
control The purpost of that restriction wa rather, to preserve in thie i 
powers of regulation in areas in which the States are constit n \ el 
to ie 

In P thandtle I fern Pip Line Coa. \ Public & vice phi } | 
507), the Court said, at page 520: 

“The Natural Ga \ created an articulate legislative program bas« Ol i 
clear recognition of the respective responsibiiithe of he federal 
regulatory agencies It does not contemplate ineffective regulation at eithet 
level. We have emphasized repeatedly that Congress meant to create a 
prehensive and etlective regulatory cheme, complementar n it operiut I ) 
those of the states and in no manner usurping their authority Pub l 
{ Commvin v. Gas Co., 317 1 S. 456, 467; Power Comnvn v. llope Gas ¢ 
ny | S. 591, 609-610; Interstate Gas Co. v. Power Comm I S. GS2Z. GOO 

In Federal Power Commission v. East Ohio Gas Co. (338 U. S. 464), at page 
172. the Court reaffirmed its determination that the States are powerle to 
act respecting wholesale sales of natural gas in interstate Commerce to ter 


state pipe-line companies 
The Court makes it clear that the gap which Congress closed by the enactment 


of the Natural Gas Act was the gap created by decisions of the Supreme Cour 
prior to the passage of that Act. It said (pp. 471-72 
* * Urging that all of East Ohio’s business is fully subject to regulation by 


the state, they rely on statements by this Court that Congress intended not to 
cut down state regulatory power but rather to supplement it by closing “the gap 


crented by the prio. decisions.” Panhandle Eastern 1 ipe Line Co. \ Publ 
Service Comm'n, 332 U.S. 507, 517-19: see also Public Utilities Comm'n of Ohio v 
United Fuel Gas Co... 317 U. S. 456, 467. We adhere to those statement But 


prior constitutional decisions, not what we have since decided or would decide 
today, form the measure of the gap which Congress intended to close by this Act. 
Illinois Gas Co. vy. Publie Service Co., 314 U. S. 498, 508; and see Parker vy. 
Motor Boat Sales, 314 U. S. 244, 250." [Emphasis the Court’s.] 

It is to be noted that the Supreme Court in pointing out that the regulation of 
wholesale rates of gas moving in interstate commerce is beyond the constitutional 
powers of the States and that the basic purpose of Congress in passing the Natural 
Gas Act was to occupy this field in which the Supreme Court has held they may 
not act, has repeatedly cited the Altleboro case. Even a cursory reading of th 
Supreme Court decision in that case makes it clear that the very type of sales in 
Which Phillips engages was the type of sales to which the Supreme Court r¢ 
ferred in its decision in the Attleboro case. 

The Attleboro case” arose when the Narragansett Electric Lighting Company 
engaged in the manufacture of electric energy in Providence, Rhode Island, 
undertook to increase its rates for the sale of electric energy to Attlboro Steam 
& Electric Company in Massachusetts for distribution locally in that State 

In holding that the Rhode Island Commission could not fix the rates to be 
charged by Narragansett Electric in Rhode Island to Attleboro Company in 
Massachusetts the Supreme Court plainly delineated the “gap” in regulation of 
interstate commerce, by stating, at page 89: 

“It is clear that the present case is controlled by the Kansas Gas Co. Case, 
The order of the Rhode Island.Commission is not, as in the Pennsylvania Gas 
Co. Case, a regulation of the rates charged to local consumers, having merely an 
incidental effect upon interstate commerce, but is a regulation of the rates 
charged by the Narragansett Company for the interstate service to the Attleboro 
Company, which places a direct burden upon interstate commerce seing the 
imposition of a direct burden upon interstate commerce, from which the state is 
restrained by the force of the commerce clause, it must necessarilv fall. regnrd 


less of its purpose. * * * The test of the validity of a state regulation is not the 


Vissouri vy. Kansas Natural Gaae Co., 265 U. S. 298 (1924): Public Utilities Camm 
Attleboro Steam «& Electric Ge... S378 % S. 838 (1927): State Corp. 
Gas Co., 290 U. 8. 561 (1984) 

H. RK. Rep. No. 709, 75th Cong., 1st Sess.. 2 

Public Securities Commission of Rhode Island \ ittleboro NStea & Fleet Cs 
U. S. 83 (1927) 


Comm'n. vy Wichita 
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character of the general business of the company, but whether the particular 
business which is regulated is essentially local or national in character; * * * 
Plainly, however, the paramount interest in the interstate business carried on 
between the two companies is not local to either state, but is essentially national 
in character. The rate is therefore not subject to regulation by either of the two 
states in the guise of protection to their respective local interests; but, if such 
regulation is required it can only be attained by the exercise of the power vested 
in Congress.” 

The cases cited express the consistent view of the Supreme Court from Gibbons 
Vv. Ogden (22 U. 8S. 1 (1824)), down to the present date and that view was well 
understood by Congress when it had under consideration the passage of the Nat- 
ural Gas Act 

On June 7, 19388, there was printed in the Congressional Record a declaration 
of Senator Wheeler, Chairman of the Senate Committee on Interstate Commerce 
and in charge of the bill, as to the “Necessity for Federal Regulation of the Nat- 
ural-Gas Industry” (83 Cong. Rec. App. 2422 et seq.), which contains the follow- 
ing language, at page 2422: 

“The courts have held that sales for resale, or so-called wholesale sales in inter- 
state commerce, are not subject to State regulation ( WVissouri v. Aansas Gas Co., 
265 U.S. 298 (1924): Public Service Commission v. Attleboro Steam and Electric 
Company, 273 U. S. 88 (1927); East Ohio Gas Co. vy. Tar Commission of Ohio, 
283 U.S. 465 

‘Neither the sending nor receiving State may regulate the wholesale rates. 
The consumption of natural gus in the States is secured for the most part through 
interstate transmission, and the cost thereof is a very material element in deter- 
mining the price the local consumers must pay for their gas.” 

And at page 2424 

Federal jurisdiction plus the jurisdiction of the several States should be so 
utilized and coordinated as to produce effective regulation and the termination of 
existing abuses to the end that there should be no unregulated twilight zone. 
Otherwise our system fails in a very crucial situation 

“This bill is designed to provide the necessary complement to State regu 
lations * * *.” 

Thus, it is clear that the sales by Phillips in issue here are such sales over 
which the Congress, relying on decisions of the Supreme Court, intended to assert 
its power when it enacted the Natural Gas Act.” 

The statements referred to in the majority opinion of Mr. DeVane, Solicitor 
of the Federal Power Commission, made in 1956 before the House Committee on 
H. R. 11662, 74th Cong., Ist Sess., a predecessor bill to H. R. 6586, T5th Cong., 
Ist Sess., are misleading. H. R. 11662 differed fundamentally from H. R. 6586 
in its jurisdictional provisions. It only provided for regulation over transpor- 
tation of natural gas in high-pressure ma i 





ns in interstate commerce, not over 
transportation and sales of natural gas in interstate commerce for resale. See 
Appendix “(" hereto. 

Che identical argument that Section 1 (b) of the Natural Gas Act exempts the 
sales of producers and gatherers, based upon the same statements of Mr. DeVane 
concerning H. R. 11662, was fully presented to the Supreme Court in /nterstate 
Vatural Gas Co. v. Federal Power Commission (331 U. S. 682); and rejected by 
the Court's decision that this Commission possessed jurisdiction to regulate the 
wholesale rates there involved See Petitioner's Brief, /nterstate Natural Gas 
Co. v. Federal Power Commission. Case No. 733, October Term 1946, pp. 33-39. 

The ma jority state in effect that the Supreme Court in Cities Nervice (fas CoO 
v. Peerless Oil and Gas Company (340 U. S. 179 (1950) ), reversed its long and 





consistent holding that the States were impotent to regulate the kind of sales here 
nvolved. This view is wholly unwarranted, for as the Court expressly stated, 
T ve ISS 


“Appellant does not contend that the Orders conflict with the Federal authority 
asserted by the Natural Gas Act, 52 Stat. 821 (1938), 15 U. S. C. § 717 et seq. 
(1948). The Federal Power Commission has not participated in these proceed- 
ings. Whether the Gas Act authorizes the Power Commisison to set field prices 
on sales by independent producers or leaves that function to the State, is not 
before this Court.’ 

® The legislative history of H. R. 6586 is devoid of any suggestion to the contrary 
‘“‘Mere uncorroborated hearsay or nor does not constitute substantial evidence.” Edison 
( v. Labor Board, 305 U. 8. 197, 230 
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Moreover, assuming, arguendo, that a modification of the Constitutional gap 
has occurred since the passage of the Natural Gas Act, such moditication would 
have no bearing on the question presented in this case. As has been noted the 
Supreme Court stated in the Last Ohio case, supra, that the gap which was filled 
by the Act was that which existed under the Supreme Court's decisions at the 
time of the enactment of the statute and which gap clearly includes the kind of 
sales made by Phillips. 

II 


The evidence of record in this proceeding conclusively establishes as will be 
shown hereinafter that the sales here in issue, by Phillips to the five pipeline 
companies are consummated after “production” and “gathering” are completed. 
Contrary to the evidence, however, Phillips contends, and the majority conclude, 
that these sales are “a part of its gathering business, or they are incidents of or 
activities related to such business, so that” the “sales come within the exemption 
of production or gathering in Section 1 (b) of the Act.” It should be noted 
that Commissioner Draper, one of the majority, does not concur in this view of 
the majority. 

In other words, despite the legislative history of the Act showing that there 
was to be no “unregulated twilight zone” and judicial decisions to that effect, 
the majority say there is a gap. 

Even if it be assumed, arguendo, that the majority have correctly held that 
the sales are consummated “during the course of production or gathering,” the 
position of the majority in the instant case, that such sales are therefore exempt 
from our jurisdiction has been decided adversely to their view, first by this 
Commission (8 F. P. C. 416, 48 PUR (NS) 267); secondly by the Court of 
Appeals for the Fifth Circuit (Jnterstate Natural Gas Co. v. Federal Power 
Commisison, 156 F. 2d 949 (1946)); and lastly by the Supreme Court of the 
United States (Jnterstate Natural Gas Co. v. Federal Power Commission, 331 
U. S. 682 (1947) ). 

The basic facts in the Interstate case were for all practical purposes identical 
to those presented here, The Commission in its Opinion in that case found: 

“Interstate owns and operates an integrated natural-gas system consisting of 
110 gas wells in the Monroe gas field located in northern Louisiana, pipelines 
which gather the gas produced from its own wells, and gas purchased from other 
producers, and pipelines which transport substantially all of that gas in inter 
state commerce to various points of sale and delivery in Louisiana and Missis 
sippi (3 F. P. C, 416, 418-19) .” 

There, as here, the jurisdictional question involved sales to interstate pipe 
line companies : 

“The jurisdictional dispute presented in these proceedings involves Interstatess 
sales of gas in northern Louisiana to the Mississippi River Fuel Corporation, to 
Southern Natural Gas Company, and to United Gas Pipe Line Company for the 
account of Memphis Natural Gas Company (Id. p. 419).” 

Before this Commission, Interstate made the identical contention that Phillips 
makes, and with which the majority here agree, viz., that all of its pipeline 


“ 
ore 


systems extending to the points of sale in issue were “gathering” lines. The 
Commisison rejected Interstate’s contention, saying: 

‘It is clear from the evidence that as a practical operating matter Interstate 
does not consider its transportation lines as something separate from its field 
lines. Interstate’s pipelines are operated as a unit. * * * Interstate transports 
the gas which it buys from such companies in the Monroe field and commingles 
that gas with gas which it has produced and gathered in the Monroe field, and 
then transports this commingled gas [from 2 to 4 miles] to the points of sale and 
delivery in Louisiana to the Mississippi River Fuel Corporation, Southern Natural 
Gas Company, and United Gas Pipe Line Company for the account of Memphis 
Natural Gas Company. The gas transported and sold by Interstate to these three 
pipeline companies continues to flow in interstate commerce and, as an estab 
lished course of business well known to Interstate, is destined for resale for ult 
tate publie consumption in Memphis, St. Louis, Birmingham, Atlanta, and other 
markets outside Louisiana (Id., p. 420).” 


‘Section 1 (b). The provisions of this act shall apply to the transportation of natural 
ras in interstate commerce, to the sale in interstate commerce of natural gas for resale 
for ultimate public consumption for domestic, commercial, industrial, or any other use 
and to natural-gas companies engaged in such transportation or sale. but shall not apply 
to any other transportation or sale of natural gas or to the local distribution of natur 
or to the facilities used for such distribution or to the production or gathering of natu 


AS 
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The claim to jurisdictional immunity made hy Interstate, was stated as 
follow 
Interstate does not now deny that the sales of natural gas to the three 
pipeline companies constitute sales of natural gas in interstate Commerce for 
resale, but it contends that each of these sales constitutes a sale in the ‘produe 
tion and gathering’ of gas and falls within the claimed exemption stated in 1 (b) 
of the Natural G: Let (1d, p. 420 
Che mission refused to accept this interpretation of Section 1 (b) saying 
The negative | mwunge section 1 ¢b) upon which the Interstate Company 
relies for its claimed exemption involving these sales provides that the Commis 
sion shall not have jurisdiction over ‘the production or gathering of natural gas.’ 





When the distinetion heticer production and gathe nag oot atural gas, and the 


sale of such gas in interstate commerce is kent in mind, effect is given to the Con 
gressional objective The Commission is bound to obey the command of Congress 
to regulate these sales in interstate commerce for resale to the three pipeline com 
panies Such is clear y the imp eation of the decision of the (Cirenit Court of 
Appeals in Peoples Nat I Gas Co. v. Federal Power Commission, 127 F. (2d) 
138: cert. den. 3816 U.S. TOO ld. pp. 4210." 

It is that very interpretation of Section 1 (b) then rejected by this Commis 


sion in the Interstate ense which the ajority now espouse in their opinion 
iterated its interpretation of Section 1 (b) of the Natural Gas Act 


rom the Conimission’s decision to the Court of Appeals for the Fifth 


Interstate 1 
in its appeal f 
Cirenit. The Court stated Interstate’s contention as to Section 1 (b) thus: 

“Petitioner is here complaining: (1) that the sales were not within, but were 
expressly excluded from, the jurisdiction of the commission; * * * Interstate 
Vatural Gas Co. v. Federal Power Commission, supra, p. 950.” 

The contention of Interstate there as to Section 1 (b) was the same as adopted 
by the majority here. But the Court of Appeals, in affirming the Commission’s 
assertion of jurisdiction and rejecting the contention of Interstate, clearly pointed 
out a basie error of the majority here 

“We think petitioner’s difficulties in construction and interpretation arise out 
of the fact that, treating unlike things as alike, it tries to read the exception with 
respect to pi Muction or gathering as an exception avith re spect to sales There 
is no warrant in the act for so doing. 't is very simply and plainly written 
\fter stating what it shall apply to, it then states what it shall not apply to 
Under familiar rules of construction, a negotiation in or exception to a statute will 
be construed so as to avoid nullifying or restricting its apparent principal purpose 
and the positive provisions made to carry them out. No confliet with them will, 
therefore, be found unless the conflict is clear and inescapable and then only 


the precise point of the conflict. Cf. Hartford v. Federal Power (2 Cir., 131 F 
2d 933) Here the statute was drawn to regulate, it picked out for inclusion 


‘sale in interstate commerce of natural gas for resale for ultimate publie con 
sumption.’ It excluded from the scope of the act sales other than of this kind. It 
included transportation in interstate commerce, It excluded local distribution of 
natural gas 

“TUnnecessarily perhaps but in the interest of making clear that the act gave 
jurisdiction only over sales and transportation of the kind described in it, it used 
language removing from any doubt that the Commission was not to have jurisdic 
tion over properties used for production and local distribution or the activities of 
production and gathering. It did this by expressly providing that the act should 
not apply “to the facilities used for such [i. e., local] distribution or to the produc 
tion or gathering of natural gas’ (Id., p. 951).” 

Again in the Supreme Court Interstate urged its interpretation of Section 1 (b). 
The Supreme Court said (331 U.S. at 689, 690-1) 

“The Company contends, however, that regardless of whether the sales in 
question are in interstate commerce, those transactions fall within the clause 
of § 1 (b) specifically excepting from the Commission’s jurisdiction, regulation 
of ‘* * * the production or gathering of natural gas.’ * * * 

“In a series of decisions announced prior to the passage of the Act, this Court 
had held that, although Congress had not acted, the regulation of wholesale 
rates of gas and electrical energy moving interstate commerce is beyond the 
constitutional power of the States." * * * As was stated in the House Committee 
report, the ‘basic purpose’ of Congress in passing the Natural Gas Act was ‘to 


Missouri y. Kansas Natural Gas Co., 265 U. S. 298 (1924) : Public Utilities Comm’n v 


tttlehoro Steam & Electric Co,, 273 U. S. 88 (1927); State Corp. Comm’n vy. Wichita Gas 
( 290 U. S. 561 (1934) 
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py tl field i wl 1) 1 e ( I ead ‘ { 

{ I denvini¢ he Feder ‘ Col il ‘ ! 
pl duction gathering of n il | | ‘ ( 
free rpaanade uch etithone f ete ( ! i | 
f that restriction wa ith te exe] ‘ \ f , 
In areas | which the St ‘ e Col l ‘ I } 
House Committee Report stat Phe bill take f SS 
missions, and is » drawn to complement ‘ bho bate rousurp &s t 
regulatory authority Clearis mong the powe I l ‘rved trie 
States is the power to regulate the pl al produ il ithe ol vi 
eas in the interests of conservation o1 anv othe CoO ler: f ie ‘ 
local concern, 

Chat the Supreme Court was saying tha ile ninde 7 tlie 
production or gathering are subject to our jurisdiction i le conclusive | 
the following language of the Court which came or he heels of the prece 
quotation (Id., p. 690-1) 

Thus where les, though technically consummated in ( tate 
commerce, are made during the course of production and gathering and are 
closely connected with the local incidents of that process as to render rate ul 
lation by the Federal Power Commi m incor lent o7 ubstantia nie 
ference with the exercise by the State of its regulatory functions, the jul sdiction 
of the Federal Power Commission does not attach But such contliet mn iy 
clearly shown Iixceptions to the primary grant of jurisdiction in the ection 
are to be strictly construed It het flicient to fent the ¢ i on’s 
jurisdiction over sales for resale in interstate commerce to assert that in the 
exercise of the power of rate regulation in such case local interests may i e 
( be affected 

As will be developed later, the sales here in issue are not oO COnrne ! 
th local incidents of production and gathering t cnuse res ition by hie 
Federal Power Commission to be it nsistent or a substantial interference i 
State regulated functior In fact State regulation of Phillips’ twe soles here 
n issue Is completel ibsent Moreover, the $s yr'e C‘ourt’s tatement plair 
hows thar “local incidents” of the process of production o1 ther wie 
thing and “sales” are another ind that ich oca neident cannot ‘ 
ales in interstate commerce 

Contrary then to the assertion of the majority that the ne is ney n the 
Courts, we have seen that the Supreme Court ha ilready held that sak 
interstate commerce even When made during the course of production and gatlhe 
in are subject to our jm sdiction 

The dec sion of the Supreme Court in Federal Power Commissic Panhanad) 
Hastern Pipe Liv Co 337 U.S. 498 (1949) ), does not qualify the Court 1)I 
nouncement in the /nterstate Case The Panhandle ease did not involy @ 
of natural gas but a question as to whether t! Commission had authority ove 
the sale of certain undeveloped gas leases in Kansas 

Ii! 

Apart from the fact that as a mater of law the sales made during the cour f 
production and gatheritg are subject to and, therefore. not exempt from « 
jurisdiction, the evidence in this case reveals beyond donbt that the sak 
Phillips are made after all aspects of production and gathering have been cor 
pleted They cannot be construed a i “part f tl ithering busine ‘oO nel 
dents of or activities related te wh business” a he vicar vy conclude 

H. R. Rep. No. 709, 75th Cong.. 1st § 2 

Lbid 

Colorado Int fate Gas Co. \ Federal Powe Comm I S] 4 1 

I ttled law that production, ¢ the hand ] 
nte ite commerce on ! other e legall ( tine eti ( Cart Cart ( 
( ’ | SS 288 02-4 United f Darb a ‘ Loo ey ‘ { 
‘ he n rity does not explain | they become i part« 1 

The majority opinion places great elicht on the remark of the pl ( 
Panhandle case 37 U. S.. np. 506) that rhe use of ch data * + at 

id gatherin facilities] * * * for ratemaking i ot precedent f exzulat 
part of pr duction or marketing l | the ter I rke ! 1 ( irt ‘ 

di butio i 00 Obvious for reument Id. y O7 Likewise r the } 

is a ile of ga in place” completely immate hte role of whethe f 

ile of ( oO is lease the transaction was 1 le ‘ re of na ! 
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The use and meaning of the term “gathering” in the natural-gas industry was 


the subject of expert testimony Mr. B. VP. Stockwell, a natural-gus enginee 
employed by this Commission and with more than 5U years’ experience in the 
industry as an employee and executive of natural gas companies and holder of 
responsible positions with the Illinois, Oklahoma, West Virginia, and Federa 
Power Commissions, testified on behalf of the staf He testified that the term 
“gathering” as used in the natural-gas industry describes operations by which 
gas produced from a number of wells is assembled through connecting pipelines 


into a Common line designed to convey natural gas to a transmission pipeline o1 
processing plant. Ile also testified with respect to the facilities of Phillips that 
the gathering of gas cannot extend beyond the point where (1) a pipeline ente: 
the processing plant enclosure or (2) connects with a transmission line but (3 
may end short of such points 

lhe witness also testified that the term “processing plant” describes a plant 
wherein some liquid hydrocarbons are extracted from natural gas or where the 
gas is treated for the removal of sulphur, or is dehydrated. He stated that the 
processing plant operation is a distinct operation separate from gathering. The 
Witness also testified that processing may be performed at other places than in 
the field, such as along a transmission line,” and he gave numerous examples 
from his experience where natural gas was not processed until far after the gas 
had been gathered. He stated that based upon his 30 years of experience in the 
industry he had never heard it Claimed that a processing plant is a part of a 
gathering system. Witness Stockwell’s expert opinion that “processing” of nat 
ural gas is not included within the term “gathering” is supported by the ordinary; 
meaning and accepted trade or technical definitions of the term 

As the record here shows, the operation of a natural-gas processing plant can 
be for the dual purpose of treating natural gas to aid in the transmission of the 
gas to markets and of recovering liquid hydrocarbons to secure revenues 


the sale thereof. It is clear that processing in its various phases in no way co! 
tributes to the gathering or assembling of the gas at a common point It is a 


common practice in the industry to produce, gather and sell gas as it comes fron 
the well without any processing function being performed in connection there 
with 

Likewise, the evidence shows that the processing which Phillips does at the 
eleven plants varies and depends upon contractual rights and obligations. The 
extent to which Phillips removes the heavy hydrocarbons is governed by the 
sales contracts, which differ in their specifications as to the minimum B. t. u 
content for the gas delivered. In numerous instances the purchasing pipeline 
companies and not Phillips treat the gas for the removal of excess sulphur and 
moisture, and these processes if performed by Phillips are likewise a matter of 
contract with the purchaser 

The Sneed and Goldsmith operations described below are conclusive of the 
fact that processing is not gathering, is not a part of the gathering functions 
or an incident thereof. 

At Phillips’ Sneed plant, natural gas passes through scrubbers and is com 
pressed and treated for sulphur content, then sold and delivered by Phillips to 
Panhandle; at Panhadle’s adjacent compressor station, it is commingled wit} 
other gas produced and gathered by Panhandle. This commingled gas is further 
compressed by Panhandle and delivered back to Phillips for additional process 
ing. The ownership of such gas, however, upon return for processing is retained 
by Panhandle, and Phillips has only a right to remove certain heavy hydrocarbons 
in the Sneed plant as governed by contract between the parties. After processing 
and redelivery to Panhandle, the gas moves through Panhandle’s interstate pipe 
line system to its ultimate destinations. Can it be said that gathering is involved 
in the processing after the sale has taken place to Panhandle? Yet that is the 
logical result of the majority's holding 

At Phillips’ Goldsmith plant all natural gas passes through scrubbers, some 


ow nresstre Gas being compressed and commingled w ith high pressure ras This 


| . 


} 


—_— 








We ki on r experience that proces oftentimes located astride 
transmissior s bundreds of miles from the ld. For example, Tennessee 
Gas 7 s ssion Corporation } recently placed i a plant located in Kentucky 
f he extraction hydrocarbons that processes gas transported 1,000 miles or so 

I s al 

*See definition of “gather” and “gathering” in Funk and Wagnall’s New Standard 

Dictionary (1941 Wehster’s New International Dictionary, 2nd Ed. (1940), Petroleum 


Dictionary for Office. Field. and Factory by Hollis P. Porter. 4th Ed. Cf. Henderson 


Nerclopment ( nite Fuel ¢ ( 2S. E. 2nd 217, 219 (W. Vs 1939) 
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gus is then delivered to El Paso. El Paso compresses all gas coming from 
Phillips and then returns it to Phillips’ Goldsmith plant for processing although 


ownership is retained by El] Paso and the processing by Phillips for the removal 
{ pon redelivery to 


of heavy hydrocarbons is governed by the sules contract. 
tem to its ulti 


El Paso, the gas moves through EH] Vaso’s interstate pipeline s) 
mate destinations. Is processing here, too, gathering or a part or incident 


thereof? 
Furthermore, Phillips itself has admitted prior to this proceeding in prospec 


tuses filed with the Securities and Exchange Commission, in contracts and in 
other documents, that “gathering” and “processing” are separate and distinet 


functions and that “processing” follows “gathering” in order of time and space.” 
This recognition on the part of Phillips of the distinction between the two func 
tions under normal circumstances belie its assertion under the particular stress 
of this proceeding that “gathering” comprehends “processing,” and stamps such 
assertion as an afterthought without substance 

Additionally, the twelve points of sale and delivery to the five interstate pipe 


line companies are shown by the record to be located in all cases on the discharge 


side of the processing plants at or near the fence line where the pipeline facili 
ties owned and operated by Phillips connect with the pipeline facilities owned 
by the purchasing pipeline companies. 

It is clear from this record that “gathering” has been entirely completed some 
distance prior to or at the intake side of the eleven processing plants; that an 
interval of transportation, processing or both, are interposed between the com 
pletion of “gathering” and the point where the sales and deliveries are made 
Thus, by the time the sales are consummated, nothing further in the “gather 
ing’ process remains to be done. 

The majority say, however, that the purpose of production and gathering is 
the sale of gas, that processing is undertaken to make the gas salable or to ex 
tract salable liquid products; ergo that processing is an incident to production 
and gathering. This is a non sequitur. The ultimate purpose of all natural-gas 
operations—production, gathering, transmission, processing and distribution 
is the sale of gas. But the fact remains that processing is a separate and dis 
tinct function and operation from production or gathering, just as production, 
gathering, transmission and distribution are separate functions from each other 

Sale is a legal transaction involving the transfer of title to a purchaser. Since 
“onthering” is descriptive of a certain species of transportation, it cannot in 
elude a sale. “Incident” means a subsidiary or subordinate event or action, 
and the labeling by the majority of the sale—the ultimate purpose of all natural 
gas operations—as an incident of “gathering” or of “gathering business” is a 
distortion of the true relationship between these terms—“sale” and “gathering.” 
Gathering may be an incident of sale, but sale, an incident of gathering, as the 
majority holds, never, 

The evidence also shows that Phillips is engaged in the transportation of 
natural gas in interstate commerce within the meaning of the Natural Gas Act 
Seven main trunklines owned and operated by Phillips in the Texas-Hugoton 
Kast Panhandle and West Panhandle gas fields are properly to be classified as 
transportation lines. Attached as Appendices A—1 and A-—2 are sketches of the 
gathering, transporting and processing facilities of Phillips extending from the 
vicinity of the gas producing wells to points of sales to the interstate pipeline 
companies, 

Four of these lines (one of 16’’ diameter and three of 24’’ diameter) lead into 
the Sherman processing plant; one 24’’ line connects the Dumas, Sneed, and 
Rock Creek processing plants; one 24’’ line runs from a point north of the Sneed 
processing plant to the Sneed plant, and thence to the Rock Creek plant: and 
one 20°’ line extends from the Wheeler booster station in the East Panhandle 
field to the Gray processing plant in the West Panhandle field. All of these line 
move large volumes of gas of constant volume into the processing plants for dis 
tances of from some 10 to 25 miles fom points in the field where the gas to be 
moved has been brought together in a single, homogeneous, commingled mass 
In the case of several of these lines, there is no input of gas throughout these 
distances; in the case of some, there is a small amount of gas added through a 
few connecting field lines, but not sufficient to have an appreciable effec ipor 
the volume of gas flowing in the main lines. 


So 


1” Exhibits 26, 28, 29, 9-A; T. 410 














Ii clenr from the reco { t the function of gathering the stream of gas in 
ene) f these re ito fli f constant volume has been entirely Completed 
the point 10) tos ey mitle a nt 1 mii tl proce Ine plant en mile aha that 
fro the e points « the sole function of the seven line Is to transport natural 
Frou 1M e point ir upstream from the proce ing plant the gus h 
bee he iitelv con ed to it nterstate journey to markets in States other than 
es ‘ 1 ch the was produced. Moreover, the movement through the 
proc y plants ane hrough the outgoing lines of Phillips into the lines of the 
five i pipeline « peenride 1 tutes transportation under the Act 
I'he eXpel vitness, Mr. Stockwell ‘ ified that gathering of gas ends 
he poi ona mal eld ne where all the gas | eome into a common tlow 
the line fron ech point i transportation line the fact that a line is in 
| ) { 1 minke j ( ( nee n ( thre ul tion oa | whether it 
I on ‘ i e have lot ot ravisi bon line n produc in 
|’ | \ | ‘ ! the same eff Inne tract between Phillips 
nd Panhandle Easter ere is a reference to Phillips’ “gathering and trans 
| tion facilities” in the Sneed Plant area In 1940, responsible officials of 
Philly hefore hey became alerted by the pendency of an investigation, testified 
before th Commission that Pl Hips’ construction of gas transmission lines 
! from 15 to 504 es in lengt! just ordinary uurse all the time’: that 
not quite correct to describe” such lines “just as gathering lines from wells.” 
Their testimony identified two of the aforementioned seven lines as being within 
the cate to which thev referred 
it Vv, Phillips, is a prospectus uled in 1947 with the Securities and Exchange 
Commission, before tl proceeding was initiated, admitted that its operations 
involve the sale and transportation of natural gas in interstate commerce, sub 

! fo our jurisdict rasa “natural ga mpar Philliy ’ 

\Ithong! ch sales and the transportation of natural gas antecedent thereto 
constitute operations by the company a n “natural ga ompainv” under the 
Natural Gas Act, and, as such, are subject to Federal Power Commission's juris 
diction, unless the exercise of such jurisdiction constitutes an interference wit! 
State regulation of m tion oF thering, the Commission, with Commissioner 
Draper dissenting in a declaration made on the 15th dav of August 1947, d 
claimed the intention to exercise jurisdiction over ith sales if made at arn 
length, that is, s made : n incident to the producing or gathering operation 
by a prod ‘ or gatherer of ¢ to a nonaffiliate (order No. 189. docket No 





“l contrast with Phillips’ present claim that its business i 


exclusive the pr mo thering of natural gas and is in marked contrast 





In 1842, Independent Natural Gas Company, when it was a wholly-owned sub 





lia of Phillips, and, a matter of practical operation but a department of 
1") ps, applied to this Commi n for, and received a certificate of convenience 
and necessity, under the “grandfather clause” of Section 7 of the Act, anthoriz 
in t ontinued operation of the 21-mile line in the West Panhandle field from 
the ¢ iy Plant propery line to Northern's facilities This line is a direct con 
tinuation of Phillips’ 21-mile ine fr 1 Wheeler booster to Grav Plant, one of 
t! seven lines in issue There is no valid reason for considering one segment of 
the through line, from Wheeler booster to Gray Plant as a gathering line and 
the ther segment from Gravy Plant to Northern, as a trans ission line for the 
nsportation of natural gas in interstate commerce within the meaning of the 
Natural Gas Act 
rhe majorit hile avreeit with the statement of facts, find that all of the 
even lines are “gathering” lines or widents of gathering.” This holding by the 
Liority is not supported by the evidence, nor is it consonant with prior decisions 
of this Com1 “ ol 
In the ease of Arkansas Louisiana Gas Company, 7 F. PP. C. 766 (1948), the 
Commission ela eda e leading from the field separators into the Columbia 
ne } f ‘ nel OF ) ny, an affiliate, as a transportation 
In that e Arkansas Louisiana applied for a certificate of convenience 
nece { tr t the ne, consisting of 16.3 miles of 6 ind 65 ¢"°" diam 
te nine i » t Ol wt certain appurtenant facilities ineluding three 
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miles of 2-, < > and 4 inely pipeline to connect erst wells te epiratol inh 
Hiavnesville fiels Phe Com ion Clearly distinguished etweel ( 
diameter lines connecting the wells to the separators from the 16.4 1 
vening between the separators and tl rasoline plant when it said 

Che evidence of record also shows that the appurtenant Tacilith 
of approximately & miles « : ; and d-ineh pipelines to binae 
wells in the Have ille tield, together with mete! ehvdratol ind se 
installations in the tield, will be used only for the production and gather 
mtural gas and are not ibiect the jurisdiction of e Commi nh I 
!) TOT 

rhe Com Is I e) POCO ti raed 

\) A certifieate of publics onvenience and necessit be and ( 

hereb sued authorizu applicant to construct and operate the faeilit ere 
inbefore described With the exception 1 ippurtenant Taciitte MISIST 
approximately > wile [2 toe, Be and d-ineh pipeline to Conne eich ‘ 
in the Hlavnesville field, together with meter, dehydrator, and separator in ilda 
tions in the field, all as more fully Cescribed in the application in these 4 Cee 
it and the exhibit nopenced thereto for the ransportation ite ile ra) 
natural gus as therein set forth, subject to the ju liction of the Com lon 
upon the terms and conditions of this order (Ld. p. TOS) 

The majority are persuaded, so they say, by their review of the kl litive | 
tory of the Act, that the Act was not intended to enceompa the net ite of 
companies Whose operations are confined to production and gathering, ineludin 
the transportation and sale of gas as a part of that busine Manifestly it i 
not the general character of the business of a company which Ceterniine it 
tutus under the Natural Gas Act Jurisdiction attaches by reason of specil 
acts or transactions in which such company is engaged Furthermore, the fact 
that Phillips is engaged in jurisdictional acts or transactions does not me that 

all of its business and transactions fall within the regulatory power of this ¢ 


mission 
It is my opinion, from the record before us, that Phillips Petroleum ¢ 





| rapa 
fransports gas in interstate commerce within the menninge of the Nit ral 
Act 
1\ 
I turn new to the second ground of the majority's he igreed to by 
all menmbers of the majority It is a Ollows: that the sale ire not ubijiect to 


our jurisdiction because “they are so closely connected with the local ineident 
of that process as to render rate regulation by the Commission inconsi 
an substantial interference with the exercise by the affected States of their regula 
tory functions.” 

The second ground is patently bottomed on the Supreme Court tatem@nt 
in the Jnterstate case that (331 U.S. at p. 690) 

* * where sales, though technically consummated in interstate commerce 
are made during the course of production and gathering and are so clo y con 
nected with the local incidents of that process as to render rate regulation by the 
Federal Power Commission inconsistent or a substantial interference with the 
exercise of the State of its regulatory functions, the jurisdiction of the Federal 
Power Commission does net attach,’ 

It will be noted that the Court specifies two elements each of which is a con 
dition precedent If either of them is not present the statement clearly is in 
operative. It will be noted too that the Supreme Court recognified that the above 
quoted language might be improperly interpreted as a broad exemption from 
the Commission’s jurisdiction and warned that the: 

conflict must be elearly shown Exceptions to the primary grant of 
jurisdiction in the section are to be strictly construed It is not sufficient to 
defeat the Commission’s jurisdiction over sales for resale in interstate com 
merce fo assert that in the exercise of the power of rate regulation in such cases, 
local interests may in some degree be affected (Td. at p. G90-91).” 

In the light of this explicit warning by the Supreme Court it would not be too 
much to expect that the majority would not be content with mere assertion, but 
would point to the evidence of record showing the conflict, would delineate with 
particularity the “local incidents” of the process of “production or gathering” 


Cf, Jersey Central Power and Light Co. v. Federal Power Commiasion, 819 U. S 61, 
Th (1948 
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which would be interfered, with, and would show how the regulation of the sales 
would prevent the exercise by the States of their lawful authority over produc 
tion or gathering As was said in Mississippi River Fuel Corp. v. Federal Power 
Commission, 163 F. 2d 433, 439: 

“* * * The discretion and judgment confided in the Commission must be exer 
cised upon facts and for reason. The duty of review imposed upon the courts 
requires that the facts be found and the reasons stated. Otherwise, the courts 
cannot determine whether a given action is or is not arbitrary. 

The Congressional provisions extend to complicated, difficult matters as well 
as to simple questions. The courts cannot evade their responsibility merely 
because the subject matter is obscure. And neither can they be required to probe 
the minds of the agency for unfound facts or unexpressed reasons. The coordina- 
tion of the two functions of administrative discretion and judicial review required 
that the facts upon which the discretion is exercised, and the reasons, be clearly 
and completely stated. When the matter is complicated, the necessity is greater.” 

But the majority have not heeded either the Supreme Court or the Court of 
Appeals. The majority opinion will be searched in vain for facts or reasons 
showing conflict. The majority simply rest on mere assertion—their own ipse 
dixit 

The absence in the majority opinion of an analysis of the evidence lies in the 
fact that the evidence proffered by the intervening States establishes, as shown 
by the following analysis, that there is no conflict, or interference with the States 
in the exercise of their lawful authority. 

Testimony on the subject of conflict and interference was received from 
representatives of the State of Texas, New Mexico, and Oklahoma. Commis- 
sioner William J. Murray Jr., and Chief Engineer Jack K. Baumel testified in 
behalf of the Railroad Commission of Texas. Commissioner Richard B. Spur- 
rier presented evidence for the New Mexico Oil Conservation Commission and 
Commissioner Ray C. Jones and Engineer Elmer Capshaw testified in behalf of 
the Oklahoma Corporation Commission. During the course of their direct ex- 
amination, some of these witnesses were questioned upon the basis of hypotheti- 
cal situations predicated upon assumed future actions by the Federal Power 
Commission and the respective State regulatory agencies or both, and they 
asserted upon the basis of such hypotheses that conflicts and interference would 
result 

Surmise, conjecture or speculation concerning possible future conflict provides 
no basis for denying jurisdiction under the Natural Gas Act. It is a well 
established principle of law that the alleged conflict must be “so direct and posi- 
tive that the two acts cannot be reconciled or consistently stand together.” 
As the Supreme Court succinctly stated in Panhandle Eastern Pipe Line Co. v. 
Vichigan Public Service Commission, 341 U. S. 329 (1951) when the issue of 
dual regulation by the Michigan and Federal Power Commissions was before it 
(at p. 336) : 

“* * * There are no opposing directives and hence no necessity for us to re 
solve any conflicting claims as between State and Federal regulation.” 

In this proceeding, which has been limited solely to the question of jurisdic- 
tion, no conflict could possibly arise from a finding that jurisdiction exists 
Actual regulation of Phillips’ rates by the Federal Power Commission is a neces- 
sary prerequisite to an issue of conflict with the regulatory functions of a State 
agency. Mere speculation as to hypothetical situations that might arise does 
not meet the test that “conflict must be clearly shown” and may not rest on 
assertion alone. 


*In this connection, Commissioner Murray's qualifications to his answers are of par 
ticular significance 

“O. In other words, your answers were not general answers but were specific answers 
to the questions you had before you at the time you made your answer? 

“A. Yes, sir: even though they were making specific assumptions, they were still rather 
general, but not so general as to say if the Federal Power Commission takes any jurisdic 
tion over Phillips would a conflict result, and I never did intend to say any jurisdiction 
wou'd result 

‘Q. You mean any conflict would result? 

“A. That is right, if they took any jurisdiction, but I can't qnite conceive, I may be in 





error, of What jurisdiction they would take over Phillips without conflict resulting” (T. 
2704) 

Kellu v. Washington, 302 U. S. 1, 10 : Interatate case, supra; United States 
Vv. Appalachian Electric Power Co., 1 U. S. 38T7, 422-28 (1940); Missouri Pacific Rail- 


31 
way Co. Vv. Larabee Milla, 211 U.S. 612, 623 (1909). 
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The evidence is conclusive that the alleged issue of conflict and interference 
between regulation by this Commission and the several producing State inter 
veners has already received a thorough answer, since there are a number of 
natural-gas companies which engage in substantial field operations similar and 
adjacent to those of Phillips, and which are subject to the jurisdiction of this 
Commission and also subject to the jurisdiction of the State regulatory agencies 
of Texas, Oklahoma, and New Mexico.” 

The evidence is conclusive that no single instance of conflict or interference 
has occurred during the past 13 years since the passage of the Natural Gas act, 
although these companies have been fully regulated by this Commission and 
likewise have complied with all of the requirements of the respective State 
agencies.” The majority and concurring opinions completely ignore these facts. 

Moreover, these opinions are devoid of any explanation of why or how regu- 
lation of Phillips’ rates by this Commission would conflict with State regulation 
in view of the fact that this Commission’s regulation of the rates of Panhandle 
Eastern Pipe Line Company, El Paso Natural Gas Company, Cities Service Gas 
Company, Natural Gas Pipeline Company of America, Canadian River Gas Com 
pany, Northern Natural Gas Company, West Texas Gas Company, and other 
companies which produce, gather, and process natural gas has not conflicted with 
the activities of the several intervenor State conservation commissions.” 

Commissioner Spurrier, recognizing the inconsistency of an assertion of con- 
flict if the Federal Power Commission were to take jurisdiction over Phillips, 
testified on cross-examination that: 

“* * * if Phillips Petroleum Company is a producer and a purchaser and if 
El Paso is also a producer and purchaser—now, if those are the only two things 
we are taking into consideration and if that is so, why sure, if one company 
comes under the FPC, so should the other one, if those two things only are true. 

“That is basic, I think, what is fair for one must be fair for the other one” 
(T. 4115-16). 

In the course of his cross-examination, Commissioner Murray testified that he 
did not know of any case where the Federal Power Commission by any specific 
thing it has done in relation to a natural-gas company which produces gas in 
Texas, by order, regulation, or effort has sought to interfere with the free 
exercise of power which he felt his Commission should have over the production 
of gas in Texas.” 

Commissioner Jones of the Oklahoma Corporation Commission testified : 

“Q. If at such time as your minimum rate is set at one level and the Federal 
rate is set at any point above that, at that time could there be any interference 
with the jurisdiction of your Commission? 

“A. Tean think of none right at this time. 

“Q. And the only possible conflict could arise if you desired to raise your 
minimum above the rate that had been fixed by the Federal Power Commission ? 

“A. I don’t know whether that would be the only possible conflict. I don’t 
know. I couldn’t answer that question right now. 

“Q. Do you now personally know of any other possible conflict? 

“A, Not without giving it some thought, I can’t think of anv” (T. 4529—40) 

Upon cross-examination, Commissioner Spurrier was asked specifically 
whether any conflict had ever been called to his attention concerning the regu- 
lations issued by the Federal Power Commission and the regulations of the 
New Mexico Oil Conservation Commission with specific reference to Southern 
Union Gas Company and El Paso Natural Gas Company—those companies being 
engaged in production, gathering, and processing operations in New Mexico and 





*T. 5599-5602, 5736. 

— With some variation the regulations of State conservation agencies inelude the loca 
tion, spacing. drilling, testing, casing, abandonment, and capping of wells, the control of 
rates of production, the protection of correlative rights throuch proration or ratable 
take” or “common purchase,” and the prevention of physical waste of gas. It is undis 
puted in this record that the Federal Power Commission has never issued any rulk regu 
lations, or orders concerning such matters. It is also undisputed that no rules, regulations, 
or orders of the Commission have conflicted with any rules, regulations, or orders of the 
conservation agencies of New Mexico, Oklahoma, and Texas relating to the physical pro 
duction, gathering, or processing activities of natural-gas companies subject to th ivi 
diction of the Commission. TT. 5587, 5594-99 

*In this connection Chief Engineer Baumel testified that regulation by the Feleral 
Power Commission of these companies has not conflicted or interfered with the authority 
exercise? by the Texas Railroad Commission. T, 4244-54. See also T. 4539-40, 4090-2, 
4097 9S 4100 

2T. 3864—65. 
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ubject to regulation by both Commission Mr. Spurrier replied in the negative 
nd further uted he would know of any such conflict if it existed 
Witne Baum vas que oned concerning regulation by the Federal Power 
Commission with respect to a number of natural-gas companies which were like 








e subject to regulation b he Texas Railroad Commission as producers, 
gatherers, and processors of natural gas Hlis answer in all cases brought out 
the fact that no conflict had ever occurred. For example: 

(). And United Gas Vipe Line, you know, is a natural-gas company under 
vou irisdiction \s far as vou know, nothing that the Federal Power Com 
mission has done in its re¢ ition of United Gas Pipe Line has interfered with 
your proper authority and regulation of these gasoline plants, or gathering lines, 

hing has it 

\ hac me a ver | gave before would be the ime in thi use in that 

tar ae hering and proce ing and production Ob gas there hasu’t beet 
any « tliet, me 

). ‘There isn t bee il conflic itall, sot as vou know 

\. No, n to date I don't 1 ‘ inv’ ('d 3) 

F re. M | ed spec. fica whether his Commission h 

he } el » reg ‘ I ximum price at which Phillips could sell gas at the 
_ | { M 9 Wi Lhe ered 
‘ prrese ( he egisliture never | 
given the Railroad Commission power to set any price, minimum or maximum 
‘ I l nm k me whethe or no t is going to conflict 
Lt dn't contlict if we don't have any power to set the price” (T. 4286) 
The evidence overwhel! giv demonstrates the absence of any known conflict 
erference bv the Feder: Power Commilsslor vith the activities and regu 
bv these hree St ‘ el d ga period of 153 years The State 
have nducted their ‘ ‘ tion activities with no known conflict between 
» 7 dictior 

Moreover, even re ‘ ntative of e producing States recognized that con 

sumers were entitled to protection against unreasonable charges for gas made 

re Ph ne eis ‘ ’ I rile \! i a) Pe . er tl tstatin lisat dae 

did not think his Commission had the authority to fix a floor or minimum price 

md that he was oj sed to price fixing at the producer level, stated that if a 

roducing State xed a floor or minimum price it was proper that some 

iuthority protect the onsuming States so tar as a celllng oF InaXitmum price 
\ nceerned 

Phe pact of reg ti of the price of ral gas upon conservation was 

the subject of considerable testimony But al vritnesses testified that pric 

ral ‘ y j j conserrvatio) efforts of the States aif at wer 

depres fod] t here the producers would not recover their costs 

1 reasonal ret Furthermore it was testified by witness Capshaw 

Oklahoma Commission that the price of gas was not the most important 
termnining Ii tor in producing gas trom marginal acreage 

The testimony shows that the availability of markets—not price-——-was respon 
sible in large part for the saving of casing-head gas that otherwise would be 

ted flared Price increases by producers did not bring about a greater 

el nd on the part of | Paso for casing-head gas with which to fill its pipeline 
requirements. To the trary, the demands for gas created by El Paso’'s 


markets in Arizona, New Mexico, and California placed the producers in a posi 


gas at higher prices than would be otherwise 


I " ‘ he ] ice, Fullerton, Goldsmith, and Crane proce 
£ | t ere . 1 by Phillips and placed in operation years before 
ps cle ered gas to I Paso at the discharge side of these plants Huge 
mes of residne gas we ired during these earlier years after liquid hydro 
ns had been extracted at the plants. Of conrse, as Phillips became able to 
revenues from the residne gas then being flared. the necessity for flaring 


diminished and has now practically disappeared Furthermore, the landable 





a7s 8957-8. 4106. 4180-1 
= T. 4847, 5044-34, 5042. 5044 
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action of the Texa Railroad Commission utting in oil produ ‘ ! . eld 
supplying these plants furnished additional impetus towa ds Stopping i 
of gu But no valid conclusion can be drawn from these ciret ne 
regulation by this Comiunission of the sales price t el Paso w d cuuse 

to flare the residue gas from these pli uther than sell if 

] the light of this evidence it is indeed shock to tine ( i> y insi ’ 
that even though Phillips be allowed a rensonable return o1 { wtual leg ate 
investment, the fixing of maximum rates by the Federal Powe Conim ’ 
its snles would run counter to State conserva nefflorts te nsure ta mou re 
covery of gas, on the theory that the “higher the profit’ the longer it is eco 
to operate its wells prior | bandontment While the i verr in fail r t< 
distinguish between the costs of production and profi I aim e concern 

th the philo pl Vv expressed Apparently the priority believe neo Limit ‘ lal 
be imposed on profits arising from the produetion ar interstate ile of | 

Should this philosophy preva regulation by the Federal Power ¢ 
mission of the natural-gas industry would be« ( 1 Tutile ¢ 
logically be abandoned 

Only a few short vears ago, the Commission reduced the rates of Tope N 
Gas Company The decision of the Supreme Cou Federal Power Con 
v. Hope Natural Gas Co 0) | Ss OT (M44), upholding this ¢ itil Lol 
tion is universally recognized as a landmark decision in the field of public util 
regulation Qne of the major issues decided by the court was raised by the 
State of West Virginia West Virginia contended that the result achieved by 
the rate order of the Commission “brings consequences which are unjust to We 
Virginin and its citizens” and which “unfairly depre the value of gas, ga 
lands and gas leaseholds, unduly restrict development of their natural 1 nurs 
and arbitrarily transfer their properties to the residents of other State it 
out just compensation therefor West Virginia strenuously urged that a red 
tion in leasehold values would jeopardize its conservation policies in three re 
spects, (1) exploratory development of new fields will be discouraged 4 bys 
donment of low-vield hich-cost marginal well Vill be hastened: and (3 ra 
ondary recovery of oil will be hampered 

The court said, however, in answer to the position taken by West Virginia 
at page 609: 

“We have considered these contentions at length in view of the enarne i 
with which they have been urged upon u We have searched the legislative 
history of the Natural Gas Act for any indication that Congre entrusted t 
the Commission the various considerations which We Virginia has advances 
here And our conelusion is that Congre did not 

' 


‘We cannot tind in the words of the Act or in its history the slightest in tima 


tion or Suggestion that the exploitation of consumers by private operators throug! 


the maintenance of high rates should be allowed to continue provided the pr 


ducing states obtain indirect benefits from it. (p. 612) 


* * + 











* 
The record show that 60 n il ipertnade biect te he Co i ! 
n re engaved in the roduetiot f pa | I} Commi ! ! ad 
‘ umb of the ompani thus | iti their ] { nal f 
on their net investment in produeing a Has othe per Sor 
tar 
Canadian River Gas Co , wpe > E51. oOo 
Cities Servic Gas Co ,-EFPC 459 1 > i | 
I Paso Natural Gas C ree’ Q51 6. OO 
llope Natural Gas Co RPC 150 HOD, Sov 
lnterstat Natural “las Co Inc RPC 416 1, 100 > 
kentuel West Virginia Gas Co (RPC 1 j hi 
Natural Gas Pipeline Co. of Am 2FPC 218 » O00 
> FPPC R14 ’ THO. O00 
Northern Natural Gas Co FPPC i’ OST. OOO 
Ohio Fuel Gas Co > PC 144 Hol, WSe 
Panhandle Bastern Pipe Line Co SFC 27 , OO4, O00 
United Fuel Gas Co »>RPC 279 1, 695, OOO 
ir hei 
If hich profits to producers are necessary to aid conservation as the majo im, if 
cannot be reasonably contended that the impact of regulation upon conservation iny 


less severe because the sales by these companies were made in part at some distance fron 
thre producing flelds 
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“We do not mean to suggest that Congress was unmindful of the interests of 
the producing states in their natural gas supplies when it drafted the Natural 
Gas Act. * * * But it left the protection of those interests to measures other 
than the maintenance of high rates to private companies. If the Commission 
is to be compelled to let the stockholders of natural gas companies have a feast 
so that the producing states may receive crumbs from that table, the present Act 
must be redesigned. Such a project raises questions of policy which go beyond 
our province” (pp. 612, 613-14). 

Similar contentions were advanced by Canadian River Gas Company before the 
Supreme Court in opposing a Commission rate reduction order.” In its opinion, 
the court referred to what it had previously said in Hope decision, supra, in re 
sponse to the arguments advanced by the State of West Virginia, and again 
rejected such contentions. The self-same arguments were made by the States of 
Oklaboma and Texas appearing amicus curiae in the Interstate case, supra, and 
once more they failed to convince the court. Referirng by a footnote to what it 
had said in both the Hope and Canadian River cases on the subject, the court 
pointed out (331 U.S. at p. 691): 

“It is not sufficient to defeat the Commission’s jurisdiction over sales for resale 
in interstate commerce to assert that in the exercise of the power of rate regula- 
tion in such Cases, local interests may in some degree be affected.” 

Nothing which the court has said in subsequent cases, e. g., the Cities Service 
ease, supra (1950), has indicated its departure from the law it laid down in the 
Hope, Canadian River and Interstate cases. The Cities Service case involved the 
legality of an order of the Oklahoma Corporation Commission fixing a minimum 
wellhead price of 7 cents per Mcf for the Guymon-Hugoton Field in aid of con- 
servation. No question of conflict was involved. The Supreme Court clearly 
pointed that out when it said (at p. 188) : 

“Appellant does not contend that the orders conflict with the Federal au- 
thority asserted by the Natural Gas Act, 52 Stat. 821 (1988), 15 U. S. C. 
Sections 717, et seq. (19388). The Federal Power Commission has not partici- 
pated in these proceedings. Whether the Gas Act authorizes the Power Com 
mission to set field prices on sales by independent producers or leaves that 
function to the states, is not before this Court.” 

The majority, after first relying on this case to suggest that the state was 
under no constitutional disability to regulate sales at the wellhead for resale 
in interstate commerce in the interest of conservation, state that the Court's 
decision “left undecided” the very question at issue here. This is not so. The 
truth of the matter is that the question of the regulation of sales in interstate 
commerce for resale by so-called independent producers under the Natural 
Gas Act was not before the court;” but, it had been decided in the Jnterstate 
case, as shown above, contrary to the holding of the majority here. 

The sales by Phillips here in issue are essentially matters of national con- 
cern. They are not now, nor have they ever been regulated by the State 
agencies, nor could they be so regulated under the law and the Constitution. 
Furthermore, none of these sales by Phillips is subject to any minimum price 
orders of the State agencies; none is made at the wellhead.” The alleged 
conflict is a myth and the Commission's jurisdiction must be held to attach 
to Phillips’ sales. 

v 


No opinion in this case is complete without a review of the history of the 
Commission’s many and varied decisions on the meaning of the exemption of 
“production or gathering” in Section 1 (b) and the history of this particular 
ease. Indeed, only then can the majority’s holding be viewed in proper perspec- 
tive. 

In Federal Power Commission v. Panhandle Eastern Pipe Line Co. et al.” 
reference was made by the Supreme Court to 





8 Canadian River Gas Co. vy. Federal Power Commission, 324 U.S. 581. 

% See also statement as to the opinion of Mr. Justice Black, Cities Service Gas Company 
v. Peerless Oil € Gas Company, supra, at p. 189 

™ The Texas Railroad Commission does not have pe to set minimum prices. T. 4286. 
The New Mexico Oil Conservation Commission has not prescribed a minimum price. 
T. 4063. The New Mexico Oil Conservation Commission has not prescribed a minimum 
price. T. 4063. The only sales made in Oklahoma are to Cities Service and no minimum 
price orders apply to the particular fields from which this gas is produced. 

# 337 U. S. 498 (1949), 516-517, note 25. 
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* * * uncertainty of opinion in the Commission as to the reach of the Act 
toward sales by independent producers and gatherers to natural-gas companie 
for transportation in interstate commerce.” 

While the Courts have charted a clear and consistent course, the Commission 
has been consistent only in its inconsistency. As was so aptly said during the 
debate on the Kerr bill, 8S. 1498 

* * * the Federal Power Comimssion has wobbled all over the face of the 
earth with respect to this problem.” 

It appears from the majority opinion that the Commission has now made 
the “full cireuit’ to the Columbian Fuel decision,” and its present policy 
embraces the same abnegation of its authority which prevaded the adoption 
of Order No. 139 in August 1947. 

The “circuit” is as follows: In June 1940, in the Columbian Fuel Corporation 
case, the Commission (Commissioners Draper, Manly, Olds, Seavey, with Com 
missioner Scott dissenting) held that it 

“* * * was not the intention of Congress to subject to regulation under the 
Natural Gas Act all persons whose only sales of natural gas in interstate com 
merce, as in this case, are made as an incident to and immediately upon com 
pletion of such person’s production and gathering of said natural gas and who 
are not otherwise subject to the jurisdic tion of this Commission (2 | P. ©. 208) 

The Commisison was not, however, without misgivings regarding its decision, 
for it stated : 

“Further experience with the administration of the Natural Gas Act may 
reveal that the initial sales of large quantities of natural gas which eventually 
flow in interstate commerce and by producing or gathering companies which, 
through afiliation, field agreement, or dominant position in a field, are able to 
maintain an unreasonable price despite the appearance of competition. Under 
such circumstances the Commission will decide whether it can assume jurisdic 
tion over arbitrary field prices under the present Act or should report the facts 
to Congress with recommendations for such broadening of the Act and provision 
if additional machinery as May appear necessary to close this gap in effective 
regulation of the natural-gas industry (2 F, P. C. 208).” 

Before the Commission had decided the Columbian Fuel case, the Commission 
in Docket No. G—159 had, in March 1940, instituted an investigation of the 
Peoples Natural Gas Company to enable the Commission to determine whether 
Peoples was a natural-gas company within the meaning of the Act and whether 
eny of its rates and charges subject to the Commission's jurisdiction were unjust 
or unreasonable. Following initiation of the investigation, the Comniission’'s 
representatives repeatedly requested access to the books and records of Peoples, 
but the requests were refused. In 1941 the Commission held hearings on the 
nature of the company’s operations, at which hearings subpoenas duces tecum 
were returnable. In August 1941, after Peoples’ continued refusals to horor 
subpoenas duces tecum, the Commission sought an order from the District Court 
of the United States for the District of Columbia directing production of the 
hooks and records. The District Court granted the Commission’s request al 
though Peoples there contended that its sales were not subject to the Commis 
sion’s jurisdiction by reason of the exemption in Section 1 (b) inasmuch as its 
sales were made at the termini of its gathering lines, It also relied on the Com 
Inission’s decision in the Columbian Fuel case, which by that time had been 
decided, 

On appeal by Peoples to the United States Court of Appeals for the District 
of Columbia Circuit, Peoples made the same contentions. The Court of Appeals 
affirmed the District Court's Order.” In so doing, it expressly held that the 
sales in question were sales in interstate commerce for resale and subject to the 
provisions of the Natural Gas Act. The Court at the same time expressed dis 
approval of the Commission's decision in the Columbian Fuel case, saying (at 
p. 155) : 

“We cannot disregard the plain language of the Act because the Commission at 
one time interpreted it narrowly * * *.” 

The majority of necessity seek to distinguish the Peoples case and in so doing 
mistakenly imply that the Commission acted to terminate the proceedings after 
hearings had been held subsequent to the Court decision. That is not the fact. 


41 Remarks of Senator O'Mahoney on the Kerr bill which would have exempted sales such 
as here involved from the jurisdiction of the Commission. Cong. Rec., Sist Cong., 2d Sess., 
p. 4171. 

“Columbian Fuel Corporation, 2 F. P. C. 200. (1940.) ; as 

43 Peoples Natural Gas Co. et al. v. Federal Power Commission, 127 F. 2d 153 (1942). 
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Upon denial of a petition for a writ of certiorari by the Supreme Court, the 
Commission’s staff was granted access to the books and records and conducted 
an examination of then During the course of the examination of the books 
Peoples and New York Natural began certain rearrangements of their joint opera 


tions and later thereby disc ntinued the jurisdictional sales which were under 


investigation Upon the recommendation of the staff, the investigation was sus 
pended in 1944, and terminated in 1946 upon further recommendation of the stati 
that the change in operations by Peoples had been completed. 


In April 1948, t!e Commission (Commissioners Draper, Manly, Olds, Seott, and 


Seavey), following the decision in the Peop/es case, took jurisdiction over natural 
gas sales in the Monrce field of Louis'ana by Interstate Natural Gas Company, 
to three irterstate pipeline companies, one of which was affiliated with Interstate 
The Comm'ssion, after hearing, ordered a reduction in Interstate’s sales price 
from an avereg*: of 71446 per Mcf to 4.66¢ per Mcf. In its opinion, supra, the 
Commission said at p. 421: 


“The negative langnage in section 1 (b) upon which the Interstate Company 


relies for ifs claimed exemption involving these sales provides that the Com 
mission shall not have jurisdiction over the ‘production or gathering of natural 


vas When the distinction between production and gathering of natural gas, 
and the sale of such gas in interstate commerce is kept in mind, effect is given 
to the Cor gressional objective. The Commission is bound to obey the command 
of Conare to regulate these sales in interstate commerce for resale to the three 
pipe line COMLPANTES Nuch is clearly the mplication of the decision of the Cireuil 


Court of Appeals in Peoples Natural Gas Co. vy. Federal Power Commission, 127 
EF. 2 (d) 153, cert. den. 316 U.S. T00.” 

The decision of the Court of Appeals for the Sth Circuit on August 3, 1946 
affi-med the Commission's decision. Thereafter Interstate secured a review of 
the Court of Appeals decision by the Supreme Court. 

The decision of the Commission, and that of the Court of Appeals sustaining 
it, brought forth a storm of protests from producing interests and officials of 
producing States. Bills were introduced in the Congress “ to curtail the Com 
mission's jurisdiction. There bills were designed to remove from Commission 
jurisdiction all sales of natural gas made in the field, whether by pipelines ad 
mittedly subject to the Natural Gas Act or by so-called “independents” or non 
affi iates 

Apparently influenced by this threat to its general jurisdiction, the Commis 
sion ” reversed the position which it took in the Jnterstate case, reverted to the 
Columbia Fuel theory, and in its brief before the Supreme Court took a different 
position from that which it had advanced before and which had been endorsed 
by the Circuit Court.” It endeavored to distinguish between the sales by Inter 
state to the three pipeline companies and similar sales which might be made by 
so-called independent producers. : 

To buttress its changed position, the Commission “ decided several inactive 
cases by disclaiming jurisdiction over sales by nonaffiliated companies or arm’s- 
length sales made in the field.” 

The Supreme Court’s decision ® disregarded this effort on the part of the Com 
mission to deprecate the coverage of the Act over all sales in interstate commerce 
of natural gas for resale, but instead, on June 16, 1947, by unanimous opinion 
and decision, affirmed the decision of the Court below.” 


“AR 2185. H. R. 2235. H. R. 2292. H. R. 2569, and S. 734, 80th Cong. 

“The Commission was composed of Commissioners Draper, Olds, Sachse, Smith, and 
Wimberly. 

In fact the Commission's brief in opposition to petition for writ of certiorari does not 
reflect the changed position of the Commission. 

The Comm'ssicn consisted of Commissioners Draper. Olds. Smith, and Wimberly. 

‘8° The Fin-Ker Oil and Gas Production Compary, 6 F. P. C. 92 (May 20, 1947), R. J. 
and D. B. Whelan, 6 F. PC. 672 (May 20, 1947), both field in 1944 and dormant until the 
date of the decision. and The Chicago Corporation, 6 F. P. C. 98 (May 28, 1947) in an active 
but incompleted status at the time of the decision 

In its haste to record the rew approach to Section 1 (b), the Commission called for a 
premature report on the Chicago Corporation investigation. the conelyding paragraph of 
which had this rather significant statement by C. W. Smith, Chief, Bureau of Accounts, 
Finance, ard Rates: 

“* * * Tt would therefore appear that if the poliev of the Commission in respect to 
iurisdictional matters is as set forth in the last brief before the Supreme Court of the 
United States in the Interstate Natural Gas case, the Commission should not attempt to 
regulate Chicagn’s interstate rates. but instead should dismiss the instant proceeding.” 

#° Interstate Natural Gas Co. v. Federal Power Commission, 331 U. 8. 682. 

© The decision applied with ecual force to the Commission's Chicago Corporation, Fin-Ker 
and Whelan status determinations, supra. 
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In the meantime, the Commission was proceeding with an investigation of the 
natural-gas industry which was designed to aid the Commission in carrying out 
its authority and duties in the regulation of the industry, and also to determine 
whether further legislation should be recommended to the Congress. ‘This inves 
tigation developed into a controversy over legislation proposed by the industry 
to curtail drastically the Commission’s authority. In 1948 two diametrically 
opposed reports were issued. 

Following the Supreme Court decision in the /nterstate case, the Commission, 
then composed of four members, unanimously agreed to support the Priest bill 
(H. R. 4099), which would have exempted from regulation arm’s-length sales of 
natural gas by producers or gatherers not otherwise natural-gas companies. The 
natural-gas industry, however, favored the Moore-Rizley bill (H. R. 4051), which 
passed the House but was in committee in the Senate at the conclusion of the 
SOth Congress 

The Congress having adjourned without enacting an amendment to the Nat 
ural Gas Act, the Commission was left with the clear duty to apply its own de 
sion in the /nterstate case which had received unanimous affirmation from the 
Supreme Court But on August 7, 1917, with Commissioner Draper dissenting, 
the four-member Commission adopted Order No. 139 which in effect repudiat 
the decision of the Supreme Court in the Jnterstate case 

The order read in part 








‘For the purpose of administering the Natural Gas Act, the Commission will 
construe the exemption contained in Section 1 (b), to the effect that the pro 
visions of the Act shall not apply to the ‘production or gathering’ of 1 ural 
gas, as including arm’s-length sales of natural gas by independent producers and 
gatherers, made during the course or upon completion of production and th 
ering. The Commission, consistent with this construction, will not asse 
diction over such producers and gatherers who might be subject to jurisdiction 
solely because of such sales.” 

Under this order, the Commission purported to grant several exemptions from 
its jurisdiction,” although the Commission’s Bureau of Law ve i 
lawyers in the industry held the order to be a nullits llowever, in 1948, d 
ing the course of the disclaimer of jurisdiction under Order No. 139, in a seen 


ingly contradictory spirit, the Phillips investigation, the proceeding now bef 
us, Was instituted by the Commission 

In April 1949, the Commission reverted to the position taken in opinion 
in the /uterstate case and made reports to the Committee on Interstate and 
Foreign commerce of the House on the Lyle-Harris Bills, H. R. 7) and H. R. 1758, 
recommendin f 





' 
g that legislation not be enacted which would take from this Com 
mission the jurisdiction which the decision of the Supreme Court in th 


. 
state case held it possessd. These bills would have excluded from reg ition 
all nonaffiliated or arm’s-length sales of natural gas in interstate commerce 
made before the gas was delivered into the interstate facilities of a natural-gas 
company Similar recommendations were made to the Senate Interstate and 
Foreign Commerce Committee in opposition to the Kerr Bill, S. 140 
Hearings on this legislation were held by the respective House and Senate 
committees. Ixtensive testimony in opposition to the legislation was presented 
by the Commission and in the Senate hearings each Commissioner was quest ed 
concerning his views on the bill Three Con i mers f L reap lis ne 
Buchanan) took the position that the Commission had the author 
diction to regulate wholesale sales made in interstate commerce during an fier 
production or gathering,” and that such regulation was necessary to event 
lnreasonable charges being passed on to the consume 
Natural Gas Investigation, Docket G-580; Report of Commi mers TD r 1 Old 
Report of Commissioners Smith and Wimberly There 4 ye vrne the ¢ ri 


ion at the time 





2 See: Administrative Abneaation in the Fac of Conare j aCe ( iM Int fate 

Natural Gas Company Affair, 23 Notre Dame Law, 173 

5&3 LaGloria Corporation, 7 F. P. C. 349 (January 30, 1948) Yunerior OF ¢ , ‘ 
7 F. P. C. 627 (May 11, 1948): General Crude Oil Company, 7 F. P. C. 1024 (Nove er 
10, 1948) : and Delhi Oil Corporation, 8 F. Vo Cc (March 10. 1949, G-—116% 

“% Hearings before Interstate and Foreign Commerce Committee, United Stat Same 
Sist Cong., Ist sess., S. 1498, p. 500 

5% The maiority consisted of Commissioners hanan, Draper, and Old ( 3 








Smith and Wimberly submitted a minority report 
*Senator Myers. Do you think the consumer's interest would be adequat protected 
if this act was amended ? 
Mr. DRAPER. I think it would be very doubtful, Senator Your act would 
if is, saying that the transportation and s » of 1 ral is in interstate 
iffected with the publie interest and should be ibject to Federal reg tion if 
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This legislation was passed by the Congress in March 1950. A majority con 
sisting of Commissioners Wallgren, Draper, and Buchanan favored a veto of the 
enrolled bill (H.R. 1758). 

The President on April 15, 1950, vetoed the bill, his veto message showing a 
keen appreciation of the problems and the public interest involved. 

On July 11, 1950, the Commission adopted Order No. 154 rescinding Order No 
139 and issued a statement of policy in connection therewith.” In Order No. 154, 
Commissioners Wallgren, Draper, and Buchanan stated: “That the provisions 
of Order No, 139 were inconsistent with the requirements of the Natural Gas Act.” 

The decision of the majority in this proceeding in effect rescinds Order No. 154, 
reiterates Order No. 189, and returns to the policy expressed in the Columbian 
Fuel decision and, in the language of the Courts, once again “disregard[s] the 
plain language of the statute.” Peoples Natural Gas Co. v. Federal Power Com 
mission, supra, p. 155, 

The long history of the Phillips case also reflects the Commission’s vacillation 
in regulating wholesale sales in interstate Commerce by so-called independent 
producers. The Phillips rate investigation had its genesis in the proceeding in 
volving the issuance of a certificate of public convenience and necessity to 
Michigan-Wisconsin Pipe Line Company, Docket No, G-669. On October 11, 1948, 
during the course of that proceeding, the City of Detroit filed a motion for an 
order requiring that Phillips Petroleum Company, because of the nature of its 
sales contract as the sole supplier of Michigan-Wisconsin be made a party, and 
further urged that Phillips be declared a natural-gas company subject to the 
jurisdiction of the Commission. In its opinion,” the Commission held that the 
question of whether Phillips is or is not a natural-gas Company should be deter 
mined in a separate case, after a thorough investigation of Phillips’ operations 

An investigation of Phillips’ rates and operations was instituted by the 
Commission’s order of October 28, 1948.° On February 9, 1950, the Commission 
entered a further order specifying issues and fixing a date for hearing. It was 
recited that the City of Detroit had filed a letter complaint on January 16, 1950, 
alleging, among other things, that because of certain price increases in the 


going to confine those sales just to the few natural-gas pipeline companies, and then al 
of the other people, the so-called independents are going to be free—well, I think you hav: 
a very undesirable situation there as to that 

Senator MYERS. It is your opinion that if the field sales of natural gas are not regulated, 
all field sales are not regulated, that the consumer may very well be adversely affected ? 

Mr. Draper. Yes: it is quite possible. 

* * * * * e * 

Senator Myers. But you are still of the opinion that the large producers, the large 
independent producers— 

Mr. DRAPER. I think they should be. 

Senator Myers (continuing). Should be regulated? 

Dr. DRAPER. Absolutely. 

Senator MYERS. You are of the opinion that you have that authority and jurisdiction at 
the present moment as the result of the Interstate case? 

Mr. Draper. Yes, by reason of the interpretation by the Court in the Interstate case 
(Senate hearings before Committee on Interstate and Foreign Commerce, U. S. Senate 
Sist Cong., 1st sess., on S. 1498, p. 397.) 





Statement of Policy Regarding Regulation of Producers and Gatherers of Natural Gas 
in Connection with Rescission of Order No. 139: 
In the present Congress, 2 bill (H. R. 1758) designed to exempt producers and gatherers 


from the provisions of the Natural Gas Act was passed, but was vetoed by the President 
and did not become lay 

The President in his veto message returning H. R. 1758 to the House of Representatives 
stated that he had no doubt the Commission would operate reasonably and in the publi 
interest in carrying out the present law. That is and will continue to be the policy of the 
Commissior 

(Accordingly, the following statement is issued in order that the public may be advised 
of the Commission's policy in connection with the rescission of Order No. 139: 

It is not the intention of the Commission to inaugurate a general investigation respect 
ing existing rates charged by producers and gatherers. Where, however, the sales of indi 
vidual producers or therers have a material effect on interstate commerce and the rates 
therefor appear excessive, appropriate investigations will be undertaken, In this connec 
tion, the Commission at present has under investigation the interstate wholesale price 
rates of Phillips Petroleum Company, one of the largest producers of natural gas, selling 
to interstate pipelines. 

Upon conclusion of further studies of the operation of producers and gatherers and of the 
administration involved in their regulation, the Commission plans to promulgate rules and 
regulations specifically applicable to them. 





Mon C. WALLGREN, Chairman. 

THOMAS C, BUCHANAN, Commissioner. 

CLAUDE L. DRAPER, Commissioner 
JuLy 11, 1950 
* 61. P.C. 1 (January 17, 1947). 
'7 F. P. C. 983 
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contracts between Phillips and Michigan-Wisconsin, the additional annual cost 
of gas to the City of Detroit in the year 1958 would amount to approximately 
$1,770,000 as a minimum. It was recited that the Public Service Comn on 
of Wisconsin had on January 19, 1950, also filed a complaint because amend 
ments™ to the original contract and supplemental contracts between Phillips 
and Michigan-Wisconsin provided for an approximate doubling of cost of gus 
to Michigan-Wisconsin since the project was certifiated. The Wisconsin Com 
mission asked this Commission to investigate these contractural arrangements 
between Phillips and Michigan-Wisconsin and to 

‘ take such action with respect thereto as may be appropriate and 
proper and which will result in a fair and just rate to distributing companies 
and ultimate consumers of natural gas in Wisconsin and states similarily 
situated.” 

The order also referred to the field investigation made by the staff, which 
indicated that the amendment to the original contract and supplemental con 
tracts between Phillips and Michigan-Wisconsin would raise the cost of gas 
to Michigan-Wisconsin over that provided by the original contract approxi 
mately $5,000,000 a yeur based upon the annual contract volume of 
125,195,000 M ec. f. 

A hearing in this matter was set for March 20, 1950, but was continued 
several times at the request of Phillips™ and finally commenced on April 3, 1951 
However, on March 27, 1951, Phillips filed a motion to limit the issues to the 
question of whether or not it was a natural-gas company. On March 29, 1951, 
the Commission instructed the Presiding Examiner to hear evidence on only the 
jurisdictional issue™ and supplemented that instruction by an order dated 
April 16, 1951, which granted Phillips’ motion, although the Commission on 
July 25, 1950™ had dismissed a similar motion filed on July 6, 1950. 


VI 


Before concluding, one additional aspect of the majority’s opinion should be 
considered, namely, the assertion that the consumer has not been left to the merey 
of Phillips or to other producers similarly situated. 

The majority suggest in their opinion that the effect of their decision “does 
not leave the consuming public wholly without protection by” the Federal 
Commission. It is said that the price paid by pipeline companies to producers 
can be reached by the Commission indirectly by denying a certificate of public 
convenience and necessity to a pipeline company when it appears to the 
mission that the cost of gas which the pipeline company proposes to purchase 
from the producer “would result in unreasonable rates to ultimate consumers.’ 

Additionally, the majority say that “in the exercise of its power to h 
the wholesale rates charged by interstate pipeline companies, this ¢ 
has ample authority to inquire into the reasonableness of all item 
expcnse—including the cost of purchased cas—and to disallow, for purposes of 
rate making, items of cost which are collulsive or otherwise improperly excessive.” 

The proposal of the majority for holding rates in check by denial of a cer 
tificate authorization is of no avail once authorization for the pipeline has been 
given and the line laid. As the majority well know, renegotiation of gas 
contracts at higher prices is going on constantly 


Powel 
C‘om 


gulate 


OMISSION 


of operating 


supply 


” The amendments of August 9, 1948. and December 1, 1949 (Exhibits 11—O and 11—'Tr), 


increased the base price of gas to Michigan-Wisconsin from 4.46¢ per M ec. f. to 7.593¢ per 
M c. f. (14. 65 p. s. i.). 


pplications dated: March 2, 1950; May 1, 1950: June 15, 1950 Julv 6, 1950 August 
11, 1950; September 11, 1950: December 15, 1950: this last application w ranted, Order 
of December 19, 1950, sine die (It required further action by the Commission to re 


schedule the hearing.) 
Excerpts from Minutes of The Three Thousand and Forty-Seventh Meeting 

“The Commission had before it the Motion to Limit Issues filed on March 27, 1951, by 
Phillips Petroleum Company in Docket No. G-1148. but decided to defer action thereon 
until the other parties to the proceeding have had the opportunity provided for by the 
Rules to file answers to said motion Upon motion by Commissioner Draper 
Commissioner Wimberly, the Commission (Commissioner 
that, in the meantime, the Examiner designated to preside at 
scheduled to commence on April 3, 1951, be instructed 


~~ 


econded by 
Buchanan dissenting) directed 

the hearing in said proceeding 
to confine the taking of testimony 
to Paragraph (A) (i) of the order of the Commission entered October 28, 1948, and issued 
October 29, 1948." 

Excerpt from the Commission's order of July 25, 1950: 

“The Commission orders 

‘The Motion by Phillips seeking to limit the issues in this proc 
hereby dismissed.” 


ecding be and the same is 
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This very case reflects the futility of regulation by indirection. The contract 
for the sale of gas by Phillips to Michigan-Wisconsin, as amended on October 16, 
1946, provided for a price of five cents per M ¢. f. (16.4 p. s. i.) for gas delivered, 
and an increase e: 





‘h succeeding five-year period of approximately one cent per 
Me. f. The contract further provided that Phillips was to have the right ot ter 
minate the contract upon “the failure of Buyer to commence, on or before Janu 
ary 1, 1949, the acceptance of deliveries of gas hereunder for delivery by Buyer 
for resale in one or more municipalities east of the Missouri River.” The first 
municipality east of the Missouri River where Michigan-Wisconsin could deliver 
gas was Maryville, Missouri, a distance of 445 miles from the point of com- 
mencement of the pipeline in Hansford County, Texas. 

The Commission authorized the project on November 30, 1946, and Michigan 

Wisconsin began construction of the line in December 1947. In August 1948, 
due to shortage of steel and other circumstances, Michigan-Wisconsin had 160 
miles of pipe, representing a cost of approximately $8,000,000, in the ground, and 
was faced with a grave danger that it would not be able to meet the deadline date 
in the contract. 
The evidence shows that Phillips took advantage of the provision in the con 
tract respecting the deadline date to force up the price of gas to Michigan 
Wisconsin As early as March 1947, in an interoffice memorandum between 
officials of Phillips entitled, “Increasing Price of Gas to Michigan-Wisconsin 
Pipe Line Company,” three methods of forcing such price increase were proposed, 
including the following: 

“2. Do nothing until it may become apparent that Michigan-Wisconsin cannot 
meet the gas delivery date east of the Missouri River by January 1, 1949.” ™ 

In August 1948, Phillips forced Michigan-Wisconsin to agree to a 70 percent 
increase in the price of the gas in exchange for a six months’ extension of the 
date for beginning of acceptance of deliveries and the dedication of a small amount 
f additional acreage 

Additionally, most of the contracts between Phillips and the various pipeline 
companies contain escalator clauses which call for automatic price increases 
periodically that will mean increased cost to ultimate consumers of many mil 
lions of dollars. Whether or not these escalator clauses will result in unjust 
and unreasonable charges by Phillips warrants investigation. In this connec 
tion, the pending rate increase before this Commission of Michigan-Wisconsin 
Pipe Line Company is significant.” Of the increase requested of $3,700,000 per 
annum, Phillips will receive, according to the evidence herein, approximately 
$750,000, since the price of gas in the contracts with Michigan-Wisconsin ™ is 
geared, in part, to the rate which Michigan-Wisconsin charges its customers 

As for the second indirect method of regulating such sales proposed by the 
majority, if it had any merit in law or substance, there would have been no 
necessity for the Natural Gas Act, since the State regulatory commissions which 
asked Congress for this legislation could have protected ultimate consumers 
from unreasonable rates caused by excessive charges for natural gas, by disallow- 
ing for the purpose of rate-making, as the majority suggest, “improperly exces- 
sive” payments made by the gas distributing utilities to the interstate pipeline 
companies. This proposal, it may be added, is reminiscent of the arguments 
advanced as showing the lack of necessity for Part II of the Federal Power Act, 
conferring jurisdiction over wholesale sales of electricity in interstate com 
merce. But the fallacy of the argument was recognized; such indirect regula- 
tion, even if valid, would simply deny recovery of all costs incurred by the 
pipeline company, but would not relieve it of the obligation to pay the producer 
the price agreed upon, thereby draining the resources of the pipeline company 
to its ultimate ruin 

This substitute regulatory scheme suggested by the majority is so shopworn, 
ineffective and impractical that it is difficult to believe that the majority's 
proposals are seriously advanced as a means of effective regulation 





CONCLUSION 


Phillips’ production and sale of natural gas is on a mammoth scale, exceeding 
by far that of any other producer.” More than 60 percent of its sales (amount 
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Order dated April 24, 1951, Docket No. G-1678 
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ing to 500 billion cubic feet in 1950) are made to the tive interstate pipelines with 
which we are here concerned,” and these sales constitute approximately Io pet 
cent of all of the natural gas transported in interstate commerce in the United 
States. The evidence establishes that Phillips’ nationwide business in natural 
gas is the result of continued active and aggressive efforts on its part to secure 
iuaurkets in distant parts of country: that in order to have outlets for it 
Phillips backed and assisted pipeline companies in securing these Iarkets 
acquired stock interest in some of the pipeline companies, and in in other instance 
contracted its gas to pipeline companies for delivery in lieu of itself construct 
ing pipelines to these distant points 

Yet it is apparent that the majority’s decision, for the time being, forecloses 
for all practical purposes any possible regulation of sales in interstate commerce 
for resale where the seller is not also engaged in the operation of long-distance 
lines. The decision must be recognized for what it really is—another decision 
in the nature of order 139. For if Phillips’ sales here in issue be not subject 
to regulation, what sales by any other producer or gatherer could possibly be 

The majority admit that their “decision has deprived the ultimate consumers 
of gas thus sold by Phillips of the benefit of any rate reduction which might have 
following a finding that jurisdiction exists,” and express concern that “Some 
question has been raised on this record” that the “public agencies representing 
consumer interests” may not be entitled to judicial review of their decision 

The majority’s solicitude for the welfare of the ultimate consumers and the 
delivery of their interests to the courts or to Congress for protection stand in 
Strange contrast to the views expressed by the President of the United States 
when he said in his message vetoing the Kerr bill, supra, “To withdraw entirely 
from this field of regulation, however, impelled only by imaginary fears sole 
would not be in the public interest.” 

Irom my review and study of the law and the whole record in this proceeding, 
I am convinced that this Commission has jurisdiction over the respondent, 
Phillips Petroleum Company because it is engaged within the meaning of the 
Natural Gas Act in (1) the sale of natural gas in interstate commerce for resale 
for ultimate public consumption, and (2) the transportation of natural 
interstate commerce. 

Therefore, I dissent. 


gas in 


THOMAS C. BUCHANAN, Commissione) 

AuGUST 22, 1951. 

Date of Issuance: August 22, 1951. 

Mr. Bucuanan. The Fulbright bill. S. 1853. proposes to amend the 
Natural Gas Act of 1938 by eliminating from the jurisdiction of the 
Federal Power Commission, any regulatory authority over the price 
of gas sold at the wellhead for resale in interstate commerce. IT am 
representing in this proceeding myself as a former member and chair 
man of the FPC and the Citizens Committee of Beaver County. Pa.: 


6 ‘The information is follow 
Locat 
Michigan-W consin Pipe Line Co herr 
Panhandle Eastern Pipe Line Co [ Patereneen | | { \ (4 
it fa ant } 
Independent Natural Gas Co Grov Plant ! . 
rpapeae | 
loldsmith Plant 
El Paso Natural Gas Ce rane Plant “1 
Eu Piant } 
Rillert Nand | 
V. Kd nd Plant } 
Cite Ser ce Gi C'¢ Hy ) lant iv ) 
| { 
rindle lant 
Total i 9 24 


*® In my dissent to the separation of the issues, supra, I pointed out that any reduction 
in unreasonable rates to consumers would be postponed for as much a >} years since 
the Natural Gas Act makes no provision for reparations. This statement is all the more 
true in view of the majority decision. 

7” Representation of consumer interests is likewise the job of the Federal Power Commi 
sion 
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which is a nonprofit corporation chartered by the Commonwealth of 
Pennsylvania to defend the consumer from unjust and unreasonable 
increases in utility rates including natural gas. The citizens commit- 
tee and I are unalterable opposed to this bill and its related bills. 

The position of the Federal Power Commission as the governmental 
regulator of prices of natural gas moving in interstate commerce may 
be compared to a traffic policeman at a busy corner on Main Street in 
any typical American town. 

Unless full regulatory authority over the price of natural gas from 
the wellhead to the burner tip exists, regulation of the price to the 
ultimate consumer is as futile as the regulatory efforts of the traffic 
policeman who is limited in his control over traffic at the Main Street 
corner to that flowing up and down Main Street without concern for 
the cross traffic. 

The ultimate consumer of natural gas without wellhead price regu- 
lation and the unfortunate person caught in the Main Street cross- 
traffic ave both at the mercy of unsurmountable forces. 

Using this simple example as a basis for my appearance here, I pro- 
pose to discuss two phases of the regulation of natural gas which the 
Fulbright bill would complete ly destroy. First is the Phillips case 
dec ided by the Supreme Court of the United States (348 U.S. 672), 
and the facts which made that decision necessar y. 

[ have scanned some of the testimony before the committee with a 
great deal of interest. I have noted in particular that there persists 
still a few dissident voices which claim that Congress never intended 
any regulation over wellhead prices of natural gas sold in interstate 
commerce. This question was argued before the Supreme Court 
thoroughly in both the /nterstate Natural Gas case (331 U.S. 682), 
and in the Phillips case and the Supreme Court has ale that debate 
by its decision in both cases that the legislative history of the Natural 
Gas Act in its passage through the House and Senate of the United 
States Congress is conclusive that Congress did intend that the Federal 
Power Commission should have jurisdiction over prices of natural gas 
at the wellhead sold for resale in interstate commerce. 

Phillips itself admitted in a prospectus dated November 18, 1947, 
which it filed with the Securities and Exchange Commission that it 
was subject to the Natural Gas Act. The pertinent part of such pros- 
pectus reads as follows: 

* * * it is anticipated that, during the next few years, increasingly greater 
proportions of the total volumes of gas sold by the company and its subsidiaries 
will be sold to purchasers which transport and sell the gas in interstate com- 
merece. Although such sales and the transportation of natural gas antecedent 
thereto constitute oper: itions by the company as a “natural gas ¢ ompan) a under 
the Natural Gas Act, and, as such, are subject to the Federal Power Commission's 
jurisdiction constitutes an | interfe rence with State regulation of production and 
gathering, the Commission with Commissioner Draper dissenting in a declaration 
made on the 15th day of August 1947, disclaimed the intention to exercise juris 
diction over such sales if made at arm’s length, that is, sales, made as an incident 
to the producing or gathering operation by a producer or gatherer of gas to a 
nonaffiliate (Order No, 139, docket No, R-106). The House of Representatives 
of the 80th Congress passed a bill denying rate regulatory jurisdiction to the 
Federal Power Commission over such sales. In the Senate the bill is now 
pending upon hearings before the Committee on Interstate and Foreign Commerce. 

This being so, it must be emphasized that Congress is not now 
attempting to enact through the Fulbright bill what the Congress 
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intended to do in 1938, instead the Fulbright bill proposes to reverse 
what Congress intended to do and did do in 1988. 

The Supreme Court never had an opportunity to decide the real 
rate issue which led to the start of the Phillips case before the Federal 
Power Commission. In 1945 an application was filed with the Federal 
Power Commission by the Michigan-Wisconsin Pipe Line Co., to 
construct an interstate pipeline from the fields in Texas and Oklahoma, 
where Phillips Petroleum Co, produced natural gas, to points in the 
States of Wisconsin and Michigan. 

In the course of the hearings upon this application, it developed 
that the contact between Phillips Petroleum, the supplier of the na- 
tural gas and Michigan-Wisconsin, the pipeline carrier, contained 
clauses which upon the happening or nonhappening of certain events 
the prices charged by Phillips to Michigan-Wisconsin would auto 
matically increase, 

Moreover the contract provided that if the crossing of the Missouri 
River had not been accomplished by the pipeline company by a certain 
date the contract was subject to cancellation. 

Michigan-Wisconsin failed to effect the crossing by the appointed 
date and with $8 million of pipe in the ground, was forced to renegoti 
ate the contract with the result that the initial contract price was in 
creased 70 percent or from 5 cents to 8.5 cents per thousand cubic feet 
even before one cubic foot of gas was delivered. 

Senator Monroney. That contract that you are speaking of was the 
original contract that was extended, I believe, was it not, by agreement / 

Mr. BucHANAN. That is right. 

Senator Monroney. As a concession to the investment that had been 
made in the pipe, but as I understood the original contract, it had an 
escalation price that was rather firm, based upon the price index, and 
it could have gone lower or higher, according to the movement upward, 
of the price index. 

Mr. Bucnuanan,. That is true, and the new contract had the same 
thing in it, I believe. ‘ 

Senator Monronry. This was a contract made at the start, and 
because they had not crossed the Missouri River, that therefore the 
contract did not exist. It was not a pattern in the fixing of that 
original gas rate when the evidence was rather conclusive, that we 
had previously had, that being an inflationary cycle at the close of 
World War II, people were naturally trying to protect themselves 
against the unknown damage of inflation. 

Mr. Bucuanan. I think Phillips successfully did that. 

Let me read from a portion of my dissent that covers this very 
point. 


The evidence 
that is, the evidence in the Phillips case— 


shows that Phillips took advantage of the provision in the contract with re 
spect to the deadline date to force up the price of gas to Michigan-Wisconsin. 
\s early as March 1947 in an interoffice memorandum between officials of 
Phillips entitled “Increasing price of gas to Michigan-Wisconsin Pipeline Co.,” 
three methods of foregoing such price increase were disclosed, including the 
following. 

2. Do nothing until it may become apparent that Michigan-Wisconsin can’t 
meet the gas delivery date east of the Missouri River by January 1, 1949. In 
August 1948 Phillips forced Michigan-Wisconsin to agree to a 70-percent in 
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crease in the price of gas in exchange for a 6-month extension of the date for 
beginning of acceptance of deliveries and the dedication of a small amount of 
ditiona creage 
That is the sole consideration they got for the price increase. 


Senator Monroney. Was that in excess of the original contract 
based on the cost of liv ng index ¢ 

Mr. Buenanan. Would you repeat that, please / 

Senator Monroney. Was the amount of the renegotiation upward 


based on the cost of living index, 


excess of the original contrac 
and if it was 

Mr. Bucwanan. I don’t think it had anything to do with the cost 
of living index. 

It was just that the Phillips Co. had Michigan-Wisconsin over a 
barrel. ‘They had $8 million of pipe in the ground. They were in 
t position where they could not withdraw, they had to go ahe ad, 
und they had entered into this contract with Phillips that they would 
renegotiate on failure of these various matters. 

| intend to later on read from another exhibit in that record which 
may ~ somewhat explanatory of the very question that you are deal 
Ing wl th. 

The Michigan-Wisconsin application was bitterly contested before 
the Kederal Power Commission by the State of Wisconsin, Pan 

a Kastern Pipeline Co., and others. One of the principal issues 
raised by the opponents was the automatic price increases provided 
iD \ the contr ict. 

The Commission in turn was split from top to bottom by this 
issue and those involving other basic regulatory principles. Thi 
automatic price Increases were treated by the majority of the Com 
mission as not being properly a part of the ap plication, holding that 
they were subject to further consideration and investigation, inde 
pendent of the immediate application. 

In 1948 and 1949, after my advent upon the Commission, an in 
vestigation was authorized by the Commission into the reasonable 
ness of the rates chatged by Phillips Petroleum generally into sales 
for resale in interstate commerce including the sale to Michigan 
Wisconsin. Again the Commission was divided. 

The majority, which started the investigation, became a one-man 
minority through succession in office among the members of the Com 
mission and other motivating factors, and consequently by Commis 
sion action, the hearing was limited for purposes of the Commission 
oe ision to the jurisdictional question whether Phillips was a natural 

gas company as defined in the Natural Gas Act. 

The decision of the Supreme Court on June 7, 1954, concluded the 
jurisdictional phase only. The investigation of the reasonableness of 
the charge is still an open matter before the Commission. Passage 
of the Fulbright bill would block forever the determination of whether 
the increases caused by the failure to effect the river crossing at a 
specific day, hour, minute, and second, to carry the condition to a 
complete absurdity, was just and reasonable to the consumers in Wis 
consin and Michigan. 

In other words, Senator, the point that you are making has never 
been put down in a formal record, and never has been analyzed and 
brought to the attention of the Commission for decision, or the courts, 
for that matter. 
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Senator MoNRONEY. You don't contend, do you, nM soe stutement 
here about the river crossing, that the element of time wasn’t Wnpol 
tant to the producer who had committed all of his gas and was none ov 
it without market for a period of 3 or 4 years during construction / 

If he had ho other customer, he couldn’ { hook On u lit ie for il hort 
period of time to produce his gas, could he / 

Mr. Bucuanan. I don’t think it hurt the producer too much. Ih 
could have sold it to others. 

You see, the original Michigan Wisconsin contract was brou 
about by Phillips, the original idea of creating or constructing 
type pipe up into that area was Phillips’ idea back in 1940, I beli 
or the early 1940’s, That was dropped, and Michigan Wisconss 
came into the picture, and took it up in 1945, but there had been a lot of 
gas closed in in the Southwest prior to 1945, and I don’t think it would 
have hurt Phillips too much. 

Senator MonRONEY. They were holding quite a batch of gas that 
would sup ply cities the size of Milwaukee. and all, and if you hold 
them for 3 or 4 years, as they were doing, it seems to me some equity 
should run on the side of the produce r, 

Mr. Bucuanan. When I give you some figures later on, the 6 months 
might seem insignificant. 

Senator Monroney. It was beyond 6 months, though, wasn’t it, 
before the completion of the pipe line 2 

As I understood it, it was to be comp leted but got jamme <dupona 
shortage of steel, and wasn’t finished until long after the time it was 
sup yposed to be. 

Mr. Bucuanan. I think that is correct. It was finished in about 
1948 or 1949, but even so, I think the advantage that Phillips obtained 
through this renegotiation was way beyond any justice so far as thi 
consumer was concerned, 

Senator Monroney. But that renegotiation was based on the orig 
inal contract, on the cost of living, wasn’t it ? 

Mr. Bucuanan. Yes; and that is where I say the function of the 
Federal Power Commission should come in. ‘They should cast a very 
jaundiced eye at some of the contracts that are executed, and if they 
had taken this one into consideration, the issue was just what it was 
when the Phillips case came to hearing, whether this was fair, just, 
and equitable to the consumers and to Phillips 

That has never been decided. I think it should be and should have 
been. 

Senator Scuorrren. Mr, regina might I ask at this point of 
the former Commissioner, if in your judgment that is yet an open 
question, if, as, and when it is properly raised, that increase there that 
was brought about by the series of circumstances and the renegotia 
tion of that contract ? 

Mr. Bucnanan. Oh, yes, and I think that is one of the objections 
of the Fulbright bill, to ¢ ae doors on it. 

If the Federal Power Commission is permitted to act under it 
present authority, and does act under its present authority, | think 
they can review those contracts and decide this issue specifically, and 
I think it should do so. That is what we started to do in 1948 when 
we started the Phillips case, but it was limited to the jurisdictional 
phase, and the facts, although they were all prepared and ready to be 


rhit 


ne 
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put in the record, and a lot of them were offered for the record, the 
record was never completed, 

Nothing could illustrate better the evil that springs from nonregu 
lation of natural-gas prices charged by the so-called independent pro 
ducers making sales of natural gas for the resale in Interstate Com 
merce. 

Phillips is the sole supplier of Michigan-Wisconsin, thus creating 
a completely monopolistic role for Phillips. The protection of the 
ultimate consumer, which is the basic obligation of the Federal Powei 
Commission, cannot be discharged by the Commission if its jurisdic 
tion begins with the pipeline carrier, Michigan-Wisconsin, leaving 
Phillips to place its own price on gas which Michigan-Wisconsin must 
accept and pass on to the ultimate consumer. 

The cost of service which is basic to any price regulation is not 
recognized. The cost of service standard, which the Federal Power 
Commission has applied throughout its history until the recent Pan 
handle decision, would eliminate inflationary prices caused by river 
crossing deadlines and similar monopolistic nonsense. It is such “ex 
ploitation of consumers at the hands of natural-gas companies” from 
which the Supreme Court stated the Natural Gas Act intended to pro 
tect the consumer. 

Although the Commission’s decision in the Phillips case did not go 
beyond the jurisdictiona! question, (he investigation of the staff also 
covered the subject of the reasonableness of the rates charged by 
Phillips. The staff found that Phillips had excellent records of its 
gas operations: that such records were kept on the basis of cost, and 
that depreciation and depletion were properly recorded. 

The staff also found that the Phillips management used the rate of 
return earned on the depreciated original cost investment to gage the 
earnings performance of each department. In other words, Phillips 
was using the same basis to test the efficiency and profitability of its 
various operations as the Federal Power Commission uses to test the 
reasonableness of utility rates. 

[ also invite your attention to exhibit No. 20 in the Phillips case 
which I offer for the record. This exhibit shows that in comparing the 
economics and the financial results of the Michigan-Wisconsin Pipe 
Line Co. contract renegotiation, Phillips management used the actual 
rates of return based on the money invested in that operation. 

This is the typical utility regulatory approach voluntarily adopted 
by Phillips, yet this committee has been advised that the application 
of utility type regulation, that is, return on investment, is impractical 
of application to producers of natural gas 

I would like to read from exhibit No. 20. I have only one copy 
that I would like to put in the record, but for the purpose of answer 
ing the Senator’s question, a while ago, it may indicate just what hap- 
pened in this renegotiation. 

This is an interoflice memorandum dated August 20, 1948, and it is 
entitled “Earnings from sales of gas to Mic higan- Wisconsin Pipe Line 
Co.”, and gives the file number, and so forth. This was offered as an 
exhibit in the Phillips hearings, but the examiner excluded it because 
it went to the merits of the case which was not at issue at that time, 
the Commission having acted to limit the scope of the inquiry. 

It is addressed to “Mr. Leroy Culbertson, Office.” 
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DEAR Sir: On August 9, 1948, Phillips Petroleum Co. entered into an agree 
ment with Michigan-Wisconsin Pipe Line Co, amending a contract between the 
respective companies dated December 11, 1945, as heretofore amended, bringing 
about certain changes, including the following : 

1. Extension of date by which Michigan-Wisconsin must begin receipt of gas 
from Phillips from January 1, 1949, to July 1, 1940; 

» Deferring the minimum purchase obligations for a period of 6 months ; 

%. Changing the base prices in the contract to 74s cents per thousand cubic 
feet during the first 5 years, increasing 1 cent per thousand cubic feet for each 
5 years; and 

!. Provide for escalation in proportion to the increase in Michigan-Wisconsin 
Pipe Line Co.’s sales rates in excess of 140 percent of the rates originally pro 
vided in their sales contracts with distributing companies 


They carried that escalation clause forward, Senator, and the cost 
of-living index was made the basis of it. 

Senator Monroney. As L understood it, the 140 percent I thought 
applied to the rates of the Michigan people. Maybe it would have 
been raised according to the cost-of-living index. 

Mr. BucHANAN (continuing) : 


In order to evaluate this amendment our division has prepared figures based 
on our estimates as to the commencement of receipts of gas by Michigan-Wis 
consin, the volumes to be taken during various periods of time, and the numbet 
of wells to be drilled in order to supply Michigan-Wisconsin Vipe Line Co.'s 
requirements. On February 2, 1946, file 1—Te-190-46, shortly after execution of 
the original contract with Michigan-Wisconsin Pipe Line Co., Mr. Teel sub 
mitted to Mr. Rippel a financial analysis of the Michigan-Wisconsin Pipe Line 
Co. project, which reflected an ultimate 30-year investment of $44,544,800 and 
a net operating income after depreciation and taxes, of $67,241,700. 

Since that date, due to the increased costs of labor and materials we estimate 
that our investment will be $59,382,000 and our net income, assuming the same 
product prices without escalation of the gas prices, will be $58,651,551. Thus on 
the basis of these figures our net income would have decreased by $8,590,200; 
however, we believe it is reasonable to assume that a conservative expectation 
of liquid product prices for the next 30 years will be more nearly 6 cents pet 
gallon for 26-70 gasoline and 31% cents per gallon for liquid petroleum gas prod 
ucts, rather than the 8 cents and 2 cents used in the study of February 1946 
Using these new liquid product prices we obtain an additional net income of 
$35,180,000 which would more than offset the deficit of $8,590,000. While the 
average sales rates of Michigan-Wisconsin Pipe Line Co., on which escalation 
of our gas prices is to be based, are unascertainable at this time we estimate 
that the rates which they initially put into effect will be 158 percent of those 
in their original gas sales contracts and, on the basis of this estimated escala 
tion, the escalation of our gas prices as provided in the contract prior to the 
recent amendment would have produced an additional net income of $53,690,500 
The August 9 amendment further increases the net income received by reason 
of escalated gas prices of all commodities remains in excess of 134 points based 
on 1926 prices at 100 points and if 26-70 and liquid petroleum gas prices remain 
in the range of 6 cents and 8'5 cents, it appears we will have an increased net 
income of $91,995,800 by reason of the escalation and increased gasoline market 
which will exceed our loss due to increased investment and operating expenses by 
some $83,405,600. 

The August 9 amendment appears to have a net income value compared to 
the contract prior to the amendment of $3,125,300 with 158 percent escalation 
and $53,541,909 with no escalation over a 30-year life. 

The average annual rate of return as reflected by your February 1946 study 
was 10.75 percent. The average annual rate of return before August 9 amend 
ment, assuming no increase in liquid product value and no escalation on gas 
prices, had declined to 9.5 percent because of our increased investment and oper 
ating expenses and assuming 6 cents for 26-70 and 3% cents for liquid petroleum 
gas and prices escalated 158 percent the average annual rate of return is 13.01 
percent. After the August 9 amendment, assuming 26-70 price of 6 cents, liquid 
petroleum gas at 314 cents, and 158 percent escalation in the Michigan-Wisconsin 
Pipe Line Co.’s rates, the average annual rate of return appears to be 13.76 
percent. 
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In order that this department may advise the operating and executive com- 
mittees of the value of the August 9 amendment to Phillips Petroleum Co., I 
would appreciate your reviewing the computations by this division and vertifying 


¢ 


the reasonableness of our assumptions with regard to liquid products, operating 
expenses, and investment 
Very truly yours 
ALLAN B. HIATT. 

Now. the point of this exhibit. if the committee please, is to show 
that Phill Ps did, it the time of the start of the FPC investigation inh 
1948, did follow publie utility regulatory practice in the conduct of 
its own business. It not only operated on the basis of prudent invest- 
ment, but it applied the rate of return to each of its departments. 

Senator Pasrorr. Were you a member of the FPC at the time the 
Natural Gas Act was passed in 1938, sir ¢ 

Mr. Bucnanan. No, sir. 

senator PASTORE. A series of questions has been raised to the efhi 
eacy Of administration of this phase of this industry by the FPC in 
the event the Phill })s case were allowed to stand and the Fulbright 
amendment did not pass. 

Now, having been a member of the FPC, what is your observation as 
to that ? 

Mr. Bucnanan. I think there is no question but what it can be done, 
and I think this exhibit I just read into the record, proves it. 

Phillips does exactly what the Federal Power would have it do, 
did it before we even got into an investigation of it, and, incidentally, 
it is the biggest operator in the business. 

Senator Pastore. You may continue, sir. 

Mr. Bucnanan. The Federal Power Commission staff offered in 
evidence in the Phillips case, an exhibit No. 7, showing Phillips’ earn- 
ings from its gas operations. While this exhibit was rejected by the 
examiner, it is part of the record in that case which went to the courts. 
This exhibit, which is found at pages 6241-6244, inclusive, of the 
court record, shows that for the year 1950 Phillips had excess earn- 
ings from its gas operations after the allowance of an 8.5 percent rate 
of return, of $6.280,537.37. I should like to have this exhibit made 
a part ot { he record of these hearings. 

I will not try to read that into the record, because it is completely 
statistical. 

(The exhibit is as follows :) 


[7206] 


ExHrsit No. 20 


[Nott This exhibit was rejected by the Examiner at record 2355 and not 
received in evidence. An offer of proof was made on page 2357-58 of the record 
by the State of Wisconsin and the Public Service Commission of Wisconsin. 
The attachments are omitted.] 

August 20, 1948 


EARNINGS FroM Sates oF GAS TO MICHIGAN-WISCONSIN PIPE LINE COMPANY. 


File: 1-Hi-201-48 
Mr. Leroy CULBERTSON, 
Office. 

Dear Str: On August 9, 1948, Phillips Petroleum Company entered into an 
agreement with Michigan-Wisconsin Pipe Line Company amending a contract 
between the respective companies dated December 11, 1945, as heretofore amended, 
bringing about certain changes, including the following: 
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Extension of date by which Michigan-Wisconusin must begin rece 
Phillips from January 1, 1949 to July 1, 14 
Deferring the minimum purchase obligations for a period of si) 

3. Changing the base prices in the contract to 7 cents per M ec. f. du Z 


first five vears, increasing 1 cent per Moc. f. for each five years; and 
t Provide for escalation in proportion to the increase in Michigan-Wi 
Pipe Line Company's sales rates in excess of 140 percent of the rates origh 





prov ided in their sales contracts with distributing companies 
In order to evaluate this amendment our division has pre pared figures based on 
sur estimates as to the commencement of receipts of gas by Michigan-Wiscons 
he volumes to be taken during various periods of time, and the number of wel 
to be drilled in order to supply Michigan-Wisconsin Pipe Line Company's require 
ments. On February 2, 1946, file 1-Te—-190-46, shortly after execution of the 
original contract With Michigan-Wisconsin Vipe Line Company, Mr. Teel sul 
mitted to Mr. Rippel a financial analysis of the Michigan-Wisconsin Pipe Line 
Company project, Which reflected an ultimate 30-year investment of $44,544,500 
ind a net operating income, after depreciation and taxes, of $67,241,700. Since 
that date, due to the increased costs of labor and materials we estimate that out 
nvestment will be $59,882,000 and our net income, assuming the same prod 
prices without escalation of the gas prices, will be $58,651,551. Thus on the 
nsis of these ligures our net income would have decreased by SS,590,200 5 how 
ever, we believe it is reasonable to assume that a conservative expectation ot 
iquid product prices for the next 80 years will be more nearly 6 cents per gallon 
for 26-27 gasoline and 314 cents per gallon for LPG products, rather than the 
> cents and 2 cents used in the study of February, 1946 Using these new liquid 
product prices we obtain an additional net income of 835,180,000 which would 
more than offset the deficit of $8,590,000. While the average sales rates of Mic! 


gan-Wisconsin Pipe Line Company, on which escalation of our gas price | 


im t any 
based, are unascertainable at this time we estimate that the rates which they 
initially put into effect will be 158 percent of those in their original gas sales con 
tracts and on the basis of this estimated escalation, the escalation of ou 


prices as provided in the contract prior to the recent amendment would have pro 
duced and additional net income of $53,690,500. The August 9 amendment f 


iit 
ther increases the net income received by reason of escalated gas prices an add 
tional $3,125,000 if the annual index of wholesale prices of all 


COTMMOCIT LE 
remains in excess of 154 points based on 1926 prices at 100 points and if 26-70 
and LPG prices remain in the range of 6 cents and 34% cents it 


appeal we WHI 
have an increased net income of $91,995,800 by renson of the e 


scalation and in 
creased gasoline market, which will exceed our loss due to increased investme 
md operating expenses by some $83,405,600 

The August 9 amendment appears to have a net income value 
contract prior to amendment of $3,125,300 with 158) percent 


$93,541,909 with no escalation over a 30-year line 


COM pare do to thy 
escalation tnd 

Che average annual rate of return as reflected by your February 1946 study 
was 10.75 percent The average annual rate of return before August 9 
ment, assuming no increase in liquid product value and no escalation 
prices, had declined to 9.5 percent because of our increased investment and op 
erating expenses and assuming 6 cents for 26-70 and 31% cents for LPG and 


amend 


on La 


price 
escalated 158 percent the average annual rate of return is 13.01 percent \fter 
the August 9 amendment, assuming 26-70 price of 6 cents, LPG at cents, and 
los percent escalation in the Michigan-Wisconsin Pipe Line Company's rates the 


iverage annual rate of return appears to be 13.76 percent. 

In order that this department may advise the Operating and Executive ¢ 
mittees of the value of the August 9 amendment to Phillips Petroleum Cou 
pany, | would appreciate your reviewing the computations by this divi 


I on) ane 
verifying the reasonableness of our assumptions with regard to liquid produets 


operating expenses, and investment 
Very truly yours, 
ALLAN B. Hts 
\BH: d 
ce: F. E. Rice 
G. P. Bunn 
A. M. Rippel 
Dan L. Maver 
1). F. Mayfield 
R. M. Teel 
Note Work sheets, R-72Z08—72 
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[7216] 
Expt No. 21 


ox 


[Note: This exhibit was rejected by the Examiner at record 2355 and not re- 
ceived in evidence. An offer of proof was made on page 2357-58 of the record 
by the State of Wisconsin and the Public Service Commission of Wisconsin. ] 


MINUTES OF ADJOURNED REGULAR MEETING OF BOARD OF DIRECTORS OF PHILLIPS 
PETROLEUM COMPANY 


September 27, 1948 


An adjourned regular meeting of the Board of Directors of Phillips Petroleum 
Company was held at the Bankers 


PHILLIPS PETROLEUM CO. AND SUBSIDIARIES 
DOCKET G—1148—SCHEDULE 1 


Excess earnings and tax savings, natural gas department, year ended Dec. 31, 





1950 
Cents per 
thousand . . 
an dist ting s 
cubic feet Total Dry gas wells | | oe ne | Residue gas 
sold (14.65 ores 
p. 8. 1. @.) 
Gas sales 
Outside __. 5. 30/$24, 411, 180. 79) $1, 093. 53, 043, 625. 59)$20, 274, 484. 64 
Inside 6.12) 18, 849, 059. 85) 13, 166, 187.58| 1, 346,610.83) 4, 336, 261. 44 
Total gas sales (schedule 3) 5.63) 43, 260, 240.64) 14, 259,258.14) 4, 390, 236. 42) 24, 610, 746. 08 
Operating expenses (schedule 4) 4. 33) 33, 257,641.27) 5, 898,302.14) 4, 121, 601.94) 23, 237, 737. 19 
Net earnings before Fed- 
eral income taxes and re- 
turn allowance 1.30) 10, 002, 599.37) 8, 360, 956.00 268, 634.48) 1, 373, 008. 89 
Return at assumed rate of 814 
percent (schedule 2) -_. .48| 3, 722,062.00) 2, 244, 871.00 124, 404.00! 1, 352, 787.00 
Excess earnings and tax 
Savings._.- .82| 6, 280, 537.37) 6, 116, 085.00 144, 230. 48] 20, 221. 89 


Nore.—Gas sales and operating expenses shown above are those reflected by the books without adjust- 
ment, 


PHILLIPS PETROLEUM Co. AND SUBSIDIARIES 
DOCKET G—1148—-SCHEDULE 2 


Investment rate base and annual return, excess revenues, and tag savings, year 
ended Dec. 31, 1950 


Depreciation | 


| Gross plant jand depletion Net invest- 


reserves ment 

Gas department investment: | 
Dec. 31, 1950 ; : $60, 130,665 | $16,301,897 $43, 828, 768 
Dec. 31, 1949 ; ‘ 45, 026, 146 14, 904, 072 30, 122, 074 
12, 473, 165 602, 617 11, 870, 548 
 ———— a 117, 629, 976 31, 808, 586 85, 821, 390 
Average... = 5 42, 910, 695 

Working capital 

Production stocks = ‘ RE OEE Ciccikantncsbince 
UT 668, 022 878, 265 
Rate base... - es . . 43, 788, 960 
Return at assumed rate of 846 percent. . , ind ialiaaahe nese ae 3, 722, 062 
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Excess earnings and income tax savings: 

Gas sales 

Revenue deductions 
Other gas revenues saietdl 
Direct costs 
Indirect costs 
Depreciation, depletion, and amortization 
Federal income tax 


Net income 
Return at 844 percent 


Excess return 
Federal income-tax saving 


Excess revenues 


Gross plant 


Production stocks, allocation: 


Oil production, Dec. 31, 1950 ' $359, 823, 145 
Gas production, Dec. 31, 1950 60, 130, 665 


OR i cduenine ; pahaihieaems 419, 953, 810 


Expenses requiring cash working capital: 
Operating expenses 
Undeveloped lease rental expense 
Geological, geophysical, and land expense 
General expenses 
Overheads 
Dry holes 


Total 


Total gas 
Allocation of return depart- 
ment 


Net investment: 
Dec. 31, 1950__- $43, 








Dry gas Distrib- . 
wells uting 


$2, 764, 328. 75) 
424, 540. 84 
, 166, 608, 40 
2, 430, 820. 


9 


3 


738 


74, 500. 00 
36, 032, 141, 27 


7, 228, 099. 37 
3, 722, 062. 00 


3, 506, 037. 37 
2, 774, 500. 00 


Production 
stock (mat 
rials and 


supplic 


Percent 


85.68 | $1, 257, 935. 00 


14. 32 210, 243. 00 
100. 00 1, 468, 178. 00 
1, 271, 651. 14 

352, 537. 51 

1, 831, 058. 03 


(67, 753. 05 
1, 120, 829. 11 
346.17 


fesiduc 








957,638 | $1,240,129 | $17,031, 001 
Dec. 31, 1949__. ' 30, 1 », 769, 991 1, 628, 317 2, 723, 766 
311, 433, 461 11, 437, 087 
Total... 85, 821,390 | 51,761,090 | 2, 868, 446 31,191, 854 
Average... 42,910,695 | 25, 880, 545 1, 434, 223 15, 595, 927 
Ratio 100. 0000 60. 3126 3. 3423 36. 3451 
Materials and supplies $210, 243 $126, 803 $76, 413 
Cash working capital 668, 022 402, 901 242, 794 
Total 43,788,960 26,410, 249 1, 463, 577 15, 915, 134 
Return at 814 percent ; 3, 722, 062 2, 244, 871 124, 404 1, 352, 787 

Plant invest-| Reserve for ile 

ment depreciation a were 
Transfers from gasoline plant to natural gas plant in January 
1950, as of Dec. 31, 1949, voucher A-403 
Hansford field lines $2, 879, 418. 88 $293, 341.61 | $2, 586.0 2 
Hansford dehydration 437, 176.79 52, 190.14 384, ORG. € 
Sherman field lines & 550, 280. 01 84, 256. 97 8, 466, 023. 04 
Subtotal 11, 866, 875. 68 429. 788.72 | 11. 437. O86. 96 
Transfer of investment in gas royalties from oil to gas plant, 

voucher J-148 of Sept. 30, 1950 606, 289. 92 172, 828. 70 133, 46 , 
Total _- 12, 473, 165. 60 602, 617.42 | 11,870, 548.18 
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Senator Monroney. As I read your statement, this exhibit, which is 
found in the court record, shows that for the year 1950 Phillips had 
arnings. 

M>. Bucuanan. I supplied the word “excess.” because it didn’t 
appear to be clear. This was in addition to the 8.5 percent, which was 
an arbitrary figure selected by the staff. 

The sum of $6,280,537.37 was over and above the 8.5 percent return 
which was arbitrarily selected. 

Senator Monroney. Are those earnings based strictly on the sale of 
gas to the pipelines? 

Mr. Bucnanan. It is the total—the exhibit shows the three classi- 
fications which Phillips had used. They show dry gas wells, distribut- 
ing systems, and residue gas. This is the total for all three depart- 
ments, which was the total operations of Phillips. 

Senator Monroney. It didn’t include the liquefied gas in the gaso- 
line? 

Mr. Bucuanan. That I do not know, Senator. 

Senator Pastore. You were a party in the Phillips case? 

Mr. Bucuanan. If I may go just a little further, that is a very 
small item in the total in any event. It amounts to $20,221.80. 

Senator Monroney. That is the residue gas. What I was trying to 
get at, the gas sales include the gasoline, too. You gave some fioures 
« While ago from some exhibit that included a terrific amount of gaso- 
line sales, which ordinarily don’t figure in the supply of gas to the 
pipeline. 

Mr. Bucuanan. Well, if it results from the processing of the gas 
ilself, it could figure in the price to the pipelines on the basis of the 
Federal Power regulation, up until the Panhandle case. 

Senator Monroney. In other words, your theory of the regulation 
would include, then, a return to be limited to earnings not just on the 
sale of the gas to the pipeline, but also on whatever profit is made from 
the skimming operations. 

Mr. Bucuanan. That has been the standard practice of the Com- 
mission heretofore. 

Senator Monroney. To count that in as gas earnings. 

Mr. Bucuanan. If those extractions were made after the sale of the 
pipeline company, yes. 

Senator Monroney. How could it be before sale to the pipeline? 
The gathering line oftentimes does the extraction and then sells the dry 
gas to the pipeline company. 

Mr. Bucwanan. If it has nothing to do with the interstate move- 
ment, it would not be included. If it does have to do with interstate 
movement, it would be included. 

Senator Monroney. It is hard to say where interstate start If 
you extract the gasoline at the wellhead or the pipeline, the sould I am 
trying to get at is Epes it should be ine inde. 

‘Mr. Bucnanan. I don’t agree with the Panhandle decision, if that 
is the point you are making. 

It has been stated several times to this committee and before the 
House committee that producers would not have any incentive to 
develop gas reserves on the basis of a 6 or 6.5 percent rate of return. 
I think it should be of interest to note that during my tenure at the 
Federal Power Commission, I never heard any st: aff member or com- 
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missioner express the view that independent producers should be 
limited to such rates of return. 

In the staff exhibit to which I previously referred, the staff used an 
8.5 percent rate of return for Phillips. The United States Supreme 
Court in Bluefield Water Works & Improvement Company v. The 
Public Service Commission (262 U. S. 679), held that the allowed 
rate of return must be commensurate with the risks of the business. 

It is well known that the investors view the risk of producing 
natural gas as greater than those normally found to exist for other 
types of utilities. The cost of raising capital to oil and gas producers 
is higher than for other utilities and this was recognized by the staff 
when it used an 8.5 percent rate of return for Phillips, an integ! ated 
major oil company. 

The Commission is compelled by law to fix the rate of return at a 
level sufficient to attract capital to the enterprise. Under regulation 
producers are assured of the recovery of their costs plus a fair profit 
on their investment. 

In concluding this part of my statement, let me say that the “field 
price” or “reasonable market price” as used in the bill means prices 
reached competitively as they are presently fixed. 

Senator Pastore. On that point, Mr. Buchanan, have you any fear 
that the effect of the P a case fill be to create a scarcity of gas to 
the New England ar 

Mr. BucHanan, I ‘think New England is out of the market now, 
priced out of the market by the producer prices at the wellhead. 

Senator Pastore. All right; when you finish your discussion, I will 
renew my question. 

Mr. Bucwanan. But the question is, Would it be feasible to attempt 
to serve these markets with the price of gas uncontrolled at its source? 
Perhaps the answer can be found in the fact that New England has 
already been priced out of the market. 

And that was practically so at the time the certificates were granted 
in that area. One of the big difficulties with the granting of the 
Algonquin certificate was that that it didn’t show a reasonable profit 
to the company at the time the certificate issues. 

Moreover, in my own area of western Pennsylvania, in a rate case 
brought about by the protests of a group of industrial concerns and 
the city of Pittsburgh against an increase in rates made by manufac- 
turers Light & Heat C 0., a distributing company of the Columbia 
system serving western Pennsylvania‘and parts of West Virginia 
and Ohio—the Columbia system also serves New York State, Mary- 
land, and the District of Columbia to some extent—the utility filed its 
answer to the city’s petition for appeal to the Supreme Court of 
Pennsylvania, stating: 

These advances (in rates) were caused in large part by substantial increases 
in the company’s operating expenses—particularly in the cost of gas which it 
purchases for resale from Southwest suppliers; approximately 90 percent of 
the company’s gas is purchased from suppliers, the rates of which are regulated 
by the Federal Power Commission. 

This is a typical contention of all distributing natural gas utilities 
serving the large consuming area of western Pennsylvania. And 
it is true. 
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In the same case the utility stated, at page 5 of its brief, filed with 
e Superior Court of Pennsylvania: 


Approximately 95 percent of the gas distributed and sold by Manufacturers 
is purchased from pipeline suppliers, principally those bringing gas from the 


Southwestern States All of this gas is purchased by Manufacturers under rates 
regulated and approved by the Federal Power Commission 
There has been a constant series of increases in these purchased gas rates 


ibject to the Federal Power Commission because, under the practice of that 
Commission, a supplier of gas can file with that Commission a tariff providing 
for increased rates and at the end of only 6 months, those higher rates will go 
into elect Inder bond, and will remain in effect until the Commission finally 
issued its order. The Natural Gas Act, under which the Federal Power Commis 
sion operates, does not permit the 11l-month suspension which occur under the 
Pennsylvania public utility law 

Phe net result is that the company must absorb those increased expenses for 
approximately 1 year without any possibility of recouping them. The cost of pur 
ehased gas amounts to approximately 78 percent of the company’s total operat 


ing expenses 
That is a larger percentage, and you can see where 1 cent in Texas 
is approximately 1 cent in Pennsylvania. 


The crushing impact of the increases in purchased gas rates upon the company 
indicated on table IX on page 47 of the report and order of the Commission 
in this case (Record 924A) That tabulation shows that during the test year 
alone, the cost of purchased gas for the entire company increased by $1,559,719 
Furthermore, between the end of the test vear July 31, 1953, and the order of 
the Commission in this case, August 28, 1954, the purchased gas costs rose an 


additional $1,779,057 


Senator Monroney. Would you amplify what you said about that 
l-cent increase hh ‘Texas, iit aning l cent has to be passed on? 

Mr. Bucuanan. That is right. 

Senator Monroney. You ean't absorb that | cent, at best 78 percent, 
if that figure is proper. But there is no reason for ever magnifying 
the 1 cent and charging 2 or 3 cents: is there ? 

Mr. Bucuanan. | certainly would not be for that. 

Senator Monroney. Whatever it goes up in the field, that should 
be at least the limit of what is passed on to the consumer ? 

Mr. Bucuanan. Of course they are allowed their profit on that up 
in the distributing area. 

Senator Danie... Is this a distributing company or an interstate 
pipeline ( oOmMpany that you are speaking of ¢ 

Mr. Bucuanan. Manufactures are subject to the jurisdiction of 
the Federal Power Commission, and also subject to the New York 
Subservice Commission, the Maryland Public Service Commission, 
the Public Service Commission of Virginia, Kentucky, Ohio, and West 
Virginia. 

Senator Dante... | was asking with respect to the sentence in which 
you were quoting that the cost of purchased gas amounts to approxi 
mately 78 percent of the company’s total operating expenses. What 
company were you referring to/ 

Mr. Bucuanan. That would be to the distributing company in 
Pennsylvania. ; 

Senator Danie... Now, that means, then. gas purchased from the 
interstate pipeline ¢ 

Mr. Bucuanan. All of their gas purchases represent 78 percent of 
the total operating expense of Manufacturers Light & Heat serving 
gas in western Pennsylvania. 
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Senator Danie... I want to make clear that that does not mean the 
amount the producer — in the field. 

Mr. BucHANAN. Oh, ; that would be the cost they pay, delivered 

()f course, i coma buys some gas in the Southwest on its ow! 
It owns gas down there, and they pay for the transportation only. 

Of course, statements of this nature by the distributor must be 
canned with critical eyes for the reason, if no other, that the dis 
tributor in that case, the Columbia System, did nothing to protect 
itself from field-price increases to its sup pliers. No protest was ever 
filed with the F ae al Power Commission against contracts placed | 
evidence by the natural-gas companies, and its would appear that the 
distributor in this case, or its parent, the Columbia System, were 
either supine ly in accord with the conditions or grossly neglige nt of 
their public responsibility to their customers. 

\ third alternative is possible, that is, there may be corporate con 
trol or influence through the large oil companies which would prevent 
the Columbia System from taking proper steps against rising field 
prices. That is worthy of congressional inquiry as to the monopoly 
exercised by the oil industry over retail sales as well as production of 
natural gas. 

Furthermore, in a present rate case against the same company by 
the Pennsylvania PUC and 35 protestants, both public and industrial, 
some of the largest industries in I eer unia, the basis of the increase 
is almost exclusively the purchase of a gas supply in Louisiana by 
United Fuel Gas, an affiliate of Manufacturers Light & Heat C« ‘a 
price ranging from 16 cents to 20 cents per thousand cubic feat in the 
held, 

This is one of the highest, if not the highest, prices on record with 
the exception of the American-Louisiana purchase ranging from 20 
cents to 24 cents, and, of course, delivery of this gas into the Pitts 
burgh area by Gulf Interstate Pipeline, will have a decided adverse 
rate impact on the consumers of all classes. 

Senator Monronry. Those rates you refer to there are for new gas 
which is obtained, are they not? 

Mr. Bucuanan. The basis of the rate increase is a small amount 
which the company claims is a residue left over from the last rate in 
crease, a percentage of return which they did not get, and they are 
entitled to, but the large amount is directly attributable, as IT under 
stand the case, to this new. gas coming in from Gulf Interstate. 

Senator Monroney. What I am trying to get at is it doesn’t repre 
sent the escalation or increase in the existing contracts that supply the 
big volume of gas for those areas, but it does represent a new contract 
made in a new field by the long line? 

Mr. BUCHANAN. It represents the cost of vas which the Columbia 
System contracted for in Louisiana. They bought the gas. 

Senator Monroney. About what time ? 

Mr. Bucuanan. That was about 1950, I believe, or 1951. 

1 am not certain of the date. I was on the Commission at the time 
The Columbia System sent their engineer, Mr. Peck, into the Sout 
west to buy gas, and he couldn’t buy any. 

Finally he got practically one field in Louisiana and closed at thi 
price, which was the highest price on the record at that time. 
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Senator Monroney. But it was for new gas, and didn’t represent 
an upward movement of contracts in existence at the time the long 
line was certificated. 

Mr. BucHanan. It was for old gas at a new price. 

Senator Monroney. But it was a new supply so far as the pipeline 
was concerned, was it not? 

Mr. Bucuanan. Oh, yes, there was no pipeline out of it, so far as 
I know. 

Senator Monroney. That is what I am getting at. We have a dif- 
ference in these hearings. A great many of the mayors think these 
15- and 20-cent prices reflect the escalation or increase on basic con- 
tracts made during the origin of the wells, when we have found most 
of those not being the case. It is caused by 2 or 3 pipelines going out 
and bidding against each other to try and grab for gas without regard 
to supply. 

Mr. BucHanan. It is not so much a matter of grabbing the gas as 
getting a supply to keep going. The point I make here principally is 
that this 16- to 20-cent price for the gas has no relation whatsoever 
to the cost standard. It is just a matter of competition between buy- 
ers, and that is not regulation. 

Senator Monroney. It is due partly to shortages, wouldn’t you say, 
if you have the situation you had at the time there was no demand 
for gas, then you have the situation completely reversed, where you 
have got all sellers, and no buyers. 

Mr. Bucnanan. I go back to the Phillips case, and the Independent 
Gas case, and the Natural Gas Act. These prices are supposed to be 
subject to regulation. They are not, they have not been subjected to 
regulation, and if they were, they wouldn’t be 16 and 20 cents. 

Senator Monroney. Since we have pinned down that this is new 
supply—— 

Mr. Bucuanan. The distributing company, itself, is worried about 
being priced out of its market simply because of the control of prices 
in the Southwest not based on any definite standard. 

Senator Monronry. What your difficulty seems to be is not your 
rising rate of the basic supply of gas that has been in existence, and 
was committed to serve these areas. 

Mr. Bucwanan. I don’t think this is a new supply, Senator. I 
think this is an old supply that has been down there, but never had a 
market. 

Senator Monronery. This is the first time it has gone into the pipe- 
line and the first time it has been sold to a pipeline. 

Mr. Bucwanan. Yes; and in fact I think a great deal of the gas 
going into the Northeast is old gas in proven fields. The costs have 
no relationship to the prices paid, or the escalations, or anything like 
that. 

Senator Monroney. But what we are trying to bring out on the 
record, has shown clearly that the broad base of the supply going 
into the long lines, and fed into these eastern towns, where gas has gone 
up maybe 1, 2, or 3 cents a thousand over a period of almost 10 years. 

Mr. Bucnwanayn. I think it is more than that. 

Senator Monroney. The big jump has been, from listening to all 
these witnesses now, and the record will pretty well show, that the big 
jump has been in the gas that hasn’t been committed to a long line. 
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It may be old existing gas, locked in, or something, but when it now 
finds a market has extra supply, subsidiary supply of these lines, the 
pipelines are willing to pay a great deal more money for it, which is 
representative of the fact that they are adding a lot of new customers 
faster than the supply of gas is able to expand. 

Mr. Bucnanan. I think you used the wrong word; they are not 
willing to—they have to pay the increased price. 

I think that is the situation. 

The distributing companies are at the mercy of the producers in the 
Southwest. All are supposed to be subject to regulation, and they are 
not. 

Senator Pastore. Let me ask you a question, Mr. Buchanan: Is it 
true that there are certain existing contracts wherein it 1s provided 
that where the pipeline companies applies for and is granted an in 
crease in rate, there is a condition in the contract that automatically 
they have got to pay a part of that to the producer ? 

Mr. Bucnanan. Yes; that is exactly the case that I read here, the 
Phillips case. 

Senator Pastore. In other words, here is a contract already entered 
into. Of course, they can’t foretell at that time what the future is 
going to bring, and then the pipeline decides that it is going to apply 
for an increase in rates. 

The minute it is granted an increase in rate, automatically, without 
any cause being shown, the producer gets a certain percentage of that 
increase under the terms of their contracts ¢ 

Mr. BucHanan. It can increase its rates to the pipeline company: 
yes. 

Senator Pastore. Depending upon what the pipeline gets, under 
supervision ¢ 

Mr. Bucuanan. Yes; that is right. 

Senator Pastore. Well, is that a common provision in these con 
tracts ? 

Mr. Bucwanan, Yes; very common. 

Senator Pasrorr. And you say it was so in this case that went to 
the Supreme Court? 

Mr. Bucnanan. That is right. If they had gone into the merits 
of it, that would have been one of the points. 

Senator Pasrore. Do you think that is in the public interest ? 

Mr. Bucuanan. I don’t. 

Senator Pastorr. We hear so much about independent producers. 
How many producers control the bulk of the natural-gas fields ? 

Mr. Bucuanan. This is a Federal Power Commission study. 

There are 7 producers which control 30.79 percent of the production. 
There are 21 producers that control 52.66 percent of the production. 

There are 39 producers that contro] 68.47 percent of the production. 
There are 114 produce ers that control 85.45 percent. There are 174 
that control 90.74 percent of the production. 

Does that answer your question ? 

Senator Pastore. Yes, it does. 

Senator Daniei. From what are you reading ? 

Mr. Bucuanan. This is a Federal Power Commission study—sale 
of gas by inde vende nt producers to natural gas comp: nies reporting 
to the Federal Power Commission for the year 1953. 











S30) AMENDMENTS TO THE NATURAL GAS ACT 


Senator Pasrorr. Now, is it your understanding that under the 
Phillips decision, the e PC will have the authori ty and the duty to 
rey ew all these exist} gy contracts that were ente red into from the 

me the Natural Gas ee was passed 7 

Mr. Bucnanan. No, sir: it is my view that the Commission had it 


since 195, hut if took the Phillips decision to onvince some people 
that it did have it. 

Senator Pasrore. Would you say by virtue of that decision, it is 

ea your mind that there is a d ity on the part of the FPC to 
review these contracts? 

Mr. Bucuanan. Absolutely. 

Senator PASTORE. Would the EPC under that ruling, have author 
ity to bring about any changes in those existing contracts ? 

Mr. BucnanaNn. I believe so. 

Senator Pasrorr. What if this Fulbright amendment passes; what 
happens to that authority ¢ 

Mr. Bucnanan. I have used the word freeze—that is everything 
would be frozen at the present level, but that is not a very good ex 
pression, I don’t think it is accurate, but it would put a bottom under 
prices 1n the produc ing fiel« lL: at tod: ay’ S pr ices, 

Senator Pasrorr. Let’s assume that since the passage of the Natural 
Gas Act in 1938, some producer entered into a disadvantageous con- 
tract with a pipeline, whereby it might amount to confiscation unless 
there was an n upward erading under the terms of the e xisting contract. 

Would you say now that it is your emi that the FPC would have 
the authority under the Phillips case to upgrade as it would have 
the auhority to downgrade in other contracts? 

Mr. Bucwanan. Yes. 

Senator Pasrore. So therefore, it is yous understanding that in the 
public interest, if it found it necessary, the FPC could even grant more 
money to producers under contracts whi ch were disadv: anti ageous to 
them at the time they were entered into? 

Mr. Bucuanan. That is right. If the facts were placed in the 
ecord, that is entirely possible, and I think would happen. 

Senator Daniev. You say you think that would happen? 

Mr. BucHanan. Oh, yes. 

Senator Danre.. You think that under regulation, some of these 
producer prices are going to be raised higher than their contracts? 

Mr. Bucnanan. No, I didn’t say that, and I don’t believe that was 
the question that was asked me. 

Senator Dante.. Then I misunderstood the question. 

Mr. Bucuanan. The question was if one of the old contracts was 
confiscatory, so far as the producer was concerned, and those facts 
were placed in that formal record before the Federal Power Com- 
mMISS101 9 the Federal Power Commission wo ild raise those rates, in 

y opinion. 

Senator Danten. That what I intended to ask you about. 

Mr. Bucnan iN. But the question was not, Were there such con 
tracts in existence? | don’ t be lieve there; are. 

Senator Danie. Why did you say you think that would happen? 

Mr. Bucuanan. Because I was at iswering the question addressed 
to me, if such a thing did exist, xe would the FPC do under the 
Phillips decision, and I answered what I thought the FPC would do, 


hut there is nobody that made the statement, or even thought ry 
making one, so far as I can understand the question, that such cor 
tracts were 1h existence. | do hot believe there are such contracts 
existence today. To the contrary, I think it is the other way. 

Senator DANIEL. Why did vou say that would happen / 

Mr. Bucuanan. I think under a given set of facts, the Commniissio) 
vould be required by law to allow a reasonable rate of return to the 
producer just the same as it would to thie pipeline COMMpany, or to thy 
distributor, if it had the jurisdiction over the distributor. 

Senator Danien. If the Commission finds there are contracts whic] 
do not allow a just and reasonable rate of return to the producers 
you think, then, the ¢ ommission could raise the prices above whiat 
pecified in the contracts ¢ 

Mr. Bucuanan. | not only think it could, but I think it would. 

Senator Danien. In those cases, then, under regulation, the pro 
ducers are going to receive more than they would under the 
contracts ¢ 

Mr. Bucuanan. Under such circumstances: yes. 

Senator Danie... Have you ever estimated as to about how mu 
more this INCTreAse \\ ould amount to unde} regulation / 

Mr. Bucnanan. I don’t follow you. What increase / 
Senator DanieL. Do you know of any study that has been made 
i 


to old was contract prices made atl low rates, below Wil would De 


ce . } 1] +127 
considered a just and reasonavdie return to 
Vir BUCHANAN. | just stated that 1 dont think there are his 


Senator DANicL. Well. at least in the case of some exhibits that we 


1 
Mey / 
tly. 


had submitted yesterday irom a witness from Chicago, On exhibit x. 
page 2, the Natural Gas Pipeline Co. of America, we find that the 
; ‘6 


company, Ih its OWnh production, Wa allowed an average ih 


151 cents per thousand cubic feet, and the bulk of the Vas being pul 


chased by that same company from other producers Is ata price ol 
much of it, b wont say the bulk of 1t—much of it at price in the 
neighborhood of under 7 cents a thousand cubie feet. 

Isn’t there a possibibility in this situation where the Commissio 


1has determined the just and reasonable price and allowed the company 
on its own production to expense 8.151 cents per thousand cubic feet, 
of it allowing other producers the same price even though their co 

tracts call for less th in 7 cents a thousand cubic feet ? Isn’ 


case in point 4 Isn't it possible that those producers ni oli lowed 
nearer what the Interstate Pipeline LO. itself, is be ne permitted to 
expense for production ¢ 

Mr. Bt CHANAN, I would have to have more facts than t | at, SII, but 
I would say this. I do not think there would be any error in that at 
ell, if they are both administered on the cost basis, it is quite po 
that the 7 cents would go down rather than go up, knowing the way 
the contracts are made between the pre ducers and the long 

Senator Pastore. I asked a hypothetical question, and [a 
we are torturing it a little bit. 

Mr. BucHanan. I think so. 

Senator DAanieL. Not intentionally, Mr. Chairman. 

Senator Pasrore. I don’t say it is intentional. The only questior 
I asked was this: If it is true that ignorance of the law is no excuse. 
and the fact that the Supreme Court aflirmed what it said was the 
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intention of Congress when it passed the Natural Gas Act in 1938, 
that the FPC has the power and the duty under the law to supervise 
this gas on the part of the producers and the gatherers, that all those 
contracts that were entered into should have been supervised for 
regulation ¢ 

Mr. Bucnanan. That is right. 

Senator Pasrore. Since the passage of the act. Now, it makes very 
little difference whether there is going to be an upgrade or downgrade. 
The philosophy and theory of the law isthe same. All these contracts 
will come under the scrutiny and should come under the scrutiny of 
the FPC. 

Therefore, if, in any contract, in the public interest they lower any 
of the prices by the same token if there are any conditions whie ‘+h would 
be ¢ el nt atory insofar as the produce er and the gatherer is concerned, 
then in the public interest the FPC could raise it. 

Isn’t that the legal propasition you and I are talking about? 

Mr. Bucuanan. That is precisely correct. 

Senator Pasrorr. We are not saying that is going to happen, we 
are saying that under the law, it could happen. 

Mr. Bucnanan. That is right. 

Senator Pastore. You may proceed, sir. 

Mr. Bucwanan. The question has been raised in these hearings, 
and before that the argument was made before the courts at every 
opportunity to the effect that since there has been no Federal regula- 
tion of independent producer prices, therefore none is necessary to 
protect the consumer interests. This contention is effectively answered 
by the statement of the FPC made to this committee in 1949 on S. 1498, 
Sist Congress, the Kerr bill. 

Senator Pasrorr. Which statement should be incorporated in this 
record by reference. 

Mr. Bucuanan. And finally, spiral clauses, escalator clauses, fa- 
vored-nation clauses seem to be the basis of attack by proponents and 
opponents of all classes to date. But the committee should not be 
fooled by pious objections to very apparent contractual inequities 
which effective regulation would take care of as a matter of course. 
There are other clauses yet unheard of that the ingenuity and skill 
of the oil industry’s vast legal staff can devise to go down new channels 
of privilege and advantage contrary to the public interest, which 
will in turn defeat the mandate of Congress to protect the ultimate 
consumer from exploitation by natural gas companies. The elimi- 
nation of the objectionable escalation clauses will not cure the evil 
of the lack of regulation of an industry which Congress in 1938 
declared necessary. The objections only prove the necessity of real 
regulation in the public interest. The same thing applies to the new 
or renegotiated contract proposal of the bill. The suggestion of limit- 
ing regulatory jurisdiction to that ephemeral situation shames the 
idea before the question can be raised as to the effect on the public 
interest. 

What I have attempted to demonstrate to this committee is the fact 
that regulation of wellhead prices by the FPC is a part of the Natural 
Gas Act; that the public interest as defined in the act and by the 
courts is that which is required to save the ultimate consumer from 
exploitation by the natural gas companies which include independent 
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producers; that such regulation became necessary by 1947, but regu- 
lation was prevented by ‘the P hillips litigation; that northern markets 
have already reached or are reaching the danger point of prohibitive 
costs of natural gas; therefore the Fulbright bill and all related bills 
are contrary to the public interest and would create an unjust enrich- 
” nt of the few at the expense of the public generally. 

Gentlemen of the committee, it is my opinion, backed by 15 years 
of experience in public-utility regul: ation in the public interest, that 
rather than pass the Fulbright bill, or any of the related bills, it would 
be far better from an honest government! approach to repeal the Nat- 
ural Gas Act in its entirety. The Fulbright bill would make effective 
price regulation of natural gas moving in interstate commerce 
impossible. 

I would like to read just one passage from the Natural Gas Act, 
and this is what the bill—this is really the object of the Fulbright 
bill to negotiate what this says; this is section 1 (a) of the Natural 
Gas Act: 

As disclosed in reports of the Federal Trade Commission, made pursuant to 
Senate Resolution 83, 70th Congress, 1st session, and other reports made pursuant 
to the authority of Congress, it is hereby declared that the business of trans- 
porting and selling natural gas for ultimate distribution to the public is affected 
with the public interest, and that Federal regulation in matters relating to the 
transportation of natural gas and the sale thereof in interstate and foreign 
commerce is necessary in the public interest. 

The Phillips decision says that includes production. 

Senator Monronry. The Congress did not say that. In fact, if 
you read the law carefully, you w vill find the *y left out production and 
gathering. 

Mr. Bucanan. Senator, I am sorry if you missed my point. I 
devoted, I think, the first two pages to analyzing just what has hap- 
pened. The Natural Gas Act did cover the production of natural gas 
in its regulatory jurisdiction. It needed the confirmation of the Su- 
preme Court twice to make apparent to Congress what they had done. 
You are repealing the act of 1938, you are not doing anything other, 
than that by the Fulbright bill. 

Senator Monroney. But the Fulbright bill restates the original 
idea, with some additional modifications, that the Congress had writ- 
ten in 1938 before the interpretation by the Supreme Court. 

Would you not agree to that ? 

Mr. Bucuanan. No, I don’t agree to that. I said the Congress 
intended in 1938, and the Supreme Court has so found, twice, they 
determined that there should be regulation of the natural gas industry 
from the wellhead to delivery to the distributor in the cons suming area. 
That was what the Natural Gas Act covered, and that is the finding 
of the Supreme Court. 

Senator Pastore. May I ask you a question on the practical side 
of this issue, Mr. Buchanan ? 

Mr. Bucuanan. If I may answer, I would be glad to. 

Senator Pasrore. Of course, the strong argument has been made 
here—and it is a strong argument, I can't look at it too lightly. 1 
look at the consumer aspect, "T come from a consuming State, as I have 
said before, and there is great weight to the position taken by my 
colleagues, because, after all, they know the other side of the question 
with which I am not famili: ar, but the argument has been made here 
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that one-half of the natural owas goes Into intrastate and the othe 
half, 50 percent with a slight deviation up or down, goes to interstate. 

Now, you have advocated the principle of fair return on the invest 
ment, and I think you said in the Phillips case it is 8.5 percent. Actu 
ally, that same measurement or formula is not applied to the field of 
oras that is sold in intrastate, because it 1s free and open, and compet! 
tive, so to speak. 

Now. where vou have half the market on a free basis and half tl 
market on a regulated basis, what will that do from the standpoint 
of the consumer, either to his advantage or to his disadvantage ¢ 

I am merely trying to provoke your opinion with reference to this 
question. 

Mr. BucHanan. Well. I think—— 

Senator Pasrore. You start out. \ oreat argument has been made 
here that, after all, you must recognize the fact that one-half of 11 
goes in intrastate and, of course, the Federal Government has no right 
to control it, the States haven't seen fit to control it, and the market 
more ol le SS dictates it: whethe Tr it is monopoli stic or not, the market 
still dictates it under the system of free enterprise. 

Now, you have one half of the gas in a free market, you have the 
other half of the gas that is in a supervised market, with a formula 
of a fair return on the investment. 

Now, who is going to win out in that clas 
the consumer, ultimately / 

Mr. Bucwanan. I was trying to recall the number of States that 
have public utility commissions VW ith jurisdiction over intrastate oper 

tions of natural gas. 

Senator Pasrore. Controlling price on the part of the producers / 

Mr. Bucuanan. We have it in Pennsylvania, New York, New Jer 
sev, Maryland, the District of Columbia, here, and we have it in Vir 
ginia, Kentucky, West Virginia 

Senator Pasrore. No, I am talking about producer prices. That is 
what we are talking about here: aren’t we / 

Mr. Bucnanan. Oh, I beg your pardon 

Senator Pasrore. We all recognize the fact that the lines are super 
vised—the distributors are supervised either by the FPC or by local 
tuthority. 

[ am talking about the producers. One-half of the produced gas 
goes interstate and one-half goes intrastate. Now, the intrastate mar- 
ket is open and the interstate market is supervised, and it is in the same 
area if coul | we l] be 1 In the Same area, 

Now, if vou set down a hard and fast rule of fair return on the in- 
vestment, and the other is the best price that it can get on a free open 
market, there is yong to be a conflict and a clash. It necessarily 

ieans if the price is better in interstate, then the intrastate m: arkets do 
not get the gas. If the price is better in intrastate, then the interstate 
markets don’t vel the gas. 

What position does it put the consumer in ? 

Mr. Bocnanan. IT think the consumer is in a better position with 

he prices regulated than w ithout them. 

Senator Pasrore. Do you mean only so far as interstate is con 
ceermed The fact that half the held is not controlled doesn’t bother 





1, and where does that put 
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Mr. Br CHANAN. No, I don’t think SO; it doesn't bother me a b 
— ator PAsTrore. Well. it bothers me a orent deal. That is one of 


the 1g pr rob lems t] “ut I have I my OWh ind. | don't see how one 
mar et isn't volIne to control the other market as to the better price 
iwiilable. Now, naturally. if the uncontrolled market can get, let’ 


ay, 1 cents per thousand ¢ ubic feet 

Mr. Bucnanan. This is a comment without knowledge of it on my 
part, it IS rumor. I understand one of the present day difficulties is 
that the domestic prices ¢ foasinthe Southwest producing states are 
they are heginning to complain about the prices, hbecnuse they have 
followed the interstate prices upward. 

Senator Pasrorr. That is precis I what Lam getting at In other 
vords, your contention is that this bidding on the part of the pipelines 
for this Fas has artificially increased the gas price to the pomt where 
the intrastate is finding it hard to compete. Is that you point / 

Mr. Bucnanan. Yes: I do not know of my own knowledge, but that 
s what I understand. 

Senator Monroney. Going on from there, assuming that the Fed 
eral Power Commission can roll back the price of gas in the field from 
its present level to 5 or 4 cents lower, that a demand is there in the 
intrastate field, then that supply of gas will flow to the higher market. 

ene Pasrore. Naturally, and that is the reason I say I don’t 

‘how you do this, it has got to level off. 

Senator ‘Mo NRONEY. Or you will have to have rationing. The Ked 
nal Power Commission does not now have powers of rationing, or com 
pelling connections with — state lines, do they ¢ 

Mr. BucHANAN. We had an annual problem with Panhandle 
ern rationing their gas every year. I don’t know whether they have it 
down there or not now, | en if thev do. That was when there wa 
nore demand for the ras t] wy they coule | de liver 

Senator Pasrorre. Well, now, Senator Wakecnies has raised an 
portant qu stion. He is talking about rationing, and I think that 
frightening a lot of people. 

As I understand the Phillips case, it only says this: We can’t con 
trol the production and gathering of gas; but once you put that 
ras—you have got to sell it—once you make a contract to sell it i 
nterstate commerce, then we can control the price on a national level 
Isn’t that all it means’ I don’t see how the Federal Power Commis 
sion could reach down to the well and say, “You have got to put this in 
interstate commerce.” 

You don’t understand the Phillips case to mean that, do you 

Mr. BucHAN AN. No: but another case, the West Virginia case, 
says vou can’t hold it all within the State, you can sell it without the 
State, if you want to do so. 

Senator Pastore. Would you state that again / 

Mr. Bucwanan. I think it is the West Virginia case where they 
said you can’t refuse to send it outside the State, it can go into inter 
state commerce. 

Senator Pastore. You mean make them sell it at any price? 

Mr. Br CHANAN. The State ot ‘Texas. for example, could not refuse 
to sell gas in interstate commerce through some State act. 

So far as rationing is concerned, Senator, I don’t think there is any 
worry from that point of view. I was being a little facetious about 


/; 
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the Panhandle case. The Commission does exercise jurisdiction, 
rightfully or weenie. 3 in that case I know of. 

I don’t think that you are going to have any trouble about ration- 
ing. so far as natural gas is concerned, for some years. I can re- 
soalior when in Pennsylv: ania they were always ‘afraid that they 
were going to run out of gas. Well, of course, they do not have 
enough gas in Pennsylvania to supply the requirements, and the 
greater percentage comes from the Southwest, but they still produce 
a lot of gas up there. 

Senator Monroney. But we had testimony yesterday from Mayor 
Poulson who opposed the Federal Power Commission’s regulation on 
the basis that California, which used to be self-sufficient in its gas 
supply is like Pennsylvania now, and imports now half of its supply. 
I might venture to say that Pennsylvania imports more than half. 

Mr. Bucuanan. I would say they import 85 percent. 

Senator Monroney. I think you figured 25 million people on the 
lines, in your statement. 

Mr. Bucuanan. Twenty-six, I think. 

Senator Monroney. With the continuing pressure of opening new 
markets, taking gas into the great peers, now, opening new States 
all the time, putting new industries on, pgoen understand how the 
supply will hold up under any kind of a regulated market that is 
going to yield a utility return. 

Mr. Bucuanan. The only thing I can say is that all my experience 
has been with that compl: 1int. I have never seen it happen yet. 

Senator Monroney. The gas market withstood the greatest pull of 
increased population and people going on the lines from about 1946 
to 1955, where the industry grew, “and | yet you had little elevation in 
price. The testimony before this committee has — that for the 
bulk of the supply, and the longtime contracted gas, the increase 
has been in the nature of a few cents rather than in K ad amounts 
that most the people thought was occurring. 

Mr. Bucnanan. I think it was in 1951 I went to Houston to a meet- 
ing of the independent natural gas association group, and at that 
time, the Chase National Bank had just issued a statement as to the 
natural-gas reserves in the United States, and they had estimated 
there were 500 trillion cubic feet of natural-gas reserves in the 
United States. 

And if my memory serves me correctly, I think there were about 
115 trillion discovered, and I think it was Mr. Robinson of the Con- 
solidated System, testifying before the House, who said there were 211 
irillion cubic feet now discovered. 

So there is still a lot of gas around. 

Senator DanteL. Did I understand you a moment ago to say that 
you have heard rumors which would indicate to you that intrastate 
purchasers are competing in prices offered with the interstate pur- 
chasers ¢ 

Mr. Bucuanan. No, sir I have heard, and I would take it from a 
reliable source, but it was rumored to me, I do not know it as a fact, 
that the interstate prices of natural gas have had the effect of raising 
intrastate prices in the producing States, so that the intrastate con 
sumers are compla'ning about the high price of gas. That is what I 
ineant to say. 
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Senator Dantet. You don’t have any source for that? 

Mr. Bucuanan. No. 

Senator Dantex. That is all. 

Senator Pasrore. All right, Mr. Buchanan. Thank you very much. 

Mr. Bucuanan. I thank you for your courtesy. 

Senatore Pastore. We are going to meet at 2:30 this afternoon in 
K-39, which I understand is just below this room. 

(Whereupon, at 1:10 p. m., the committee adjourned, to reconvene 
at 2:30 p.m.) 

JUNE 1, 1955. 
Hon. A. S. MrKE MONRONEY, 
Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D. ¢ 

DrarR SENATOR Monroney: At the hearings before the Senate Interstate 
and Foreign Commerce Committee on Wednesday, May 25, in making reply to 
your question concerning the intentions of Members of Congress in enacting the 
Natural Gas Act of 1938, I believe I failed to be as explicity as I wanted to be 
in so doing. 

In substance your question was, “Were Members of Congress aware of the fact 
that they were granting regulatory jurisdiction over wellhead prices of inde 
pendent producers at the time of the passage of the Natural Gas Act in 193887" 
My answer should have been that probably individual Members of both the 
House and the Senate did not believe that such a grant was being made at the 
time of the enactment of the Natural Gas Act. However, Congress as a whole, 
believed that such a grant was being made and that is what the United States 
Supreme Court has held in both the Interstate case and the Phillips case using 
the legislative history as a basis for their determination. An interesting note 
in connection with both Supreme Court decisions is the fact that the member 
ship of the Court had changed materially between the time of the first decision 
in 1946 and the last decision in 1954 and included, in both instances, former 
members of the United States Senate at the time of the enactment of the Natural 
Gas Act. Those former members supported the majority in each instance. 

I would nor want to be put in the position of doubting the sincerity of any 
Member of Congress in his belief of what transpired at the time of the passage 
of the Natural Gas Act. I do want to make my point as strong as possible, how 
ever, despite the individual beliefs of a limited number of Members of Congress, 
Congress as a whole did confer, at that time, jurisdiction over wellhead pricé 
of natural gas moving in interstate commerce. 

I would like very much to have this explanation supplement my testimony and, 
T have written to Mr. Jarrett requesting that this supplement be added at the 
end. T hope you will have no objection to so doing 

With personal regards, I am, 

Sincerely yours, 
THOMAS C. BUCHANAN 


AFTERNOON SESSION 


(The committee reconvened at 2:30 p. m., Senator John C. Pastore 
vresiding. ) 

Senator Pastore. The hearing will please come to order. 

Our first witness this afternoon is Mr. Randall J. LeBoeuf. 


STATEMENT OF RANDALL J. LeBOEUF, JR., ON BEHALF OF 
CONSOLIDATED EDISON CO. OF NEW YORK, INC. 


Mr. LeBorvr. Mr. Chairman, and gentlemen of the committee, my 
name is Randall J. LeBoeuf, Jr., and I appear on behalf of Consoli- 
dated Edison Co. of New York. 

I have prepared a formal statement which, if it meets with your 
measure, I would like to have incorporated in the record, and then be 
allowed to summarize it somewhat more briefly. 
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Senator Pasrore. Yes it w ill so be ordered. ‘The statement w 
made a part of the record. 

We appreciate the fact that you will summarize it. 

(‘] he prepared statement of Mr. LeBoeuf is as follows:) 


My name is Randall J. LeBoeuf, J1 I appear on behalf of Consolidated Edison 
Co f New York, Il Tama senior partner f LeBoeuf, Lamb & Leiby, a law 
firm with offices in New York and Washington During some 35 years of prac 
tice, I have been constantly engaged in public utility and related branches of the 
law for various clients, both private and public, throughout the country 

While prepared to present the particular views and proposals of Consolidated 


Edison Co.. L believe that this statement also represents the considered judg 





ment of many of the gat distributing companis located in the Northeastern 
United States Some of them may wish to present their individual views more 
specifically, but I have been authorized to state that the basic position we have 
adopted here is generally approved by the following gas distributing companies 
representing more than 4!4 million consumers and serving an estimated popula 


tion of more than 18 million people in the Northeast 
Bridgeport Gas Light Co 
Brooklyn Union Gas Co 
Central Hudson Gas & Electric Corp 
Commonwealth Natural Gas Corp 
Connecticut Gas Co 
Delaware Power & Light Co 
Hartford Gas Co 
Lynchburg Gas Cr 
Long Island Lighting Co 
New Haven Gas Co 
New York State Electric & Gas Cor} 
Niagara Mohawk Power Cor] 
Rochester Gas & Electric Corp 
tocyland Light & Power Co. 
United Gas Improvement Co 
Washington Gas Light Co 
It was testified in the proceedings before the House Comunittee on int 
state and Foreign Commerce that approximately 21 million persons in the 
United States use natural gas or mixed natural gas. In appendix I are show 
not only the number of consumers, but the population and area served, the 
annual sales volume and the investment in gas facilities of the foregoing distribut 
ing companies. These latter figures dv not take into account the large additional 
h the ultimate consumers of gas have invested in equipment to use 
r homes, stores, restaurants, and factories in reliance upon the 





rates for gas which prevailed up until a few years ago That 


expectation of continued rensonable rates has been upset bv the impact of 


producer price increases on their local rates and the constant threat of further 
ses Che force primarily responsible, as we see it, for the present chaotic 
mdition of the natural-gas industry is the chain reac m of favored natior 
nd other price escalation clauses in producer contracts which threaten to 
ce natural gas out of the market in the northeastern United States 

Weare here to ndvocate a true middleground position We wish the proaucers 
be relieved of every regulatory burden that is possible consistent with pro 
ection of the consumer from exploitation. The producers should receive adequate 
compensation for the service rendered and to encourage further exploration for 
va At the time, the producers who seek relief from Congress should 
he ling their own house of the evil practices embodied in favored 
nation ] ( lation Clauses that disrupt orderly business, make true 
competition a and impose artificial rate increases on ultimate consumers 





with no economic justification 
There is no valid reason why the producers should not accept our middle 
ground standard which affords them full protection, reasonable compensa 
tion, and freedom from needless burdens of regulatio \ failure to accept 
arrants a belief that the producers seek objectives and profits beyond all 
reason and with reckless disregard of their own selfish interest, which should 
he to preserve their present highly profitable consumer market 
We oppose the Fullbright bill, because it fails to give even a trace of effective 


! protection to the consumers of the Nation (Congress stated in 19238 as a 
f investigation that the natural-gas industrv had heen guiltv of eit 


ae 
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ex Which were contrary to the public interest It passed the Natural ¢ 
ket to protect consumers from such abuses We oppose this attempt to repeal 
provisions of the act which affect the initial, and therefore ultimate, cost of 
natural gas without any adequate consumer protection It would be a repeal 


and disavowal of the fundamental objective of the act, i. e., protection of con 
sumers who cannot protect themselves 

The problem confronting your committee, the entire natural-gas industry, and 
the Federal Power Commission stems from the interpretation by the Supreme 
ourt of the Natural Gas Act in the Phillips decision that the entire natural-gas 
dustry, from sales in interstate commerce in the field to sales to the local 
stributing company, is subject to Federal regulation 

Phe question, with which we are all faced, is whether it is necessary in the 
public interest to enforce and continue that power to regulate which, as a matt 
of law, bas existed since the passage of the Natural Gas Act in 1938 or whethet 


the scope and burdens of regulation may be reduced by substituting true com 
pet ! . 
Much argument has been presented to you that the Supreme Court was wron 
the Phillips decision It seems fruitiess to reply to this as the Supreme 
Court heard the identical arguments and decided otherwise its decision is the 
w of the land Che problem is what is right and proper to do today and it 
the face of that decision. 
\lIso before vou is the need for devising a method of Federal regulation, t 


the extent regulation is necessary, that is in the public interest and is workable 
It is not a criticisin of the sincere and competent ien who comprise the Federal 
l'ower Commission to say, with the voluime of work which has been imposed upo 

mn d with their lack of adequate personnel and funds, that the regulator 
process prescribed in the Natural Gas Act is not functioning properly 

Chaotic conditions exist in the regulatory process within the Federal Power 
Counnission and within the indus For example, there appears to be a mis 
conception that since the decision in the Vhillips case producer rates have been 
rozen by the Federal Power Commission. This is not true Actually between 
July 1954, when the Commission required the filing of producer-rate schedules 
\pril of this vear, some 2,000 anplications for rate increases have been 





led The total increase requested was almost $29 million annually, which 
te 10 to 20 times that amount 





‘ver the life of the existing contracts will ugereg: 
Che Commission immediately allowed all but 7S of these increases to go into 
ffect withont any notice whatsoever to any company affected or to any Consumer 
terest, without any hearing ‘Those that were allowed to go into effect will 


distributing Companies by substantially more tha 


n¢rease the annual bills to 
1S lion As of March 1 of this year, 61 of the proposed increases, totaling 
ore than $10 million per vear, were suspended and are still pending before the 
Commission for adjudication. These facts demonstrate that there has been 
no freeze of producers’ rates and indicate that the regulatory process has failed 
of ion properly 
\s a result of this chaotic condition it is impossible for any of the distributing 


{ ‘ 


panies to form any adequate iden of what their costs of natural gas will 
he in the immediate future Vherefore it is difficult, if not impossible, for those 
onipanies to plan their own rates and services to the consumers and thei 
nm The committee can well understand that under these 





Cor ! ‘tion prog 
circumstances the distributing companies have a very keen interest in helping 
his committee reach a solution of the problem 


These companies are substantially unanimous in their conviction that the prime 
cause of the present difficulties within the natural gas industry is the operation 
f favored nation, spiral and other types of escalation clauses No orderly plan 
ning and handling of the distribution of natural gas to ultimate consumers is pos 





ible unless these clauses are eradicated No regulatory process can function 
f these clauses change rates without the exercise of any judgment on the part 
of the regulatory body It must be remembered that the operation of most of 
these Clauses has no relationship to any change of producers expenses or value 
of the gas to the ultimate consumer, nor to any known regulatory standard 


Merely because of some artificial, extraneous circumstances, rates spiral up but 
never down 

In these hearings you have heard a lot about the merits of the free play 
competition, We distributors believe in that principle, but we have learned 


from said experiences that the process cannot and does not work when the force 
of competition are hampered or destroyed by favored nation and other ¢ ile 


tion Clauses 
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The Fulbright bill, which purports to remedy the problems created for the 
natural gas industry by the Phillips decision, affords no effective protection for 
the consumer of natural gas from its provisions, despite claims that through 
regulation of the pipelines there is indirect protection for the consumer. Under 
this bill independent producers of natural gas would be entirely removed from 
the jurisdiction of the Federal Power Commission under the Natural Gas Act 
and free to charge whatever the pipelines would pay for new purchases of natural 
gas, and to invoke the various automatic price increase provisions in their present 
contracts with the pipelines in an unchecked upward spiral, which the pipelines 
in turn will seek to pass along to the distributing companies and their consumers. 

The Fulbright bill pays lipservice to consumer protection by providing that the 
price paid by pipeline companies for natural gas purchased from producers shall 
be allowed as a cost only to the extent that such price does not exceed the rea- 
sonable market price thereof in the field where produced. The broadest kinds 
of standards are provided for making this determination: whether such price 
has been competitively arrived at, the effect of the contract upon the assurance 
of supply and reasonableness of the provisions of the contract as they relate 
to existing or future market field prices. A pipeline under this legislation would 
be denied as an operating expense any amount paid for natural gas in excess of 
the reasonable market price so determined, but the bill makes this limitation 
applicable only to new gas sales contracts not existing at the time of its passage 
and excludes from this category provisions of existing contracts operating to 
create changed prices—in other words, the automatic price increase clauses 
which have produced the chaotic situation in the gas industry prevailing today. 

Whatever protection may be afforded to the consumer at the expense of the 
pipeline by the reasonable market price test is very questionable in view of the 
vagueness and uncertainty of the test itself and the loose standards prescribed 
for applying it. The phrase “just and reasonable rate” has certain statutory 
and judicial benchmarks which are well recognized in ratemaking. What con- 
cept may evolve from the term “reasonable market price” is difficult to envision 
but in the light of the standards provided, the test would take into consideration, 
apart from true questions of price, the economics of supply and the reasonableness 
of other terms in the sales contract with respect to changes in rate based on 
existing or future field prices in the area. 

Besides completely exempting producers, gatherers, and certain intermediate 
types of pipelines from all regulation, the limited regulation of pipeline com- 
panies provided by the Fulbright bill is totally illusory and futile from the 
standpoint of the consumers since it relates only to future contracts entered 
into by the pipelines. Most of the gas which will be furnished to the con- 
sumers during the next 12 to 15 years will be supplied pursuant to existing 
contracts between the pipelines and the producers rather than the future 
contracts at which this bill is aimed. Furthermore, the only regulatory burdens 
contained in the bill are imposed upon the pipeline companies in a manner 
which might prove injurious to their financial welfare if these restrictions 
are to be truly effective to protect the consumers, and may affect the ability of 
the pipeline companies to render continued reliable service. 

In addition, one provision of the bill would impose an extraordinary and 
unduly burdensome regulatory responsibility on the Commission. It would 
authorize a pipeline company to apply to the Commission for an advance ruling 
as to whether a price proposed to be paid under a production contract would 
meet the difficult test of being a reasonable market price. 

It is ridiculous to impose upon the Commission the duty of investigating 
and testing in advance every possible price that every pipeline company may 
contemplate contracting for with each and every producer. 

Finally, not only is there no direct protection for the distributing companies 
or their consumers in the Fulbright bill, but the terms of the bill itself enshrine 
the favored-nation clauses in existing contracts beyond the touch of any regu- 
latory power, and deprive the FPC of its present power to regulate rates 
produced by such clauses. 

With due respect to the good intentions of the introducer of the bill, it is 
nothing but the Harris bill, H. R. 4560, which was roundly attacked by every 
public and private consumer interest that appeared in the House hearings, 
made worse by the amendments which were endorsed by the Independent Natural 
Gas Association. 

Much as we want proper middle-ground legislation to extricate the dis- 
tributing companies from the present regulatory morass, such companies and 
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all consumers would be worse off under the Fulbright bill than with no 
legislation. 

After all, the Federal Power Commission has eliminated for certain purposes 
spiral and third-party favored-nation clauses by a rule which could be readily 
expanded to eliminate other improper automatic price-increase provisions. It 
is our considered conclusion that if the rule is not so expanded, the existing 
law is sufficient to empower the courts in a proper case to outlaw these clauses. 
The Fulbright bill would deprive the FPC of this existing power to prevent 
gouging of consumers. 

While we seek from the Congress all the consumer protection which is neces 
sary, we have no wish to impose any greater burden of regulation upon pro- 
dueers than is required in the public interest. We are convinced that it is 
possible to devise legislation amending the Natural Gas Act which will combine 
free competition in certain areas and regulation of the balance of the gas 
industry in such a manner as to attain the objectives which we believe all of us 
should be seeking, namely: 

1. To free producers from Federal regulation to the extent consistent with 
the public interest. 

2. At the same time to give necessary protection to the ultimate consumers. 

3. Reduce regulatory problems to manageable proportions for the Federal 
Power Commission and for all of the companies affected. 

To this statement we have attached proposed amendments to the Natural 
Gas Act for the consideration of the committee, which achieve these objectives 
and their underlying principles. Ours are middle-ground proposals, avoiding 
both the extreme license which certain of the producers are seeking and the 
opposite extreme of rigid regulation from well to household which has been 
advocated by certain groups. 

Before presenting our specific proposals, we wish to give to the committee 
a statement of background of this industry from the viewpoint of the distribut- 
ing companies. 

1. The operation of true competition presupposes negotiations directly between 
free buyers and free sellers. In the natural-gas industry such free competition 
loes not exist because of the interposition of pipeline companies between the 
true buyers and sellers. The people who have to pay never sit at the bargaining 
table nor are they consulted by the negotiating producers and pipelines. 

Heretofore, the pipelines have occupied a sheltered position. The Federal 
Power Commission has allowed them to pass on to the distributing companies 
the prices and terms which the pipelines agreed to with the producers. Under 
such circumstances there is little incentive for the pipeline to negotiate the 
best bargain it can make. Furthermore, in recent years when the movement 
of gas to the Northeast commenced, the demand for natural gas at then existing 
prices was so acute that the pipeline took substantially anything that the pro- 
ducer demanded so long as it conld get the requisite gas. 

It was during that period that escalation clauses became widespread. 

The question has been asked in these hearings: What justification is there 
for regulating the price at which the producer sells natural gas to a pipeline 
and not regulating the price of oil, coal, or wheat? The fallacy of this 
argument can be realized when the function of the pipeline is considered. A 
utility company purchasing coal or oil can and does buy directly from producers, 
It can and does negotiate with many different producers all of which are in a 
position to supply the product. Consequently, competition can function and 
the ultimate price is the result of free bargaining. That is not true of the 
prices paid by distributing companies for natural gas. 

A more correct and fair analogy would be to assume the situation of a utility 
company located in a city having 1 or 2 lines of railroad and desiring to 
purchase substantial amounts of coal for use in its plants. If such local utility 
was required to buy its coal from the railroad rather than from the mine owner, 
it would mean that the railroad would pass on whatever price it arrived at 
with the mine owner, plus a charge for transportation. Under such circum- 
stances, one could hardly believe that the purchasing utility wouid be pro- 
tected by the forces of competition. Yet, that is exactly the position in which 
the natural-gas distributing companies find themselves. They have to deal 
with 1 or possibly 2 pipelines. They have no say in the negotiations as to 
price of the product yet they have been obligated to pay whatever price the 
pipeline agrees to, plus a return to the pipeline for its transportation. 

2. The pipelines of natural-gas companies are relatively immobile. When their 
owners desire to purchase more gas, it is extremely difficult for them to nego- 
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e effectivels Ch are faced with either paying whatever price the pro 
luce in a connected field may exact or going to the greater expense of cou 
ucting new extensions to some other field 
A significant form of competition which might netion as a substitute for 
egulatior s competition at the consumer end, where each consumer has the 
freedon » weigh the cor parative price of natural gas with other competitive 
fuels and choose between them This factor heretofore has been so remote from 
he producers that it has not been an effective force. Both the pipelines and 
he distributing company have been tied up with long-term contracts. If the 
iltimat msumer rebels because his price is more than he can afford to pay 
nd consumption declines, the producer is still protected. Years may elapse 
before these contracts will expire, when the produce! st will begin to feel the 





effect of true competition resulting from the overpricing of his product. 
$. There has been much talk that inder the long-term contracts between 





roducers and pipelines, the producers are entitled to favored-nation and other 
escalatho lauses as a protection against economic change Any force to this 
rgument is in part vitiated when one considers the millions of investors in 
bonds throughout the world who make long-term investments at low interest 
rates without insisting on built-in safeguardS against economic peaks and 

leys rhe answer to the argument advanced by the producers, of course, 


es in the fact that either the producer should negotiate his prices and stick 
to them for the term of the contract or, if he is adversely affected by changed 


economic conditions, then he should be willing to submit his case to a regulatory 


body to determine what if any increase of rates is justified. 
The problem, however, is not this simple. If these long-term contracts are 
binding on all parties, then the risks assumed by the distributing companies are 


tar greater than those imagined or asserted by the producers If the distributing 
company is bound by the contract and is compelled to take the prescribed quantity 


f s for its full duration, it has not been afforded the corresponding protection 
f paying for it at the price which it originally agreed 
fake, for example, the case of Consolidated Edison In its initial negotiation 
with Transcontinental Gas Pipe Line, its sole supplier to the present time, it 
reed on a price of 25 cents per thousand cubic feet. By the time that pipeline 
pprovals had been processed through the Federal Power Commission the rate 
had increased to 2S cents Since 1951, when service commenced, Edison’s 


charges have been increased to 35.3 cents per thousand cubic feet, or a total 
annual increase in its gas bill estimated upon the basis of the volume purchased 
in the year 1954 of over $3,800,000 Additional rate increases are imminent, 
ilmost wholly attributable to the direct or indirect effect of escalator clauses 
in Transco’s contracts with its producers; 28 cents per thousand cubic feet may 
be an economic price, 36 cents per thousand cubic feet may, however, approach 
the breaking point where the competition from substitute fuels is effective. 


} 


Parenthetically it might be stated that under the very strict regulation of the 
New York Public Service Commission, Consolidated Edison in its gas business 
s receiving a three and a half return on the net cost of its property. Obviously 
there is no “fat” in the company revenues to absorb further increases. Since 
ny contract price agreed to between distributing and pipeline companies is 
subject to change by regulation, there is no assurance that the distributor may 
not pay a higher price than the contract rate for which he has contracted. The 
producer, however, wishes to place himself in the position where he has a firm 
contract for the sale of his gas and nevertheless can increase costs without any 
relation to an own standard of rate making 

». We recognize that the production of natural gas, in certain respects, has fea 
ires different from the normal utility operation. Therefore, we support the 


esirability of affording the producer just and adequate compensation upon 


! 


basis different from that normally accorded a public utility. While we feel 


that the evidence presented to this committee on this phase has been exagger- 
ted, we nevertheless recognize the need for incentive Compensation to the pro- 
wel It does not follow, however, that this justifies complete freedom from 
regulation, or, under the operation of escalator clauses, freedom from effective 
competitior Rather, it means that the method which is employed in determin 
ing producer rates should be one that takes into account the provision of ade 


compensation for the gas produced and an incentive to the search for 
tional supplies. 

6. There has been a persistent attempt before this committee to show thai 
the cost of gas at the production end is a small part of the total cost to the con 
sumer when the elements of transmission, distribution, and general operation 
have been added. From this, the arg ent has repeatedly been made that even 
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the large increases which have been made to the distributing Companies in receit 
vears are insignificant when divided among the individual small consumers 
These statements are so incomplete, as to be utterly misleading They fail 
recognize the magnitude of the increases which the distributing Companies have 
suffered and are threatened with. 

A few facts should put this argument in its proper perspective. For example 
the quantity of gas taken by the New York City and Long Island companies 
from Transcontinental alone is such that if a 1l-cent increase from the produce) 
is passed on to those distributors alone by Transco, it will increase the con 
sumers’ costs approximately $1 million per year for every vear thereafter 

Look at it from the other end. The proven reserves have been stated to be ove 
200 trillion cubic feet at the end of 1954. An increase of only 1 cent in the field 
price of gas would mean a write-up of over S2 billion in the value of the admit 
ted reserves. If you apply the greater increases that the producers have re 
cently obtained and are now seeking, the enhancement of the value of theit 
reserves reaches astronomical figures that resemble the national debt 

According to a tabulation supplied by the chairman of the Federal Powe 
Commission 19 large oil companies control nearly half these proven reserves 
91 trillion cubic feet. This control by 19 oil companies effectively refutes the 
contention which has been advanced by some that they were seeking primarily to 
protect a vast number of small producers. Be that as it may, if the value of thei 
91 trillion cubic feet is increased merely 1 cent that would represent an increase 
of $910 million in the value of their gas reserves, plus an unknown increment for 
the reserves known to exist but not yet measured 

These are the real figures which dominate the oil companies’ presentation 
both here and in their propaganda across the country. With eves on such high 
stakes, it seems singularly inappropriate and unfair for them to say that the 
division of such large sums among many little consumers is a trifling matter 

7. Lastly, but most importantly, in this background material, we come back t 
the root of the evil, that is. the favored nation and other types of esenlatio 
clauses in producer contracts. There is attached to this statement, as appendix 
II, in series of seven typical clauses so that the committee may see their pro 

ions. They differ widely in wording. The net result is the same. Their oper 
tion is a one-way street on which a producer can receive more and more reven! 
but never less, and the ultimate users, the householder, storekeeper, farmer, and 
industrialist must pay more and more, but never less. 

All of these clauses have a central philosophy which is that the happening o 
some extraneous circumstance or event will cause the price to increase and the 
price originally negotiated to be rendered invalid These price increases have 
no relationship to any additional expenses which the producer may have in 
curred and which would warrant additional compensation. Neither do they 
have any relationship to general economic conditions sasically, they operate 
on the premise that if someone else at a later time can get a higher price 
for his gas in the same or some other field, all producers falling under the 
particular clauses are entitled to a like increase without any justificatior 
related to their own operations 

For example, under the third party favored nation clay if a number of 
arge producers in a field were receiving an eminently satisfactory price and 
one pipeline should buy gas at a higher rate from a single producer, then all 
other producers in that field would receive like increases 

Under the spiral type of clause, which is particularly repugnant to any sense 








of fairness, if a pipeline is allowed a rate increase, it must pass a portion of 
the increase back to the producer in the form of higher rates to the produces 
When that has occurred, the pipeline company is in a position to go back to the 
Federal Power Commission for an additional increase, based on its highe 
cost of gas. From then on, the spiral process continues to infinity Unless 
regulation or legislation puts an end to this evil, the process proceeds until the 
breaking point is reached and gas goes out of the domestic market or some 
companies go into bankruptcy. 

The Chairman of the Federal Power Commission recently gave data shov 
ing the thousands of rate increases which have been filed recently and the 
millions of dollars of added burdens which will be passed on to the distributing 
companies. It is interesting to note that these data indicate the high percentage 
of the increases sought by the pipelines which result from increases in their field 
purchase costs. There is no doubt that the operation of escalator clauses has been 
the dominant force in this spiraling process. 

Furthermore, the disruptive effect of the escalator clauses on pipeline and 
distributing companies and on orderly regulation is incalculable. No distribut 
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ing company can know its costs of purchased gas even in the near future. Its 
ability to plan the fulfillment of its obligation to serve the public is seriously 
affected. 

Indications are that unless this trend of disorderly and unpredictable rate 
increases is halted there is a serious danger that natural gas may be priced out 
of the market in Northeastern United States. 


OUR POSITION 


We believe that a solution of the problem lies in establishing a combination 
of Federal regulation and free competition. The key to free competition lies 
in outlawing the more injurious forms of escalation clauses that are clearly 
contrary to the public interest. The burdens of regulation can then be sub- 
stantially lifted from the producers, retaining only such compliance as is needed 
to protect the consumers. In turn, this would slash the overload of the Federal 
Power Commission so that it could function effectively. 

Representatives of a number of distributing companies have been studying the 
problem for a long time. As a result, we have evolved a statement of 5 princi- 
ples which we sincerely believe represents a fair middle-ground solution of the 
problem, and we submit amendments to the Natural Gas Act in appendix IV to 
effect the 5 principles. 

The five principles and accompanying amendatory legislation give substantial 
freedom of enterprise to the producers and afford protection for the ultimate 
consumers. They operate to eliminate certain types of escalation clauses which 
are declared to be contrary to the public interest and put pressure upon the 
producers to eliminate all other types except those specifically permitted. 

We believe, if the five principles are made effective by legislation, that the 
free play of competitive forces will be restored to the natural-gas industry, since 
a producer by his own acts could be entirely relieved from any regulation except 
that he may not terminate his obligation to supply gas which he has already 
contracted to deliver. 

These principles apply to all contracts now in existence and to be made in 
the future. As shown earlier, we believe that the provisions of the Fulbright 
bill fail to give any real protection to the consumers. Such little protection as 
is afforded would not be felt for 12 to 15 years to come. 

The argument has been made here that existing contracts are not the subject 
of regulation or legislation. In fact, one extreme viewpoint claimed that a clause 
in a contract which might be contrary to the public interest is subject to con- 
stitutional protection. We believe that such argument is wholly without merit 
and our belief is supported by numerous decisions of the courts, including the 
United States Supreme Court. 

The constitutional principle which is involved is that if Congress properly 
finds that a business is affected with a public interest, it may regulate that 
business. Such regulation may extend to the alteration of existing contracts 
even though made before the act took effect. 

In this instance, there can be no question of the power of Congress to legis- 
late with respect to these contracts because the Supreme Court has already 
determined in the Phillips and other cases that the Natural Gas Act validly 
establishes regulation from the producer to the sales to the distributing com- 
panies, There has been considerable loose talk to the effect that the producers 
are not “public utilities.” 

In the conventional sense of the word, that may be true, although they have 
been determined to be “natural gas companies.” Nevertheless, the test is 
whether or not their activities are affected with the public interest. If so, their 
contracts are subject to regulation. 

That means that clauses which are found to be contrary to the public interest 
may be deleted from contracts by the action of a regulatory body or by legisla- 
tive action. In appendix III we have quoted from certain cases in the natural- 
gas field where this principle has been sustained and certain citations in other 
fields, such as irrigation, where the principle has likewise been applied and 
where the contracts were clearly not between public utilities. 

A classic example of the application of this doctrine lies in the fact that the 
distributing companies have entered into contracts with the pipeline companies 
for amounts of gas at certain fixed rates, all of which rates have been in- 
creased by regulatory action. 

I have not heard any of them, much as they regret the rate increases—par- 
ticularly those that come from the artificial operation of escalator clauses— 
assert that their constitutional rights have thereby been infringed. The shoe 





AMENDMENTS TO THE NATURAL GAS ACT 845 


fits equally well on the producer’s foot; in fact, more so since most of these 
favored nation and similar clauses have been inserted in contracts adopted since 
the passage of the Natural Gas Act. 

The five principles, with explanatory comments and references to our proposed 
amendatory legislation, are as follows: 


PRINCIPLE NO. 1 


Independent producers, gatherers and processors of natural gas delivering gas 
to the facilities of a natural gas pipeline company for transmission and resale 
in interstate commerce shall be exempt from all regulation under the Natural 
Gas Act by the Federal Power Commission except as specifically provided herein. 


Comment 

A distinction should be made between the status of a company subject to regu- 
lation and the extent to which that company is subjected to the burden of regu- 
lation. Under the Natural Gas Act, producers at the present time have the status 
of natural-gas companies. The purpose of these five principles is to continue that 
status but to relieve the producers from unnecessary burdens of regulation, 
thereby removing all but the relatively minor ones that are included within the 
statement of principles. 

As a practical proposition, there is very little practical difference between 
exempting the producer from the status of a regulated company or in defining 
him to be a regulated company but exempting him from the requirements of 
regulation. 

For the purposes of legal control, however, there is great importance in main- 
taining this distinction. The basic theory of the principles is that a producer 
who has contracts which do not contain those clauses which are contrary to the 
public interest will be exempt from all of the regulations normally imposed on 
a natural-gas company. 

PRINCIPLE NO. 2 


All contracts for the sale of gas by producers, gatherers and processors of 
natural gas which is ultimately delivered to a natural-gas pipeline company shall 
be filed with the Federal Power Commission by the natural-gas company first 
transporting such gas in interstate commerce which in the case of new contracts 
shall be at least 60 days before the proposed effective date thereof and the Fed- 
eral Power Commission shall give appropriate notice thereof to all transporters 
and distributors of such gas. 

No service or facility for any service pursuant to any such contract shall be 
abandoned except with the approval of the Federal Power Commission. 


Comment 

This principle has certain important features. There is a requirement for the 
filing of all producer contracts so that the information will be available to the 
Commission and to all pipelines an1 distributing companies that are affected. 
The responsibility for filing is placec on the first pipeline which transports the 
gas for purposes of interstate commerce. This is intended to relieve the smal} 
producers of even the minor requirement of filing their contracts. 

The next feature is the requirement of notice with respect to new contracts to 
every transporter or distributor of such gas. This is of considerable importance. 
At the present time, particularly with the overburdened filing sytem in the Fed- 
eral Power Commission, it has been impossible for any of the distributing com- 
panies to know for a matter of weeks what contracts have been filed and 
whether or not they will have any effect on the rates to be charged to such dis- 
tributing companies. 

In fact, today the situation is so bad that when a contract of a producer is 
filed, it is impossible to ascertain whether that contract will ultimately affect 
the rates of any given pipeline or even more importantly, whether it will have 
the effect of triggering the rates of many other large contracts. With this re- 
quirement of notice, due process of law and efficient administrative procedure 
can be restored. 

In order to make effective the filing and notice provisions of this principle, 
we propose that sections 4 (c) and 4 (d) of the Natural Gas Act be amended 
accordingly. (See appendix IV, pp. 2-4.) 

The last sentence continues the present principle of the Natural Gas Act that 
no abandonment of service may be made once a company has dedicated its gas 
and facilities to the public service without just cause being shown to the Fed- 
eral Power Commission and its approval obtained. 
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This is one of the principal reasons for maintaining the status of the pro 
ducers as natural gas companies even though, by the eliminating of prohibited 
calation Clauses, they can be relieved of all the burdens which would normaliy 
e inl ent in such status 
Alt wh in our proposed amendments to the Natural Gas Act independent 
ron ‘ remain subject to the provisions of section 7 (b), we have provided 
that the Commission may permit abandonment of service upon finding that the 
i n term under the production contract of an independent producer put 
lant to which such service has heen rendered has expired (See Appendix 
1\ nm 
PRINCIPLE NO 
Pwo-party favored-nation clauses and two-party price redetermination and 
renegotiation clauses covering a gas-producing area wider than a single field, 


third-party favored-nation clauses, spiral-type of escalation clauses, and price 
redetermination and renegotiation clauses based on prices paid or offered by 
third parties, contained in existing or future contracts are prohibited, as being 
contrary to the public interest. and the Federal Power Commission shall not 
receive or consider any such clause or the effect thereof for any regulatory pur 


prose 


Comment 


This principle provides that certain types of favored-nation and escalation 
clauses are declared to be contrary to the public interest and prohibited both 
in existing and future contracts; and a new subsection (f) to section 4 of the 
Natural Gas Act is proposed to effectuate this principle. (See Appendix IV, p. 5.) 

As we have indicated above, under the court decisions there is no question 
of the power of Congress to outlaw practices which are contrary to the public 
interest In effect, in this paragraph we are suggesting that Congress say to the 


producers 


al 


vish to go your own ways and have free competition: the price which 
vou must pay is the elimination of practices which restrict free competition and 
have brought the natural-gas industry to its present chaotic condition.” 


PRINCIPLE NO. 4 


Producer contracts with nonaffiliates entered into as the result of arms’-length 
bargaining which contain no escalation Clauses other than (a) for taxes actually 
imposed ; or (0) escalations of predetermined amounts at fixed time periods shall 
be accepted for regulatory purposes, provided, however, that the Federal Power 
Commission, any State commission or any pipeline or distribution company 
receiving gas under such contract or whose rates are affected thereby may, by 


appropriate proces di 


1 


¢, challenge that such contracts, under section 4 or 5 of 
the act are between nonaftiliated parties or were arrived at by arms’-length bar- 
gaining, in which event the party so challenging shall have the burden of proof 
in support of its charges 

Nothing herein contained shall relieve a natural gas pipeline which is a party 
to such producer contracts of the obligation imposed on it by the act to prove 
the justness and reasonableness of its rates to successive pipeline or distribu- 
tion companies resulting from the operation of such gas purchase contracts 


Comment 


This provides that contracts made at arms’ length with nonaffiliated compa- 
nies should be accepted for regulatory purposes provided that they contain no 
escalation clauses other than an adjustment for any new or additional occu- 
pation, severance, production, gathering or sales taxes actually paid or a step-up 
escalation in reasonable, fixed, limited and stated amounts agreed to at the outset 
of the initial contract always, of course, in conformity with such rules and 
regulations as the Federal Power Commission might prescribe. 

Such contracts would be subject to challenge only with respect to the fact of 
their having been entered into at arms’ length and the nonaffiliation of the par 
ties. The heavy burden of challenging either of these two facts is placed on 
the challenger, not upon the producer 

The last sentence of the paragraph is also designed to promote true compe 
tition in the negotiation of the contracts between the producer and the pipe 
line. Under that requirement the pipeline company, before it can pass on the 
charges which it has agreed to, must take the responsibility of sustaining the 
justness and reasonableness of its rates resulting from the operation of such 
contracts 





ace 
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Heretofore, the pipeline company had little incentive to negotiate the best price 
was obtainable since it was allowed to pass it on to the distributing com 
amy Under the requirement of this sentence, there will be a real incentive 
the pipeline company to obtain the lowest price that can be justified At the 
<ume time, if it does so, it would be assured that its ultimate rates to the distribut 


companies or intervening pipelines would be sufficient to recoup its costs, 


plus a fair return for its own services 


The aims of this principle would be achieved by enactment of our proposed 
ndment to section 4 (a) of the Natural Gas Act. (See Appendix LV, pp. 1-2.) 


PRINCIPLE NO. 5 


Producer contracts containing escalation, price adjustment or price renege 
tion clauses other than those permitted by paragraph 4 above, shall be subj 

reguiution by the Federal Power Commission under section 4 or 5 of the act 
he burden of proof to establish the justness and resonableness of rates pro 
in such contracts or by the operation thereof shall be upon the producer 


0 
ina 
vided 


Comment 


Under principle No, 5, there would be regulation of producer contracts which 
contain escalation clauses not prohibited by principle No. 83 or permitted by 
principle No. 4. This regulation would also cover contracts entered into other 
than at arms’ length and contracts between affiliated companies 

In these events, the normal statutory requirement of the Natural Gas Act, 
and of all regulatory statutes, would be that the charger of the rate would have 
the burden of supporting their justness and reasonableness 

[It is believed that if producers meet the standards of the first four paragraphs 


there would be few contracts to be regulated under principle No. 5. In that event, 
the regulatory burdens of the Federal Power Commission would be reduced to 
proportions which could be readily handled. It lies in the producers’ power to 


eliminate escalation Clauses, except as permitted by principle No. 4, and escape 
from the burdens of regulation 


CONCLUSION 


here are three distinct viewpoints presented to the committee, They are 
1. The producers’ desire for complete freedom of any control. We believe that 
have demonstrated adequately that the nature of the natural-gas industry 
is such that a complete freedom from any effective restraint would seriously 


injure the millions of consumers of natural gas in the country and be contrary 


to the general public interest. 
2. On the other hand, there are representatives of certain regulatory bodies 
and municipalities that are against any form of legislative relief for the producer 
and favor the imposition of the same stringent type of regulation which has long 
been applied to the distributing companies. 
The view of this group includes the imposition of the original cost less straight 
e depreciation technique to the operations of the producers. This we believe 
which is not suited to the 


to be unrealistic and a method of rate regulation 
realities of the natural gas producing business. 
Whether the claims of the producers have been exaggerated or not, we believe 
that it is in the overall public interest and the interest of the consumers that 
such rate 


regulation as may apply to the producers should be appropriate to the 
eeds of their business and should provide an adequate incentive to the production 


of more natural gas 


3. Our position lies between these two extremes It promotes the free ente! 
prise system of free negotiation through the elimination of escalation clauses 
which thwart the public interest It provides the minimum of Federal regulation 


over such producers who insist on adhering to other types of escalation clauses 
or enter into contracts not at arms’ length 

It provides regulatory procedures with which the Federal Power Commission 
can cope. It affords protection for the ultimate consumer in promoting the 


tilability of natural gas at reasonable rates which can operate in the home 








arket competitively with other available fuels. 

It is respectfully submitted that, in the weighing of the « 
and desires, the prime objective should be the protection of 1 
sumer interest. We believe our middle-ground proposals will accomplish that end 
Without injury to any particular group 

(Appendix I—VDertinent statistics of companies generally supporting pe 
of Consolidated Edison Co. follows: ) 
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APPENpDIx II-A. Tuirp Parry ‘FAVORED NATION” CLAUSE 


(2) If at any time and from time to time during the first 10 years of the term 
of this agreement any purchaser other than buyer purchases and receives gas, 
directly or indirectly, from a producer or producers of gas, including seller, from 
any field located wholly or partly within the comparable cost area, having sub- 
stantially the same quality and characteristics as the gas deliverable here- 
under, and upon substantially the same basis of measurement and pressure, 
when such purchase has a reasonable bearing on the market value of the gas 
peing sold hereunder or in such comparable cost area, and the most of such gas 
per thousand cubic feet currently being incurred by such purchaser is greater 
than the cost of gas per thousand cubic feet currently being incurred by buyer 
for gas delivered under this agreement, seller may at any time after deliveries 
to such purchaser at such greater cost are begun, by giving written notice to buyer, 
call upon buyer to pay to seller for gas delivered hereunder, in addition to the 
price per thousand cubic feet then being paid for such gas under subsections 
(a) and (b) of this section 11, an amount equal to the difference between such 
cost of gas per thousand cubic feet so peing incurred by such purchaser and 
the cost of gas per thousand cubic feet to buyer currently being incurred for 
gas delivered hereunder, whereupon buyer shall pay to seller such additional 
amount, beginning with the date of the receipt of such notice from seller to 
buyer and continuing so long as such greater cost remains in effect, or shall 
forthwith release from this contract all gas for which it does not elect to pay 
such increased price. 

When such increased price is no longer in effect, buyer shall then pay to seller 
the prices provided hereunder in subsections (a) and (b) of this section 11 un- 
less and until, by reasan of a new determination of greater cost, buyer is re- 
quired as hereinabove provided, to pay an additional increased cost. 

(3) If seller shall receive a bona fide offer from a purchaser as herein defined 
for the gas being sold under this contract upon substantially the same basis 
of measurement and pressure and the cost of such gas per thousand cubic feet 
that would be incurred by such purchaser would be greater than the cost of 
gas per thousand cubic feet currently being incurred by buyer for gas delivered 
under this agreement, seller may at any time after receiving such bona fide 
offer and while the same is open for seller’s acceptance, by giving written notice 
to buyer, call upon buyer to pay to seller for gas delivered hereunder, in addition 
to the price per thousand cubic feet then being paid for gas delivered hereunder 
under subsections (a) and (b) of this section 11, an amount equal to the dif- 
ference between such cost of gas per thousand cubic feet that would be incurred 
under such offer by such purchaser and the cost of gas per thousand cubic feet 
to buyer currently being incurred for gas delivered hereunder, whereupon buyer 
shall pay to seller such additional amount beginning with the date of the re- 
ceipt of such notice from seller to buyer and continuing for the period for which 
such offer is made, but in no event beyond the specified term of this agree- 
ment. 

If at any time and from time to time after the end of the first 10 years of the 
term of this agreement any purchaser other than buyer purchases and receives 
gas, directly or indirectly, from «. producer or producers of gas, including seller, 
from any field located wholly or partially within the comparable cost area, having 
substantially the same quality and characteristics as the gas deliverable here- 
under, and upon substantially the same basis of measurement and pressure, when 
such purchase has a reasonable bearing on the market value of the gas being 
sold hereunder or in such comparable cost area, and the cost of such gas per 
thousand cubic feet currently being incurred by such purchaser is greater than the 
cost of gas per thousand cubic feet currently being incurred by buyer for gas 
delivered under this agreement, seller may at any time after deliveries to such 
purchaser at such greater cost are begun, by giving written notice to buyer, call 
upon buyer to pay to seller for gas delivered hereunder, in addition to the price 
per thousand cubic feet then being paid for gas delivered hereunder under sub- 
<ections (a) and (b) of this section 11, an amount equal to the difference between 
cuch cost of gas per thousand cubic feet so being incurred by such purchaser and 
the cost of gas per thousand cubic feet to buyer currently being incurred for gas 
delivered hereunder, whereupon buyer shall pay to seller such additional amount 
beginning with the date of the receipt of such notice from seller to buyer and 
continuing so long as such greater cost remains in effect, provided that when such 
incrased price is no longer in effect buyer shall then pay to seller the prices pro- 
vided hereunder in subsections (a) and (b) of this section 11 unless and until, 
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of a new determination of greater cost, buyer is required, as herein 

bove provided, to pay an additional increased cost 
I the event buyer or a pure haser pure hases gas in said comparable cost area, 
ch purchase has a reasonable bearing on the market value of gas being sold 


hereunder or i such comparable cost area, but which gas does not have sub 
ntially the same quality and characteristics as the gas deliverable hereunder 
r not substantially the same basis of measurement and pressure as provided 


ir gas delivere der this agreement, or under any other terms and provisions 


ffecting or in any manner having a bearing on the cost of gas per thousand cubic 
feet, or seller receives such a bona fide offer but, upon a substantially different 
basis of measurement or pressure, at a cost per thousand cubic feet greater than 
2 housand cubic feet currently being incurred by buyer under 
this agreement, then the parties hereto shall endeavor to agree upon the amount 
f such increased cost of gas per thousand cubic feet, and failing to reach an 
ivreement the amount of such increase shall be determined by arbitration as 
hereinafter provided. The amount of such increased cost of gas per thousand 


cubic feet as thus agreed upon or settled by arbitration, if arising under (1) or 
(3) above, shall be paid (in addition to the price then being paid for such gas 
under subsecs. (a) and (b) of this sec. 11) by buyer to seller upon notice as 
ereinabove provided, or if arising under (2) above, either shall be paid by buyer 
or buyer shall release from this contract all gas for which it does not elect to pay 
such increased price. 

(d) If at any time during the terms of this contract the price for gas which 
eller is entitled to receive hereunder of which buyer is obligated to pay here- 
minder is reduced by lawful order of any court or governmental regulatory author 
tv. then at any time thereafter seller shall have the right, by written notice to 
buyer, to terminate this agreement. (Union Oil-Transcontinental Contract, Bast 
White Lake ete., Louisiana, 1948S (Docket No, G—7T04, Ex. 345).) 


e cost of gas per ft 





APPENDIX II-B. Price REDETERMINATION AND RENEGOTIATION CLAUSE BASED ON 
Prices PAtp OR OFFERED BY THIRD PARTIES 


hb) Seller may request a price redetermination for any of the last 4 afore 
tioned periods by written notice to buyer given not less than 9 nor more 
than 12 months prior to the beginning of the period for which redetermination 
is desired Upon such request, the price for such period shall be redetermined 

v the parties, or if they are unable to agree, by arbitration made and concluded 

t less than 3 months prior to the beginning of such period. 

In order to establish a new price, the parties or the arbitrators shall deter 
mine the 8 highest prices at the time being paid by transporters of natural gas, 
for sale for public consumption, for gas produced in district No. 4+ as constituted 
iv the Railroad Commission of Texas as the date of this contract, under con 
tracts with producers providing for deliveries in daily quantities approximating 
‘ater than the contract quantity hereunder, over a similar period of time 


ind upon substantially the same terms of quality, measurement, and delivery 











<I 


provided herein, and the price to be paid shall be the arithmetical average of 
such 8 highest prices or the price shown above for such period, whichever is 
gvreatel (Sun Oil-Tennessee Gas Contract, Corpus Christi Bay, Texas, Novem 
ber 2, 1953 (Docket No. G—2331, Exhibit I-49—18).) 


APPENDIX II—-C. First Party “Favorep NATION’ CLAUS! 
a) Buyer agrees that if, during the term of this contract, it purchases 
om producers new gas from hew sources of supply in the State of Louisiana 
south of a line drawn along the north boundary of the parishes of Beauregard, 
angeline, St. Landry, and Pointe Coupee, and west of the Mississippi 
River delivered to buyer in such area, for a firm term of not more than 20 years 
or less than the unexpired portion of the term of this agreement, and under 
other similar circumstances and conditions as those under which it purchases 
s hereunder, but at a basic price schedule more favorable to seller than that 
provided in this contract under paragraph (1) of this article, buyer shall there- 
upon notify seller in writing of such other purchase, submitting to seller a copy 
the new gas purchase contract under which buyer is so purchasing new gas, 
nd buyer shall elect and advise seller at that time whether it is willing to sub 
stitute such purchase agreement for this agreement. 
(fy) Seller shall have the right to elect, upon written notice to buyer within 
days after the receipt of buyer's new gas purchase contract, to complete the 
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remaining deliveries of gas herein provided for in accordance with the terms 
and conditions of the new gas purchase agreement, in lieu of completing such 
deliveries under this contract. Thereupon, if seller so elects, this contract shall 
be replaced by the new gas purchase contract. 

(c) If buyer elects not to purchase the remainder of the gas hereunder under 
the terms of the new gas purchase agreement, seller shall have the right, upon 
20 days’ written notice to buyer to terminate this contract. (Bel Oil Corpora 
tion-Transcontinental Contract, North Elton Field, Louisiana, May 27, 1954 
(Docket No. 2489, Exhibit 6, Section No. 2) H-—1 4185.) 


APPENDIX II-D. Cost or LIVING INDEX CLAUSE 


6. In order to protect seller from too great a burden in the event of abnormal 
inflation in prices of commodities generally, the prices specified, expressed in 
cents per thousand cubic feet, in section 1 of this article IX hereof, including 
the periodic increases, shall be adjusted as hereinafter set forth. 

The provisions of this section 6 shall not be applicable to any of the prices 
determined pursuant to the provisions of sections 4 and 5 of this article IX. 
Using the United States Department of Labor, Bureau of Labor Statistics Index 
of Wholesale Prices of all Commodities other than farm products and foods 
based on 1947-49 prices as 100 percent, and defining the word “point” as used 
herein to mean 1 percent of the 1947-49 prices, as of each anniversary date of 
this contract, the average monthly index for the 12 consecutive full calendar 
months immediately preceding such anniversary date shall be determined, and 
whenever such average monthly index shall be more than 21 points above 119.5 
said prices shall be adjusted to prices which bear the same relationship to said 
prices as the price level then indicated by such average monthly index bears 
to 119.3. 

Such altered price shall apply for the 12-month period immediately thereafter, 
commencing with the month in which such anniversary of the date of contract 
occurs. Whenever on any anniversary date of this contract the average monthly 
index for the 12 consecutive full calendar months immediately pre 
ceding such anniversary shall be not more than 21 points above 119.3 such price 
shall be as otherwise set forth in this article IX. 

However, the operation of this section 6 shall never at any time cause the 
price of any gas delivered hereunder to exceed a price per thousand cubic feet 
equal to the highest price per thousand eubiec feet being paid at that time, within 
district 3 of the Railroad Commission of Texas as presently constituted, by 
any interstate natural-gas company, which is not a subsidiary of seller or a 
subsidiary or parent of the seller, under a contract which is for a term of at least 
> years from the date thereof and which provides for a delivery of not less than 
20 million cubic feet of gas per day. 

The price being paid under such contract shall be adjusted to a basis of 
measurement, quality, delivery pressure, dehydration, sulfur content, gather 
ing expenses, the right of buyers to share in liquid hydrocarbons, quantity, and 
all other pertinent factors, including the taxes paid or payable by such buyer, 
comparable to that of the gas delivered hereunder. This limitation on the 
operation of this section 6 shall not be a limitation upon any prices which may 
result by the operations of any provisions of the other sections of this article LX. 
(Contracts between Permian Basin Pipeline Company and Gulf Oil Corporation, 
the Ohio Company, Plains Production Company, Amerada Petroleum Company, 
and Cities Service Oil Company covering purchase of 53,500 thousand cubic feet 
per day to be produced from reserves owned or controlled by the above-named 
parties in Lea County, New Mexico (Docket No. G-1928. Ex. F).) 


APPENDIX II-E. Pertopic Fixep Prick INCREASE ESCALATION 


1. For quantities of gas delivered hereunder, buyer shall pay seller the follow- 
ing prices: 

(a) For gas delivered during the 5-year period beginning November 1, 1954, 
buyer shall pay seller 16 cents per thousand cubic feet ; 

(b) For gas delivered during the next 5 years, buyer shall pay seller 17 cents 
per M ec. f. 

(¢c) For gas delivered during the next 5 years, buyer shall pay seller 18 cents 
per M ce. f. 

(7d) For gas delivered during the remaining term of this agreement, buyer 
shall pay seller 19 cents per M e. f., all on the measurement basis set forth in 


65057 oe Dd 
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article VI hereof. (Phillips Petroleum Co.—Transcontinental Contract, Bear 
Field, Louisiana, August 16, 1954 (Docket No. G-4185, Exhibit H-1.) ) 


APPENDIX II-F. Tax INCREASE ADJUSTMENT CLAUSE 


2. Buyer shall reimburse seller for its payment of the gas gathering tax, at 
the rate presently established by the laws of the State of Louisiana and agrees 
that if at any time during the term of this agreement any new or additional 
occupation, production, severance, gathering or sales tax, or taxes of similar 
nature or equivalent in effect, in excess of the rate prevailing as of the date 
thereof, shall be validly imposed by any lawful authority on the gas delivered 
to buyer pursuant to this agreement or on the production thereof, or on the sale 
thereof, so that seller shall be required to pay such increase either directly or 
through reimbursing others, buyer shall, subject to the conditions hereinafter 
set forth, pay to seller three-fourths of any such increase in taxes or three-fourths 
of such new taxes, provided however, that in computing such increases in taxes, 
there shall not be included increases in income taxes, capital stock taxes, fran- 
chise taxes, general property taxes, or such other taxes of like nature as may 
hereafter be imposed. 

In case any such adjustment in taxes is to be made, seller shall notify buyer 
immediately and shall within 90 days prepare and submit to buyer a statement 
setting forth the amount of such new or excess taxes that it has paid, and within 
30 days after submission of such statement an adjustment between parties hereto 
shall be made by buyer reimbursing seller to the extent of three-fourths of such 
ned or excess taxes as herein defined which seller shall have so paid. (Phillips 
Petroleum Company-Transcontinental Contract, Bear Field, Louisiana, August 
16, 1954, Docket No. G-4185, Exhibit H-1.) 


APPENDIX II-G. Escapr CLAUSE 


32. If the Federal Power Commission or any other governmental agency or 
authority succeeding to the function of said Commission should assert jurisdic- 
tion in any manner over the production, handling, or delivery by producer of the 
gas deliverable under this contract, or jurisdiction over the operations of pro- 
ducer in the performance of its obligations under this contract, or if a reduction 
in the price specified in this contract for gas delivered hereunder should be 
ordered by any court or by any Federal or State governmental authority or 
agency, then, in any such event, producer shall have the right at its option to 
terminate this contract as to the entire interest of producer in leases and gas 
rights then subject thereto, and gas produced therefrom, by giving to Trans 
continental at least 30 days’ advance written notice of such termination, pro- 
vided such notice is given within 90 days after the happening of the event en- 
titling producer to terminate this contract, except that if producer shall in good 
faith engage in litigation to determine the legal effectiveness of the event en- 
titling producer to terminate this contract and such litigation is determined 
adversely to producer by final judgment, producer’s notice of termination may 
be given within 60 days after such judgment has become final. (Stanolind-Trans- 
continental Contract, Live Oak County, Texas, December 2, 1949—Docket No. 


G-1277, Exhibit Number 161.) 


APPENDIx III. AUTHORITIES IN SUPPORT OF THE PRINCIPLE THAT CONGRESS CAN 
REGULATE A BUSINESS AFFECTED WITH A PUBLIC INTEREST 


In Colorado Interstate Gas Company v. Federal Power Commission (142 F. 2d 
943 (10th Cireuit 1944) affirmed 324 U. 8S. 581, (1944)), the court held a con- 


oO 
tract for the sale of natural gas between an interstate pipeline and the local 
gas distributing company, although executed prior to the enactment of the 
Natural Gas Act, was subject to regulation thereunder. The court said: 

“While not challenging the constitutional validity of the act on its face, or as 
it may be applied in general, Canadian and Colorado advance the contention 
that here the Commission erred in applying it retrospectively in such manner as 
to abrogate prices agreed upon in contracts of limited term entered into and 
substantially performed prior to the enactment of the act, at a time when neither 
company was in fact or in law a utility or common carrier, and when each dis- 
claimed all of the privileges and obligations as such. 

“The contracts * * * were each executed prior to the date on which the act 
became effective ; they were of limited term ; and they had been performed in sub- 





aoe 
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stantial part at the time the act went into effect. But at all times, the trans- 
portation and sale of natural gas in interstate commerce for wholesale distribu- 
tion to public service companies or municipalities for resale to domestic con- 
sumers was subject to regulation by Congress * * * (Citations) * * *. And 
the exertion of the power of Congress in its regulation of interstate commerce 
is not fettered by preexisting contracts or arrangements, The exercise of power 
under the commerce clause, Constitution, article I, section 8, clause 8, cannot be 
subordinated to arrangements or stipulations previously effected. Contracts 
and arrangements of that kind necessarily are entered into with knowledge of 
the paramount authority of Congress to regulate commerce among the States” 
(p. 953). 

Also, in Mississippi River Fuel Corporation v. Federal Power Commission (121 
F. 2d 159 (Sth Cir. 1941)), the court held that even though a gas contract was 
made prior to the enactment of the Natural Gas Act, it was subject to regulatory 
jurisdiction. 

“It is argued that petitioner’s contracts were entered into some years before 
the legislative enactment, and hence, they must be held inviolate against 
statutory regulation. Having held the statute a constitutional regulation of ‘an 
industry * * * subject to control for the public good’ (Nebbia vy. New York, 
supra), it logically follows that contracts made by petitioner, even though prior 
to its enactment, are also subject to regulation in the public interest * * 
(Citations) * * * In Union Dry Goods Company v. Georgia Public Service 
Corporation, supra (248 U. 8S. 372, 39 8S. Ct. 118, 68 L. Ed. 309, 9 A. L. R.1420), 
it is said: 

“‘*Thus it will be seen that the case of the plaintiff in error is narrowed to the 
claim that reasonable rates, fixed by a State in an appropriate exercise of its 
police power, are invalid for the reason that if given effect they will supersede 
the rates designated in the private contract between the parties to the suit, en- 
tered into prior to the making of the order by the Railroad Commission. 

“Except for the seriousness with which this claim has been asserted and is 
now pursued into this court, the law with respect to it would be regarded as so 
settled as not to merit further discussion. 

“That private contract rights must yield to the public welfare, where the 
latter is appropriately declared and defined and the two conflict, has been often 
decided by this covrt’” (p. 168). 

To the same effect in other situations see: 

Midland Realty Co. v. Kansas City P. € L. Co. (800 U. S. 109, 118 (1987) ). 

Sutter Butte Canal Co. v. R. R. Commission (279 U.S. 125, 1837-188 (1929) ). 

Ft. Smith Spelter Co. v. Clear Creek Oil and Gas Co. (267 U.S. 231 (1925) ). 

Niagara Lockport and Ontario R. R. vy. Seneca Iron Works (128 Misc. 355 (Sup 
Ct. N. Y. 1926) : affirmed 219 A. D. 858 (4th Dept. 1927) ). 


AppenpiIx IV. A Brit To AMEND THE NATURAL GAS ACT, AS AMENDED 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1 of the Natural Gas Act. as 
amended, is amended by adding at the end thereof the following new subsection : 

“(d) Independent producers of natural gas shall be exempt from the provisions 
of section 3 through 9 of this act except sections 4 (a), (ce), (d), (e), (f). 5 
and 7 (b).” 

Sec. 2. Section 2 of the Natural Gas Act, as amended, is amended by adding 
at the end thereof the following three new paragraphs: 

“(10) ‘Producer’ means a person who is a natural-gas company solely by 
reason of being engaged in, or owning facilities used in, the production or proc 
essing of natural gas. ‘Independent Producer’ means a producer who is not an 
affiliate of a natural-gas company other than another producer. 

“(11) ‘Production contract’ means any contract or other arrangement for the 
sale of natural gas by an independent producer, subject to the jurisdiction of th 
Commission. 

“(12) ‘Affiliate’ of a specified person means any person who stands in such 
relation to such specified person that there is likely to be or to have been an 
absence of arm’s length bargaining in transactions between them, whether be 
cause of officerships, directorships, ownership by either such person of voting 
securities of the other, or otherwise.” 

Section 3, subsection (a) of section 4 of the Natural Gas Act, as amended, is 
amended by adding at the end thereof the following paragraph: 
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“Rates and charges of independent producers under production contracts made 
in the course of arm’s-length bargaining between persons who are not and who, 
at the time of the making of such contracts, were not affiliates, which contracts 
make no provision for changes in rates, charges, or service except (1) to reim- 
burse the seller for increases in occupation, severance, production, gathering, or 
sales taxes actually imposed and paid, or (2) in amounts and at dates specified 
in such contracts conforming to appropriate rules and regulations prescribed by 
the Federal Power Commission, shall be deemed just and reasonable as respects 
such sellers for purposes of this section and of section 5 (a) of the Act. 

“In any proceeding under section 4 (e) or section 5 (a) of the Act with respect 
to the justness and reasonableness of rates and charges as respects an independ- 
ent producer under such a production contract, there shall be a presumption that 
it was made in the course of arm’s-length bargaining between persons who are 
not and who, when such contract was made, were not affiliates, and the burden of 
proof shall be upon whomever contests such presumption ; provided, however, that 
nothing contained in this amendatory Act shall relieve a natural gas company 
other than an independent producer of the burden of proof which otherwise would 
be upon it in any proceeding under the Act with respect to whether its rates and 
charges are just and reasonable.” 

Sec. 4. Subsection (c) of section 4 of the Natural Gas Act, as amended, is 
amended to read as follows: 

“Under such rules and regulations as the Commission may prescribe, every 
natural-gas company other than an independent producer shall file with the Com- 
mission, within such time (not less than sixty days from the date this act takes 
effect) and in such form as the Commission may designate, and shall keep open 
in convenient form and place for public inspection, schedules showing all rates 
and charges for any transportation or sale subject to the jurisdiction of the Com- 
mission, and the classifications, practices, and regulations affecting such rates 
and charges, together with all contracts which in any manner affect or relate 
to such rates, charges, Classifications, and services. 

“Production contracts in effect on the effective date of this amendatory Act 
shall be so filed by such company within thirty days after such date. Any other 
production contracts shall be so filed by such company at least sixty days before 
the proposed effective date of such contract. 

“The Commission shal) publish in the Federal Register notice of the filing of 
such production contracts within ten days after the filing thereof, specifying the 
natural gas companies and gas distributing companies which are purchasers or 
successive purchasers of such gas.” 

Sec. 5. Section 4 (d) of the Natural Gas Act, as amended, is amended to read 
as follows: 

“(d) Unless the Commission otherwise orders, no change shall be made by 
any natural gas company in any such rate, charge, classification, or service, or 
in any rule, regulations, or contract relating thereto, except after thirty days’ 
notice to the Commission [and] to the public, and to the persons to whom it sells 
such gas. Such notice shall be given by filing with the Commission and keeping 
open for public inspection new schedules stating plainly the change or changes 
to be made in the schedule or schedules then in force and the time when the 
change or changes will go into effect. Whenever any such change is made under 
a production contract, notice thereof shall also be given by the purchaser from 
such independent producer to the natural gas companies and distributing mu- 
nicipalities and companies which are purchasers or successive purchasers of 
such gas, at least twenty days prior to the effective date of such change. 

“The Commission, for good cause shown, may allow changes to take effect 
without requiring the [thirty days] notice herein provided for by an order speci- 
fying the changes so to be made and the time when they shall take effect 
and the manner in which they shall be filed and published.” 

Sree. 6. Section 4 (4) of the Natural Gas Act, as amended, is amended to read 
as follows: 

“(e) Whenever any such new schedule is filed the Commission shall have 
authority, either upon complaint or any State, municipality, gas distributing 
company, or State Commission, or upon its own initiative without complaint, at 
once, and if it so orders, without answer or formal pleading by the natural-gas 
company, but upon reasonable notice, to enter upon a hearing concerning the 
lawfulness of such rate, charge, classification, or service; and, pending such 
hearing and the decision thereon, the Commission, upon filing with such sched- 
ules and delivering to the natural-gas company affected thereby a statement in 








-- 


AMENDMENTS TO THE NATURAL GAS AC1 OOD 


writing of its reasons for such suspension, may suspend the operation of such 
schedule and defer the use of such rate, charge, classification, or service, but 
not for a longer period than five months beyond the time when it would othe 
wise go into effect: Provided, That the Commission shall not have the authority 
to suspend the rate, charge, classification, or service for the sale of natural gas 
for resale for industrial use only ; and after full hearings, either completed befor 
or after the rate, charge, Classification, or service goes into effect, the Commi 
sion may make such orders with reference thereto as would be proper in a pi 
ceeding initinted after it had become effective. 

“If the proceeding has not been concluded and an order made at the expiration 
of the suspension period, on metion of the natural-gas company making the filing 


the proposed change of rate, charge, Classification, or service shall go into effect 





“Where increased rates or charges are thus made effective, the Commission may, 
by order, require the natural-vas company to furnish a bond, to be approved 
by the Commission, to refund any amounts ordered by the Commission, to keep 
accurate accounts in detail of all amounts received by reason of such increase, 
specifying by whom and in whose behalf such amounts were paid, and, upon com 
pletion of the hearing and decision, to order such natural-gas company to refund, 
with interest, the portion of such increased rates or charges by its decision found 
not justified. 

“At any hearing involving a rate or charge sought to be increased, the burden 
of proof to show that the increased rate or charge is just and reasonable shall be 
upon the natural-gas company, @ud the Commission shall give to the hearing and 
decision of such questions preference over other questions pending before it and 
decide the same as speedily as possible.” 

See. 7. Section 4 of the Natural Gas Act, as amended, is amended by adding 
at the end thereof the following new subsection : 

“(f) Price redetermination, renegotiation, or adjustment clauses in production 
contracts, whether executed before or after the effective date of this amendatory 
act, which clauses provide for changes in the prices received by sellers for the 
sale of natural gas in a field because of (1) any change in the rates charged by 
the purchaser of such natural gas, (2) prices paid or offered to be paid for natural 
gas by a person or persons other than such purchaser, or (3) prices paid by such 
purchaser in another field, are declared to be contrary to the public interest and 
are prohibited, shall not be received for any regulatory purpose by the Com 
mission, and shali not be enforceable in any court or other tribunal. 

“As used herein, price includes specified amounts of money or other con- 
siderations, and provisions relating to pressure, delivery, quality of gas or 
other aspects of service.” 

Sec. 8. Section 7 (b) of the Natural Gas Act, as amended, is amended to read 
as follows: 

“7 (b) No natural gas company shall abandon all or any portion of its facili 
ties subject to the jurisdjctjon of the Commission, or any service rendered by 
means of such facilities, without the permission and approval of the Commis 
sion first had and obtained, after due hearing, and a finding by the Commission 
that the availabile supply of natural gas is depleted to the extent that the con 
tinuance of service is unwarranted, or that the present or future public con 
venience or necessity permit such abandonment [.J, or that the maximum term 
under the production contract of an independent producer pursuant to which 
such service has been rendered has expired.” 

Mr. LeBorvr. Might I say that while I am responsible for present 
ing the views of Consolidated Edison that the list of companies that 
appear on page 1 of the statement have authorized me to state that 
they generally approve of the basic principles on which the statement 
is founded. 

As you will see, those companies and the data with respect to them 
are set forth in appendix 1, attached to my formal statement, which 
appears at the end. 

There are 17 companies distributing natural gas in New England, 
New York, Pennsylvania, Delaware, District of Columbia, and Vir 
ginia. They serve 4,665,000 customers, and an estimated population 
of over 18 million people. 
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Their annual sales in 1953 amounted to 211 million thousand cubie 
feet, and their investment in gas plant, part of which is made in reliance 
on the continuance of supply of natural gas, is over $900 million. 

The figure has been given that there are approximately 21 million 
customers in the entire United States using natural gas. If that fig- 
ure is approximately correct, then the views, the basic views presented 
here today represent those of comp: inies serving approximately 22 
percent of ‘the customers of natural gas in the entire Nation. 

I might say that Mr. William Tippy, the executive vice president of 
Commonwealth Services, hopes to + Aden me as the next witness, and 
ve have atte mpted to divide up our prese ntation so that he is dealing 
] rin arily with economic questions, whereas I am primarily respon- 
sible for legal and policy questions. 

The policy which we are suggesting and recommending to you gen- 
tlemen has been deve nope ss over a number of months by conferences 
and discussions on the part of executives, technical people, for these 
and many other canna It has been an evolution. 

I might say that our basic o yjectives were twofold. First, could 
we work out a pre gram to achieve a practical balance between reliev- 
ing the producers of the burdens of needless Federal regulation, while 
it the same time preserving sufficient control over the industry to 
protect the consumers from exploitation in the public interest. 

Our second interest was to end the present intolerable chaotic con- 
ditions existing in the natural gas industry, so that such limited regu- 
lation as may be necessary could function efficiently and without un- 
due burdens on the Federal Power Commission or the producer pipe- 
line or distribution companies. 

It would appear that all of the interests involved in this problem 
agree that some Federal control is necessary, but differ as to the 
extent. 

[ think it could be fairly said that the problem here which you 
gentlemen are studying is to what degree the Natural Gas Act should 
be repealed. The difference is a matter of degree. 

On the one hand, you have the extreme of the producers whose 
position, I presume, is represented by the Harris bill in the House, 
and Senator Fulbright’s bill here, which provides for some regulation, 
although in our opinion it is difficult to effect any true control. 

On the other hand, you have gentlemen of distinction like former 
Chairman Buchanan, whom you heard this morning, who go to the 
extreme of saying the same regulation should be applied to the pro- 
ducer as is applied today to the pipeline and the distribution company. 

The group making this presentation takes a true middle ground 
between those extremes. We believe that if the producers are made to 
clean house of the malignant type of escalation clause which is the 
prime cause, in our opinion, of the present chaotic conditions, that 
the forces of competition can be freed to operate and that those forces 
of competition can be safely relied on in the public interest as a sub- 
stitute for regulation. 

We think, that under that approach, you can limit the exercise of 
Federal control, or, to put it another way, to free the producers of 
most of the burdens of regulation, if certain basic protections are 
afforded, and only those protections. 
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Kirst. there should be a prevention of irresponsible abandonment 
of service. Where gas that has been dedicated to the public good, 
to public service, where millions of dollars have been spent on pipe- 
lines to bring it to markets, and the distributing companies have 
invested large sums, and then your ordinary householder has invested 
large sums, we believe that that service should not be terminated with- 
out Federal Power Commission approval for good cause shown. 

Secondly, we feel that what we call the malignant type of escalation 
clause—— 

Senator Pasrorr. May I interrupt before you go into this other 
point? Iam inte rested in what you are saying, because I am one of 
those who are beginning to think that there are so many problems 
affecting this whole industry, the views seem to be diametrically 
opposed to one another that somehow you have to find a solution to 
the problem, because if one side or the other is a victor, that victory 
can last only for a short time, and we will be back here very shortly. 

Mr. LeBorur. That is right. 

Senator Pastore. Therefore, there has to be a resolve to this prob- 
lem which may not be satisfactory to both sides, but there is a middle 
eround where it ought to be compromised. 

I want you to explain further to me. It has been explained here 
that ordinarily these producers are tied up for a long period of time 
on the dedication of these gas reserves, and that the reason why they 
have these escalator clauses in these contracts, is that they can’t fore- 
tell in the future what the market is going to be, and a man is reluctant 
to be tied up for a long period of time, and find out after 5 or 10 years 
that someone else making a new contract will get twice the price he is 
selling at, and naturally ‘that is a problem. 

You said your first suggestion would be that you would give the 
power to the Federal Power Commission, that no producer could 
withhold the gas, under an existing contract, unless he gets approval 
from the Federal Power Commission. 

Mr. LeBorvr. That is right. 

Senator Pasrorr. Now, what would be the reason for him to with- 
hold the gas? 

I want you to be a little more specific. What exactly is the problem 
in that case ? 

Mr. LeBorur. Well, there are two types of problem, Mr. Chairman. 
One is the problem that is involved in some of these contracts where 
the producer says, “I don’t want regulation,” whether his reason for 
not wanting regulation is good, bad or indifferent; he said, “I don’t 
want it, and if I am going to be regulated, I want to cut off service.’ 

So, that type, I don’t think the Federal Power Commission would 
be justified in permitting the termination of service. 

Certainly there would be no legal ground for doing so. 

The other type, the other extreme, is where the gas is exhausted and 
he has made a contract beyond his reserves. Naturally he can’t be 
expected to continue that, and in that case the Federal Power Com- 
mission should give him the relief that he seeks. 

Senator Pastorr. Well, what protection is it to the consuming 
public? If the gas has run out, it has run out, and the Federal Power 
Commission couldn't say to pump it out—it wouldn’t come out. 
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Mr. LeBorvur. Unless they say to go and buy from others and make 
good the commitment. . 

The third point 

Senator Pasrore. Did you finish with your second ¢ 

Mr. LeBorvr. The second to outlaw the malignant type of escala- 
tion clauses, and by that (I will return to some discussion of it in a 
minute) we mean clauses where the price of gas goes up without any 
relationship to any increase in cost to the producer or basic change in 
value, or recourse to any known regulatory standard, but by some 
ss urely artificial and extraneous circumstance. That is the type that 

think should be outlawed, not all types, but that type. 

Senator ee Y. — escalation clause written into a contract 
of 20 or 25 years of a reasonable increase every 5 years would not be 
the mg of ese als om you refer to? 

Mr. LeBorvur. That is right, Senator. In other words, if the parties 
in good faith entered into a contract and said, “We are going to have 
lower rates at the start while the markets build up,” and you figure 
out what you are going to pay, we do not say that that type should 
be outlawed. 

By the same token, we want to make it very plain that you can’t 
use that as a device and switch existing contracts to some outrageous 
provisions along that line. 

Senator Danre.. You would call that a fixed escallation provision ? 

Mr. LeBorur. “A fixed price-stated interval clause” is sometimes 
used. 

Senator Danrex. You do not object to those? 

Mr. LeBorvr. No, sir, nor, as I will develop later, do we object to 
an increase for valid out-of-pocket cost, such as local taxes imposed 
by the State, which can’t be predicted. 

Senator Pasrorr. Well, what are some of these malignant escala- 
tion clauses that you want outlawed ? 

Could you give us anexample. We hear the word “escalation,” good 
and bad. What are some of the abuses ? 

Mr. LeBorur. They run quite a gamut. The first type is the so- 

called two-party favored nation clause, and I have attached to my 
Semen statement, sample clauses taken from existing contracts of 
ditferent types. 

Senator Pastore. Why don’t you refer to some of them? It is hard 
to shock these two colleagues of mine and I haven’t been able to do it. 

Mr. LeBorur. My only trouble, Senator, is that I was coming to 
that later, and I want to be sure I get back where I got off the rails. 

I think probably I can best deal with it if you will turn to clause 
A in appendix 2, a third-party favored-nation clause, please. 

As we have used that term, and I think it is almost a word 
art 

Senator Danrer. Would you identify it again ? 

Mr. LeBorvr. In my formal statement, Senator, immediately at 
the end is an appe ndix 1, which is a an and then following that is 
an appendix 2, the first one marked “A, a third-party favored-nation 
clause.” Now, that is where a pipeline and a producer enter into a 
contract to pay a certain amount for gas, and it is provided that if 
another pipeline comes along, sometimes in the same field, sometimes 
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in a different field, sometimes the entire Gulf of Mexico, and pays 

i higher price, then the producer is to get the same price. 

Now, that, we feel, means that he gets an increase not related to 
any increase or change in his costs, any change in regulatory condi- 
tions. It is purely due to that extraneous circumstance. 

Senator DANIEL. Are they tied down to comparable volumes of gas, 
and under comparable ec onditions? 

Mr. LeBorvr. Senator, there is every variant. In fairness, you 
will find some that are tied down so that you might say there is some 
comparability. : 

Senator Danie... In other words, just 1 sale to 1 pipeline of a 
small amount of gas in a field would not cause that escalation ? 

Mr. LeBorvr. Most of them do so result. Even one small sale 
to some outside company can trigger the prices received by all the 
other producers in the field. 

Senator Dante. Is that true of your example here / 

Mr. LeBorvr. I think it is, sir: and we found one that was a 
little area of 20 square miles, I think it was the Pistol Ridge Field, 
and it called for triggering on almost all of the States of Alabama, 
Louisiana, and the Gulf of Mexico. 

[ think it was 20 square miles related to something like 40,000 square 
miles. Now, that is the other extreme. 

The B clause is the so-called price renegotiation or redetermination. 
That means, in the usual form, that prices are changed based on the 
three highest prices being paid at the time when the matter is recon- 
sidered. The triggering effect there is again related to the extraneous 
circumstance of what others are paying. 

The C clause is the first-party favored nation. That is where the 
same pipeline comes into the field, or sometimes it is even a distant 
field, and pays more for gas. 

Some people have felt. that that is less objectionable, and we, as 
you will see in our discussion, where it is limited to the same field, 
are inclined to regard that less seriously. 

Senator Daniet. I have just read in appendix 2—B, that it does 
seem to be tied down. If you will look at the last sentence, about 
the last five lines, “to sales prov iding for deliveries in daily quantities 
approximating or greater than the contract quantity hereunder.” 

Mr. LeBorvr. That is right. That is why I tried to say to you 
fairly, Senator, we could go out here and select perfectly atrocious 
clauses, and we could select some that are much more reasonable. 
You have every variation, but the central theme of all of these clauses 
is that the consumers’ rates go up, they never go down, and they 
go up because of some extraneous circumstance not related to the 
service that was rendered, and, of course, where we say that we would 
like to see free competition established, we say that these clauses 
destroy free competition and make it impossible. 

If you were a producer, and I was a pipeline company, and we en- 
tered into long negotiations and we finally agreed on the price, that 
price could be ¢ hanged tomorrow because Senator Pastore had come 
along into the same field, or some other field, and had paid more. 

Now, that doesn’t leave negotiation in the normal sense of the word. 

Senator Pastore. Especi: ally when you realize there is such a vast 
demand on the consumer’s end for this quality of gas, and all the pipe- 
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lines apparently are in competition with one another to dedicate as 
many reserves as they can. 

Mr. LeBorvur. Yes, that is true. 

Senator Pasrore. Which accent weights the problem. 

Mr. LeBorevr. In D we have a form of cost-of-living index, which 
is a different type. That is an extraneous circumstance. 

In E, we have an example of a fixed price escalation of the sort 
Senator Monroney was asking about. 

F is a tax adjustment clause, and G is an escape clause which would 
let them out of jurisdiction. 

Please don’t think that is a complete sample kit. The ingenuity of 
many people have produced a lot more than those. 

Senator Pasrore. Especially when you realize they have some pretty 
clever lawyers in Oklahoma and Texas and Kansas. 

Senator Scuorrren. We have had to watch a lot in the East, too. 

Senator Dantev. There are lawyers on the other ends of these con- 
tracts, too, Senator. 

Mr. LeBorvr. Senator, that is one of our complaints. The people 
who represent the consumers are never at the bargaining table. The 
pipelines are in between. That is one of the reasons why the economics 
and the politics and the Government of this whole situation is entirely 
different from normal situations. We don’t have any say in the nego- 
tiation of these contracts: we just pay the bill and the situation has 
been developed so that the pipeline company has been in a sheltered 
position where he gets 6 percent return on all his investment, all his 
expenses, and he gets reimbursed for whatever he pays. That is why— 
just speaking of the New York company—we feel unhappy about it. 

Senator Monroney. FE entually his price cond vet so high there 
would be a law of diminishing returns. 

Mr. LeBorvr. That is right, and the serious part of the insulation 
between the seller and the buyer—that is the producer and the distrib- 
uting company—by these pipelines is, that we don’t know enough on 
each end of what is going on on the other end. I am sure that the 
people in the producing e nd would be very alarmed if they realized 
how this gas is being priced out of the domestic market in the north- 
eastern part of the country. 

Senator Pastore. Is the man who follows you in the presentation 
going to hit that point ? 

Mr. LeBorvur. Yes: he is going to deal with it much more compe- 
tently than I can. 

Senator Dantex. So that an erroneous impression won't be left, it 
seems to me the pipeline companies serving Consolidated Edison, and 
their lawyers evidently did a good job here from 1951 to 1954. Ac- 
cording to the contracts, we have before the committee, there is evi- 
dence that your price average from 7.1 cents in 1951, field price for the 
ras, to 7.8 cents in 1954. 

Would you say those are accurate ¢ 

Mr. LeBorvur. I can give them to you accurately. 

The 1951 price is 7.2, the field price as we understand it. Our cur- 
rent price is 10.8, an increase of 3.6 cents, or a 50-percent. increase in 
the field price of gas that is brought to us. 


Senator Danrev. Is that an average for all the gas you get, 10.8, in 
1955 % 
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Mr. LeBorvr. That is the most recent figure that has been given to 
me, Senator. Of course we have had a greater increase from the 
pipeline. 

In other words, in that short span between 1951 and 1955, Consoli- 
dated Edison’s rate from the pipeline has gone up 6.9 cents, and of 
that 6.9, a little over a half, or 3.6, is attributable to increases in the 
field price. 

Senator Danie.. Assuming that your figures are correct, will you 
agree that. the increase from 7.2 in 1951 to ge in 1954 has not kept 
pace with the devaluation of the dollar, or the increase in cost of 
living ? 

Mr. LeBorur. No, sir; I can’t agree with that. The Federal Re- 
serve Bulletin for April 1955, shows that the Bureau of Labor’s cost- 
of-living index in 1951 was 110, in February of 1955, was 114.3, or a 
3.3-percent increase as against a 50-percent increase in the field cost of 
gas supplied to us 

Senator Dantet. Do you think that the producer who gets 10.8 cents 
today for his gas is in better financial condition than in 1951, when 
he was getting 7.2 cents? 

Mr. LeBorur. It is kind of hard, Senator, to say whether he is in 
better condition. You would have to know a lot of factors. I think 
in both of those years he had a bonanza. 

Senator Dante. His costs of production have risen since 1951? 

Mr. LeBorvr. I think they may have somewhat. 

Senator Pasrorr. Well, let’s take the other end of it, Mr. LeBoeuf. 
What would you say for Consolidated Edison was the rise in their 
cost of production between 1951 and 1955; would it be 50 percent? 

Mr. LeBorur. I haven’t got the figures to answer that question. 
Maybe Mr. Tippy can. 

Senator Pasrore. Can Mr. Tippy give us a hint on that, if he has 
got it? Is he here? 

Mr. Trpry. Yes, sir. 

Senator Pastore. Could you, offhand, say what the rise in cost of 
production was of Consolidated Edison between 1951 and 1954? 

Mr. Tippy. When you say, “of production,” are you speaking of 
the natural gas they purchased ? 

Senator Pasrorr. We are saying here that the rise in the cost of the 
gas between 1951, at the producers’ level, and 1954, was 50 percent. 

Now, we are trying to justify a percentage figure here. What was 
the comparable cost to you on the other end, because of that situation 

Mr. Trrry. Let me take that first, sir, from the standpoint of the 
natural gas purchased. 

The information as I have it from the company—— 

Senator Pasrore. You understand, I am talking about operating 
cost. If you haven’t the figure handy, we will wait for it. 

The trouble is we raise these questions, and then never resolve them. 

Mr. Trrry. At the time that the Edison Co. undertook to get gas, 
prior to 1951, they looked first to an agreed price with Transconti- 

nental of 21 cents per thousand cubic feet. 

Senator Dantet. That is at the gate. 

Mr. Trippy. What price did you want? 

Senator Pastore. The argument has been made here that the reason 
that accounts for a rise from 7.2 to 10 cents, is the fact that the op- 








SOH2 AMENDMENTS TO THE NATURAL GAS ACT 


erating costs might have gone up in those 3 years. As the operating 
costs go up for the producer, so does the operating cost go up for the 
distributor. 

Have you any figure to indicate what the increase of cost was for 
operating purposes of your distributing company, all over? 

Mr. Tiery. Total operating cost? 

Senator Pasrore. How much did it go up in the same comparable 
period ¢ 

Mr. Tirry. I don’t have it, but I will get it for you, sir. 

Senator Pasrorr. We would like to have that to put against this 
fivure to see if we are off, or are even. 

Isn’t that the point you were trying to establish ? 

Senator DANIEL. Yes. 

(The information referred to is as follows:) 

COMMONWEALTH Services, INC., 
New York, N. Y., May 26, 1955. 


Ho Journ O PASTOR 
lnited States Nenate. Vashinaton, DD. 


Dear Str: In answer to the question which you referred to me during Mr. 
LeRoeuf’s presentation before the Senate Interstate and Foreign Commerce 
Committee, Wednesday afternoon, May 25, I am pleased to submit the following 


information on the total operating costs of the Consolidated Edison Company of 
New York, Inc., derived from the records of the company. 


5), manu 1954, natural 
4 i I in ixeda 2 
valent 3, 598, 000 33, 032, 000 
j I ce ¢ ‘ 
ost | t 1 tax $51, 275, 124. 48 $63, 924, 914. 68 
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The figures shown above include a nonrecurring special depreciation expense 
we) 


in the year 1954 of $3,724,800. Elimination of this item results in the following 
adjusted comparison: 


Total operating revenue deductions (adjusted) per thousand cubic feet 


sales on natural gas equivalent basis: 


1950 7 $1. 676 
1054 1. 822 
1954, percentage of 1950 . 108. 7 


I hope the above tabulation will provide you with the information you desire. 
Yours very truly, 
WILLIAM B. Trppy, 
Executive Vice President. 

Senator Pasrore. There may be reasons that account for this 50 
percent increase. 

Mr. LeBorvr. I think perhaps in my effort to shorten my presenta- 
tion by summarizing it, | have provoked more questions than if I had 
read it. 

I was saying that we thought the Federal control could be limited 
in certain ways, and we believe that a system can be worked out if 
the malignant type of escalation is eliminated that would have a mini- 
mum of regulation, and even the producer would have a freedom of 
choice if he insisted on certain types of clauses than he would have 
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reovlation, but if he waived them he would escape the practical bur 
dens of regul: ition. 
I had said that we ser iously seek legislative relief. 

In other words, we are not here on any defensive pos ition of saying, 
“Well, the courts have said there is full regulation of the producers, s 
let it stand.” 

The reason we are interested in legislative relief, wholly apart 
from ~ more substantive controls that we think are proper, is to 

eliminate the present chaotic conditions which are a burden to the 
cist ributi ion companies as well as to everybody else. 

Now, let me illustrate that very briefly. 

Since the Phillips decision, 2,000 applic ations for rate increases by 
producers have been filed with the Federal Power C ommission. All 
but 78 of those 2,000 increases were allowed to go into effect, without 
any public hearing, or private hearing, without any notice to the 
companies involved, with no procedure except what consideration in 
the very brief time the Commission may have given to it. 

The ones that went into effect increased the annual bills $18 million 
i year. The balance of these 78 were suspended, and the Federal] 
Power Commission in pretty near a year now has not held a single 
day’s hearing on any one of those suspended cases. 

[am not here to criticize, and I don’t intend to criticize the Federal 
Power Commission. ‘They have had a tremendous burden imposed 
on them which they do not have the money or the staff to handle. 
But the fact is that regulation is not functioning. 

If this were an initial adjustment period arising from the Phillips 
decision, that would be one thing and would smooth itself out in 
time, but throughout all this period, the condition instead of being 
smoothed out or starting to be smoothed out before a year is consid- 
erably worse. 

Senator ScuorrrpeL, Might I ask this question ? 

Have these clauses triggered some of these operations say as much 
as a year ago, or 2 years ago, or only this present year ¢ 

Mr. LeBorvur. It is much worse presently than it was in the past, 
at least that is the fact with respect to Consolidated Edison, that 
the earlier increases did not relate to these escalation clauses. The 
present ones do. 

Just for example, Consolidated Edison is a big company, but we 
have to follow and participate currently in 25 to 35 proceedings in 
the Federal Power Commission. That is ridiculous. There is no 
justification in that volume of proceedings. 

Rulemaking in the Commission could do a lot to relieve it. The 
Commission has had earnings on rule making, but hasn’t acted com 
pletely as yet, but the legislative program that we suggest could 
reduce that chaotic condition to manageable proportions. 

The other phi ise of it is that the management of these distribution 
companies can’t plan their business to have the supply of gas, to know 
the cost, to know whether to try and develop house heating or other 
forms of market when they can’t tell what they are going to pay for 
gas 6 months, 9 months, or a year from now. 

There are certain background matters that I would like to briefly 
mention. 
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Senator Daniel raised a question provoked by my answer about 
the intervention of the pipelines, the different position that we are in. 
i know it has been argued in some of the statements that gas is a 
commodity the same as coal, oil, and wheat and, therefore, if you 
mageiate the price of producing natural gas, why not go into those 

elds? I do not consider that a fair analogy, because in the true 
c pommodity situation, you may deal with the producer. 

We cannot deal with the producers here. We are isolated from 
them. 

[ think a fairer example would be to say Consolidated Edison uses 
vast quantities of coal in its electric operations, and some in its gas 
operations, It can shop around and have freedom of competition 
with the coal producers all over, and then when it makes a contract 
or a series of contracts, it has the railroads intervening between the 
point of production and New York City in the delivery of coal. 

Now, if the picture in that regard were as it is in the natural-gas 
ield, Consolidated Edison would be required to buy its coal from 
the railroad companies. It would have to go to a railroad company 
and say, “You go out and shop for the best price you can get for coal, 
and then you add to that your transportation costs.” 

Naturally under such circumstances there wouldn’t be any incentive 
on the part of the railroad to horse trade for the best price, and 
therefore the real factor of competition, the freedom to negotiate by 
willing g buye rs and willing sellers would be absent. That is one of 
the serious differences that there is in the natural-gas field. 

I might also mention the pipelines are physical structures buried in 
the ground and relatively immovable, so if they want gas from a point 
where they are physically located and they are told the price to gomg 
to be high, their only choice is to either pay that price, or make an 
investment in another pipeline to a more distant field. 

That, again, works against freedom of competition. 

Senator Monronrey. Isn’t it true that you were not told the rate 
for the gas in the lines, because you had to depend on coal, plus 
freight, plus labor, and cost set at whatever it happened to work out, 
isn’t that correct ? 

Mr. LeBorur. That is true, Senator, but we were dealing with pre- 
dictable figures. 

Senator Monronry. You were dealing with different figures in 
natural gas after you arrived at a figure and put it in a contract, then 
you have something you can get your teeth into. When you have it 
subject to a utility type of rate of return, the commodity aspect, I 
doubt in 50 years if the natural-gas business would come up with a 
completely opposite theory, that the gas was a commodity, and after 
it is run into the line, it becomes a part of the utility operation. 

Mr. LeBorur. Well, I don’t see the significance. 

Senator Monronry. Well, aren’t we changing the whole format to 
correspond with the Supreme Court decision when we do accept the 
fact that the gas up to that point had always been a commodity gov- 
erned by the law of supply and demand, and the regulation of the 
utility came about through its facilities after it went into the line? 

Mr. LeBorvr. I don’t think with the escalation clauses the price of 
natural gas has been governed by the laws of supply and demand. 
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Senator Monroney. Well, I don’t know about the spiral, and some 
of these you mention here, but on your normal contracts, where your 
long lines negotiated them, and in exchange for pledge of reserves, 
those were pretty well competitive with the rest of the industry, were 
they not? 

Mr. LeBorur. I don’t know that that is true. 

Senator Monroney. You are just at the distributing end, aren't 
you’ 
~ Mr. LeBorur. That is right, and I don’t know. The present chair- 
man of the Federal Power Commission, at one of the hearings sug- 
gested that perhaps the answer to this problem would be to turn it over 
to the antitrust department, or the Department of Justice, that per- 
liaps that was the answer. 

We don’t like that as a solution. We are here trying to get what we 
think is a middle ground answer that will protect everybody. 

I think that the long-term contracts have also been protective to the 
producer and the pipeline. For example, if the distribution company 
has its costs go up, and then it passes those increased costs on to its 
consumers, its consumers feel the competition with other fuels, and 
they may very well cease to take gas. That doesn’t relieve the distri- 
bution company of its contract to pay, and I have a feeling that the 
producers have not been aware of that situation adequately, and they 
don’t realize what is happening, in the way gas is being priced out of 
the market for certain uses, and is threatened to be further priced out. 

Senator Pasrorr. Did you hear the statement by Mr. Buchanan that 
the tendency was that gas is being priced out of the market ? 

Mr. LeBorur. Yes, let me go at it this w: ay, Senator Pastore. 

When you had manufac tured gas in recent years, its prime use was 
for cooking, hot water heating, raaybe some laundry operation—I am 
talking of the householder, now 

When you thought you were going to get natural gas and started to 
make arrangements, you visualized a different and greater service to 
your customer. 

You visualized house heating, you visualized industrial sales to 
business. 

Now, I think it could be shown that there are areas which first, when 
they went into natural gas, realized an expansion of those markets. 

| know, for example, in the Consolidated Edison territory, with 
house heating, at the time when there was a price differential in favor 
of natural gas, about 90 percent of the new houses built in its territory 
were equipped with gas heating, whereas today, when the differenti: al 
is in favor of oil, even though there is a convenience in gas, only about 
40) percent. 

Now, that is where I say that you see those trends, there you are 
being priced out of the house-heating market which you hoped to be in. 

There are other trends, I think you would find as you get to the 
extreme end of these long lines you would find the same thing true 
with industr:, and, of course, even shorter than the end of the lines. 

Senator Danie. Mr. LeBoeuf, can you blame that pricing out of 
the market on the producers’ price that they have been receiving for 
gas going to New York, from 1951 through 1954 ? 

I don’t know anything about the new figure you gave us today for 
1955, but I understand that was a « -ontemplated 1 increase. 
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At any rate, from 1951 to 1954, we find an increase from 7.17 to 7.18, 
all under 8 cents a thousand cubic Sank ail even if you take your figure 
today of 8 cents per thousand cubic feet, that is far less than 10 percent 
of the consumers’ bill being paid in New York. 

Can you blame this on the producers if the prices have gone no 
more than 10 cents in the field / 

Mr. LeBorvr. Senator, | am just trying to deal with facts, and | 
am not trving to blame: I am trying to suggest a solution. 

If the increase since 1951 in the New York City area is 3.6 cents, 
that means that the pr ice to the consume rs has gone up $5,600,000. 

Now, whether paying $3.5 million is this or that percentage, it 
means that the people are getting that burden. Now, if you take the 
Consolidated Edison Co., the maximum return that it has made on its 
gas business for many years is 3.5 percent, so that there is no fat there 
to absorb these increases. 

Senator DanieL. Well, the truth about it is the sales tax in the city 
of New York on the consumers’ bills amounts to about as much as 
the producers’ price in the field. Isn't that true 4 

Mr. LeBorvr. I have heard that statement, but 1 don’t see the 
relevance of it. That is not part of our rate; that is something that 
the city IMposes on the consumer for the privilege of doing business 
there. 

Senator Danie... Well, there is something that is part of your rate, 
[ would suppose, and that is the taxes paid by the utility company 
directly. Your total taxes paid by Consolid: ited Edison to the State 
of New York, divided by 1,000 cubic feet of gas sold, according to 
figures I have here for 1954, would show that vou paid 24.8 cents per 
1.000 cubic feet in taxes to the State of New York. 

Mr. LeBorvur. I would have to look up the figures. I would suspect 
that is not just the State of New York, but may include all taxes. 

Senator Pasrore. I would suggest at this moment, if you have any 
staff that es | be of any assistance to you, that you bring them up to 
the table, because this is an informal meeting in which we are trying 
to get the facts. 

Senator Dante. I just don’t like to see the impression left—and I 
don’t mean you are trying to leave it, but that somebody might get the 
impression that all of this pricing out of the market, all of the high 
consumers’ cost of gas in New York City is due to producer prices, 
which actually are not much more than the sales taxes collected by 
the city of New York, and are only about a third of the taxes a utility 
company, itself pays per 1,000 ¢ ubie feet of OAs. 

Mr. LeBorvr. Senator, I am personally willing to agree that the 
cost of running the gas distribution business in the e ity of New York 
is a very high one, and that if you apply percentage figures that. the 
cost of natural gas is less, or is a smaller part of the percentages. That 
istrue. But when you are doing business on a marginal basis, and only 
earning a return of 3.5 percent, and you are dealing with these vast 
quantities, and you are in a position where your price is now not 
competitive with oil in the local m: arket for house heating, then I say 
that 1 cent increase in the producers’ cost, passed on to the consumers, 
is a million dollars a year to the citizens of New York City, and it is 
serious, whatever percentage $1 million is of something; I don’t eare. 

Senator Dante. Let me ask you this. Isn’t it true that your com- 
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pany, in order to have a greater amount of was sti andby facilities of 
vour own, went before the Federal Power Commission and testified 
tha t you Wi anted to pay - 3 cents extra to the Tennessee Gas Co. in order 
to have the advant: ige of a sup yply from a second source, and that you 
‘up yported that increased price of 3 cents for this addition: il source of 

Mr. LeBorvr. The answer is that your statement is correct, but it 
onlv a fraction of the factors that were under consideration. 

In the first place, if | remember that correctly, that was was to be 
delivered on the northern boundary of our territory up in Westchester 
County. Our other deliveries are across the Hudson River at about 
132d Street. Manhattan, and from the south across the narrows, 
through Brooklyn. 

by Cs aking that OAs in at the — Wn point, it could be brought to 
our Westchester market with a great saving in tr: insportation within 
our system, and perhaps a saving of capital cost, so that just on that 
ground alone it would be justified. 

Then, in addition, is the factor that you did mention, that we have 
been concerned, and the Public Service Commission of our State has 
been concerned on dependence on one source of supply in 1 pipeline 
1.840 miles in length, and crossing rivers and other difficult places, so 
that from a safety st: eee we found it desirable to take snl sn il] 
amount. of additional gas a higher price, and actually didn’t cost 
is any more because of the ale factors I mentioned. 

Sen: tor Pasrore. When you did that, didn’t you trigger off some 
b ody a | Ilse’ S @SC al; ition Cc | ause ¢ 

Mr. LeBorvur. No. W e have nothing to do with the producer 

Senator Pastore. I mean the minute that you and the distributor 
were willing to pay 3 cents more, which gave the pipeline a leverage 
of 3 cents more that he could offer to the producer, didn’t he, in pe at 
particular region, raise the price by 3 cents, whereby all the escalati 
C clause ‘sin that region would be triggered off / 

Mr. LeBorvur. No, I don’t believe so. We had no contact with the 
producer, and furthermore, the price was fixed by the Federal Power 
Commission. We had nothing to say about the price. 

It isa fact that when ‘ve were offered this. we went before the Fed 
eral Power Commission and were willing to pay 3 cents more, because 
it was cheaper to have it delivered at the point of delivery and because 
it gave us a safety factor. 

Senator Pastore. That 3 cents more was going to whom, the pipe 
line ? 

Mr. LeBorvr. It was going to the pipeline, as far as we are con 
cerned, and how it passed it on, whether that 3 cents more 

Senator Pastore. Didn’t that give the pipeline an opportunity to 
pay about 3 cents more in order to buy up more gas ? 

Mr. LeBorvr. I think in this case it gave the pipeline company an 
opportunity, in addition, to do a very useful thing for the consumer, 
and that is to put some of this gas in storage in Pennsylvania, so that 
the load factor problem, which is the great headache of this business 
could be handled. 

Senator Pasrore. Of course, I am not saying this with any sense of 
disrespect or criticism, because after all, business is business, but I 
think a lot of the trouble we are up against lies in the fact that most 
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of the distributors and pipelines are trying to buy up all the gas they 
can get, creating a scarcity that is just skyroc ‘keting the whole m: arket, 
and actually the producers are here because they would like to have 
a free market, too, mn ause of the wide field they have. 

Mr. LeBorur. Is it any crime, Senator, to try to get the rates to 
the consumers as ay as possible ¢ 

Senator Pasrore. No, and I am not being critical, but here we are 
S ying we have to pass these laws to kee *p the produc er down, and who 
+ making the producer lick his chops and drool all over the lot—the 
pipeline companies offering all kinds of money to buy up all the gas 
they can. 

Mr. LeBorur. We are not. We negotiated this gas contract at 25 
cents. By the time it got through being processed in the Federal 
Power ( ommission, it was 28 cents. 

As of now, it is 35.3 cents; so, based on 1954 consumption, we are 
going to pay & 800,000 more a year. Now, I point out we hear so 
much about the protection of the producers against economic change, 
us justifying these escalation clauses. We have no such protection. 
Whenever the costs go up, our contract rate is ignored. 

Senator Danret. Mr. LeBoeuf, I want to make the record clear. 
1 didn’t bring this in, about you coming in and supporting an increase 
of 3 cents per . 000 cubic feet, and wanting to pay more for it for cer- 
tain reasons, or this tax matter, for any reason except to make the 
record clea ih r it is not just the producers—as a matter of fact, they 
are a eal part of this price increase to the consumer that you have 

mp ylained about. 

I don’t say that as any criticism of you, because you wanted to pay 
more, 

Mr. LeBorvr. Our increase, as I say, is more than—the increase that 

e had from the pipeline eompany is more than 50 percent attributable 
to the increase of the producers. 

Senator Pastore. As I get the effect of the argument you are mak- 
ing, Mr. LeBoeuf, I think it will clear up the argument made by Sen- 
ator Daniel, that, of course, these local taxes are all imposed to sup- 
port schools, that a municipality must maintain. 

Not only that, these taxes are imposed on oi! and coal. If you used 
coal to manufacture gas, you and the consumer would still have to pay 
the tax imposed by the local government. 

I think the argument you are trying to make is that there is a 
separation here between the problems of the distributor insofar as his 
relationship with the consumer is concerned, and the problems of the 
producer. The intermediate agency is the pipeline, and when that 
price goes up, they just pass it on, and you are fast coming to the point 
now where it is not equally sound to buy natural gas in some of these 
places, because I think other fuels can compete pretty much with 
them, but before the producer gets to understand it, you are already out 
of business on the upper brac ket. 

Mr. LeBorur. That is the danger. 

Going back to this instance where we paid 3 cents more to Tennes- 
see, Mr. Thomas hands me a note and points out that at that time Ten- 
nessee had the gas and was under instructions from the Federal Power 
Commission to find a market for it. 

Senator Pasrore. Well, that answers my question. 
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Mr. LeBorur. I think I have the figures. In 1954, the taxes per 
thousand cubic feet sold on a natural gas equivalent basis—we — to 
keep that in mind, as we sell both mixed and natural—Federal, 6.4 
cents per thousaid cubic feet; State, 6.1; city, 24.7, for a total of : 79 
‘ents. 

Senator Dante. 37.2 cents taxes? That is more than the price 
that you pay for the gas at the gate to the Interstate Pipeline Co., 
isn’t 1t ¢ 

Mr. LeBorur. Yes, sir. 

Senator DanreL. What is your price at the city gate to the pipe- 
line company, per 1,000 ¢ 

Mr. LeBorvur. It is now 35.3. 

Senator DanieL. So your total tax bill there is more than the cost 
of the gas delivered to you at the gate / 

Mr. LeBorur. Yes, sir. 

Senator Dantex. In New York? 

Mr. LeBorvur. Yes, si 

Senator Pastore. Well, I would like to get this cleared up, because 
some day I am going to vote on this. What does this show ? 

Senator Dante. It shows why the cost of the gas to consumers 
there isso high. If you take off your Federal tax, you have State and 
city taxes amounting to about 32.1 cents per 1,000 cubic feet. 

Senator Pasrore. Wouldn’t you have a tax if you bought coal or 
oilf Don’t you have Government taxes, anyway? You have got 
the same taxes. I don't get the relevance of that. 

It would be a wonderful world if you would buy natural gas with- 
out taxes, and everything else were taxed. 

Senator Dante. Is the same tax on coal and oil? 

Mr. LeBorvr. I don’t think so. There wouldn’t be any city tax. 
We buy coal outside the city. 

Senator Daniev. Are the other fuels taxed on the same basis? 

Mr. LeBorvr. Are you talking about State, Federal, or city taxes? 

Senator Dante.. State and city. 

Mr. LeBorvur. Taking the State tax, we have a different situation 
in the State as to taxes on utilities and various types of businesses. 
It is rather hard to make a comparison. 

Senator Dantex. At least they are not the same. 

Mr. LxBorvr. They are all substantial, no matter which one they 
come under. 

Senator Pastore. Do you sell electricity, too ? 

Mr. LeBorur. Yes, sir. 

Senator Pastore. Don’t they tax you for the electricity you sell, 
the same as they tax you for the natural gas they sell? 

Mr. LeBorur. That is right. 

Senator Pasrorr. The same as they tax you for the manufactured 
gas you sell? There is no difference, insofar as your company is con- 
cerned, whether you are selling natural gas, manufactured gas, or elec- 
tricity ; you are taxed the same w ay, aren’t you ? 

Mr. LexBorur. That is right. 

Senator Pasrorr. Am I right or wrong? 

Mr. LeBoevr. Yes, youare right. If it is income tax, you are taxed 
on income, no matter how it arises. If it is a real property tax, you 
are taxed on the real property, whether it is gas, or anything else. 








870 AMENDMENTS TO THE NATURAL GAS ACT 


Senator Pasrorr. The mere fact that this happens to be natural 
gas doesn’t make any difference on the tax structure? 

Mr. LeBorvur. No, sir. 

I might say that some idea of the relative proportions, Senator 
Daniel, keeps asking me if the bill we pay isn’t a small part of the cost, 
and I have answered already that 1 cent increase to the city of New 
York is a million dollars a year. 

Now. if you apply that in the field. there are roughly 200 trillion 
cubie feet of proven reserves at the end of 1954. A 1-cent increase in 
value means a writeup of the value of those reserves at sv billion. 

These are the fioures that It 1s fair Co make comparison on the other 
r had of the line. 

Senator Pasrorr. Let me ask you a question, Mr. LeBeouf. When 
the pipeline company passes on an added cost to you on escalation, how 
long does it take vou to get a readjustment from your own public 
utility commission ? 

Mr. LeBorvr. It takes quite a while in the Federal Power Commis- 
sion, but not thereafter, although there is a regulatory lag, because 
when this situation became so grave in the State of New York. with 
the approval of the Public Service Commission, these companies, not 
all, but most of them, have got an automatic fuel adjustment clause, and 
It means, in pract ical effect. that W here the Federal Power ( ‘ommission 
has passed on and approved a rate increase to us, then the arithmetic of 
it is that it is passed on to our consumers, so that there isn’t as much of 
a lag, although there is some. 

The time, of course, is in the Federal Power Commission, and be- 
cause of that provision, the Public Service Commission of New York 
has been a very active participant in the proceedings in the Federal 
Power Commission as a means of trying to protect its function there. 

I mentioned the escalation clauses, and I won’t go into that further. 

We oppose Senator Fulbright’s bill on several erounds as not solv 
ing the problem. It is too complete a repeal of the Natural Gas Act, 
in our opinion. 

In the first place, it makes no provision for any direct regulation 
of the producers. 

In the second place, as we understand it, it would permit a producer 
who has contracted to supply gas to some distant market to cancel 
that contract without any regulatory body being empowered to step 
in and prevent that abandonment. That is the way we understand it. 
I hope [ am wrong. 

Senator Monroney. Do you have that written down someplace? 

Mr. LeBorvr. Some of my comments will be found commencing 
on page 6, Senator Monroney. 

Senator Monroney. [ was trying to find that particular reference 
to how the Fulbright bill would affect that relationship. 

Mr. LeBorvr. The point of that is that the Fulbright bill does not 
retain any jurisdiction over the producers, and therefore, if you read 
the Fulbright bill with the rest of the Natural Gas Act. the producers 
would no longer be natural-gas companies, which is the defined juris- 
dictional title, and therefore the provision which now exists in the 
Natural Gas Act against the abandonment of service by a natural-gas 
company would, I fear, not be applicable. 
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Senator MONRONEY. They would still be held to their contracts. 

Mr. LeBorvur. Privately. 

Senator Monroney. Isn't that what has held the supply together 
all these years ¢ 

Mr. LeBort F. They would be subject, possibly, to some suit between 
the pipeline company and themselves, but that doesn’t leave us with 
gas 1f they shut it off. 

That to me, is a very serious thing, and when we come to discuss our 
approach, we make a great distinction between preservation of status 
and the Imposition of the burdens = reoulation. In other words, we 
say that the status of the natural-gas company should be preserved 
ocni the producers, and then they poner | be relieved of compliance 
with every one ot the de ‘tails of the act t whie *h are needlessly burde Th 
some and not necessary to protect the ultimate consumer interest, but 
this is one instance where we would preserve control over the pro 
ducers so that service to New York, or Minneapolis, would not be dis 
rupted, without some Federal approval. 

Now, the definition in Senator Fulbright’s bill of transportation of 
natural gas and sale in interstate commerce also gives us great concern. 

It starts out in kind of a vague way to say that it shall not apply 
to any of the production, gathering, transmission, until it really starts 
on its interstate journey. 

We have had an experience, and I think the committee would be 
rewarded if you had your staff look into a case in the Federal Power 
Commission, which is pending there. We call it the Gwin case, docket 
No. G—2401, and it would be an illustration, a rather shocking one, of 
why I think you have got to have more precise definitions, and you 
have got to keep a status over the entire field, even though you re ‘lieve 
producers from regulatory burdens. 

Now, in that case, gas was sold at 8 cents a thousand to the Southern 
Natural Gas Co. It had pipelines throughout the area, and brought 
the gas together. The produce ers, perhaps—and there is a conflict in 
the testimony, so I won’t express my own view—were dissatisfied with 
the 8-cent charge, and so an arrangement was worked out so that 2 
new companies came into the picture, 1 was Dixie, and that was be- 
lieved to be a natural-gas pipeline company, and the other was Gwin, 
and that was 1 of these intermediate companies, which I think under 
this definition might not be included, so they raised the price for gas 
from 8 to 18 cents a thousand, and they built new pipelines duplicating 
the facilities that were then in service at a cost. of $800,000. 

Now, Dixie got a return of about 6 percent, plus its expenses for its 
part of the operation, but Gwin, which before the Phillips decision, 
was believed to be out and probably would be out under Senator Ful 
bright’s definition, got a return of 40 percent, so its investment could 
be paid off in 3 years at 40 percent a year. 

Your investigators can determine the identity of interest between 
these various groups, if you think it is significant. 

Then there was an escalation clause, a favored-nation clause, which 
is quite apt to operate because of the fields it related to, and that esca- 
lation clause provided that all of the increase went to Gwin, if the esca- 
lation clause functioned, none to the producers, unless they were affil- 
iated—none to Dixie. 
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Now, that is, I say, a rather shocking story that you can picture from 
the sworn testimony in the records before the Federal Power Com- 
mission, but I cite it is not to try and judge or prejudge a contested 
matter, but under these definitions I think there is a gap here so that 
a lot of little Gwin companies could be used not to the benefit of the 
producer, but to be used to siphon off earnings, which would be con- 
trary to the public interest. 

Now, the situation today with respect to these escalation clauses is 
that Federal Power Commission has the power to act. In my judg- 
ment, it could absolutely prohibit all of them, it could prohibit certain 
ones of them. It has acted with respect to the spiral clause and the 
third-party favored-nation clause, but if the Fulbright bill is passed, 
in my judgment, the power of the Federal Power Commission to act 

ill be destroyed and these escalation clauses of all types, benign or 
lla . will be built into the statute. 

Now, today | believe that we possibly, if we find a proper case, can 
settle that question in the courts. If Con gress, however, builds in 
these escalation clauses through the parti: al repeal of the Federal 
Power Act, that may have a bearing on the course of this, and as Sena- 
tor Pastore said a few minutes ago, it would be so unfair that the 
problem wo ul ldn’t be solved and we would be back here again. 

Another thing that we would like to point out is that the Fulbright 
bill applied to the producers relates only to new or renegotiated con- 
tracts. Now, these contracts are generally about 20 years; most of 
them have been entered into the last 5 or 7 y years, the great bulk of 
them. That means that if the bill were passed in its present form, 
such a minor indirect control as is possible under the Fulbright bill 
will not operate for 12 to 15 years. I can’t imagine Congress passing 
a bill and saving it will take effect 12 years from now, but as far as 
any indirect possibility ot protection to the consumer , that is about 
what happens here. 

Senator Monronry. We have heard a good deal of testimony, sir, 
that one of the evils of the prese nt contracts is that the sy write a new 
contract, apparently without arm’s length treatment, so that they set 
in to force other escalator clauses. It certainly would be in the interest 
of good faith on contracting to make all these new contracts or renego- 
tiated contracts subject to the Federal Power Commission, would it 
not ¢ 

Mr. LeBorvur. Oh, yes; were you saying—— 

Senator Monroney. The long- term contracts. Of course, that 
would also answer one of the objec tions we have heard from some of 
the mayors, what happens to us after the 20-year contracts run out. 

Mr. LeBorvur. Well, we will take a chance on that if we can get 
fair treatment in the interim. 

Senator Danre,. You would like to see the provisions of the Ful- 
bright bill ap phi ed to ex xisting contracts, too ¢ 

Mr. LeBorvur. Yes, sir; and then we would like to have the Ful- 
bright bill, or any bill, forbid the malignant type of escalation. We 
do not like the term “reasonable market price, ” as contained in the 
Fulbright bill. It is not a word that is known in the utility field. 

If I say all I think about it, and the bill is passed, I suppose I will 
be before some court and listening to what I said as legislative history, 
which presents something of a problem to us, but we think that the 
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phrase, “just and reasonable rates,” with some explanation, is the 
proper one to use because that is known and understood, and let 1 me 
say on that we differ very much from my good friend, Mr. Buchanan, 
on his argument that original cost type of regulation should be ap- 
plied to the producers. We do not think that it should be, we don’t 
think it is realistic, we think the producers should be given a generous 
return for their _ and for ours. We want to encourage the further 


exploration for g They are ina different type of business, with dif- 
ferent risks ek” we are in, but, at the same time, we fear oh the 
reasonable-market-price standard of the Fulbright bill means really 


the highest price that has been charged or can be charged, and ie 
escalation is forbidden, that price in the market price will be created 
by the operation of escalation clauses in that same market, so that we 
a go into a vicious spiral. 

Now, lastly, on the Fulbright bill, we do not hold with this advisory 
nets of the Federal Power Commission before a contract is entered 
into as a practical proposition. It would mean the producer and the 
pipe line company woul | get together and would s ay, “Well, how much 
do you think we can charge the poor distribution company : let’s agree 
on this price and we will go over to the Federal Power Commission 
and try it out on them,” and then they would come back and 
come back. I don’t see how regulation could function under those 
conditions. 

Now, we have presented—and I am taking much longer than J] 
wished—we have tried to develop five principles which I have set forth 
commencing on page 20 of my formal statement, and I would like to 
very hastily point out what our proposal is. 

First, we would exempt producers from all the burdens of regula- 
tion except as is set forth in these five principles, which is not in legis- 
lative language but in lay language to focus attention on the points. 

As I explained a minute ago, under that we would preserve the status 
of being natural-gas companies as to the producers so that the few 
points of impact of regulation could be effective ly and legally main- 
tained. 

In the second principle, we deal with a provedural problem to get- 
ang notice. We have been ina very difficult situation because with the 
breakdown of administration through the impact of this great volume 
of business in the Federal Power Commission, proceedings have been 
instituted without notice where they should have had notice, or with 
ineffective notice. That deals with the question of notice, so that any 
interest, where successive pipeline or ultimate distribution company 
will get notice of a contract or a contract change which will affect that 
company. 

Senator Scnorrren. Let me ask you this, for my own information. 
As I get it, you want notice, as a distributing company, from the pro- 
ducer who makes a contract to deliver at any future price. 

Mr. LeBorvur. Let me break in, Senator. We suggest the notice be 
given by the first pipeline company to send the gas in interstate com- 
merce, because that company would know who the ultimate affected 
companies are, whereas the producer, if he happened to be a small one, 
might well not. 

Senator Scnorrret. I am glad you clarified that one point, in which 
I could envision a lot of trouble and some situations with a sort of 
chain reaction down the line. 
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Now, the fact that the Congress passed, last year, a bill taking out 
from under the Federal Power Commission the local distributing com- 
panies in the respective States, do you think that is one of the reasons 
why maybe these notices haven't been required by the Federal Power 
Commission 4 

Mr. LeBorur. No. I assume you are speaking about the Hinshaw 
bill. 

Senator Scnorepren. Yes, that is right. 

Mr. LeBor Fr. I think if has been more a burden imposed on the 
Federal Power Commission that they just plain didn’t have the staff 
to handle. I don’t think they inte ‘nded to operate without adequate 
notice, but that is what hap pened. 

We provide in that second pr 11 ‘iple that there shouk | be no abandon- 
ment except with approval of the Federal Power Commission, which 
merely preserves what is now in the statute. 

Thirdly, we have attempted to define the evil type of escalation 
clause which we ask ( ‘ongress to forbid as being contrary to the public 
Interest. 

] have attached here citations of authority which in my judgment, 

absolutely sustain the power of Congress to ‘outlaw pr actices which it 
finds to be contr: ary to the public interest, even in existing contracts. 

In the fourth clause, we have suggested that contracts between pro- 
ducers and nonaffiliates that are entered into at arm’s length bargain- 
ing, which do not contain the forbidden escalation clauses, or any other 
type except the tax clause, or the stated interval ane e, shall be ac- 
cepted for regulatory purposes without challenge, except that any per- 
son who wanted to claim they were not made at arm’s length ‘could 
hallenge it, but only for that ground, and he a have the burden 
ot proof, so that for that purpose, these contracts with clauses so 
drawn, would practically not have any regulatory burdens at all. 

We have provided there that the pipeline shall continue to have the 
obligation to justify its charges to the ultimate distribution company. 

In the last of the 5 principles, we propose that producer contracts 
containing these escalation and price-adjustment clauses of the kind 
not forbid le on unde : prin iple De or permitted by paragraph . shall 
be subject to regulation. 

Now, that would apply to contracts between affiliates that were not 
at arm’s length, or if other types of clauses are suggested, then a com 
pany producer entering into contracts of that sort would say, “I will 
take regulation as the price of that kind of a clause.” 

In conclusion, we have attached heretofore, marked “Appendix 4,” 
a bill in legislative language which is designed to accomplish these five 
principles. We believe that the repeal of the Natural Gas Act to the 
extent which would result from the Fulbright bill is not in the public 
interest, it has no consumer protection, it vitiates the intent of Congress 
as declared in 1938, and we think it is rather significant that none of 
the oil companies that are behind this propaganda have appeared here 
to tell this committee of any burdens that they are suffering, or that 
they are losing money under the present statute. 

We think our bill removes most of the burdens of regulation from 
the producers, it protects the public against reckless abandonment, it 
outiaws malignant escalation, and simplifies regulation for everybody. 
We respectfully submit we realize that there are many viewpoints 
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here—ours is the middle one. We believe it will not hurt any interes 
and we believe that if there is any honest doubt that the doubt ought te 
be resolved to the benefit of the consumer interest rather than any 
other. 

Thank you very much. 

Senator Monroney. Thank you, Mr. LeBoeuf. 

Senator PAasrore. Senator Schoeppel 

senator SCHOEPPEL. Mr. LeBoeuf. there are matters I would lke to 
have in the record, and I will tell you why. 


In your testimony awhile ago, you said that you were here—and | 
want to commend you on your statement an | the position that you 
have taken here in many, many respects. It has been, as far as Tam 


concerned, 2 conciliatory attitude, Faith the consideration that there 
are problems that can’t just be met with by letter, and you are inte: 
ested. of course. in the producers and in the distributors through thei 
pipeline « ompanies vetting a supply of eas tothe cities. 

You are stating that you are here to eliminate the present chaoti 
conditions on the distributing companies, 

While I appreciated your explanation, it could be led to believe that 
the distributing companies are in trouble because of what is happen 
ing at the produc er level. 

Frankly, | come from a State that is a producer of natural gas, with 

lot of independent producers, by the Way, who are not even meshed 
in the integrated o1! companies, as such, and this is their social-security 

card for the future, they thought. A lot of those contracts were made 
at reasonable prices, and some are disturbed now about the low prices 
they entered into in those contracts. 

Some of them feel that if there is to be a change in some of these 
contracts that the low-figure contracts should receive some equitable 
consideration. 

Then you indicated that there is a tendency now to price the natural 
gas out of the market. 

[ note that the companies you appear here for, and I picked up in 
- course of my getting ready for these hearings, some of the annual 

atements of a number of the companies, and I have a part of them 
aaa. 

For instance, the Niagara Mohawk Power Corp.—I think that is 
one in your list. In their report to their stockholders for 1954, they 
Say, as to gas revenues: 

The year 1954 was by far the company’s best in gas revenue and sales. Gas 
revenues substantially all from natural gas service were 387 million plus, or 6 
million plus higher than in 1958. Gas sales exceeded 32 billion cubic feet, or 
23 percent above 1953. 

That is with reference to Mohawk, which shows that the company, 
according to the annual report, did pretty well by its ee ‘kholders. 

Mr. LeBorevr. Yes, it did. Of course, I appear for Consolidated 
oe These other companies are joining in these basie prince ‘iples. 
But 1 think you will find that Niagara Mohawk extended service in 
new areas, and they had a very large building boom in certain areas, 
too. I think it was a very substantial increase in volume of business, 
and their cost of natural gas to the pipeline went up—TI can’t remem 
ber the figures, I can look them up—went up proportionately more 
than Consolidated Edison’s did in that same period, in recent years. 


) 
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Senator Scnorrren. Now, the report of the Bridgeport Gas & Light 
Co. to its stockholders Says: 

Your company enjoyed a satisfactory growth during 1954, although general 
business conditions were not as favorable in 1954 as in the previous year sales 


of gas increased 9.5 percent, revenues were up 7.2 percent, and net income in- 


creased 28.8 percent after deducting dividends on the 5.28 percent preferred 
stock issued at the end of 1953. Earnings per share of common stock were $1.72 
per share compared with $1.68 per share in 1953. 


Then they go on to say some — of natural gas operation, and 
I shall not burden the record about it, but indi ‘ating a pretty satis- 
factory situation, and under the rea enterprise system I assure you 
I have no serious quarrel with it, keeping in mind about this chaotic 
condition you suggest pricing it out of the market. 

I have the report of the Long Island Lighting Co. for 1954. They 
say: 

The receipt of natural gas has made many changes all beneficial in our opera- 
tion. In addition to buying gas more cheaply than making it, we greatly re- 
duced the building of additional gas mains to handle the growth of our territory. 
The most recent benefit is we were able to dismantle some facilities at our 
Hempstead gas plant, resulting in savings in operation and maintenance charges. 

Here is one point I am sure you will agree on with me, that hasn’t 
been too much stressed = that when the *v had the manufactured 
‘as which was lower in B. t. u., and less utility at the er tip, 
hen they got natural gas whic h practically doubled the B. t. u. con- 
tent, or maybe a little more or less, but averaged about double that, 
that meant they could practically double the customer load on their 
line so far as the quality of gas is concerned, and that was a tre- 
mendous saving to the distr ibuting companies. 

Do you agree with me on that ? 

Mr. LeBorvr. Oh, that is absolutely true, Senator. 

There are places in congested areas in New York, Manhattan, where 
if they had had to build additional mains, the cost to the consumers 
would have gone up, and through the use of natural gas, they un- 
doubtedly prevented rate increases. 

There is no question about that. You get twice as much gas 
throngh the same size pipe. 

Senator Scnoerret. And when the distributing companies through 
the long lines, and from the producers on the other end by dedicating 
their acreage could give them the benefit of that new fuel, it certainly 
added tremendously to the load factor at reasonable rates up until, 
let’s say, the Phillips decision, which was without the type of regula- 
tion that a lot of the folks now want. 

Mr. LeBorevr. When you say that, you have of course also got to 
weigh that Consolid: ited E dison is spending approximately $50 mil- 
lion to convert its customers’ appliances, to take natural gas, and that 
will be amortized over a period of years, so that if you are looking 
at the whole picture, the factor you speak of is one of the reasons for 
going into the natural gas business, the factor that I just mentioned 
of the $50 million is the other way around. 

Senator Scnorpre.. Then I have before me the Delaware Power & 
Light Co.’s annual report of 1954. 


oO 
W 
49 


The conversion of our gas system for the distribution of natural gas has re- 
sulted in increased sales, decreased operating cost, and improved earnings, even 


— 
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though gas rates were reduced at the time of the conversion our gas business 
should hereafter produce a fair return on the company’s investment in gas fa- 
‘lities, a condition which has not obtained for many years. 

I point that out because the natural gas as such, with the producers, 
with the prices they have charged, aki the dedicated supply, have 
made a rather substantial contribution when people like this will say 
to their stockholders what their actual situation is, and we are getting 
an awful lot—you mentioned a while ago, propaganda—it hasn't all 
been exactly one way. 

We don’t get the favorable side of it from the standpoint of the con- 
version to natural gas and the long contract, term contracts that 
cuarantee a supply to them, and dedicated reserves and all of those 
things, and I think this all ought to balance up in this picture some- 
where, and I am pointing it out because of that fact. 

Senator Danie. It doesn’t appear to be a chaotic situation with 
the companies whose reports you are reading. 

Senator ScHoErPrenL. Yes: that is the reason I am offering these re- 
ports at this time, that part of the report, and I will leave them with 
the reporter if they are desired for checking. 

In the year 1954, the Hartford Gas Co., they say this, to their stock- 
holders—and it is a good report 

The mixed gas which is now distributed to our customers has provided fairer 
earnings and prevented higher gas rates. It has also strengthened the com- 
pany’s financial position and aided its growth. 

Now, I am struck with the similarity of the prosperous condition, 
the better balance sheets all the way down the line, all with reference 
to natural gas. 

Mr. LeBorvur. And that, Senator, is why we are here today, because 
we see that being jeopardized, and we want to have it preserved for 
our customers, and our stockholders they are people, too. 

Senator Scuorrrent. A lot of people out in our country read the 
New York Times, and the stock quotations, which show that the price 
has gone up. I picked up some of the stock in these companies. 

Mr. LeBorur. I have put my pennies in these oil companies that are 
behind the scenes on the other side, and I am sorry I didn’t bring their 
annual reports, because I read them with great interest, and they are 
much more glowing than these. 

Senator Scnorrren. That is one of the difficulties that we are find- 
ing has been prob: ably overemphasized. 

Mr. LeBorur. That is why we take our middle ground position. 

Senator Scuorrren. A lot of the producers who have nothing to 
sell but the gas that they have saved over years and assembled acreage, 
and paid taxes on it, and paid rentals on it, and then have obligated 
themselves to drill out reserves when they have seen steel prices and 
wages go up, and all of those things, they kind of wonder about it, too. 

As you point out, this isn’t a one- sided, one-way street. 

Now, the Brooklyn Union Gas Co.’s report for 1954 reads: 

In 1954, Brooklyn Union had one of its best years, it marked the completion of 
the second full year in which the company distributed natural gas. Since 1952, 
the net income has increased by $1,400,000, an improvement of 47 percent. Sub- 
stantial sales growth at lowered unit costs were made possible largely by the 
changeover from the manufactured gas operation. They are responsible for the 
improvement in net income of $900 million plus in 1954 over the preceding year. 


That is up in Brooklyn, 
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Now. I want to og to one othe thine that sort of disturbs me, be 
cause | am taking the next one, I th nk it is the 1951, “Missourl Power 
from Niagara.” 

Now. th it was written hy the ( entral Hudson Gras & Electric Corp., 
Consolidated Edison of New York. 

Mr. LeBorur. That is right, one of the five companies, 

Senator ScuoEerreL. Now, this is what they say on page 6. They 
are disturbed about public power : 


Phe issue is Clear cut, shall the Government enter directly into competition 
own citizens in the production and sale of electricity, and if Govern 
to be permitted to nationalize the electric light and power industry, 

hat is to prevent nationalization of the other industries—banks, for instance, 

transportation, the oil and the steel industries, and so forth? 


They could have added was, too. 


Other countries have followed that pattern, and today America is being called 
pon to help pay for their costly experiments, since no function of government 
is involved there can be no valid excuse for permitting government to enter into 


direct competition with its private citizens who are ready, willing, and able 
to do the 

Now, the only reason I mention that is that you people in the great 
distributing industry, that are now showing some very fine statements, 
over a period ot time before the Federal Power (Commission, and the 
Federal Government was exercising control over the producers who 
made these markets and these reserves avallable. you vere concerned 
somewhat about the encroachment of this big government in the pub- 
lic power, and = concern at that time was no more potent than 
the concern felt va lot of these inde pe ndent producers who are now 
being asked to put themselves into a utility company concept or strait 
jac ket. 

Mr. La Borur. Senator, there I have to differ with you. 

Nationalization as used in that pane let means the public owner- 
ship and oper: ition of the faci lity and the resource. We cert: alnly 
have never suggested, and I would be the last person certainly in this 
room to favor anything of that sort, and I be lie ve that the best way 
of hichting nationalization, or socialization of an industry in which 
vast numbers of the public have a deep interest and an economic con- 
cern is to see that by fair regulation it operates fairly. 

That is your protection. 

Senator ScnorrPet. But when we straitjacket business, as they feel 
it is going to be—maybe there, their fears are somewhat unfounded. 

Mr. LeBorur. Their fears are wrong. 

Senator ScnoerPeL. Well, the fears expressed back here, if carried 
quite a bit further, probab ly at this time were no more alarming than 
the utility concept that some of them feel they have to be subjected 
to, will have an effect upon their business that completely may change 
or alter the course of their business conditions and their investments. 

E like you, believe that if we had more fairminded individuals 
who will understand the problems all the way down the line, may- 
be this committee and this Congress in its wisdom and judgment 
with a levelheaded approac h to this thin o can work out something. 
We can’t work it out by having a certain segment of the group think 
that they are gouging the public, they are going to take every un- 
conscionable turn when to me up to the ] *hillips decision, companies 
like these that enjoyed pretty substantial benefits as reflected in the 
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doll: irs and cents side of the ledger, and increased the customers on 
their respective distribution systems, and I want to see this. 

I want to see my State, whic h has the major portion of the Hugoton 
oas field in it maybe not all of it, but the greatest sweet gas reserve 
in the world—I want to see that ratably taken out, ratably distributed, 
lacking all these other areas, and I want to see the incentive left on 
the producer side to go out and spend his money to develop these 
reserves. 

That is the best way we are going to assure people like you, who 
are responsible for the great operation of your company, to give an 
adequate supply of gas. 

If you straitjacket the thing, believe me when I tell you this, the 
thing I am afraid of is that you are going to get a lesser e ply of 
gas over the long period of time, and you will get more of it going 
into the intrastate character of it, because of the fear of Feder] 
regulation, staying away from all of the component parts. Allow me 
to also point out that the Brooklyn Union Stockholder reports show 
that there have been three reductions in rates since they obtained 
natural gas. 

Now, that is Just my two bits worth. 

Mr. LeBorvur. Senator, I couldn't be more sympathetic with your 
ere For 35 years, I have spent part of my life in the utility 
field, and I have a few convictions, 

One of them is that if an industry like the utility industry operates 
unfairly as to any segment over a period of time, it is going to be un 
fair to all, and we for that very reason, ere not trying to get restrictive 
burdens on the produc ers. 

We want them to make money. We want them to make generous 
money. We want them to be able to use their reserves for cash to 
explore more reserves. We want all of those things. 

If the Fulbright bill goes through, there is no protection for the 
consumers, and what for the life of me, Senator, I can’t understand. 
just talking here informally, we haven't had a real talk with respon 
sible producers, the people who are behind this thing, in an effort. 
in on faith, to find the middle ground solution that we can both 
endorse. 

We have tried to, and I can’t understand why none of those people 
have appeared here directly. 

Senator Scuorpret. [ am sure I don’t know. 

Mr. LeBorvr. I honestly think that our middle ground suggestion 
meets the standards that you mention. 

Senator Scuoerret. | do appreciate having your views for the 
record. 

Senator DAanteu. I wish to offer for the record the figures submitted 
by Dr. Boatwright on gas prices and the chart with respect to New 
York City, and also figures that I have here on burden of taxes paid 
to the city by consumers of natural gas in New York City, and I 
would ask that if you or one of your assistants would check these 
figures on taxes collected by the city of New York and give us any 
correction or any suggestion in order that we might have them in this 
record correctly, I will appreciate it. 

I want to say that as far as your company is concerned, they show 
that to the city alone, 32.1 cents per thousand cubic feet are paid both 
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for direct taxes and the sales tax, which of course is as much, at least 
in 1954, as was being paid for the gas both to the interstate pipeline 
company and to the producer, the total price delivered at your gate. 

I just think it is fair that the record show that the city, itself, 
collecting in taxes more than the producers of the gas and the ae 
state pipeline companies bringing in the gas. 

Mr. LeBorvur. We would be very glad to check the figures, Senator. 

Mr. Tippy, who I believe will follow me, may be able to give the 
answers tomorrow. 

Senator Danrev. I am sorry I have to go for a few minutes, but 
Senator or is returning and I will be back shortly. 

Senator Monroney. I have one question. 

Ass suming ths at you have a good competitive market in the field, you, 
as a utilityman, would not be as fearful of supply as you would under 
a regulated market ¢ 

Mr. LeBorvr. Let me answer in this way. 

We are prepared to accept the experiment of competition in the 
field as a substitute for regulation to the extent outlined in our prin- 
ciples, and that means, of course, competition free from malignant 
escalation clauses. . 

Senator Monronry. You people have terrific investments in your 
gas lines, and the supply is very important to you. 

[f through unwise, stringent regulation, you dry up the supply of 
new gas, then not only your consumers, but these great corporations 
suffer. 

Mr. LeBorvr. Our view, Senator, is that the drying up argument 
has been overstressed here and exaggerated. 

We think that prospecting for oil is probably a dominant factor, 
and that gas is incidental. 

In any event, if we have the minimum protection outlined in our 
five principles, then we are willing to run the risk of those economic 
factors. 

Senator Monroney. Thank you very much. 

Mr. LeBorur. Thank you for your courtesy. 

Senator Scuorrret. Unfortunately, Mr. Chairman, I am going to 
have to be excused for a while. 

Senator Monroney. I hate to run this as a one-man committee. 

Senator Pastore is due back shortly. 

Senator Sciuorpre.. Let me make a telephone call and see if I can 
defer the people I have a 4:30 appointment with, and I shall remain 
for a while. 

Senator Monroney. Mr. Tippy of Commonwealth Service, Inc. 

Senator Pastore. Mr. Tippy, will you identify yourself for the 
record, and yoar interest in this matter, and then you may proceed to 
make your own presentation as you like. 

Mr. Tirry. Thank you, Senator. 


STATEMENT OF WILLIAM B. TIPPY, COMMONWEALTH 
SERVICES, INC. 


Mr. Trery. My name is William B. Tippy. I am executive vice 
preside nt of Commonwealth Services, Inc., 20 Pine Street, New York 
yA 
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Commonwealth Services, Inc., is a firm of consultants and engineers 
rendering services principally to the gas and electric utility business. 

I am a graduate engineer, receiving my degree from the Unive rsity 
of Michigan in 1932. Since 1932, I have been employed in activiti 
within or closely allied to the utility business. I have testified in 
quently before the Federal Power Commission and various State com- 
missions. I am a member of the American Gas Association, and have 
for several yeers served on its committee on economics. I have been 
asked to appear before this honorable committee by a group of 21 com- 
panies, eastern utility companies, listed on the first page of my 
prepared statement, with whose operations I am generally familiar, 

It was the feeling of these companies that I could be helpful to this 
committee by dise ‘ussing with you some of the economic fac tors relat 
ing to the dis . ibution of natural gas by distribution ripe stony es like 
these to their four million-odd customers—I guess it is over five, as 
there are some additions to the group that made a late aadidion, SO 
to speak, to this—and they also thought it might be help ful if I dis 
cussed some points regarding the economics of pipelines like those 
which supply natural gas to these companies. 

I would like to make clear at the outset that the statements here 
made are my own, and that the responsibility for them is solely mine, 
although the distribution companies in this group which has asked 
me to appear here are in general agreement with my presentation. 

First, as to a general statement that has been made both here and 
before the House committee that the field price of the gas is such a 
small portion of the selling price to the ultimate consumer that no 
ene should really be concerned about any past, present or future 
increases in the field price of the natural gas, this certainly sounds 
plausible and in some instances, within limits, there is an element of 
truth in the statement, but there are very real limits—limits set by 
competition at the point of sale to the ultimate consumer for the dol 
lars he will spend on the services gas can bring him, and once those 
limits are reached, the statement no longer remains true. There is 
not an insatiable market for just gas at any price, and price is the 
key to what happens to the market. 

Once the competitive limits at the point of sale are reached, new 
sales tend to dry up. If the limits are exceeded business turns else 
where to obtain its energy. If some major portions of the business 
are lost, there then is a cumulative further effect which acts to pile 
up the fixed costs of distribution and transmission on the remaining 
sales. And this cumulative effect will pyramid the price to the 
remaining consumers in a fantastic manner. 

I shall go into the facts in support of these statements in more 
detail as to the makeup of the retail gas markets; the effect of market 
patterns on distribution costs (affecting, in turn, the price to the 
ultimate consumer); and the effect of load factor, resulting from 
market patterns, on the costs (and hence on the city gate prices) of 
the gas transmission companies. 

First, however, I should like to touch on a related point to the 
effect that frequent rate increases to the ultimate consumer in order 
to keep pace with pipeline increases which, in turn, must try to keep 
pace with the recent deluge of field price increases, are extremely 
unpopular with the ultimate consumers and, hence, with the State 
regulatory commissions. 
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For example, even though the gas-distribution companies in Massa- 
chusetts have rates which contain the so-called automatic cost of 
gas adjustment clauses, the recent 2.15-cent commodity price increase 
of Tennessee Gas Transmission Co. still remains to be passed on to 
the ultimate consumer because a resistance level has been reached in 
the Massachusetts commission which approves the operation of such 
clauses, 

Similar experience has been met by some of the New Jersey com- 
panies and also by scattered companies, as cliverse as Tennessee, Mic ‘hi- 
gan, and California. 

There have been quite a number of price increases which the dis- 
tribution anyone, to make themselves whole, pass on to the con- 
sumer, and I make the point that these are getting extremely unpopu- 
lar at the consumer level, where they have taken place consecutively. 

This regulatory lag—even where there are supposedly automatic 
cost of vas adjustment clauses 1n the rates—leaves the distribution 
company always in a substandard position as to earnings. With a 
rap dly moving price structure, as at present, the company never can 
catch up. Moreover, the continual turmoil with regard to changing 
tse a ces of gas keeps distribution company managements in the 
uneasy position where they are unable to plan for the future. 

_ Fre m time to time they catch up with the situation, as Senator 

choep ppe | pointed out in some of the re ports he read to Mr. LeBoeuf, 
but 1 year is not the test. They come and go, and sometimes vary 
sharply from year to year, depending on what happens to the cost. 

Management has been hesitant to develop new business where 
price is a heavy competitive factor in the development of markets 
when they feel they may be caused to turn around very shortly and 
ncrease the price almost before the business is on the line. 

It is 8 difficult position for management to be in, to promote sales 
and then turn around and raise the price the next day after the sale 
is made, so to speak. 

Certainly where both the companies and the customers have large 
expenditures in order to add new sales, this becomes quite a substan- 

al point. 

Advance planning is partic ularly important for gas distribution 
companies Where the company’s capital may be turned over, say, only 
once in 3 years, or once in 4 years, instead of once a year, or even 
more frequently as is often the case in manufacturing industries, and 


other industries with which I am sure you gentlemen are familiar. 
When a distr ibuti on COMpany reac hes the competitive limit for any 
iven type of s ile, it must dec ide whether to hol Its price and keep 


» business, while at the same time reducing the company’ Ss earnings, 
Gr to lose the sale and try to recover its costs of service from the 
customers remaining, and, of course it is axiomatic that a company 
cannot expand and in fact cannot long stay in business without rea- 
conable earnings. 

With reference to the rapidity of increases in the cost of gas, I 
would like to talk first about what has happened to the pipeline 
price in the New York area, At the top of page 5 of my statement, 
the inference in the text is that the increase was the Consolidated 
Edison price. I find on checking that is not the case, it happened 
to be the price that was in the negotiations between Public Service 
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cf New Jersey and Transcontinental, and also Brooklyn Union. ‘The 
price that Consolidated Edison was talking about Was a price of 25 
cents at a 100 percent load factor at about the same time, but by the 
time the company had processed its case through the FPC, this price 
was inereased to 28 cents per M ec. f 

Since 1951, when service was commenced, the city gate price has 
been increased = approximately o2 cents per M e. f., up to April Es 
i955. As of that date an additional rate increase, for which the 
pipeline supplier had recently filed, became effective —— to refund 

ereasing the price up to approximately 35 cents pe *Me. f., and the 
» cents related to the figure of 23.8 which I gave initially as the 
price contemp lated when natural gas was first considered. 

Senator Monroney. May I interrupt / ¢ In your fine ti = of field 
prices paid by these companies, I note Transcontinental gets its gas 
in the field from several companies, and according to your figures the 
price per thousand cubic feet in January of each year has remained 
constant at 7.46 for those years. 

Mr. Trrpy. That is in the upper gulf coast area, on exhibit 2, and 
the inerease that has taken place in the Transcontinental lines is in 
1955, whereas these figures are only through 1953. 

Senator Monronry. May I ask if the increases, sir, are the result 
of new contracts for additional gas, or are the result of escalation or 
other features of the old contract such as are listed in your table for 
1952, 1953, and 1954? 

Tiery. Both, as I understand it. There is some new gas in- 
volved, and there is some escalation that has taken place particularly 
1) the oulf area. 

Senator Monronry. You don’t know how to divide the difference ? 

Mr. Tirry. I don’t have enough figures on that particular company 

» be able to give it. 

Senator Monroney. I was trying to find out just what portion of 
this increase which you detail here, from 23.6 to 35 cents is due to the 
licrease In field price. 

Mr. Tipry. I think, sir, I can get those figures right now. 

l can give you the figure on the average, but I am afraid to average 
this because I think it would mislead you. These were contract prices 
vith the companies shown. 

[ have a figure here from an exhibit presented by Chairman 
Kuykendall before the House committee, which shows for Transcon- 
tinental, their price—which is I presume the average price in 1951, 
was 7.1 cents, and that the current price, which I presume is an 
iverage based upon data he had from filings with the Federal Power 
(‘ommission, was 10.8 cents, which would indicate about 3.6 cents. 

Senator Monroney. That would be the 1955 price, 10.8? 

Mr. Trpry. The 1955 price. 

Senator Monroney. Would that be the average? 

Mr. Tippy. That is the average, as I understand it. Some prices 
were as high as 16 cents, plus 1 cent tax, or 17 cents. That is an in- 
crease of 3.6, or 50 percent. 

Senator Monroney. An increase of 3.6 cents brought about an in- 
crease from 23.8 to 35 per thousand ? 

Mr. Tippy. That is right. Part of the increase, substantially over 
half—and it is difficult to determine just where the dollars split 
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substantially over half is the result either of escalation in old con- 
tracts. or of renegotiation which took p ylace in some of the old con- 
tracts which Transco had with produc ers in the fie ‘ld. 

The difference of course includes the fact that the Transcontine ntal 
line, when built, cost more than was anticipated at the time it was 
in hearing. There are many reasons for that. 

I think that between those factors that have to do with the opera- 


tion of the pipe aD ne itself, and the increase in the price of gas, you 
can split those increases. The load factor at wv hich the line operates is 
still excellent, so it is not a question of deterioration of load factor, 


which would also have an effect on the prices charged. 

Senator Pasrorr. Now, with reference to that, the statement you 
made that much is attributable to the escalation clause, would you 
explain that in more detail? How does that happen? Is that because 
dem inds are made by other pipelines in this area, who were willing 


] 1 


to off er more or pay more, and that automaticall V tr igae red off these 
escalation cl wuses where may be ove} night the price of gas went up 
under existing contracts—is that what happened ¢ 

What we are trying to find out is just how much of a competitive 
field thi is, and whether or not it isa field that really operates with the 
sume sensitivity as we get in other fields in the fair, open market, or 
whether it is a very extraordinary situation that the minute you get 
a new pipeline that comes into an area to purchase new gas, right 
off it triggers off all these escalation clauses, and the market goes 
up terrifically overnight. 

Is that the situation we have in this gas field? 

Mr. Trepy. As I understand this situation here, there are different 
types of escalation clauses. 

Senator Pastore. If you buy an prymee ng. it doesn’t happen that 
way. The mere fact that a lot of people buy automobiles doesn’t 
make the price go up double in a matter of weeks; but that is what 

happening in the gas field. 

It just doesn’t seem to operate with that same gradual uniformity 
that you get in other fields of endeavor. I am looking at your exhibit 
2. Let’s look half way down, you get down to Tennessee Gas, Petkas, 
in 1950 it is 5.26; in 1951, 5.50; in 1952, 5.50; in 1953, 6.25—well, that 
is almost normal. Then in 1954, 13.37. Double. Why ? 

Can anyone explain that, has anyone got any reasons to offer to 
the American people? Why does it jump almost a hundred percent 
from one year to the next? 

What happens to this field that makes it cost double in the course 
of 12 months? 

I think the American people are entitled to know, especially the 
consuming’ public. 

Mr. Tippy. I wish I could tell you precisely—in the field you are 
speaking of, what itis. 1 would lalso like to add io at there isa further 
increase in the year 1954 of about two-thirds of a cent in all those 
prices, and that 13.37 is lig now to 15.82 and 14.04, a further increase 
not as marked as the 100 percent jump between 1952, which shows as 
January 1953. 

Senator Pastore. Sherwood, 2.79 in 1950; 3.74 in 1951: 4.33 in 1952: 
1.82 1n 1953. Comes 1954, 13.15. 
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Why ¢ That 1s: , jump of almost 300 percent ¢ My goodness vra 
cious, what h: ap pened tothe! 

And isn’t that only because the one up above went to 13.154 Look, 
they are all 13.15, 13.87, 18.15, 138.15, 13.15 hy, it strikes me it 
ought to bea market that ought to be under some nad ot supers ision. 

Mr. Tip Pk. It is the magnitude of those increases ¢ na the suddenness 
with which th ey come that caused the severe pre blem, and 11 mit \ 
eases they are, as has been said, triggered by action of third parties, 


which is not even predictable to any great extent by the pipeline 
Rene 

= se things happen, and away she eoes 

Senator Pastore. Now, 1 can imagine some people mak ine2 bad con 
tracts in 1940, figuring in 1955 after 15 years they got a bad deal be 
cause they couldn’t foresee for 15 years, but here I am tine ibout 


1950 and 1954, where there is a price going from 2.79 to 13.15 in a 
matter of 4 years. 

That is a 700 percent increase. 

Mr. Tippy. It is clearly a result of the clauses that Mr. LeBoeuf 
talked about. 

Senator Monroney. I think it should be clear th 
ing there about ave rage field prices: you are talkin @ about typ cal 
Vas prices paid by large producers. You lay have some out standing 
new purchases in there. 

Unless you know what you are figuring against, or whether it is the 
average field price, you can’t tell what the cost of that producer's gas 
going into the ‘Tennessee Gas pipeline is. 

Mr. Trpry. Tennessee has a renegotiation clause in many of these 
contracts, and we would have to examine these to know if they are, but 
I would assume they are. They had clauses which called for a periodic 
complete renegotiation based on the average of the three highest 
prices paid for oe volumes of gas by anyone in a fairly large dis 
trict, I think mostly in Texas railroad ere. 

I know those shine appear on the map, but I couldn’t outline them 
for you. These took place and set off one of the Tennessee rate cases. 
There are more that came in later last year, which caused the second 
phase of the Tennessee rate cases, the 2.15 cents, and they are subject 
to refund on December 15, but there were 2 groups of them. 

There was a renegotiation period, with a formula for the renegotia 
tion that, in effect, bound the purchaser to recognize the three highest 
prices in the area, and brings the price up to whatever someone else 
was paying. 

Senator Pastrorr. Wouldn't you say in general principle the thing 
that accounts for the rise in cost is the rise in cost Me operation of any 
firm? Ordinarily, if your cost of operation goes up, naturally the 
price re . | go up commensurate with it. 

Now, taking these figures on exhibit 2, does this reflect more or less 
the rise in cost in the same proportion to the operation costs on the 
part of distributing companies ? 

Have your costs gone up ? 

Mr. Tippy. The rise in cost of distributing companies? 

Senator Pastore. Yes, operating cost of distributing companies, 

Mr. Trippy. It is not tied to that. 


at you are not talk 
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Senator Pasrore. Is there any explanation that you can olive us 
that would make sense on the record that would justify these terrific 
increases 1n prices other than the fact that market became squeezed 
pecause the demand for natural was became so oreat, and the supply 
vas so small that these people could get the best dollar that they could 
cet on the market ? 

Mr. Tiery. I think it is the operation of these clauses which do just 
about as you have said. The purpose, apparently, from the wording 
of the clauses, is to get the best market price that is available in the 
area for everybody that is able to vet such a clause in his contract. 

Senator Pasrorr. Mind you, there is nothing dishonest or criminal 
about it. After al 5 any businessman is entitled to vet the best price 
that he can; he is a = if he doesn’t. The next question is whether 
or not in this kind of business he ought to be subject to regulation, 
that is our question ‘re, in the public interest. 

Now, if this was a commodity that the consumer could go out and 
buy elsewhere—but he has no choice, he is a captive customer. People 
who start buying that gas from Consolidated Edison, up where you 
are operating, just don’t have gas, isn’t that it / 

Mr. Tirry. That goes to something entirely different; you are right. 
They would have to throw away the gas range. 





What you say is true; it is the sharp increases produced as you have 
seen here on these charts that causes concern in the group that have 
asked me to appear here, and the group that, in effect, went along 
with Mr. LeBoeut’s presentation on behalf ot Consolidated Idison. 

Senator Pasrore. I said a short time ago, at the beginning of the 
session this afternoon, I was on to something that would shock my 
colleagues. 

Senator Monroney. I don’t know about the breakdown, or how much 
these figures affect the average field price. 

Senator Pasrore. I wish somebody would explain these figures. 
They stagger me. 

Mr. Tiery. These came from a statement filed by the Mid-Con- 
tinent Oil & Gas Association, and a number of cofilers with them. in 
connection with the R-137 hearing before the Federal Power Com- 
mission. 

There was a hearing last year on the question of escalator and 
market-price contracts between producers and interstate pipelines, 
and they filed these to show what had been the general effect of the 
market clauses, and if you look at exhibit 1, Tennessee started out 
with 4.59 cents on 2 contracts listed in the so-called Texas area, which 
this exihibit covers, and there was a new contract entered into in 
1948, which shows up in the January 1949 figures of t. 83 cents. 

The contracts in 1949 went up to on the order of 5.3, stayed there 
for 2 or 3 years, and then in 1952, which appears in January 1953, 
they went up to an almost uniform 6.13, 1 at 6.15, and in 1954 went 
up to 7.03. 

Now, in the current Tennessee case, the figures as of December 31, 
1954, have gone from 7.03 to 13.153. which is a very sharp increase all 
of a sudden. 

Senator Pasrore. Is that the 1955 figure? 

Mr. Tippy. December 31, 1954. There was a renegotiation period 
and the Tennessee contracts came up in the latter part of 1954, so 
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those prices became no longer a part ot their own series, but were in 
fluenced by another factor, what other people were paying in the 
area. 

Senator Pasrorr. Do you make that as a flat statement! It had 
nothing to do with the rising cost of operation, but was merely predi 
‘ated upon what somebody else was willing to pay for that same gas ¢ 

Mr. Tirry. I can’t say that for sure, but I can say this: In the in 
stance of these three contrac ts, there were no changes in the volumes 
involved, to the best of my knowledge, nor was there any change in 
anything that you could see from external observation. It was a 
question of meeting a contract provision that called for renegotiation 
at a definite time based on higher prices that might be paid by others. 

Senator Pasrorr. Would you say, Mr. ‘Tippy, this is definitely a 
seller’s market ¢ 

Mr. Trepy. It looks like it to me. 

Senator Scnorpre.. | would like to ask you, on your exhibit 2, in 
the 1954 column there, Do those represent substantial uae hases of oas 

that figure, or are some of those isolated purchas¢e 

Do you have any breakdown on that 4 

Mr. Tiery. I do not have the volume there, sir. As you will notice, 
I took this from a statement of the Mid-Continental Oil & Gas Asso 

ciation. IL ean get. I think. the volumes on the Tennessee situation. 
because there has been some information filed in a recent rate in 
crease on that, but the others, it is a question of whether the informa 
tion is readily available. 

It is difficult to come by. 

Senator Scrorpret. Maybe our staff could do some checking into 
that, because I think that is important. Some of those may be iso- 
lated cases, and may not be anything like the general situation. 1 
think we ought to have some information with reference to that. 

Senator Monroney. Unless you have the qui antities of gas, or some 
relationship, whether you are talking about trillions, or billions of 
cubic feet, you can get a misleading figure there, and I] aed that this 
table shows the Tennessee purchases of gas not only in the east Texas 
field, but in the upper Texas culf coast, exhibit 2: the middle Texas 
culf coast, which 1s exhibit 3; and the lower Texas eulf coast, which 
is exhibit 4, and all of them represent a different range and a different 
type of pricing. 

Mr. Trepy. Sir, maybe this will be of some help. I can’t quickly 
pick off the individu: il volumes, because the contracts are not all set 
forth individu tally, but in Railroad District 3, which, as I understand 
it, includes the upper Texas gulf area, these prices that you see here 
are the prices that were set in 1953, and were effective as of January 
1954. 

As I have mentioned, they have all gone up about two-thirds of 
cent since that time, and as of the end of last year, December 31. 1954. 
the average for all the gas purchased by Tennessee in Railroad Dis- 
trict 3 w: as 13.8309 cents, of which these contracts shown here as 13.15 
and 13. it tecoiie figures of 13.82 and 14.04, so it is substantially the 
average of all the gas they were buying in the district. 

Senator Pasrorr. What do you have to say to the argument that 
after all this is only a small part of the ultimate cost. to the consumer ? 

You are on the distributing end. What does it do to you when 
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they go up a penny way down below, what does it do to you way up 
there above / 

Mr. Tirpy. I would like to go into that step by step. That is really 
the pur pose of my statement, to show what the effect is and how the 
pieces fit together. It is a checkerboard affair. 

Senator Pastore. All right, sir. 

Mr. Tippy. The same things are true on these other exhibits, so I 
will just pass them by quickly. 

Exhibit 3 is for a different part of the Texas area; it is the middle 
Texas gulf coast. 

Senator Pastore. We are going to have the entire statement of 
yours, together with the exhibits, placed in the record. 

Mr. Trepry. I would appreciate that, sir. 

The December 1954 figure for Tennessee prices shown here on Jan- 
uary 1954 as 10.8 and 10.93 are 11.475 cents by the year end, and on 
the fourth table, the Tennessee figures, where they were typical on the 
order of just under 10 cents, or ‘around 10 cents, as of December 31, 
1954, are 12,208, and up to 12,433. 

There is a little range in there, but they are all in that range. 

That is some supplemental inform: ition that I have since I prepared 
this, and I thought it would be of interest to the committee. 

One of the more interesting ones has been in the south Louisiana 
fields, in connection with Transcontinental, where they have had in- 
creases from 10 cents to 17 cents, which is a 7-cent increase—both of 
those prices including the 1-cent State tax which has been imposed 
within the last couple of years. 

That jump was in one step in 1954, and affected a considerable num- 
ber—I don’t know whether it is all—but a considerable number of 
Transcontinental’s contracts in that south Louisiana area. 

I think these four exhibits that I have just run through, taken to- 
gether, demonstrate clearly the sharp and sometimes quite unpre- 
dictable types of price rises which escalation in price adjustment or 
renegotiation clauses have already brought about. I think the things 
that concern us must portray sharp rises and the unpredictability of 
them. 

I would like to turn now to the makeup of the gas distribution 
company market. I would like to take up the segment that makes up 
the market in a typical gas distribution company, and the reason I 
want to do that is many of the statements that have been made in 
public seem to indicate a viewpoint, at least on the part of some of the 
producers, that natural gas is just gas, and that all the loads look like 
a hundred percent load factor loads, requiring a hundred percent every 
day of the year, which is not the fact. It should be borne in mind 
also to the ultimate consumer, the fellow who buys the gas in his 
home, say, with a few marked Spenptvons of industrial and certain 
types of industrial uses, natural gas isn’t the commodity referred to 
so often, but is a service, a service which these companies have built 
up a business in rendering to the public. 

What I would like to do is to take a look at that service, as to the 
characteristics of the gas requirements to render types of service, a 
little bit briefly on the competitive situation for the different types 
of sales, and examine those because both the characteristics and com- 
petitive situation are factors which control as to whether the particu- 
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lar type of sale, or how much of it can be made by a specific distribu- 
rion company. - . 

First I use the term “residential general service.” Now, that is the 
vas that is supplied for cooking, water he: ating, refrigeration, clothes 
drying, incineration, and a number of such uses, and is re: ally the 
common denominator of the gas business, and constitutes a year 
round relatively uniform sale of gas. ‘The average volumes of gas sold 
per residential customer to bring this service is relatively small, gen- 
erally on the order of 9 to 25 Mc. f. a year in the eastern area 

In the densely populated metropolitan areas, like New York and 
some of the areas in the bigger cities, a distribution company may 
render between 40 and 50 percent of its bills to its residential cus- 
tomers, to customers who use 5 M ec. f. or less a year. They are very 
small. 

The load factor at which that gas is taken, however, is relatively 
wood, as we have said, and the average daily requireme nt throughout 
the entire year related to the peak day requirements, the maximum 
day requirements, may be on the ratio of 70 percent. This curve in 
the top section of exhibit 5 is a somewhat stylized representation of 
a general service load which requires a hundred percent of the re- 
quirement on the peak day, and averages 70 percent of its peak day 
requirements throughout the year. It is not a completely uniform 
load. Some of these small customers we have mentioned may ac- 
tually use less gas than it takes to keep a pilot light going on the nor- 
mal range that most of us have in our homes, it is a splicingly small 
amount they use. 

The competition for this particular type of sale is usually elec- 
tricity, although oil sometimes produces competition for water heat- 
ing service, 

A fairly high price can be obtained within the limits of competi- 
tion for this gas, and a high price is necessary, since the volume of 
sales to an individual customer is very small, yet the investment in 
bringing service to the customers’ homes and metering is as great as 
if the customer took substantial volume of gas. That is, within rea- 
sonable limits, the case. 

A subdivision under this general service group, which is lower than 
the group I have already talked about, are the so-called minimum bill 

‘ustomers. Now, they don’t enter too big a factor in many of the 
-muller communities, but when you get into metropolitan areas, you 
run into that situation quite a bit. This customer has gas in his 
home, he has a meter turned on, and you stand ready to serve him, 
but he only uses the gas for some very minor purpose and, as a result, 
pays only a minimum bill in the rates. From 15 to 20 percent of the 
residential customers of a metropolitan community may be minimum 
bill customers, using less than 3 M c. f. a year. 

An example, one of my friends has a gas meter turned on because 
he has a gas mangle in his home that his wife uses when she irons 
sheets, and the rest of the time they don’t use any gas at all. That is 
not typical, or an average customer, but I want to make the point 
there are quite a lot of them, and you have to have the investment 
there to serve them just as if they took a lot of gas. In this case, 
the price per thousand cubic feet doesn’t really mean inh: 
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(yas a convenience and the company serving it has to have the 
jnvestment mn the street, the service run it, the meter, has to read the 
meter, and perform many functions just as if he took a lot of gas. 

One of the reasons you have so many of these real small customers in 
a distribution col pany is, of course, that they are strictly public util 
ties, and publie utilities in the sense that I have alw: ays thought ot the 
words _ where they apemequnnel 60 serve ll that come to them to meet 


certain tests as to the investment that nial be required in order to 


install the service, but they don't have the right to select their custo 
mers, the cusomers oe re. and demand servi e,and are entit led to it. 
( ertainiy they are not particularly profitable customers, those small 
ohne 

Second, the commercial general sery ice type of customer Is a counter 
part of the residential general service, and he uses gas chiefly fol 
cooking and water heating. restaurants, and apartment houses fo 


vater heating, hotels, that anes business. ‘The volumes of gas here 
ror may idual customers can be € subs Li antial. as 1n the case ot a large 
restaurant. The annual ad factor at which the customer takes the 


gas for the service is also relatively good and can be as high as 70 per 
cent which Is the hieure we used for the other residential general 
service, 

Thee mpet ition for this service m: Ly be electric ity or oil, or in some 
cases where codes permit it might be Vi quid petro leum gas. The price 
that can be obtained, in general, is a lower price than can be obtained 
for the relatively smaller volume general service residential sales. 

The space heating service is the one, | think, that we think of most 
when we come to nalaras gas, but whether it be residential or commer 
cial, it is the largest single load that a distribution company can obtain 
from an individual customer 

In the New York-New Jersey area, that general area in the North 
Atlantic States, a typie: : residenti: . space-heating customer requires 
in the order of 125 M c. f. per year, but the load is a very difficult one 
to serve, since the ae ments of the customer really are controlled 
more by weather than any other single factor. 

If you take a look at the bottom section of exhibit 5, you will see a 
stylized presentation of a typical residential house heating load which 
requires full requirements on the peak day and none, as they have 
shown it here, in July, August, and part of re an average 
— load factor of about 2.75 percent, which I am sure, you a 

oree, isa rel: itively poor load factor nae to gener: al service, or 
certainly the way in which most pipe lines ‘“UuITy gas through. 

The competition is chiefly from No. ‘ > fuel oil. in the East, and I 
guess pretty much throughout the country now. People want auto- 
matic heat, and that means that their choice in general has been be- 
tween oi! and gas. 

Gas can claim some premium over oil, because it does have some 
features, some advantages, operating advantages, lower installation 
cost, and thus a lower investment on the part of the customer, con- 
tinuous availability of supply from the company’s mains, we hope, to 
eliminate the possibility of running out of fuel, automatic control, 
which means lower maintenance—many of those factors make it desir- 
able for the customer 
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Chere is a rather definite relationship between the relative prices of 
vas and oil, and chart 6 shows that. J am a we didn’t have a 
opportunity to bring this chart up to date, but I think the pattern 
would look the same. It is in for illustrative purposes. It was a 

urveability up as of the end of 1951 in connection with some invest! 

gations in 1952. ‘The point is that where you are below the zero axis 
gas is at a higher price than oil, and you will note the saturations that 
can be expected become materially less as your gas increases in price 
over all. 

On the other hand, if you can arrange to find a way to sell gas for 
space heating purposes at a price lower than oil, you quickly rise to 
quite high saturations. 

Senator Pastore. How does it stand now ? 

Mr. Trery. In general, you have got a situation where your price 
of oil is of the order of 10 cents plus a little in, say, the New York 
area—1l0 cents a therm—and your gas—I guess the present rate is 
about 17 percent higher than oil, or about 12 cents. 

Senator Pastore. If the present available market for gas costs 17 
percent more to heat the same plates by natural gas than it does by 
using oil—am I right? 

Mr. Trery. The fuel cost is 17 percent more—the B. t. u. bought in 
oil as opposed to the other. 

Senator Pastore. I am speaking in terms of the layman who has 
to pay the bill. If he wants to heat his home and wants to use gas 
instead of oil, he had better make up his mind it will cost about 
17 percent more to do so under the present available prices today. 

Mr. Trepy. That is in the New York company. sgpad companies 
that are in the area will generally be selling gas—these are prices for 
space heating gas. The Brooklyn Union Gas Co. is $1.21 <a thousand 
cubic feet, naturally, which is approximately 12 cents a therm as op- 
posed to 10 cents a therm for oil at the present time. 

New England Electric System, which serves some of the Massachu 
setts companies, is $1.31, or about 13 cents a therm. 

Philadelphia Electric, $1.82; Philadelphia Gas Works, $1.82 

Public Service Electric & Gas in New Jersey is a little lower, $1.15. 

Rochester, $1.26. Some of the companies that have had gas for 
longer periods and been on straight natural for some time have lower 
rates, 

Rockland, which is a small company which has been distributing 
natural gas for some time, quite near New York, is 80 cents, which 
would be below the price of competing oil. 

Washington Gas Light is 85 cents. I don’t have the current oil 
price for W ashington, but I presume it is in the same general range. 

New York State Electric & Gas Corp.—there are 2 different. terri- 
tories and 2 different rates. In one, it is 99 cents per thousand cubic 
feet, which is about the price of oil. The other is 79 cents, which might 
be some under, but that is the general range. 

Now, that isn’t over the country. It will vary. In many instances, 
it is still comfortably below the competing oil price, but in the East, 
where the gas has come in the latest, these prices are still well up there. 

You mentioned some Brooklyn Union rate reductions a minute ago, 
sir. I think most of those, or at least part of them—and I can verify 
that—had to do with reductions in the price of gas for heating in 
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order to try to build up the load. I don’t believe they were all general 
reductions. 

For instance, going back to 1949—the rate became effective January 
1949—the first 310 cubic feet, $1.13—and these are all on 1040 B. t. u— 
23.7 cents for a block of 1.239 cubic feet—that is per hundred cubic 
feet—18.9 for the next block per hundred cubic feet, and 16.9 for the 
next block per hundred cubic feet, and 15 cents for the final block— 
all over 5.163 cubic feet. 

The things that have changed materially are the last two blocks of 
rates, which was in an attempt to encourage the development of this 
space heating business in Brooklyn. They are down now from 15 
cents to 11.5 cents for that bottom rate, and they went down in two 
steps. There was a change in the next to the last block in an earlier 
period here, so there are some adjustments, but the effect of them was 
principally to open up what had been apparently a tight market to 
space heating in order to build up some use per customer for Brooklyn 
Union Gas Co. 

Senator Pasrorre. Would you answer one question for me? 

If you take your company, Consolidated Edison, what is the dif- 
ference in cost between—speaking now at the present moment—be 
tween natural gas and manufactured gas? Do you have figures on 
that ¢ 

Mr. Tippy. Yes. 

Senator Pasrorr. What would you stand to lose or gain, today, if 
you manufactured your gas instead of buying natural gus! 

Mr. Trepy. Perhaps I could answer that in this way: In the first 
place, there is no question that at the present time, the natural gas is 
less expensive than the manufactured gas. One reason, of course, i 
that the company takes this gas at virtually a hundred percent lo: id 
factor, partly by manufacturing some of its peak demands—these 
sharp peaks that you saw on a curve that indicates space heating 
use—and partly by the use of gas in boilers in the summertime in 
order to get a uniform load fac tor throughout the year, so these two 
things I am saying aren’t still strictly comparable. But if you look 
at the portion of the system where—if you look back to the year 1950, 
let’s say, which was the last year in which they distributed nothing 
but manufactured gas, the cost per million B. t. u., which is about the 
same thing as an M e. f. of natural gas, was 85.9 cents. Today, the 
1954 figures for the cost per million B. t. u. of natural, and part of the 
natural is processed to a mixed gas, an expenditure is made on that 
because the entire system has not been changed over yet to natural 
gas—we have mentioned $50 million involved in doing the job—the 
equivalent price there now is 49 cents per million B. t. u. for the year 
1954. That is for the supply, the same supply that cost 85.9 cents, 
so looking at the two and comparing things that aren’t quite equal, 
there has been some reduction as a result of introduction of natural 
gas. 

Senator Pasrore. And is it fair for me to say if you projected your- 
self from 1950 to 1955, of course, there has been some rise in the cost 
of operating; that the price of 85.9 might even be somewhat greater ? 

Mr. Trery. I have no good projection for those. 

Senator Pasrore. I don’t want to hold you to this. but I want to 
get these comparisons in my own mind. Would you have any reason 
for that 85.9 to be larger or smaller, as of now ? 
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Mr. Tirry. I think it might not be too greatly different. In the 
first place, a large part of the increase in price of some of the com- 
ponents that went to make up the manufactured gas had taken place 
by that period. f would have to go back and look at the price struc 
tures for this particular company to make sure that statement is 
accurate, 

There have been improvements in the manufacturing process which 
have taken place. We keep learning more about making gas as time 
goes on, and we have had some benefits of improvement in the art 
over that period of time, so I can’t say it would be more or less, but 
it wouldn’t be twice, or it wouldn’t be half. It has got to be some 
where near the same figure, I would think. 

I am told that the average price of fuels to Consolidated Edison 
and that is not natural gas; that is the average of all fuels including 
coal, liquid fuels, and natural gas—the average of all fuels in 1950 
when there was no natural gas in the picture was 33.69 cents per 
million B. t. u., and the average of all fuels, including natural 
in the year 1954 is 34.85 cents per million B. t. u., so it is in that 
general range. 

Senator Pastore. What we are going to try to do, if I may inter 
rupt the witness for just a moment, after all we realize the people we 
invite to come here are very busy people and have other things to do 
than sit around here and wait to be called upon to testify. Taking 
that into account, we are willing to work a little overtime ourselves, 
on the same pay basis, as I understand it, but we wish the witnesses 
would take that into account, and if they possibly can condense, we 
will put their entire statement in the record. We don’t want to cut 
anybody short. 

{f you can condense in any way, and take into account that we 
have two other witnesses, and I hope these other two will take into 
account the fact that time is wearing on, we would like to dispose 
of all our witnesses today, if we possibly can. 

Mr. Farnanp. Senator, I am one of the witnesses on the list today, 
and I think it is impossible for me to get in my testimony in a half 
hour. 

Senator Pastrorr. Oh, no, we are going to be here maybe until 
7 o’clock. Would you prefer to come back some other time? 

Mr. Farnanp. I would like to come back tomorrow morning. 

Senator Pastore. If you will wait just a moment, I will find out 
who has been invited for tomorrow. 

Senator DanteL. We have a closed schedule for tomorrow. 

Senator Pastore. They tell me they have a full schedule for to- 
morrow. 

Let me ask you a question, Mr. Farnand. How long do you think 
you will require? 

You have come here from Indianapolis. 

Mr. Farnanp. That is right, 1,500 miles. 

Senator Pastore. I think we ought to take that into account. How 
long would you want to take? 

Mr. Farnanp. I think I can complete my statement in an hour, or 
an hour and a half, depending upon the number of questions that 

may be posed to me by the members of the committee. 
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Senator Pasrore. Would this committee be willing to start, let’s 
say, at 9:15 in the morning’ We have made arrangements to hear 
a witness at 10 o'clock tomorrow, and I thought that possibly if you 
could get part of your testimony in tonight and the other half in to- 
morrow morning, we could come in early. 

You see, we have no control over the length of these statements, 
and we have been working with this for the last 2 weeks, and it isn’t 
easy to sit here and listen all day long, to keep attentive, and to ask 
the questions we must in order to complete a fair record for the Mem- 
bers of Congress. We are perfectly willing to cooperate in every 
way we can, but after all, there are certain limitations on us, too. 

Why don’t we just wait and see about how long this will take. 


Now, you see, Mr. Tippy is on page 12, and he has got 39 pages. 
Senator DANIEL. Has it oper sng mi a part of the record yet? 
Senator Pasrorr. Oh, yes, we have ordered that, but Mr. Tippy 


should be given a time he w ae il I think all of the witnesses ought 
to be given the time they want. } 

Mr. Tippy. I will do my best to shorten it. 

Senator Pasrore. After all, you did testify before the House com- 
hiittee. 

Mr. Trpry. Oh, no, I did not. 


Senator Pasrorr. Some witnesses have. Now, if your whole rec- 
ord goes in, you see, to us, much of this is becoming ee On 
the other hand. we think eve ry one’s statement oucht » be Ih. | 


think f you would condense your main points, and aoa onen your- 
self to questionl we, then the members ot the committee would ‘cle: ar 
up those points that they thought you could serve them best on. 

Now. if that is ate tory to you, I would appreciate it. 

I would like to give you all the time you want, but you ought to take 

nto account that we have nto other witnesses here, LOO. ] would 
like to hear them tonight. 

Mr. Tiery. 1 will do my best, s 

Another form of load is firm industrial gas, vas that has a teehno- 
logical advantage over some other fuels. It can claim a higher price 
than the equivalent price of something, say, like oil or some other fuel. 
It generally comes at a high load factor, people want it for industrial 
eee , and are willing to pay the price for it. It comes at a load 
factor maybe of 65 percent annually. ee ee with 
daiathc ity, some of the hgehter oils will do the job, or LP eases. 

If you put all the elements of load together, you al a “curve that 
looks like the section A curve on exhibit 7. This is based on a 3314 
percent space-heating saturation, to give a scale for the different types 
of business as they gO throughout the year. 

If you had a 6624 percent saturation, as is more apt to be the 

ase further West than in = East where you haven't had gas as long, 
whbie the price has been at a higher level, you might have a picture 
like the bottom section B, aa you will note on the basis of delivery 
that the peak day is something over 40 percent higher for the 662%, 
percent saturation than for the 33. It is those peaks that cause part 
of the difficulty. 

Those curves have all been sort of stylized. Exhibit 8 shows an 
actual s er ition of the distribution company of what the requirements 

» like from day to day, and the shaded area is to also give an indi- 
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cation of what an interruptible market would have to look like to end 
up with a 100 percent load factor, and you will see that even on days 
in the summer there must be a considerable variation in the w: av gas 
is taken by the interruptible load, and even on warm winter days 
you may have a situation where one d: ay you get no gas, and anothet 
day you may get half the gas that you require. 

If we go on to exhibit 9 the top section of exhibit 9 shows, again in 
the sty lized form, for the same general overall annual load, the amount 
of interruptible load in relation to firm load if you had a 100 percent 
load factor oper ition, where you have some large customers that you 

can serve, you are apt to be able to get inte rruptible loads that will 
let you come up toa LOO percent load factor. 

Often the companies don’t have such loads in the area, and are 
limited. The bottom part, or the B section of the curve shows a 
smaller amount interruptible load, and indicates that the peaks in this 
case, in order to try to come out with a lrundred percent load factor, 
truke from the pipeline those pei aks, the — shaded parts are 
indicated as manufactured, peak shaving gas 

Control of those interruptible custome rs is ‘import: unt, which means 
they have to be large users, people who have sufficient staffs so they 
can take varying quantities of gas almost from hour to hour. 

Price is very critical on those large customers. 

For instance, if you take the New York metropolitan area, where 
you have powerplants that furnish the interruptible load for the 
area, the prices of competing coal, waterborne coal, are currently 
in the 80- to 32-cent per million B. t. u. range, which is virtually the 
same thing as the LOO-percent load-factor price for oas in the area, 


and the custom of the Consolidated Edison Co. is to credit that gas 
against the natural-gas operations at the average price for the par 
ticular month, so we are at that price there. 

There are other methods in which different companies may price 
powerplant fuel. Some of them go on the principle of sharing the 
difference between the commodity price for the gas, which is lower 
than the hundred percent load-factor price, of course, and the B. t. u. 
price of the fuel that it would displace, while still others may have 
a fixed markup of something like, say, 5 cents a thousand cubic feet 
over the commodity price for the gas they sell for interruptible pur 
poses, and the profit that comes from those sales, or the spre: ad between 
the cost “ the gas that went in there to the company and the revenues 
that the gas department gets act to reduce the cost of se vies to the 
year- ad users of gas under the normal type of regulation that you 
vet in the States. 

We might make a parenthetical statement here that there are not 
only reasons of price for taking these high load factors of gas, but 
pe producer contracts have in them, in many cases, minimum take 

r-pay-for clauses whereby the pipeline is required to take, say 60 
to 80 percent of the maximum day throughout the year on the average, 
ond therefore, the pipelines have had to encourage these larger inter 
ruptible loads by the type of rates that they have charged. 

[ think that pretty well covers the point on the different types of 
sales that make up the distribution-company market. 

I would like to talk just a little bit about the distribution company’s 
costs. As you all know, natural-gas distribution system is mostly an 
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underground grid of mains and services. This exhibit 10 I put in 
as a rather interesting exhibit or picture that attempts to visualize 
what a gas system would look like if it were overhead, so many people 
don’t visualize what it amounts to. 

The important point to keep in mind on a gas system is that it is 
underground, which means it 1s expensive to put in in the first place, 
ind as a result it is a high-level investment, and it is a relatively fixed 
investment. You can’t pic k up and move it. If you lose a customer, 
it is still there, and you can’t afford to take up the facilities that serve 
the customer that you may lose. 

Present investments in distribution systems vary, of course, with 
conditions, but in general, may run in ‘the order of $100 to $200 a 
customer. However, your newer customers you are adding these days 

vith present cost of pipe and labor, and so on, may be more of the 
order of three to five hundred dollars a customer, which means that 
gradually that average is coming up, and the cost of adding the new 
customers is substantial. 

Of course, in New York, in the main part of the city, the cost per 
foot is astronomical, and the only thing that saves you there is the fact 
that there are a lot of customers per square foot, and you can reach 
them without as many feet of main as you would have out in the 
suburbs. 

This isn’t like the local distribution of coal or oil, in which case 
most of what you need is a source of bulk supply, which you may 
replenish by several means of transportation, and, secondly, trucks 
with which to deliver your product to the customers’ premises. 

If you lose a customer there, you merely change your routing of 
the trucks, and you are faced with a fixed investment which must 
remain even though you don’t have the customer anymore. 

I would like to point out that the investment in the gas distribution 
system to serve a domestic customer will not be greatly different, 
where he requires 3 M ce. f. of natural gas, or 200. This fact increases 
the problem materially in areas where, because of physical facts or 
limitations in competitive price it is impossible to sell residential 
space heating to a considerable portion of the company’s customers. 

Operating expenses for a distribution company, that is operating 
expenses excluding cost of gas purchased or produced, tends to vary 
more with the number of customers on a system than they do with 
volume of sales, and they run typically from $20 to $30 a customer, 
with some higher ranges for some very extreme examples. 

Now, on this fixed investment in distribution systems, there are a 
number of charges, such as for depreciation, general taxes, insurances, 
return on investment, and the Federal income taxes the company has 
to pay in order to keep the return. 

If we talk about these charges as a group and refer to them as fixed 
charges, you can relate them gener: ally and broadly to investment, 
and they may run for a distribution company 12 to 15 percent of the at 
investment. 

Now, with regard to those fixed charges, the more units you are 
able to sell from a given system, the lower will be the fixed charge 
element in the cost of serving the customers, so there is a great advan- 
tage in trying to get the customer to use greater amounts of gas. 
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In exhibit 11, I have tried to tie down some of these elements 
involving the cost of distribution to show their relevant effect. I have 
assumed a condition of a company with 10,000 customers, and all 
of them residential, and I have assumed an investment of $150 a cus- 
tomer, which would mean a total plant investment of a million and 
a half. Fixed charges I have taken at 15 percent per annum on the 
investment, and operating and maintenance expenses, excluding the 
cost of gas which was purchased from the pipeline, I have taken at 
50 cents a year. 

Then I have taken two conditions, one where the company uses 30 
M c. f. on the average, and another where it uses 60 M ec. f. on the 
average, and you can see from the following down through the figures 
that the unit of cost distribution under the conditions that I have 
assumed would be $1.75 in the case of the 30 M ec. f. customer and 
would be only half that much, or 87.5 cents in the case of a 69 M ec. f. 
customer. 

Simplified, it accurately illustrates the principle that the greater 
the user per customer, the lower the cost of distribution. 

Turning from the distribution-system cost to the pipeline-system 
cost, the pipelines, too, represent a very large and relatively immov 
able underground investment in pipe, and also in compressor stations. 
Their operating and maintenance expenses are relatively minor. 
Transcontinental, to pick on, has operating and maintenance expenses 
running under 6 cents per thousand cubic feet delivered in 1954, ac- 
cording to their annual report. Part of these operations and main- 
tenance expenses are fixed, and wouldn’t change through quite a wide 
variation the amount of gas put through the line, while the balance, 
including such items as compressor station fuel, lubricating oil, and so 
on, tend to vary with the volumes put through the line. 

The major item of cost in operation of a pipeline results from fixed 
charges, and as in the case of the distribution company, we can express 
those broadly as a percentage of gross plant, and they are currently 
running for the pipelines serving the eastern area between 11 and 13 
percent. 

The newer lines have relatively longer lines have quite high invest- 
ment cost per thousand cubic feet of daily capacity, and in the case 
of Transco, my figure looked like $460 per thousand cubic feet of line 
capacity. ‘Transcontinental’s current percentage of fixed charges to 
gross plant is about 12.5 percent. That means that if Transco can 
run at a very high load factor, say 90 percent, their fixed charges 
amount to about 17.5 cents a thousand cubic feet. but should Transco. 
for instance, lose the interruptible market that makes the high-load 
factor operation possible, those fixed charges of Transcontinental’s 
would jump to 31.8 cents per thousand cubic feet. 

Exhibit 12 shows an example of a typical situation, not unlike Trans- 
continental, but not identical to it, either, where we have assumed a 
pipeline investment of $460 fixed charges 12.5 percent, operating and 
maintenance expenses 3 cents fixed and 3 cents variable, cost of gas 
purchased from the producers, we took from Transco’s figures in their 
annual report to the stockholders as 8.7 cents per me a cubic feet 
in 1954, and we say if the company operates at around a 90 percent 
load factor, which is not too far from the present situ: ton, it would 
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end up with annual costs per thousand cubic feet of line capacity not 
unlike those shown in the tabulation on exhibit 12, and you will note 
if they were to lose the inte rruptib le loads, the annual volume per 

thousand cubic feet line c: apac it V would drop from 330 to 182. Fixed 
expense would stay the same, operating and maintenance expense. 
Variable expense would drop a little, and the fixed charges would have 
to stay the same. 

Senator Monronry. Excuse me, Mr. Tippy, that is a rolleall on an 
important amendment. ‘The committee will be in recess until we com 
plete the vote. 

(Whereupon, at 5:48 p. m., the committee adjourned, until 6 p. m.) 

Senator Pastore. All right, Mr. Tippy. 

Mr. Tippy. Senator, I apologize for the time I am requiring for this, 
but this is new material that I have been asked to put in here for these 
companies, 

They want these facts to be in the record for the he ‘Ip of the com 
inittee, as representing what the distribution companies’ problems are, 
and how they work, and : also what part of the pipeline problem is. 

We don’t feel we are in a position to put in anything for the pro 
ducers; that is up to them. 

I was discussing exhibit 12, and we were showing that if a pipeline 
s how operating at a high-load factor, like 90 percent, where because 
of the loss of the larger interruptible loads, which are highly competi- 
tive at relat ively low prices, if we were to lose those loads and were to 
drop to say a 50-percent-load factor, which is about the picture of the 
load pattern given in some of our charts, that while the demand cost 
per thousand cubic feet would run about $3.17 a month in either case, 
just the mere change in the load-factor operation from 90 percent to 
»0 percent would increase the commodity transmission cost from 11.5 

ents to 18.4 cents, which isa substantial increase with no change expat 
the line is not running at full capacity, and charges have to be recov 
ered from the remaining sales in the line. 

If you add the cost of gas purchased in here, which I took as 8.7 
cents per thousand cubic feet, which was Transcontinental’s price in 
their annual report last year, it couldn't very well have been Texas 
Eastern or Tennessee—Texas Eastern as 17 cents; Tennessee as 9.5 
if you add those in you come to a commodity cost, including gas pur- 
chased, of 20.2 cents, and 27.1 

Now, under the Federal Power Commission’s ratemaking system, 
they endeavor to make the rates fit what they refer to here as the cost 
of serving, and under our preallocation practices—and this is broadly 
under it, there is a lot of detail involved we won’t go into—we say this 
condition we have assumed here would produce rates of $3.17 demand 
charge, and would produce commodity charges of 20.2 cents if the 
pipeline has loads and can run at a 90-percent-load factor, or 27.1 if it 
were forced to go to a 50-percent-load factor because of the ie of the 
interruptible loads, and the loss of the load factor. 

This assumption in the condition here that you don’t have a Jot of 
underground storage which could be a substitute for the interruptible 
gas, if you had it. The firm load comes under a demand and commod- 
ity rate, the interruptible load is more gas at the commodity price, 
the effect is shown. 
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Now, if the producers’ TO percent average take or pay for clause 
were in effect, this commodity price would be further increased 
something over 30 cents. 

The next exhibit, exhibit 13, shows the effect of a demand and com 
modity rate such as we have established for the two oper ating load 
factors on the pipeline. ‘The upper curve is for a 50-percent load- 
factor operation, assuming that is the best the company could get. 

The bottom is not far from the pipe line load factors in the East. At 
a 50 percent load factor, which we have assumed is about the present 
condition, if the line as a whole is operating on 90 percent and has 
those rates of $3.17, and 20.2 cents, the average price would be 41 cents, 
but that is an average. 

If you will look at exhibit 14, you will see that the 41-cent average 
price for a 50 percent load factor load may be a little bit misleading. 
If we divide the load chart that I have eat here, which is the same 
one that we have used before, into 5 equal bands, each 20 percent of 
the peak day or the contract requirement, you will notice that the bot 
tom band, band 5, is at the 100 percent load factor. 

As you go up the bands, the volume of gas in each band is reduced, 
although the demand charge remains the same, so that the average 
price of gas in the band 4, the second band, increases to 32.8 cents, 1n 
band 3 it goes up to 41.7, band 4 goes up to 64.6 cents for natural gas 
under those rates, and in band 5 it is only a 5-percent load factor take 
in that band and it goes up to $2.29. 

If you take the top 10 percent and cross that out, you still have a 
demand charge with very little use pane the year; the price for the 
top 10 percent would be $8.50 an M e. f., so you can see that it is un 
economic for a distribution company - purchase all of that gas all 
the way up to the very top of the band under the circumstances we 
have assumed here, and it would be desirable from the pipeline com 
pany, if it had storage gas available, for instance, to take care of the 
top peaks with storage gas, or if it did not have storage gas, to peak 
shave by the manufacture of gas by other means, and when you are 
talking dollars per M e. f. of gas, you can manufacture by a number 
of means and stay within those prices and make money at it. 

Str: wight natural gas companies, of course, the simplest thing is to 
distribute natural gas throughout, but the economics of the demand 
commodity type of pipeline rate indicate that if you can’t get to a 
100-percent load factor, you will peak shave down quite a ways, be 
‘ause of the way the rate operates. 

Not all the systems distribute straight natural gas, however, and 
many of them distribute mixed gases; that is, mixed manufactured or 
processed natural gas, —— with natural gas, to produce send-out 
gases of 500 to 900 B. t . per cubie foot. 

In these cases, n: ture al gas displ: ices most of the other fuels used, 
and most of the energy sent out is natural gas, although it may be 
changed in form and it may cost money to make such changes. 

In many situations, it is very economical to continue to use pone 
oven gas as ac arrier gas and enrich it, and you can go to higher B. t 
with relatively minor customer appliance adjustments, and save el 
of the cost of conversion, at least for a time. 

Some companies may elect to continue to send out mixed gases be 
cause of the general economics. The combustion characteristics of 
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some of these gases are even more favorable than natural gas so far as 
operation in the kitchen range, for instance, is concerned. A typical 
mixed gas company will use any one of a number of gases. 

We mentioned in the text on page 31 reforming natural gas into a 
carrier gas, and enriching it with natural. We have talked about 
coke-oven Aas, plus natur: ul. For peak load se rvice, other gases may 
replace the reformed natural gas as a carrier, and sometimes you will 
enrich with electrified petroleum gases, or maybe on the very extreme 
peaks, you will make either high B. t. u. oil gas, or electrified petro- 
leum gas. 

On an annual basis, about 80 percent of the total therms that are 
sent out will come from natural gas, whereas, on a peak day it might 
only be 50 to 60 percent matures g was. The decision as to whether the 
company goes to mixed gas or st: Lys on straight natural, de spends on 
economics, road we enumerate on the following pages there va a lot 
of the factors that enter into management’s thinking in deciding 
whether it will go to straight natural, or whether it should aintinness on 
mixed gas. 

The first major factor, of course, is the cost of conversion, which in 
the case of going clear to natural gas may cost $20 to $35 a customer. 

Second, it has to do with a point that has been raised here, that there 
is a saving in capital expenditure due to greater capacity of the dis- 
tribution systems with the high B. t. u. gas which may influence going 
into natural gas. There is the cost of gas, flexibility, reliability of 
available supply, the ren nce of long-term contracts for some types 
of gases, magnitude of the operation, availability of underground 
storage located near to the market where it can be used economic ally. 

The availability of interruptible load, the prices that can result in 
profitable sales. The probabilities as to future availability of gas 
at rates that will permit continued development of business, and when 
you do decide to convert to natural, just the complexity of the job 
in large cities may require you to establish a program that may take 
several years to carry out. 

The economics in this case of what you are going to do and what the 
alternatives are requires constant study by management to really tell 
the story as to where you are going to go. 

As an aside, where you have got manufacturing gas facilities capa- 
ble of making interchangeable gases, high B. t. u. gas is intere +hange- 

able with natural, and where you keep those for eile purposes, 
you can make a pretty economical peak-shaving gas. 

Now, there is research going on in the industry that I think should 
be called attention to for changing various kinds of hydrocarbons into 
gases that are interchangeable with natural gas. 

I understand that presently known techniques for the gasification 
of coal « ean result in a natural gas equivalent at a price of around 
65 to 75 cents, which is greater than the pipeline prices in many areas 
today, but is being approached. With research, it is hoped this 
figure will be brought down. 

Oil shale may be a source of gas for the part of the cor untry further 
west, Therefore. it appears there is competition for natural was 
from the pine line which may arise at the city gate to compete with 
{ ity gate prices. 
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To gather together some of these elements and show an effect that 
may occur, we have built up exhibit 15, Exhibit 15 carries on from 
some of the previous exhibits that we have worked out in here as 
illustrative of principles. We assume here that the field price of 
gas increased from the 8.76 Transcontinental average ee year to 
17 cents which is the Louisiana price of Transcontinental gas most 
recently entered into. We assume that that increase in pelts would 
he sufficient to knock off the interruptible sales now being made which 
provide the high 90 percent load factor operation, which drops it down 
to 50 percent. 

If that is the case, looking through the last column and the detail 
of how this is arrived at as included in the text, we can see that the field 
price of gas might increase in that case 8.3 cents, that the distribution 
companys cost of gas at the city gate, because the pipeline has had to 
change to a 50 percent load factor operation, and so on, ae pyramid 
from 8.5 up to 24.6 cents, and when you get down in part 4, where the 
distribution company rates are indicated, you would i $1.05 in- 
crease in the overall average rate of the company, because you have 
lost the very low-price interruptible sales, under the assumptions we 
have shown here, and when you get to the general services and firm 
industrial, you would have a 24-cent per M ec. f. increase on these 
conditions. 

At the critical point where you begin to lose a large part of your 
load, or where part of your load gets dropped, and it will be the 
high load factor part that you will lose first in a situation like this, 
a relatively small increase, it might even be only a cent or two, if you 
are close to the critical point, can produce severalfold increase to ‘the 
customers. 

This particular example shows about a threefold increase to the 
general service and firm industrial customers. It is a factor that 
i think is inherent in the nature of the business, and is something 
that Just can’t be overlooked. 

I would like to go to the summary, which starts on page 7, and say 
to summarize this presentation we have made of the facts relating 
to the distribution industry and to the economies of the pipeline busi- 
ness, bringing the gas to the distribution companies, the local dis- 
tribution segment of the business is where the competition exists 
which, in fact, determines what the total sales of gas in the country 
are going to be for my line. 

This market for sales to the ultimate customer is not just a market 
for gas in the abstract or at a uniform high annual load factor. Each 
element of the market has its own characteristic requirements for 
gas. Each element is faced with active alternative services, or in 
the instance of interruptible sales with alternative fuels. 

While gas can sometimes sell at a premium, price is most impor- 
tant. For the producer to reach a distant market with his gas, a 
rigid pattern of fixed and virtually immovable transportation facili- 
ties is required. 

Millions of dollars of the investors’ money are required at long 
term investment to build this system. Millions of customers have 
spent more billions of dollars on equipment to use gas service. Al 
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though pipeline oper iting and maintenance is low, fixed annual 
charges to support the long-term pipeline investment are high. 

To keep pipeline sales rates down by spreading the fixed charges 
over as many sales units as possible, the line must run near full capac- 
ity all year long. To run at full capacity requires a balanced pattern 
of all se of sales. 

Distribution systems are also rigid, high investment facilities. 
Here, since both operating expenses and fixed charges relate in general 
to the number of customers served in a given community, the key to 
keeping distribution rates low to the ultimate consumer is volume of 
sales per residential customer. 

The residential customer’s acceptance of gas service relates clearly 
to the price for the service. As long as all elements of the market can 
be developed in balance, retail rates can remain reasonably stable and 
the investment of incre asing service to the pub hie « ‘an go forward i In an 
order ly manner, but when one m: jor element of sales becomes out of 
balance the rate structure is disr upte cl. 

At a critical point, even a small price increase may pyramid several- 
fold in the rates to the consuming public, adversely affecting their 
interests. If this goes far enough, the public investment in pipelines 
and distribution systems will also be adversely affected. 

Growth in sales per customer has so far largely offset increased 
tr: ansmission and distribution operating expenses and fixed charges, 
which have changed gradually as the markets grew. The recent un- 
pre cattietah le sizable and sudden producers’ price increases are beyond 
the absorption abilities of the pipelines and distribution companies, 
and in many instances are crowding sizable elements of the market 
against competitive price ceilings, which is disturbing and would 
be chaotic if it continues uncontrolled. 

Orderly price changes imposed to the ultimate consumers could be 
met without endangering the public’s huge investment in transmis- 
sion and distribution. 

There is one other thing I would like to say before I close here, 
if I may. This same group of companies for whom I prepared this 
set of facts to have in the record as to what the pipeline and distribu- 
tion economics are, asked me to make some comments on Mr. Boat- 
wright’s presentation to you gentlemen here sometime earlier 

I have a couple of comments I ‘vould like to make at this time 
orally, and I have an analysis of Mr. Boatwright’s presentation that, 
with your permission, sir, I would like, as soon as it is completed— 
and that will be a matter of some days—to submit to you for insertion 
in the record at wherever you deem to be the proper place. 

Senator Pasrore. Yes; and as a matter of fact, we would appre- 
ciate that very much, because it will give us the opportunity to see 
both sides of the question. 

Mr. Tirry. Mr. Boatwright submitted a large number of facts that 
were very interesting, and in most cases I have no quarrel with the 
sources he went to for the facts. 

My comments run more to interpretation than to the facts them- 
selves. 
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Mr. Tippy’s supplemental analysis is as follows: 


COMMONWEALTH SERVICES, IN¢ 
New York, N. Y., June 7, 1955 
Hon. JoHN O. PASTORE, 
United States Senate, Washington, D.C 

DEAR Sirk: In accordance with our discussion and your request when I ap 
peared before the Senate Committee on Interstate and Foreign Commerce on 
May 25, I enclose herewith a copy of a Discussion of Presentation of Dr. John W. 
Boatwright which has been prepared by me. 

I appreciate the opportunity of submitting this additional material and ask 
that it be made a part of the record of the committee in connection with its hear 
ings on Senate bill 18538. 

Yours very truly, 
W. B. Tippy, President 


DISCUSSION OF PRESENTATION OF DR. JOHN W, BOATWRIGHT, ENTITLED “CONSUMER 
INTEREST IN NATURAL GAS COMPETITION” ON BEHALF OF NATURAL GAS PRoDU¢ 
rION GROUP—BEFORE SENATE COMMITTEE ON INTERSTATE AND FOREIGN COM MERCI 


Re S. 1855 
(By William B. Tippy, Commonwealth Services, Ine.) 


The presentation of Dr. John W. Boatwright on behalf of a group of natural 
gas producers develops and assembles much interesting information on the gas 
industry. With certain exceptions noted herein the data presented appears in 
general to be accurate as to fact. However, the discussion herein will raise some 
questions as to a number of the conclusions drawn. 


GENERAL COMMENTS 


1. The presentation appears to assume the existence of an insatiable market 
for natural gas independent of its price. With regard to the provision of natural 
gas service to new towns and to new areas it is stated “they’re willing to pay the 
price.” While this may be the case in many localities the following situation is 
true as regards several important georgraphic areas: 

(a) New BRngland.—-The present city-gate prices for natural gas are consider 
ably higher than those contemplated by the distribution companies at the time 
the introduction of natural gas was initially proposed and many of them are 
earning substandard rates of return on their investments. The companies in gen 
eral are finding great difficulty in building up their markets to the extent that 
they originally had estimated. As an illustration, the increase of 2.15 cents per 
thousand cubic feet in the city-gate commodity rate of Tennessee Gas Transmis- 
sion Co., which became effective in December 1954, has resulted in the loss of some 
industrial sales in New England. Negotiations by several of the distribution com 
panies with potential customers for other substantial interruptible industrial 
loads were dropped by those industries at the time of the December 1954 rate 
increase. Increases in the cost of purchased gas have adversely affected the 
load-building activities of the New England distribution companies, and as a 
group, they are not in the market for additional gas volumes at present city-gate 
prices. 

(b) Florida.—The distributors of manufactured gas in Florida would like 
to obtain natural gas at a satisfactory price. At a meeting held in Miami on 
May 6 and 7, 1955, it appeared to many present that the sponsoring group pro- 
jecting a pipeline from the gulf coast of Florida will find it difficult to obtain 
sufficient net revenue to support the financing for the project, considering the 
competitive prices at which oil for industrial purposes is selling in the area and 
the prices at which the distribution companies must buy gas to justify change 
over of their operations to natural gas and permit extension of their systems 
to serve additional customers on an economic basis. 

(c) The Northern Natural Gas. Co. service area.—-Reference is made in the 
presentation to approximately 100 towns, not included in the original certificate 
application of Northern Natural Gas Co., which presented petitions asking that 
gas be allocated to them at a hearing held before the Federal Power Commission 
in 1953. At a subsequent hearing in 1954—55, wherein Northern Natural pro 
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posed to introduce Canadian gas into the northern end of its pipeline system, the 
rates to the distribution Companies which it was estimated would result from 
the inclusion of higher cost Canadian gas with the system’s present supply 

iused a number of the larger distribution Companies on Northern Natural’s 
line to protest against the issuance of a certificate to the pipeline company 
These distribution companies also offered to turn back substantial volumes of 
vas already allocated to them from previous certificate proceedings, in order to 
make the introduction of Canadian gas into the Northern Natural system unnec 
essary at this time. Here again is an important illustration of the importance 
of the price for gas. 

(d) The Pacific Northwest In the hearings on the introduction of natural 
gas into the Pacific Northwest area, the competitive situation with regard to 
the various components of the market for natural gas made the city-gate price 
a most important factor. The distribution companies in the area have sought 
assurances that the project can in fact bring gas to the area at a price within 
the competitive limits. Pacific Northwest Pipeline Corp., the successful com 
petitor in the certificate proceeding, has acquired from the Phillips Petroleum 
(o. a substantial portion of its supply in the San Juan Basin by what in 
effect is the purchase of gas in the ground. This assures the pipeline’s control 
over price for a substantial portion of its supply. 

It is clear that price is a vital factor in connection with natural-gas supply 
Additional volumes of gas are important only if the price at which they are 
available will permit further development of local markets for the gas. 

2. The presentation appears to assume that the only form of regulation which 
might be applied to producers of natural gas would be the Federal Power Com 
mission’s basis of allowing limited return on a rate base determined on the basis 
of original cost less accrued depreciation. It is to be noted that the example 
of an instance cited in which Federal Power Commission regulation “stifled 
production” is now moot The practice adopted by the Commission in the 
Panhandle opinion last vear of granting average field price to a pipeline com 
pany as value, for regulatory purposes, for the gas which the pipeline itself owns 
and produces, has removed the stifling effect referred to. 

On the basis of experience to date, it appears that the Federal Power Com 
mission might have in mind regulating producer prices on the basis of value 
rather than cost. The Commission has not applied original-cost-depreciated rate 
base-type regulation in connection with any of the many producers’ rate in 
crease applications it has processed. It should also be noted that many of the 
distribution companies advocate letting arm’s length bargaining set the price 
as between pipeline and producer, where contracts so arrived at do not include 
certain specified types of escalator clauses. This group is advocating the care 
ful delineation of a bare minimum of Federal Power Commission regulatory 
authority over certain limited phases of producer operations, in order to give 
adequate assurance to producers that the scope of administrative authority will 
not be broadened by the future issuance of regulatory rules. 

3. “Current competitive price on date of delivery,” as referred to in the pre 
sentation, appears to carry the suggestion that all producers should receive the 
one highest price that any producer is able to obtain. The present method of 
attaining this objective is through the agency of various types of escalator 
clauses which have been included in new and renegotiated producer contracts in 
recent vears. These escalator clauses work only in one direction—that is, to 
increase price. These clauses interfere with the free play of those economic 
forces which normally shape the price of a commodity, product or service. It 
is respectfully submitted that all prices for gas sold by producers to all pipe 
lines cannot be identical. Although it is true that, from the viewpoint of the 
producer, it makes little difference to which pipeline he sells his gas, it must be 
recognized that different pipelines have different top competitive limits, set by 
the markets they serve, as to the prices they can pay for gas in the field. It 
is believed that the Nation cannot afford to have large sections of the existing 
natural gas consuming public priced beyond the competitive market limit it is 
willing to pay for natural gas. In providing a market for natural gas for the 
producers, substantial investments were made by individuals in utilization 
equipment and by security holders of distribution companies and pipelines to 
provide facilities to render service. These substantial investments indicate a 
field of interest which runs far beyond the question of merely whether an indi 
vidual consumer uses one service (or fuel) or another. 
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Moreover, the development of the rigid, high investment pattern of transmission 
and distribution facilities necessary to provide a market for the producers is in 
effect a commitment which the producers cannot overlook in the public interest 
Reserves dedicated to the establishment of facilities to serve a given market 
should remain dedicated to that market, even though the abandonment of service 
to that market by the producer and his turning to another purchaser might 
result in his obtaining a higher price for his gas. It thus follows that a pattern 
of a fairly wide range of prices in a producing area, based on the value of the gas 
in each instance when related to the markets to which it is dedicated, must evolve 
instead of a single uniform high price as is fostered by the various types of esca 
lator and renegotiation clauses prevalent in supply contracts in recent years 

t+, In connection with the statement that the field price is but a small fraction 
of the larger price which the distribution company charges to the residential 
users, it is believed that such a comparison oversimplifies the situation and is 
misleading. 

The gas business is complex. Gas is purchased by distributors (from the pipe 
lines) and by pipelines (from the producers) at as high a load factor as is feasi 
ble, to hold down its cost. Large volume sales to interruptible industrial cus 
tomers are made at a low rate. Intermediate volume sales to commercial o1 
firm industrial customers are made at a somewhat higher rate. Sales to residen 
tial customers, low annual load factor business, must be made at a compurativels 
high rate per thousand cubic feet. The average rate received for gas from all 
classes of sales is necessarily well below the average residential rate. 

A large proportion of the operating expenses of the pipeline companies and 
distributors is represented by cost of gas purchased. This one element of cost 
is substantially larger than the net operating income remaining after all neces 
sary expenses, including taxes and depreciation. Because cost of gas purchased 
is such a large item in relation to net income, increases in such cost seriously 
disrupt the net operating revenue realization and the rate of return of a pipeline 
or a distribution company, unless promptly passed along to the consumer. This 
is seldom easy and frequently it is economically undesirable. 

5. In answer to the question “What happens to the cost of transmission when 
supplies are inadequate to maintain operations?” the answer may be made that 
the same thing would happen as would oceur whenever important segments of 
the local distribution companies’ market (and hence of the pipeline market) 
are priced above competitive levels—sales volumes decrease and fixed charges 
must be pyramided on the remaining business served. Reasonableness of price 
is equally important with adequacy of volumes. 

6. As to the question of what happens to the consumer, if the distribution com 
pany is successful in holding its costs and rates within competitive limits by the 
purchase of Some natural gas and by peak shaving with underground storage 
or with the manufacture of supplemental interchangeable high British thermal 
unit gas, the customer will still continue to use the service. However, if the 
company is unsuccessful in holding its costs and rates within competitive limits, 
it is probable that the customer will go to alternative services, at a substantial 
cost for changing his utilization equipment, in lieu of continuing his use of gas 
Comments on SectionlI. “A Competitive Market” 

1. The presentation appears to assume that competition can exist in the natural 
gas producing industry independent of the producing industry’s relationships 
with the pipelines and the distribution companies. It is submitted that the three 
segments of the gas business (production, transmission, and distribution) are 
interdependent and that the base on which all three segments necessarily rest is 
the retail market arising from sales to the ultimate consumer. The size, or even 
the existence, of a market for natural gas depends on meeting competition at the 
retail level in developing the ultimate consumers’ use of gas service. 

2. It is submitted that competition at the pipeline purchase level is impaired 
at the present time by the existence, in many supply contracts made or renegoti 
ated in recent years, of escalation or renegotiation clauses of several types 
often actuated by the unrelated actions of third parties without consideration of 
the economic factors which influence the original contracting parties. In gen 
eral, such clauses restrict price mobility since they operate only to increase price 
and thus prevent any downward price movement which might be required by 
competitive circumstances, whether at the producer level, the pipeline city-gate 
level, or at the level of sales to the ultimate consumer. 
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2. While the natural-gas business is an extractive industry in the sense that 





the gas itself is a natural resource ithdrawn from the ground, the similarity to 
other extractive industries ceases at that point. Other extractive industries 
differ because the buyers of their production enjoy mobility and can shop around 
aut any time between producers for the best prices or for substitute commodities 
or product Because the pipeline operator and the distributor must have high 
capital-investment fixed physical facilities to perform their service function, 
heir ability to shop around is limited. While there are a sizable number of 

dlucers, the pipelines are few in number and their purchases must be in large 
blocks of gas. Conipetitive price behavior is influenced by the number of buyers 
as We is the number of producers. For a product or commodity which has 


s not in oversupply, as is the case with natural gas, a small number 


merit and 
of buyers creates a condition more easily controlled by the sellers. It is sub 


mitted that this condition has made possible the inclusion of the detrimental 
i\djustment clauses in producers’ supply contracts 





types of escalation and price 


| Removal of the detrimental types of escalation clauses from producer con 


ti s should act to restore the element of “give and take” to the transactions 
between the pipeline company and the producer. The pipeline company, in turn, 
hy taining familiarity with market conditions faced by its distributior 
company customers at the level of their sales to the ultimate consumer, should 


then be able to reflect the ultimate market conditions in its price negotiations 
wih producers. Under such a pricing framework, adequate incentive should be 
provided for the producer to search out and develop additional gas reserves as 
required, while at the same time the pricing in the gas field should be responsive 
at the fundamental level of competition—the level of the ultimate 


to conditions 
consumer. 
Comments on Section II, The Demand for Natural Gas 

1. The growth in the total number of gas customers, over the recent past has 
been very satisfactory, as is pointed out in the presentation. It is submitted, how 
ever, that the growth over the past few years should not be interpreted as an 
indication of an insatiable market for gas regardless of price. For the decade 
ending in 1945, during which natural gas did not enjoy a competitive advantage 
over oil for domestic space heating in many parts of the country, the customer 
rains were on the order of 300,000 to 500,000 per vear, With a maximum annual in 


approximately 600,000 in 1942 just before governmental controls were 


enuse ol 


instituted to restrict new installations. 

Following decontrol in 1945 and early 1946, the amount of annual increase 
in customers rose to around 800,000 per year and in 1950 jumped to nearly a 
million customers. For the following 3 yvears, ending in 19538—a period which 
encompassed the extension of natural-gas service to large portions of the North 
eastern United States—annual growth was on the order of 900,000 additional 
gas customers per year 

The more rapid growth since World War II, coupled with the decline in 
manufactured gas customers, has occurred during a period when competitive 
conditions in general have been favorable for the extension of natural gas 
service. Should price structures increase and the competitive spread at the 
level of the ultimate market diminish materially, it is to be expected that these 
high rates of gain now being experienced will drop back substantially. 

2. The presentation appears to assume that the distribution of mixed gas is 
a “transient stage” and indicates that merely the lack of sufficient natural gas 
may be the reason for going initially to a mixed gas instead of to straight natural 
as In many instances this has not been the case. 
ilements which may indicate to the management of a company the advisability 
of staying on a mixed gas or re-formed natural gas or of deferring the time 


when the distribution company may ultimately distribute straight natural gas 





are 

the cost of conversion: 

complexity of the conversion job in metropolitan areas; 

long-term contracts for other gases: 

lack of adequate assurance of reliable natural gas supply in the early 
vears of a new line: 

desired flexibility of supply in an area where many sources of hydrocar 
bons are availabie at favorable prices: 

absence of need for higher distribution system capacities until substantial 
load growth is assured; 
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cost of natural gas as compared with the Cost of alternative sendo 
Zases ; 

availability or lack of availabil ty of underground gas storage fac tie 
located near the market ; 

availability of interruptible loads at prices which Can result in profitab 
Sales ; 

the probabilities as to future availability of additional natural gas when 
required and at rates which will permit its use on an economic basis 

the magnitude of the distribution operation and its characteristics (par 
ticularly as to annual load factor) 

Also, under conditions where high demand charges included in the pipeline 


city-gate rates tend to make the cost of pipeline natural gas prohibitive for pea 





load service and where underground natural-gas storage facilities are not avail 


able for such service, the manufacture of substantial quantities of substitute guses 
for peaking purposes becomes economically desirable in preference to sending out 
straight natural gas throughout the year 

3. In the discussion of relative movement of retail price indices, the presenta 
tion states “because of relationship between supply and demand, the price of nat 


ural gas has not shown the same reaction to inflationary conditions as have the 





prices of competitive fuels.” The comparison made in the presentation is be 
tween gas (in this instance the index used in the presentation is for gas for space 
heating purposes and not for all gas sold in the retail market), anthracite coal 
bituminous coal and No, 2 fuel oil. It should be noted that of these four items 


used for heating residences, only gas has its price subjected to regulation at the 
point of sale. Gas tends to be regarded by the ultimate Consumer more as a 
service than as a commodity. It will be noted on exhibit XVI in this discus 
sion—the first four columns of which are taken from table IIL of Dr. Boatwright’s 
presentation—that gas for space heating, being in a regulated industry, was not 
free to move upward in price following the removal of wartime controls in 1946 
as were the unregulated commodities 

It should also be noted that many basic economies, such as the use of large 
diameter pipelines for lower cost transmission of gas and the introduction of 
higher heating value gases into the distribution systems with the result that their 
capacity to serve the public was able to be increased with minimum additional 
investment, have enabled the distribution companies and pipelines to hold prices 
relatively stable up until the last few years. It will be noted from the indices 
that since 1950 the index for gas for space heating has increased 11.6 percent 


Exuipir XVI 


Indexes of retail prices of competitive fuels and electricity . 


[1935-39 equ 100} 


Years iat incs Anthracite 7 No. 2 fuel « I ! 
1938 94.3 99.3 101.8 105. ¢ 8 
1939 94.0 98. 4 Ol. 1 %. 1 ¥ 
104( 93. 1 102 102.0 100.8 ) 
1941 91.5 108 108. 2 103. 4 4. ¢ 
1942 89.8 112 113.8 118 By 
1943 89.6 119 18. 7 128.9 ) 
1944 8Y 126.8 I 129. 1 , 
1945 88. 4 130. 7 125. 7 123.3 13. 2 
194¢ 87.5 145. 0 132. 4 124.2 RY. ¢ 
1947 88. 4 157.3 156. § 148, 2 SX 
1048 SY, 2 176. ¢ 186, 2 18S. xo 
1949 90. 4 188 l 1 178. 8 0). 1 
1950 OO). 7 195. 9 2M). 2 LSO) Ww). 4 
1951 91. ¢ 214.9 204. 6 191.0 ) 
1952 94.5 218, 2 208, 6 195. 4 ) 
1953 99. 6 233. 4 212.9 20) 13.1 
1954 102. 3 224.7 212.7 2 , 
Source: Bureau of Labor Statistics: For 1938-52, Consumers Pri { ted States, 1949 I 
Trends and Indexes, Bulletin 1165, Table D, pages 66 and 67; for Re I Inde Fu 





ind Electricity, monthly bulletins. 


For comparison purposes, an additional column showing the index for ele¢ 
tricity has been added to exhibit XVI. It is felt that the electricity index, 
being for a regulated service in competition with gas in many instances as to 
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home uses, might in many respects be more comparable to gas than either the 
coal or fuel oil indexes. It will be noted that since 1950 the index for electricity 
has increased only 3.1 percent, compared with the 11.6 percent for gas for space 
heating 

The presentation indicates that pipeline overall load factors have been in 
creased in recent years. As regards many of the pipelines—for example that of 
Northern Natural Gas Co.—overall annual load factors have in fact decreased. 
This is the result of large increases of low-load-factor space-heating loads on the 
lines which cannot fully be offset by further development of interruptible loads 
(at low prices to compete with industrial fuels) or even by the tremendous re 
cent development of underground storage facilities in many area. 

+. The presentation indicates that the present degree of saturation of the 
house-heating market is only 50 percent and implies that the balance up to 100 
percent may represent an unsatisfied potential market. In some areas in the 
South and Far West saturations up to nearly 100 percent have in fact been at- 
tained. Here seasonal heating requirements are relatively light and the price 
of retail gas for heating purposes has been—and still is—very low in comparison 
with other potential house-heating fuels in the areas. In the larger midwest- 
ern gas distribution companies, top saturations may reach 75 to 80 percent of 
the customers but it is not realistic to presuppose that 100 percent saturation will 
be reached in these areas. In the northeastern section of the country, the price 
competition which already exists for heating homes with oil together with the 
necessarily higher price for gas for house-heating purposes, may set an even 
lower top saturation limit for the distribution companies in the area. Even at 
present-day prices, many areas (such as New England) may have great difficulty 
in developing even a 50 percent house-heating saturation. 

The 1,200,000 additional house-heating customers a year which the American 
Gas Association estimate is stated to indicate will be added for the next few 
years, does little more than keep up with new home construction in the United 
States. 

In the presentation, comparisons are made between the realization per thousand 
cubic feet of sales for resale by the pipelines and of direct industrial sales of 
gas made from these same pipelines. The presentation notes that the percentage 
of such direct sales is small—9 percent of the cotal volume sold. Any point 
made in the presentation in this regard is therefore of limited significance. 

Even though the pipeline direct sales are only 9 percent of the total volume 
sold, an estimated 45 to 50 percent of the total gas transported by the pipelines 
and sold is for large-volume interruptible consumption. Whether the sale is made 
directly by the pipeline or indirectly by the distributor is usually a matter of 
policy of the particular pipelines serving the area. Many pipelines make no 
direct sales in the franchise territory of their distribution company customers 
but sell interruptible industrial gas in those areas through the distribution com- 
panies themselves. 

Whether the sale is made directly by the pipeline or indirectly through the dis- 
tribution company, the price which can be obtained for such gas is limited by 
the competitive price of the alternative industrial fuel in the area. Where the 
distribution company makes the ultimate sale, there must of necessity be a margin 
between the competitive price at which industry will purchase the gas and the 
utility’s cost of gas purchased. Without such margin, the sale would not be 
attractive to the distribution company—although, under certain circumstances, 
such sales might be made with little or no profit to the distribution company for 
the overall benefit to the pipeline’s customers which would result from improved 
pipeline load factor. Where the interruptible industrial sale is made by the 
distribution company, the commodity price (hence a price less than the average 
resale price for gas since it includes no demand charge) or a special interruptible 
price slightly above commodity price, may represent the pipeline’s realization 
from such interruptible sales. 

Where the distribution company makes the interruptible sale, State regulation 
may require that the sale be made at a price even below the competitive market 
price which the gas can bring. Where the pipeline makes the interruptible sale 
it is generally able to negotiate with the industrial customer for a price close to 
the competitive market price for the gas. Thus, comparisons between the prices 
obtainable by pipelines for direct sales in interruptible gas and for resale gas, 
while interesting, have but little significance in connection with the overall 
problem. 
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The conclusion is drawn in the presentation that residential consumers of 
natural gas receive a substantial benefit from direct industrial sales made by 
the pipeline. Such sales are not subject to Federal Power Commission price regu 
lation, and any net earnings which may result to the pipeline over and above a 
fair return on the portion of the pipeline’s facilities allocated by regulation to the 
direct sale, go directly to the pipeline’s stockholders and are not used by regula 
tion in any way to reduce the price of natural gas charged by the pipeline to 
cover its cost of serving its remaining jurisdictional customers. Where the inter 
ruptible industrial sale is made by the distribution company and where a profit 
results from such sale, it is normal practice under State regulation to include 
the profit from such sales in considering the distribution company’s return on 
its investment. Under such circumstances, such a sale would produce a benefit 
to the residential customer in his overall rates, 

The statement in the presentation that “if the line is not used during off 
peak periods to supply gas to industrial users, all of the cost would be assessed 
against residential and commercial customers,” is true if we disregard the pos 
sibilities of underground storage in a specific area. This statement may also be 
interpreted to mean that pipelines and distribution companies must not be priced 
out of their markets for interruptible industrial gas or the effect will be one 
of pyramiding remaining pipeline and distribution company fixed charges which 
might otherwise be borne by such industrial sales on the remaining sales to the 
residential and commercial customers, 

6. The presentation states “the intrastate user will not be the one hurt if 
demand outstrips supply. He will be able to offer an unregulated price as ma) 
be necessary to secure supplies sufficient for his needs.” This statement appears 
to assume an unlimited demand within each producing State without any com 
petitive ceiling on such demand as to price. In this connection, it should be 
noted that already the consumption of natural gas for carbon-black manufacture 
in the producing States has diminished materially over the past few years as a 
result of the rising price of gas there. 

It is also of interest to note that in Texas a new powerplant, financed by the 
Aluminum Company of America and leased and operated by Texas Power & 
Light Co., is designed to burn a char from lignite as an alternative to gas as 2 
fuel for generating electricity. Because of the substantial additional invest 
ment required to equip the plant to burn lignite char, it can be presumed that 
the two companies involved in the operation expect that the use of lignite as a 
fuel will be profitable to them— if not at the present moment, then in the near 
future and continuing over the balance of the economic life of the plant. 

There is a correlation between large-volume use of gas in any area and the 
price at which that gas is offered. A higher price necessarily means a shrinking 
market for large-volume gas uses, whether or not under regulation and whether 
the market be interstate or intrastate. 

Comments on Section IIT. “The Supply of Natural Gas” 

1. The problems of attempting to regulate the price of natural gas upon a cost 
basis are discussed at considerable length in the presentation. It is submitted 
that cost is not a satisfactory basis on which producers’ prices could be regulated 
and that within a proper pricing framework set of “ground rules’) established 
by legislation and administered by regulatory authorities, price should be deter 
mined as the fair value of the gas as established by negotiation between producers 
and pipelines, but reflecting the competitive situation in the market supplied by 
the pipeline. 

2. In discussing the relatively poor reserve discoveries resulting from 1954 
drilling results, the presentation does not attribute these poor results to the 
United States Supreme Court decision in the Phillips case. It does not appear 
that any correlation exists between these two factors. More wells were drilled 
in 1954 than in prior years and still greater numbers are being drilled in 1955 
New potential developments include the interesting new Hugoton Embayment 
horizon in which a number of wells with large open flows have already been 
discovered. 

8. The statement that 500 out of 699 exploratory wells in 1954 were drilled 
by minor or independent producers is subject to the interpretation that the true 
wildeat drillers are in fact the independents and the smaller producers. The 
major operators have the financial resources necessary to develop a major gas 
field after discoveries made by the wildcatter, but, as long as independent drilling 
groups are willing to take the wildcat gamble and as long as present high indi- 
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idual income tax rates encourage this practice, the fact may be that it is not 
necessary for the major operators to do wildcatting in as great a degree as might 


otherwise be required 


1. The presentation shows that total annual production of natural gas by 
pipeline from their owned reserves has been at a relatively constant annual 
figure ‘ the period from 1945 to 19538. This necessarily means that such 
production has been at a declining proportion of the rapidly expanding figure 
for total marketed production—10.5 percent in 1955 as compared with 24.8 per 
cent in 1945. The conclusion reached in the presentation is that “regulation 
as practiced did stifle the initiative” of the pipelines } “and reduced sur plies.” 

While the reduction in supplies is not apparent from the statistical data set 
forth in the presentation, it is believed that the original-cost-depreciated rate 
base treatment which the Federal Power Commission formerly applied to the 
companies’ owned gas reserves undoubtedly did discourage the pipelines from 
either producing their own reserves to the maximum or from searching for 
new reserves within their corporate ownership. However, many of the com 
panies—Southern Natural, Northern Natural, Mississippi River Fuel, Colorado 
Interstate, to name a few—organized separate production Companies to acquire 
acreage and look for and develop reserves. The results of these operations, of 


course, are not included in the tabulation with the pipeline companies’ owned 
gas reserves, but substantial activity did take place within these production 
companies and some new reserves were discovered and developed by them. 

Following the decision in 1954 of the Federal Power Commission in the 
Panhandle case, at least two of the companies—Mississippi River Fuel Corp. 
and Tennessee Gas Transmission Co.—have merged their production subsidiaries 
into the parent pipeline companies. If 1954 figures were available, they should 
show the effect of some of these changes in the pipe lines’ approach to reserves 
which have been made since the institution of the new Federal Power Com 
mission practice with regard to owned reserves 

It is interesting to note that Northern Natural Gas Co., in presenting a rate 
case to the Federal Power Commission in Dockets G—1382, et al., in 1952 asked 
that approximately $500,000 annually be allowed for discovery and develop- 
ment expense in the company’s search for added reserves. Under present Fed- 
eral Power Commission’s regulatory practice, an opportunity now exists for 
pipelines to search for and develop reserves of their own on a profitable basis 

5. In the presentation, the fact is stressed that many of the interstate trans 
mission systems are interconnected and have connections with a wide number 
of producers located in many gas fields and throughout many producing areas. 
It is inferred that this results in competition between producers and that it 
gives the pipelines ability to shift around in their purchases from field to field 
or from producer to producer, as price situations make such shifting desirable. 
The above inference, however, should be reevaluated in the light of the following : 

(a) At the time a pipeline is constructed, natural gas reserves are dedicated 
to this line for the period required to finance the facilities which, in turn, provide 
access for the producers to a distant market they seek. The act of the initial 
dedication, forming one of the bases of financing and certification of the facility, 
carries with it obligations which the producer cannot abandon without serious 
adverse effect on the investing and consuming public which made his market 
available to him. The inference of mobility is greatly limited by the fixed high- 
investment type of facilities required for the provision of access to a market. 

(b) The prevalence of the undesirable types of escalation and renegotiation 
clauses in producer contracts throughout many different areas acts to nullify 
the pipelines’ effectiveness when they are bargaining for gas. 

(c) A relatively small number of pipeline buyers, in the present instance where 
the commodity or product they wish to buy has merit and is relatively scarce, 
makes it easier for the buyers to be controlled, in effect, by the sellers, par- 
ticularly as to the inclusion of the undesirable types of price adjustment and 
renegotiation clauses in the gas contracts. 

(d) Clearly, as is indicated in the presentation, “each seller is attempting to 
take advantage of each opportunity to secure higher prices.” Each buyer, as a 
result of the restrictive pattern of price agreements which have been developed 
over the past few years, has materially less ability to improve his own situation. 
The ability of the buyer to improve his position is indicated in the presentation as 
a second test to determine whether the market is really competitive. Whether 
such ability exists for the buyer is open to serious question 
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There is certainly some “freedom of entry or exit” in the producing business 
for individuals who own production interests—although the gas, itself, cannot be 
withdrawn from a market to which it has been dedicated without adversely af 
fecting the investing and consuming public. 

(e) No positive evidence is shown in the presentation that any gas purchase 
contract was ever reduced in price. As is pointed out, there were one or two 
times in the history of the development of the gas production business where new 
contracts for extensive new supplies were negotiated at prices lower than the 
then average price, in order to encourage construction of new lines or extension 
of present lines to permit the producers in the new fields to reach out and find 
markets for their gas. However, this is a reduction in average prices over a 
wide area and not a reduction in specific contract prices. It is believed that in 
this instance, as is also the case in several places throughout the presentation, 
the averages cited tend to obscure the actual price movements for large blocks of 
gas. 

Comments on section IV. “Price Behavior” 

1. The presentation states: “The producer who is delivering on a 1940 contract 
is receiving payment in 46 cents purchasing-power dollars in contrast with what 
was originally contracted for.” The pipeline and the distributor have no inbuilt 
protection against sharp fluctuations in the purchasing power of the dollar, and 
such lack of protection is common to virtually all segments of our economy) 
Moreover, the type of protection the producers seek in the undesirable types of 
escalation clauses is limited to downward movements in the purchasing power 
of the dollar—amounting to a virtual guaranty paid for by the ultimate con 
sumer—without the possibility of any benefit to the ultimate consumer should 
the purchasing power of the dollar increase. 

2. The application of the purchasing-power-of-the-dollar indexes to the figures 
in table XIX of the presentation, which are for prices established by new gus 
purchase contracts each year, to reduce them to what is called “comparable 1945 
purchasing power” is a statistical technique which is open to considerable ques 
tion as it is applied in this instance, because of the existence of escalation clauses 
The 1953 prices were established by contracts made in 1953 and in terms of the 
then-current dollars. The same is true for the prices established in every other 
year. The 1945 purchasing power adjustment applied to these figures is a 
mathematical adjustment without true significance. 

Moreover, by proper selection of the years for the series, it is possible to obtain 
almost any desired shape of curve. The old 1985-89 base for price series has 
quite generally been replaced by the newer 1947-49 base of the Bureau of Labor 
Statistics. If the presentation had started with 1948 figures, instead of 1945 when 
wartime controls were still in effect, a different appearing set of curves would 
result and the conclusions reached might change materially. Moreover, the series 
stop with 1958 and thus do not reflect the substantial increases realized since that 
time through new contracts and the operation of favored-nations, price-adjust 
ment and renegotiation Clauses in old contracts. 

Table XIX of the producers’ presentation shows that new gas contracts, in 
current dollars, were negotiated at a price of 3.52 cents per thousand cubic feet 
in 1946 (the first postwar year); the price rose to 9.77 cents per thousand cubic 
feet in 19538, an increase of 177 percent for the period. These figures are aver 
ages, stopping with the year 1953, and do not reflect recent southern Louisiana 
gas prices in the range of 16 cents to 20 cents per thousand cubic feet, which will 
have the effect of still further increasing the average price of gas in the field. 
In contrast to the increase of 177 percent for prices in new gas contracts from 
146 to 1953, the wholesale price index of the Bureau of Labor Statistics for all 
commodities other than farm and food (1947-49 equals 100), rose from 78.3 in 
1946 to 114.0 in 19538, an increase of only 46 percent. (As a point of information, 
the same index number was 71.3 in 1945 and, against that level, prices in 1953 
had increased 60 percent. ) 

3. The presentation states, “The introduction of a new pipeline outlet for a 
given field finds quick and early reflection in prices.” This, of course, is partic- 
ularly true where the favored-nations type of clauses exist in old contracts. It 
should be noted that a new line coming into a field where others are already 
purchasing gas must pay more than the going price to present purchasers, because 
of the substantial commitment time—2 years or more in many instances—during 
which no deliveries are made and uncertainties exist as to the final certification 
and construction of the project. This new and higher price may then, in turn, 
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lift the other prices in the field to the higher level because of escalation and 


renegotiation cl ‘s existing in the older contracts. 

1. The prese tion states, “The discovery of substantial new reserves may 
affect prices in older fields.” No specific instances are cited with regard to the 
\ppalachian field, where it is stated that prices were actually reduced when gas 


from the Southwestern fields became available in the Midwest. It is believed that 
investigation will show that there was no downward movement in the prices 
in existing contracts in the Appalachian field. However, at about the time South 


western gas became available, the Oriskany sands were discovered and were 
though to be a new Wwajor gas source in the East. Prices in those fields were be 
low those then prevailing in the Appalachian area and the new sales at the lower 


prices did reduce the average price in the area somewhat. 


No other instance of reduction in field price is stated, and, in discussing the 





g 
Monroe field and the gulf producing areas, the presentation uses the words “re 
stricted” und “restrained” instead of “reduced.” It is submitted that the dis 
covery of new gas fields may arrest general price increase and may, themselves, 
provide sales at lower prices tl the prevailing price in a particular area, but 


evidence has not been presented to support the statement that gas field prices 
have, in fact, been reduced, The present type of gas contracts, containing escala 
tion and renegotiation clauses of the favored-nations type provides for increases 
but make no provision for price reductions. 

5. The presentation states that the different types of price adjustment Clauses 
in producers’ contracts have not resulted in their receiving “a price on the date of 
delivery equal to the Competitive price level.” It is indicated that producers who 
contracted for the sale of their output in 1948 found that in 1953 they were receiv- 
ing only SY percent of the prices at which new contracts were being drawn dur 
ing that yeal Percentages between 89 percent and 100 percent are shown for 
contracts entered into in subsequent years. This would appear to indicate that 
the operation of escalation and price adjustment clauses has been between 89 per- 
cent and 100 percent effective with regard to the contracts entered into in the 
more recent years. Should escalation clauses be developed which would be 100 
percent effective, there would result a single price for all gas contracts. That 
price would be the highest one anyone was willing and able to pay in the gas 
fields. 

It is submitted that the theory that every producer should and can receive the 
highest price paid to any producer cannot work out in practice in the gas indus- 
try or in business or industry in general. It is in the market that top competitive 
limits are determined. Different markets have different competitive limits and 
different proportions of the various types of sales available to them. If all 
prices to the ultimate consumer in the retail market were raised to the maximum 
competitive limit in each instance, different areas in the country and different 
distribution companies in each area would have different amounts per thousand 
cubic feet which they could realize from their customers on the average. 

Then, as to pipelines, some were built at an earlier date than others and were 
lower cost lines and have also been more depreciated as to their investment with 
the passage of time. Distances between gas fields and markets are greater in 
some instances than others. Some areas have substantial amounts of under- 
ground storage available to them; others have little or no storage available. 
Pipeline load patterns and overall pipeline load factors differ. Some distribu- 
tors can pay more than others for gas, as has been discussed above. The maxi- 
mum rates each pipeline can charge and still keep its markets will be different 
and the cost of transportation of each line will be different. Hence, the maxi- 
mum price each pipeline would be able to pay for gas in the field will also be 
different. 

An old line serving established and well-developed markets in the Midwest 
might thus be able to pay twice as much for gas in the field as a new line serving 
new markets in the East could pay. Competition at the point of sales, from which 
must be deducted the regulated cost of distribution and the regulated cost of 
transmission, sets the top price that a given market can afford to have paid for 
gas in the field. It is this competition at the point of sale to the ultimae con- 
sumer which is paramount in the public interest when we are determining the 
price which can be paid for gas. 

If carried to the extreme, the uniform top price for all producers should rise 
until a final increase in price would cause an actual reduction in the total pro- 
duction of natural gas in the country, as a result of the narrowing and drying up 
of the Nation’s markets. Before this effect was actually felt in the producing 
areas, however, those retail market areas of the country already priced nearest 
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to competitive limits—the Kast, for example—would have been forced to cut back 
their natural gas purchases, as portions of their markets turn to other fuels at 
considerable cost and inconvenience, and as the distribution Companies increased 
their reliance on gas manufactured under new techniques in order to protect 
their remaining markets as city-gate prices were increased, These reductions 
in distribution Company purchases would leave the pipelines which serve these 
areas with sharply declining sales. Such an adverse economic situation would 
tend to impair the billions of dollars of investment in pipelines, distribution sys 
tems and customer utilization equipment. Yet, at least in theory, as long as the 
gas displaced in some markets could be sold at higher prices in other markets 
where the competitive limit had not yet been reached, the overall market from 
the producer’s own viewpoint might still be an expanding one. 


Such a set of circumstances could have serious repercussions on the gas cu 
yners who are pri “Ml out of the market, labor, and large and ail IVeSTO! 
t could cause some serious maladjustments in the economy of the Nation li 


the presentation it is stated, “If there is a lack of [monopolistic] control, and 





each contract is the result of higgling and bargaining in the market place, pri 
lifferences will appear.” It is submitted that e above conclusion Bc | 
that a framewor! free from the restri ve influence of undesirable escealat 
and price adju ient clauses—within which the pipeline can, in fact ge 
and bargain” with the producers, having in mind the competitive conditions in 


he markets served by the pipleines, should produce a satisfactory end result 
6. In data and charts designed to show a wide range of prices indicative 
free competition, the presentation sets forth prices paid under new contracts 


executed in 1952 and 1953 arranged by what are termed “major producing areas 


The areas chosen are very large geographically and their limits are not precisely 
defined to permit accurate checking of the figures. The data shown are per 
centages of total contracts executed and not weighted to indicate the volumes in 
volved as would have been desirable. However, accepting the figures as 


irate, they have been rearranged by direct price ranges instead of on a cumula 
tive basis as is shown on the chart herein, exhibit XVII. 
For the Appalachian area, instead of the &-cent range previously discussed 


(from 21 cents to 29 cents) it appears that there are, in fact, only two effe \ 
prices—25 to 25.99 cents and 27 to 27.99 cents Other minor sales at other prices 


uppear to have been incidental and may have resulted from special circumstances 

The Panhandle-Hugoton area historically has had different prices paid by the 
several pipelines drawing their supplies from the area. The bulk of the con 
tracts for new sales in the 1952-55 period occurred in the range between 7 cents 
per thousand cubie feet and 12 cents per thousand cubic feet During the 
period under study, the minimum field prices in Kansas and Oklahoma were 
increased from around 7 cents and 8 cents to around 11 cents and 12 cents per 
thousand cubic feet. The 7-cent-gas shown on the chart may also be in part 
from the neighboring State of Texas in the Panhandle field. Although the data 
shown is stated to be from annual carrier reports to the Federal Power Com 
mission and presumably would thus include only interstate sales, the sales in the 
range of 17 cents to 17.99 cents shown may be certain intrastate sales made to a 
local Kansas utility. 

East Texas-north Louisiana is a large geographical area with many fields, the 
largest of the new ones being the Carthage field. Over one-third of the contracts 
are at 12 cents to 12.99 cents, which may well be sales in the Carthage field 
The remaining sales are spread from 5 to 11.99 cents and may reflect such factors 
as accessibility to pipelines and other physical conditions of the sales. 

The largest area, both geographically and in number of fields, is the Louisiana 
Texas Gulf area, to which has been added the Permian Basin area in west Texas 
This area should properly be separated into at least four producing areas for 
accurate statistical analysis because of the known and substantial effect which 
distance along the gulf coast from the Louisiana border has always had on gas 
price and because the Permian area is completely unrelated to the gulf coast 
However, despite the large area covered, only three narrow price ranges appea 
predominant—6 to 6.99 cents, 9 to 9.99 cents, and 10 to 10.99 cents. Considering 
the extent of the area covered, these price ranges seem surprisingly compact 
Stopping, as they do, in 1953 the statistics do not highlight the more recent con 
tract prices tending toward the 16 to 20 cents per thousand cubic foot range in 
the Louisiana gulf coast area. 

7. The presentation relating price to conservation of gas shows gas vented 
and wasted, as taken from the Bureau of Mines’ reports, expressed as a per 
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centage of total net production It is inferred that the diminishing percentage 
hown is a “saving” of gas, probably caused by increased fuel prices. Although 
ureau of Mines data is available for the years 1936 and 1937 in addition to those 
ears shown in the chart and tabulation, these 2 early years have been omitted 


ExuHiIsir XVII 


RANGE OF PRICES PAID UNDER CONTRACTS EXECUTED IN 1952-53 
BY MAJOR PRODUCING AREAS 
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The chart included herein as exhibit X VIII shows the absolute annual volume of 
gas vented and wasted for the entire period for which data is available from 
the Bureau of Mines source. It will be noted that the annual volume of such 
gas approximately doubled between 1936 and 1953. The “saving” of gas dis- 
cussed is not apparent from these data. 

8. The presentation attempts, in several instances, to link the field price of 
gas to one selected element in the retail market—the price of gas to the resi- 
dential user. The presentation points out that the field price is but a small 
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part of the average of the prices paid by the residential consumer. Thi 


isol s between unlike items and is therefore subject to question, as was 


I 
indicated earlier in this discussion 
i ; 


he field price of gas is a flat price based on high annual load factor takes of 
vus by the pipeline—often at 100 percent annual load factor and usually with 
ike-or-pay-for penalties, should the annual load factor at which gas is taker 
bv the pipe line from the produce r are » below TO 1 »> SU percent hese high-load 
factor purchases of the pipeline trom the producer, in turn, rest on the deve 
f igh d-factor requirements pattern in the market, nade up t 
les to residential house-heating users at annual load tactors of 25 to 30 
cent, sales at higher annual load factors for normal dor 
rel LINE nd form firm 11 sl il se OO > Ger JM ent 
ad ol ‘ inte. 1] ple haustt ] Wer] I ile whicl 
( ond Let sales 1 { custome 1 bria th I Lbititlal 
f the pipeline operation It lerground st re endilv a 
gas stored underground may replace t ( e ¢ ent ( 
ing off-peak interruptible s ‘ ! 


VOLUMES OF GAS “VENTED AND WASTED” 
AND 
AVERAGE VALUE AT THE WELL 


- Cents per MCF 





Trillions of Cubic Feet 


| 
“Vented and Wasted”~— 





Average Value at the Well 





1936 '37 ‘38 ‘39 ‘40 ‘41 ‘42 '43 ‘44 ‘45 ‘46 ‘47 ‘48 ‘49 'S5O ‘51 ‘52 1953 


Pipeline rates are customarily of the demand charge-commodity charge type 
rather than of the flat rate type used by the producers. Thus, to the distribu 
tion Company purchasing from the pipeline, the costs of natural gas for heating 
service, for firm general service, and 


for interuptible service will all be dif 
ferent. 


All of these sales are part of the price pattern which makes possible 
the overall high annual load factor on the pipeline, near 100 percent. Also the 
distribution company’s investments and costs to serve are materially different 
for the different types of sales made, the lowest investment per thousand cubi 
feet sold usually being required for the large-volume interruptible sales 

A more proper comparison of prices would be between the flat 
load factor type producers’ rate, the average 
jurisdictional sales and the average 
from all of its gas sold. 


10) percent 
rate of the pipeline for all its 
realization of the distribution company 
When all three elements considered are at a Common 
load factor, the prices indicated will be somewhat comparable. Even this com 
parison, however, leaves out many elements which must be considered 
mixed manufactured and natural gases 


me 


when 
are sent out by the distribution com 
panies, or where economics require manufacture by the local distributor of 
substantial volumes of peak-load gases for peak-Shaving purposes 

The tabulation attached hereto as exhibit XIX shows for the year 1953 the 
average price for gas paid by the transporter (field price) the average realiza 
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jurisdictional sale eceived by the transporter (city-gate price) and 

( ernge realization for all gas distributed by the distribution company. 
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That there is a close correlation between the development of sales per customer 
ind price to the ultimate consumer is apparent from the curve shown on exhibit 
XX, made up from the data in exhibit XIX. Most sections of the country are 

sing natural gas It can be seen from the curve that the distribution com 
panies which have received natural gas most recently and whose sales are at a 
lower level of development, have lower realizations per thousand cubic cubic 
feet of sales to look forward to, if they are to be successful in developing their 
sales Achievement of a fuller development will bring with it sharply reduced 
sales prices. This trend is counter to the rising price trend for natural-gas sup- 
ply and, although lower distribution costs per customer will follow with in- 
creased customer use, a sharp and continuing rise in the cost of gas purchased 
could act to arrest—or even reverse—the trend toward increased use per cus- 


tomer 





Comments on Section \ “Consumer Cost Will Increase Under Regulation” 

1. This section of the presentation again assumes original-cost-rate-base regu- 
ation It is submitted that regulation of this type is not desirable in the case 
f the natural-gas production industry 

2. The presentation asks, “What happens to the cost of transmission when 
upplies are inadequate to maintain capacity operation?’ Operation at less 
than capacity will increase the cost of transmitting and distributing the remain 
ng volumes. This is the same effect as would occur if important segments of 
he local markets were priced beyond competition, with the result that the load 
factor at which gas was purchased would be materially decreased. The several 
resulting increases in cost would be cumulative in the price which would have to 
be charged to the remaining ultimate consumers. 


i 
t 
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3. The presentation asks, “What happens to the cost of distribution companies 
as they find it necessary to rehabilitate the manufactured gas facilities?” The 
need for rehabilitating present or installing new gas-manufacturing facilities may 
come either from scarcity of natural gas or from increased price at the city gate 
It should be noted that many companies now find it economical to manufacture 


ExHIBIT XX 


CORRELATION BETWEEN SALES PER CUSTOMER 


AND PRICE TO THE ULTIMATE CONSUMER FOR SEVERAL 
NATURAL GAS DISTRIBUTION COMPANIES 

















Average Annval Sales Per Customer - Mcf 
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Average Realization By Gas Distribution Company - $ Per Mcf 


peak-load gas with their former manufactured gas facilities or to distribute mixed 
gases instead of straight natural gas. New manufacturing facilities, if and 
when constructed as economics may require, may be expected to permit the 
manufacturer of substitute gases at lower prices than was possible under old 
techniques. 

4. As to what happens to the consumer if either the supply of natural gas be 
comes inadequate or the price at which natural gas is available becomes too high, 
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if the distribution company is successful in holding its prices within competitive 
limits the ultimate consumer will continue to use gas. If not, competition will 
cause the ultimate consumer to abandon his gas utilization equipment and turn 
to other services. 

5. The arguments set forth in the presentation against exempting certain pro- 
ducers below a minimum size from regulation appear valid. Although it is desir- 
able to remove all producers from regulation insofar as possible, it seems neces- 
sary that whatever bare minimum of regulatory framework may ultimately be 
required should apply to all producers. The rules and regulations regarding 
abandonment of service without a hearing or applying to undesirable price esca- 
lation or renegotiation clauses should in fairness and for reasons of practicality 
apply to all and not just to the larger members of the industry. 

Senator Pasrore. And you will notice, too, that in several instances 
where different mayors have appeared, Mr. Daniel has had intro- 
duced in the record the portion of Mr. Boatwright’s analysis which 
pertained to those part icular cities. 

I direct your particular attention to that, because that is where 
the direct refutation ought to be made. 

Mr. Tiery. Briefly, my general comments are these: 

Mr. Boatwright’s presentation appears to assume the existence of 
an insatiable market independent of price. Te makes that statement 
several times; they are willing to pay the pl ice. 

There are several instances where I think price is a very significant 
factor, and where continuing upward prices will stop any further 
development. I think the New England situation is one where the 
present price structure has resulted in the companies, as a group, not 
being able to develop the market, and they are not in the market. for 
additional volumes ot as. 

Florida has been mentioned. On May 6 and 7, I was in Florida 
at a meeting of the gas distributors, in which there was discussion 
about bringing gas to Florida, and I think there is serious doubt as 
to whether the price at which gas can be laid down in Florida is one 
at which the pipeline « ‘company can recover its cost and be economical. 

The pipelines are urging new communities to come on the line, but he 
did not make mention ‘of the fact that in the last certificate case there 
were a number of the companies where the alternative was to take 
additional gas out of Canada, which would be at a higher price than 
the gas now coming in the system. There were a number of the com- 
panies that said they will turn back some of thei ‘ir gas to take care of 
the situations: don’t let’s get into this higher price gas, because we are 
as high as we can go on the commodity price and ‘still keep the load 
factors going. 

Price is a factor, and additional volumes, it seems to me, are impor- 
tant, but they are important only if the price is one that can be as- 
similated by the market. 

Senator Monroney. Won't that be a decision that the gas pipelines 
will have to make and the distributors, that they can’t pay more for 
their gas than the market will bear, because they are all scrambling 
over less and less gas avail: vbility, and by scrambling for it, they auto- 
matically boost the price higher ? 

Mr. Trepy. I think that is true. I think the thing that disturbs me 
most under the present structure is whether they clamor for more or 
not, the action of many of these automatic escalation clauses will push 
them up even though they are at a point where they would like to sit 
tight and let the other fellow get the gas. 
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They are not permitted to sit tight, and third parties who may be 
able to pay still higher prices for the gas will drive them beyond the 
limit where they want to stop. 

I think that is the problem as I see it with the escalation clauses. 

Senator Pasrorr. What is your comment, sir, on the situation that 
one half of this field is free, because one half of the gas goes into intra- 
state and the other half, of course, is under the supervision of the FPC 
by virtue of the Phillips case? How does that affect the supervised 
market ? 

Mr. Tirry. I think it raises some complications; certainly there is 
no question about that. But I feel that with these rigid systems that 
we have mentioned that have grown up, these pipelines that have been 
built to get the gas to the market, some of which have previously been 
flared, some of which may not have been discovered, that the sales to 
those markets that caused those lines to be constructed, and to underlie 
the financing of them, and caused the market to convert to natural 
cas, and the customers to put in their equipment for natural gas, that 
the sales to those markets, to the pipelines serving those markets are, 
in effect, almost a dedicated sale, at least for the period of the contract 
that involved the financing part of the thing, and the producers who 
tie to a particular line, which in turn ties to a particular market, I 
don’t see how they can escape the problems that go with the market, 
that the facilities have been created to reach, and it seems to me you 
will have to work up price structures, or stop at a point, if they are 
free to bargain, that they will have to bargain up to a point beyond 
which they can’t go, even though somebody else may be able to go 
beyond them. 

So the fact that some gas may sell for different prices down in the 
field may be a condition that has to continue. That has to persist, 
because all markets can’t possibly support an identical maximum field 
price. 

If everybody pays the highest price, the price is set by the man 
that can pay the most and it may pass the limits of the others. There 
has got to be some differentiation between markets, and there has to be 
consideration of the gas reserves dedicated to the markets. It is a 
question of what market did you want when you got tired up in a 
situation like that. 

They can’t all stand the highest price that any can pay, so it looks 
to me like there has got to be something worked out which prevents 
everybody from being driven to the highest price. 

Senator Pastore. The thesis that you have developed, together with 
Mr. LeBoeuf, is that apparently you don’t think that the Fulbright 
amendment is necessary, although you really think that there ought 
to be some checks on the producers. 

You have directed yourself to escalator clauses, the favored-nations 
clauses, and you have directed yourself somewhat to the spiral clause. 

Those would never have come into being, only for the fact that the 
pipelines were willing to make those agreements. 

Mr. Trery. That is right. 

Senator Pasrorr. Now, all right, you eliminate those, but unless 
you bring the producers under supervision of the FPC, while you 
might not have the identical abuses that prevail today, how would 
you ever eliminate other abuses ? 
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Your troubles here are not alone the escalator clauses, nor the spiral 
clauses, nor the favored-nations clauses. The trouble here is essen- 
tially the fact that you have a lot of people bidding for a limited 
supply of gas, and because it is limited, it makes it a seller’s market, 
as you have already said. 

Now, as long as it is a seller’s market, how can you avoid abuses 
unless you have proper supervision ¢ 

Mr. Trepy. My feeling has been that the thing we are looking for is 
what is the minimum amount of supervision that will produce a 
climate that will allow this thing to operate satisfactorily. 

Personally, I would love to see it where there were no regulation; 
that would be the ideal situation. I do feel that the framework at- 
tempted to set up here is the nearest thing to no supervision and a very 
complicated situation in the production industry, which I recognize. 

It would enable the pipelines and the producers, perhaps, not to be 
in the situation where they have, for whatever reason, acceded to 
these particular clauses being put in. It would set some ground 
rules on that, and would make any of the more interesting types of 
escalation clauses automatically out. 

It would provide a forum where regulation could take place where 
it looks like it would be required, but would basically put it up to the 
producer and the distributor who dedicates his reserves to that line 
to work out between them what can, in fact, be the market which the 
pipeline serves. 

I think that is a factor. You have had a scarcity situation, as you 
say, which has acted to get these clauses in here which, to me, are the 
opposite from a direct negotiation. If a man says you will also pay 
whatever anybody else pays, he won’t worry about the price put in 
a contract. 

Senator Pasrore. Will you admit that the demand for gas exceeds 
the supply of gas? 

Mr. Tippy. Oh, yes. I think at the present time that is right. 

Senator Pasrore. Your objection is to the fact that there are certain 
escalation clauses, spiral clauses, and favored-nations clauses not in 
the public interest ? 

Mr. Tirpy. That is rght. 

Senator Pastore. Only because you say the action of a third party 
triggers off an increase in price that is not based upon an increase 
in operating costs. But what is there to prevent, let’s say, X pipeline 
company, Which is a new company, coming in to the field that is 
already existing, where you have existing contracts, and gas that is 
selling for 15 cents, let’s say, per thousand cubic feet, and realizing 
the fact that this is an exhaustible supply of gas and that the market 
is becoming tight, they can’t write in an escalation clause, because 
we pass your suggestion, and they can’t write in a spiral clause or 
even a favored-nations clause, hecaia we take your suggestion. 

But for that gas that is selling at 15 cents on the market they are 
willing to pay 45 cents. Now, that certainly wouldn’t be in the 
public interest, would it? It wouldn’t be in the public interest, yet 
the FPC couldn’t control it. 

Mr. Trery. His particular market might stand 45 cents; I don’t 
know. 

Senator Pastore. Let’s say he makes it $1, or let’s say he hits the 
ceiling, but he does it only because he realizes that he wants to corner 
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whatever remaining gas there is, because this supply is going to 
run out. 

Mr. Trery. He has got to have a market for it, though, su 

Senator Pasrore. He could get the market, because you have said 
here the compar itive figure is 85.9, as against 49. Your price of 
natural gas is one-half of the conventional gas that you have been 
manufacturing. 

Mr. Tippy. It isa different type of market that you would be able to 
reach at those prices. You wouldn’t be able 

Senator Pasrorr. I know you can throw a lot of little impediments 
in my way, but you get the tenor of my question. The point is, 
wouldn’t you have the same abuse under the process of a man coming 
in and offering an exorbitant price for a period of 20 years without 
an escalation clause 4 

The escalation clause is only a gimmick; the spiral clause and 
the favored-nations clause is only a gimmick to boost up the price. 
You don’t do it later on; you do it in the beginning. 

What would prevent that abuse? 

The point I am trying to make is that when you get into half 
supervision, you might as well have no supervision. You have either 
got to supervise, or ‘have nothing at all. 

Mr. Trepy. I think if you can get a set of ground rules here under 
which the producers, to ‘the extent they are able to do so, would be 
able to negotiate prices with their own markets in mind, if a fellow 
had a market that would stand $1, more power to him. 

I think that would be an interesting one to find now. We are 
talking in degree, not principle. 

Senator Pasrorr. The other day one of the men said he was looking 
for gas. Just imagine the clauses he is going to trigger off. 

If we had an abundane ‘e of gas, more gas than there w: as demand 
for, we wouldn’t have to be here, would we? We would let the whole 
field alone. 

As long as you have competition, as long as you don’t have strictly 
a buyer’s market or a seller’s market, but have a buyer's and seller’s 
market, you are safe in a free market. The only trouble here is it is 
completely a seller’s market. 

Mr. Trepy. Certainly the clauses we are talking about are all ratchets 
that work one way. 

Senator Pasrorr. Maybe the answer is a little bit of Canadian gas. 

Senator Monronry. A little gas in the Williston Field would help 
out my people. Have they found any substantial amounts of gas in 
the Williston field ? 

Mr. Trery. Substantial, no. The only source I know has been a 
50 million a day supply that was available out toward Montana there 
somewhere, or the Dakotas, but that is the only chunk I know that has 
been big enough for anybody to talk about. 

Senator Monroney. There is a lot of acreage out there. The “y may 
still find it. nee the discovery of one good field such as the 
Hugoton field, or the east Texas field, pretty nearly turn this gas 
situation cane ae! 

Mr. Trippy. It could make a tremendous difference if it was in the 
right place. 
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Senator Monroney. They could build to it, as hard up as they are 
for gas they will build to it if they can, unless it is Pike’s Peak, « 
someplace like that. 

Mr. Tirry. There has been a tremendous growth in the business in 
the last few years, and it has moved into markets that have given a 
very unusual growth in the industry. That growth couldn’t con- 
tinue. The conversion from manufactured to natural gas is pretty 
nearly complete. 

Senator Monroney. Assuming that some of these figures of 15- and 
20-cent gas are special cases, the cases we have been hearing more 
about have been 7.5 raised to 10 and 11. You have been able to reach 
the big population centers of the country. 

Mr. Trery. The group we are talking about have no mind to turn 

back the clock, but I do think we are apprehensive of some of these 

rapid increases such as you have seen of 100 percent in a year’s time, 
and I think somebody mentioned 100 percent in a period of 4 years, in 
some cases, 

There is nothing to call a halt to the pyramid, but there is public in- 
terest at the other end, and what we are looking for is how you can, 
with minimum regulation, get ground rules that the boys can operate 
under that will give the pipelines a better bargaining position than 
they have got today. 

Senator Pasrorr. On the whole, frankly, we haven’t had too many 
complaints, but we had one in Buffalo, serviced by the Iroquois Co., 
where they tried to reach out and get more gas and were told frankly 
to bid for it, and the highest bidder got the gas. 

Now, if you get into a market like that, with captive consumers on 
the other end, how are you ever going to protect the public interest ? 

Mr. Tippy. There are definite competitive limits that prevent that 
from going on forever. 

Senator Pastore. But forever may be a long time. 

Mr. Tippy. It is a serious thing. We don’t want to have to keep 
coming bac k eve ry couple of years. 

Senator Pastore. Thank you very much, Mr. Tippy. 

Mr. Trery. I will submit the comments on Dr. Boatwright’s anal- 
ysis. I thank you for your courtesy. 

(The prepared statement of Mr. Tippy follows :) 


STATEMENT OF WILLIAM B. Trippy, COMMONWEALTH SERVICES, INC., ON BEHALF OF 
A Group OF EASTERN GAS DISTRIBUTION COMPANIES 


My name is William B. Tippy. I am executive vice president of Commonwealth 
Services, Inc., 20 Pine Street, New York 5, N. Y. Commonwealth Services is a 
firm of consultants and engineers rendering services principally to the gas and 
electric utility business. I am a graduate engineer, receiving my degree from 
the University of Michigan in 1932. Since 1932, I have been employed in activi- 
ties within or closely allied to the utility business. I have testified frequently 
before the Federal Power Commission and various State commissions. I am a 
member of the American Gas Association and have for some years served on 
its Committee of Economics. I have been asked to appear before this honorable 
committee by the following group of eastern utility companies, with whose op 
erations I am generally familiar: 

The Bridgeport Gas Light Co. 
Brooklyn Union Gas Co. 

Central Hudson Gas & Electric Corp. 
Commonwealth Natural Gas Corp. 
Connecticut Gas Co. 
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Consolidated Edison Co. of New York, Inc. 
Delaware Power & Light Co. 

The Hartford Gas Co. 

Long Island Lighting Co. 
Lynchburg Gas Co. 

New England Electric System 

New Haven Gas Co. 

New York State Electric & Gas Corp. 
Niagara Mohawk Power Corp. 
Philadelphia Electric Co. 

Public Service Electric & Gas Co. 
Rochester Gas & Electric Corp. 
Rockland Light & Power Co. 

South Jersey Gas Co. 

The United Gas Improvement Co. 
Washington Gas Light Co. 

It was the feeling of these companies that I could be helpful to this committee 
by discussing with you some of the economic factors relating to the distribution 
of natural gas by distribution companies like these to their four-million-odd cus- 
tomers and also some points regarding the economics of pipelines like those which 
supply natural gas to these companies. 

I should like to make it clear at the outset that the statements made herein 
are my own and that the responsibility for them is solely mine, although the dis- 
tribution companies in the group which has asked me to testify here are in 
general agreement with my presentation. 


GENERAL STATEMENT OF TESTIMONY TO BE PRESENTED 


In discussing this, I will treat the statement which has been frequently made 
to the public, to the House Committee on Interstate and Foreign Commerce and 
to this committee of the Senate to the effect that the field price of gas is such a 
small portion of the selling price to the ultimate consumer that no one should 
really be concerned about any past, present, or future increases in the natural 
gas field price. This certainly sounds plausible and in some instances, within 
limits, there is an element of truth in the statement. Within these same limits 
it is more important to the ultimate consumers to obtain more gas than to con- 
centrate on restricting the price of gas, but, there are very real limits—limits 
set by competition at the point of sale to the ultimate consumer for the dollars 
he will spend on the services gas can bring him—and once those limits are 
reached, the statement no longer remains true. There is not an insatiable 
market for just gas at any price, and price is the key to what happens to the 
market. 

Once the competitive limits at the point of sale are reached, new sales tend 
to dry up. If the limits are exceeded, business turns elsewhere to obtain its 
energy. If some major portions of the business are lost, there then is a cumula- 
tive further effecti which acts to pile up the fixed costs of distribution and 
transmission on the remaining sales. And this cumulative effect will pyramid 
the price to the remaining consumers in a fantastic manner. As support for 
these statements I have just made, I shall go into the facts in more detail as to: 
the makeup of retail gas markets; the effect of market patterns on distribution 
costs (affecting, in turn, the price to the ultimate consumer) ; and the effect of 
load factor, resulting from market patterns, on the costs (and hence on the city 
gate prices) of gas transmission companies. 

First, however, I should like to bring out a related point to the effect that 
frequent rate increases to the ultimate consumer in order to keep pace with 
pipeline increases which, in turn, must try to keep pace with the recent deluge 
of field price increases, are extremely unpopular with the ultimate consumers 
and, hence, with the State regulatory commissions. For example, even though 
the gas distribution companies in Massachusetts have rates which contain so 
called automatic cost of gas adjustment clauses, the recent 2.15-cent commodity 
price increase of Tennessee Gas Transmission Co. still remains to be passed on 
to the ultimate consumer because a resistance level has been reached in the 
Massachusetts commission which approves the operation of such clauses. 
Similar experience has been met by some of the New Jersey companies and 
also by scattered companies in as diverse regions as Tennessee, Michigan, and 
California. 
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Also, this regulatory lag—even where there are supposedly automatic cost 
of gas adjustment clauses in the rates—leaves the distribution company always 
i a substandard position as to earnings. With a rapidly moving price struc 
ture, as at present, the company never can catch up. Moreover, the continual 
turmoil with regard to changing field prices of gas keeps company manage- 
ments in the uneasy position where they are unable to plan for the future. 
Managements are hesitant to develop new business where price is a heavy com- 
petitive factor because they may be forced to turn around and increase the 
price almost before the business is on the line, and certainly before the com- 
panies and the customers have had time to amortize the cost of new equipment. 

When a distribution company reaches the competitive limit for any given 
type of sale, it must decide whether to hold its price and keep the business, while 
at the same time reducing the company’s earnings, or to lose the sale and try 
to recover its costs of service from the customers remaining, and, of course, it is 
axiomatic that a company cannot expand and in fact cannot long stay in 
business without reasonable earnings. 


RAPIDITY OF INCREASES IN THE COST OF GAS 


An example of the rapidity with which the city gate cost of gas has changed 
for many distribution companies is to be found in the case of Consolidated 
Kdison Co. of New York. As has been stated by another witness, its initial 
negotiated price with Transcontinental Gas Pipeline Corp. was agreed at 23.8 
cents per thousand cubie feet for 93.2 percent load factor gas. By the time 
ihe company had processed its case through the Federal Power Commission, this 
price was increased to 28 cents per thousand cubic feet. Since 1951, when 
service was commenced, the city gate price had been increased to approximately 
32 cents per thousand cubie feet up to April 1, 1955. As of that date an addi- 
tional rate increase, for which the pipeline supplier had recently filed, became 
effective, subject to refund, increasing the price up to 35 cents per thousand 
cubic feet—an increase of 48 percent over the price originally contemplated 
when natural gas was sought for the area. 

An indication of the field price movement of gas over the past several 
years in areas on which the three major pipelines serving the East—Texas East- 
ern, Tennessee Gas Transmission, and Transcontinental Gas Pipeline—draw 
much of their supply can be obtained from the statement of the Mid-Continent 
Oil & Gas Association, and others, presented in a hearing before the Federal 
Power Commission last fall Jn the Matter of Hearing on Escalator and Market 
Price Clauses in Contracts Between Gas Producers and Interstate Pipeline, 
Docket R-187. Four of the tables from this presentation are included herein 
as exhibits I, II, I1I, and 1V. These tabulations show the average value of 
gas brought from various producers in January of each year for the period 
1947 through 1954, and clearly demonstrate the movement of prices in contracts 
containing favored nations clauses, price adjustment clauses or renegotiation 
clauses. 

Exhibit I covers the east Texas field. With regard to Tennessee Gas Trans- 
mission Co., note that it was paying 4.89 cents per thousand cubic feet on 
2 major contracts in 1947. A new contract made in 1948 came in at 4.83, 
and it appears that all of Tennessee’s contracts were increased to the range 
around 5.8 cents, by action of clauses of the type mentioned, in 1949. Further 
action in 1952 brought the January 1953 price up a little over 6.1 cents and 
still further action in 1953 raised the price again at January, 1954 to just over 
7 cents. Further increases took place for Tennessee in 1954. In the case of 
‘Texas Eastern, which entered the market in 1947, initial contract prices were 
at 6.58 cents, at 5.70 cents, and 7.02 cents. Texas Eastern actually was able 
to negotiate one price—with Lone Star—downward in 1949. The other apparent 
downward trends in Texas Eastern’s prices were the result of a change in the 
method of reporting volumes purchased and not any real change in contract 
prices. 

It will be noted that the first real upward thrust of prices came in 1952, when 
a 12.5-cent price to Whelan & Whelan appears to have touched off price adjust- 
ment clauses or forced renegotiation of all of Texas Eastern’s other contracts 
in the area. Further purchases at 12.7 cents and 11.7 cents in 1953 caused 
further upward revision of all except 2 of the contracts which were already 
in the 10-cent range. 

Exhibit II shows similar data for the upper Texas gulf coast area and indi- 
cates the movement with regard to Tennessee Gas Transmission Co. from the 
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old 4.39cent price back in 1947 up to a fairly uniform 138.15-cent to 13.57-cent 
price in January of 1954. Only 3 of the old contracts seem to have resisted the 
upward trend, and 1 new contract was entered into in 1953 at a price of 11.15 
cents, possibly because of some particular condition relating to that sale. Note 
that in this area, Tennessee Gas contract more than doubled for most of its 
contracts in a recent period of 1 year. Although less startling, Texas Eastern’s 
contract rise in the area has also been substantial, and with the exception of 
© old and 1 new contract at 10 cents, Texas Eastern was paying typically 12.7 
cents per thousand cubic feet for gas in the area in 1954, compared with the 
5.7-cent to 6.58-cent price range existing in 1949, 5 years before. Betwee! 
1952 and 1953, Texas Hastern’s prices to producers appear to have more than 
doubled. Transcontinental, toward the bottom of the page, shows a uniforn 
price of 7.46 cents for all 3 years. These contracts, 3 of which became effective 
in 1951, are among those which come up for adjustment this year and will form 
2 part of the sharp increase in price presently being requested by Transconti 
nental in its application for a rate increase to the Federal Power Commission 

Exhibit III shows data for the middle Texas gulf coast area. Note here that 
Tennessee, which again started out at 4.39 cents in 1947 picked up to the level 
iust below 5.8 cents in 1949 and then went on to 6.25 cents in 1952. The greatest 
increase, however, came in 1953 which brought the January, 1954 prices up to 
the 10.9-cent level. Here again further adjustment has taken place in 1954 
for Tennessee in the area. Texas Eastern, as to counties at the northern end 
of district 2, increased from a level around 6 cents in 1952 to a level around 1214 
cents in 1953, with some slight further escalation to 12.7 cents by January 1954. 
New contracts, presumably in a different portion of the area were signed in 1953 
at the 10-cent level. Transcontinental started in at 6.14 cents in 1951 and 
found these prices increased to 7.02 cents in 1953, with further increases already 
achieved or in prospect since that date. 

Similar situations prevailed in the lower Texas gulf coast area, as is shown 
on exhibit IV and all this pales besides what is happening in the southern Louis 
jana fields where gas has gone up from 10 to 17 cents including 1 cent State tax 
in 1 step in 1954. The four exhibits, taken together, demonstrate clearly the 
sharp and unpredictable types of price rises which escalation and price adjust 
ment or renegotiation clauses have already brought about. There seems to be 
no end to the price rise on top of price rise taking place, and both the sharpness 
of the rises and the lack of predictability, particularly where increase to one 
pipeline are set off by prices paid by some completely separate pipeline in the 
area, are factors which prevent the orderly development of a distribution com 
pany’s business and which really prevent any practical advance planning bs 
the companies. 


MAKEUP OF GAS DISTRIBUTION COMPANY MARKE' 


Let us turn now to the market which the gas distribution companies serve and 
examine the market segments which make up the companies’ overall sales of 
natural gas. Many who have represented the producers’ viewpoint talk as if 
natural gas was just so much gas and as if all loads were 100 percent load 
factor loads—that is loads which require the same volume of gas every day in 
the year. Unfortunately, from the standpoint of the cost of providing service 
this is not a fact. It should also be borne in mind that to the ultimate con 
sumer, with a few marked exceptions, natural gas is not a commodity but is a 
service. In connection with providing this service let us examine the char 
acteristics of gas requirements for the various broad types of sales which dis 
tribution companies make and let us also look briefly into the competitive situa 
tion for each type of sale since such characteristics and competitive situations 
are in fact different for each type of sale and are controlling as to whether or 
not that type of sale can be made by a particular distribution company. 

1. Residential general service—that is, gas supplied for cooking, water heat 
ing, refrigeration, clothes drying, incineration, etc.—is the common denominator 
of the gas business and constitutes a year round relatively uniform sale of gas 
‘rhe actual average volumes of gas sold per residential customer to provide this 
service is relatively small—generally on the order of 9,000 to 25,000 cubie feet 
of natural gas equivalent per year. In the densely populated metropolitan area 
where apartment house customers are prevalent, a distribution company may 
render 40 to 50 percent of its bill to customers using 5,000 cubic feet. o 
less, a year—less gas than would be required for a pilot light on a range. How 
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ever, the load factor at which the gas is taken to provide the service is rela 
tively rood. 

That is, the average daily requirement throughout the year may be as high 
as 70 percent of the requirement on the maximum day. By maximum day we 
mean, of course, the day in the year when the greatest volume of gas is sent 
out by the company—usually the coldest day of the year. A somewhat stylized 
representation of this 70 percent load-factor business is shown in the top, or 
A section of exhibit V. The competition at the point of sale for these various 
general residential services is usually electricity, although oil does provide some 
competition for water heating. A fairly high price can be obtained within the 
limits of competition for this gas and a high price is necessary since the volume 
of sales to an individual consumer is small, yet the investment in bringing serv- 
ice to the consumer’s home and metering it is as great as if the consumer took 
substantial volumes of gas. 

A subdivision under this residential general service group which should be 
noted is the so-called minimum bill customer. This customer has gas in his 
home and has the meter turned on but may use it for only some very minor 
purpose and as a result pays only the minimum bill included in the retail rates. 
From 15 to 20 percent of the residence customers of a metropolitan utility will 
be minimum customers, using less than 3,000 cubic feet a year. One example 
would be a home which I am familiar where gas is used only to suppl 
u gas-heated mangle and this equipment in turn is used only occasionally to 
iron sheets. 

Many of the residence customers in New York have gas in their apartments 
but don’t even attempt to cook meals at home, These are also minimum bill 
customers. Here the price per thousand cubic feet means nothing and the gas 
is kept for convenience purposes only, yet the company serving such a customer 
has to maintain an investment to serve him, read his meter, render bills, and 
perform many functions for the customer just as if he took a lot of gas. 

2. Commercial general service customers are a counterpart to the residential 
general service type and use gas chiefly for cooking and water heating. The 
volume of gas consumed here for individual customers can be substantial, as in the 
case of large restaurants. The annual load factor at which the customer takes 
the gas for the service is also relatively good and can be as high as 70 percent. 
I have thus used the same top section of exhibit V to represent the typical load 
curve for a commercial general service customer. 

The competition for this service may be electricity or oil or, where codes 
permit installation of the equipment, liquid petroleum gas. The price that can 
be obtained competitively for this service will necessarily be below that for resi- 
dential general service. 

3. Space heating service—whether residential or commercial—is the largest 
volume load which can be obtained from an individual resident or an individual 
commercial customer in our northern climates. In the New York-New Jersey 
area a typical residential customer requires on the order of 125 thousand cubic 
feet of natural gas equivalent per year where he has house-heating service. 
This load, however, is difficult to serve, since the requirements of the customer 
for gas—both on a day-to-day basis and as to total annual volumes required 
are controlled entirely by the weather. 

On the coldest day of the year the customer may require over four times 
his average daily use of gas. In the case of a residence, this might be 1% 
M c.f. of natural gas equivalent on the maximum day. Yet during the sum- 
mer months, the customer requires no gas at all for this service. His annual 
load factor is thus very low—that is, his average daily requirement may be only 
a quarter to one-third of his peak daily requirement and his resulting load factor 
may be of the order of 25 to 30 percent. 

The chart on the lower half of exhibit VI in the B section shows a typical! 
curve for a residential or commercial space-heating customer. 

Competition for automatic heat in the home is typically from No. 2 fuel oi! 
There was a time when coal furnished competition but this is no longer true 
The desire of most people in the country for automatic heat, as the standard of 
living in the United States has risen over the past decades, now makes either 
oil or gas the preferred fuel for the homeowner. 

Gas can claim a premium over oil because of service rendered, operating advan- 
tages, and lower installation costs (and thus a lower customer’s investment), 
and the continuous availability of supply from the gas companies’ mains, which 
eliminates the possibility of running out of fuel. There is a rather definite rela- 
tionship between the relative prices of gas and oil and the percentage of a dis- 


AMENDMENTS TO THE NATURAL GAS ACT 929 


tribution company’s customers which can be expected to use gas for domestic 
house heating. 

Exhibit VI is a graph built up within my own organization a few years ago 
which is illustrative of this price relationship between gas and No. 2 fuel oil. 

4. Firm industrial gas is sold for uses where gas claims a strong technological 
advantage over such lower priced industrial fuels as oil or coal. The use may 
be for heat-treating furnaces, enameling ovens, or other applications where 
cleanliness, freedom from formation of scale, or precise temperature control are 
important to the industry using the fuel. 

Again, this load is a year-round type with a relatively high load factor, say 
on the order of 65 percent. In terms of total volume of sales, this is a somewhat 
limited load although still sufficiently substantial to be significant. A graphical 
representation of this element in the distribution companies load pattern would 
be not unlike the curve shown in exhibit V, top section A, for residential and 
commercial general service. 

Competition for firm industrial gas is usually from electricity, lighter oils, or 
such liquid petroleum gases as propane or butane, in locations where these liquid 
petroleum gases are permitted. The competitive price will thus be somewhat 
below that for commercial general service. 

5. If we put these four load elements together in the proportions in which they 
appear for any particular company you will have the firm load pattern for that 
company. The pattern will be slightly different for any company you examine, 
so for purposes of example here let us take two composite examples: 

(a) First, the top or A section of exhibit VII shows a typical annual load 
eurve for a company with a one-third saturation—that is 3344-percent satura- 
tion—of residential space heating. This would be a full figure for the eastern 
gas distribution companies which have received natural gas only recently and 
at relatively high prices. 

Note that the curve is made up of the good load-factor residential and com- 
mercial general service loads and the firm industrial load, on top of which has 
been superimposed the customers’ requirements for space heating. 

(b) Second, look at the lower or B section of exhibit VII which shows a similar 
size company, the only difference being that this company has a two-thirds—that 
is a 66% percent—saturation of residential space heating. This curve might be 
more typical of a Midwestern company which has had natural gas for many 
vears and developed its business when gas was at relatively low prices. 

(c) The above curves have.been somewhat smoothed out and stylized for pur 
poses of easy comprehension. An actual curve of the day-to-day gas reqnire 
ments of a company’s firm customers are shown in chart form on exhibit VIII 

6. From the maximum peak day to the minimum summer day there is a sub 
stantial drop in the gas requirements of a distribution company’s firm customers, 
as can be seen clearly from either of the curves on exhibit VII or from the actual 
day-to-day curve on exhibit VIII. This is the pattern in which the distribution 
companies’ customers want to take gas in connection with the services they 
desire. 

If the distribution company v ants to sell the gas, it must find ways of getting 
the gas to its customers when they want it—vyou can’t expect to change either 
customers’ habits or the weather. The customer with a space-heating installa 
tion wants a large portion of his gas on the very cold days and can’t possibly 
he persuaded to take it on the warm summer days instead. It is therefore 
evident that the wants of a company’s customers set its load pattern. 

7. If any use is to be made by the distribution company of the extra gas avail 
able in the summer valleys, and even on the warm days in the winter, as can 
be seen from exhibit VIII, the use must be for sales to customers who will take 
the gas on days when it is available and will shift to other fuels or shut down 
their operations when cold days come on and the gas is needed for the firm 
customers’ requirements. 

Such sales can be made only to interruptible industrial customers or to power 
plants which can shift fuels readily. 

Because control of the interruptible customers’ use of gas is most important, 
they must be large users—like powerplants. Control of a large number of : mall 
users is not practical, and when gas is sold on an interruptible basis to uch 
large users it must compete directly with the lowest priced aiternative fuels 
available to the operation. 

For example, the present delivered contract price per million B. t. u. of water 


horne coal to plants in the New York metropolitan area for power generation 
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is as low as 30 to 32 cents. Natural gas at a hearing value of 1,000 B. t. u. per 
cubic foot (or 1 million B. t. u. per M ¢. f.) must be competitive with the price 
to be sold. In this case the sale is from one department of a company to 
another and is made on the basis of the average cost of tatural gas purchased 
in the month in which it is received. Currently, the 106 percent load factor 
price of gas to plants in the New York area is greater than the cost per million 
B. t. u. of the coal with which it competes. 

There are other methods of pricing gas for powerplant fuel, such as sharing 
the spread between the commodity price of the gas being purchased and the cost 
of the alternative fuel as between the gas and the electric departments, or 
often, in cases where the sale is to a nonaffiliated industrial user, the price 
may be the commodity cost of the gas from the pipeline plus some tixed markup 
in cents per M ec. f., such as 5 cents per M ec. f., to cover the distribution com- 
pany’s cost of operation and maintenance, fixed charges on its investment and 
profit on the sale. 

The profit, if any, which the gas operation makes on interruptible industrial 
sales reduces the cost which must be borne by the year-round users of gas. 
As the pipeline’s commodity rate for natural gas rises, the spread between that 
price and the competitive price is narrowed, andthe profit on the interruptible 
sale is reduced, which, in turn, requires increased changes to the year-round 
user. 

When the margin becomes too thin, the sale itself becomes uneconomic and 
may be discontinued, except in those instances where the minimum “take or 
pay for” provisions of the pipeline rate make the penalty for not taking the 
gas greater than the loss which would result from continuing a fundamentally 
uneconomic sale. 

In such cases, the burden must again fall on the year-round user. Paren- 
thetically, the minimum take requirements prevalent in producer contracts are 
part of the reason behind such clauses in pipeline rates. 

As shown on sections A and B of exhibit TX, interruptible sales may fill all 
or a part of a summer valley created by the distribution company’s firm gas 
requirements. If the valley can be completely filled, the distribution company 
will take its entire requirements as natural gas from the pipeline at 100 percent 
load factor. 


Distribution system costs 

Natural gas distribution systems are in most instances underground grids of 
mains of various diameters supplying smaller service lines running to the premises 
of individual consumers. They would be much easier for us to visualize if they 
were overhead, as are many of the electric distribution systems. 

Exhibit X, taken from an advertisement of one of the western distribution com- 
panies, gives an idea of what an underground distribution system for gas in 
a residential area might look like if it were overhead where you could see it. 

The important points to consider are that the distribution system is under- 
ground and requires a very high level of investment. Once placed in the ground 
it is extremely expensive to pick up or move, with the result that the investment 
does become fixed once the system is installed—even though loss of customers 
might make changes in the system desirable Present investments in distri- 
bution systems, reflecting the fact that many of the systems contain portions 
installed years ago, may be on the order of $100 to $200 per customer. 

However, the new customers being added require investments of the order 
of $300 to $500 per customer in most northern areas. 

In a city like New York, the cost of underground work is astronomical, 
although the high density of customers in areas like Manhattan or the Bronx 
does tend to offset somewhat the cost per foot of main laid. 

This is not like the local distribution of coal or oil where all you need is, 
first, a source of bulk supply which can be replenished from time to time (by 
bulk deliveries arriving from your choice of vendor by means of truck, rail, 
or water transportation) and, second, a few trucks to carry your product direct 
to any customers’ premises within reasonable driving range. 

If you lose one customer you merely change the routing of your truck and 
you are not faced with a fixed investment for the customer you lost which goes 
on whether the customer is on your lines or not. 

It should also be pointed out that investment in a gas distribution system 
to serve a domestic customer will not be greatly different whether he requires 
3 M ec. f. of natural gas a year or 200. This fact increases the problem 
materially in areas where, because of physical facts or limitations as to com- 
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petitive price, it is impossible to sell residential space heating to a considerable 
nortion of the gas distribution company’s customers, 

Operating expenses (other than the cost of gas purchased or produced) tend 
to Vary with the number of customers on a system and are relatively independent 
of the yolume of sales to each customer. These operating and maintenance 
expenses may run from $20 to $30 per customer per year typically with extreme 
lows of perhaps $15 and extreme highs up to around $50 under some special 
eircumstances, 

Churges for depreciation, general taxes, and such items as insurance relate 
to the dollars invested in the company’s property and are also independent ot 
the volume of sales. 

Moreover, the allowed return on investment and the Federal income taxes 
which must be paid in order for the company to keep the return, relate again to 
the dollars invested in the business. These elements of Cost, too, are largely 
independent of sales volumes, 

If you call these latter items—depreciation, general taxes, insurance, return 
on investment, and Federal income tax to keep return—fixed charges, and figure 
them as an amount of annual dollars related to plant investment, say, 12 to 15 
percent of such investment, it will become apparent that the more units we are 
able to sell from a given system investment, the lower will be the fixed-charge 
element in the cost of serving our customers. Conversely, the less units we sell 
from a given system the higher must be the distribution company’s rates to 
recover its fixed charges along with its other costs. 

For an example, tying these elements together and showing the effect of 
increased use per customer on the cost of local distribution of gas, let us look 
at exhibit XI. 

For convenience we have assumed a distribution company with only 10,000 
customers—all residential. Assuming a middle-of-the-road investment per cus 
tomer of $150 and using a fixed-charge percentage of 15 percent per annum, we 
urrived at the annual fixed charges of $225,000 shown. 

Assuming operation and maintenance expense (exclusive of the cost of ga 
purchased or produced) at a typical figure of $30 per customer per year, we find 
annua! operating and maintenance expense for the company of $300,000. — \ 
then assume annual use per customer figures, the lower one of 30 M e. f. per 
customer covering normal domestic use plus about 10 percent space-heating sat 
uration—not an unusual set of assumptions in the early years of development 
of natural gas business in a company recently changed over from manufac- 
tured gas. 

The second column is based on the assumption of 60 M ce. f. per customer use, 
which in turn relates to normal domestic use for all the customers plus about a 
33-percent saturation of space-heating installations among all the customers 
served. In the East this latter assumption might represent reasonably full space- 
heating saturation at prices which have prevailed in the recent past. 

Note that at 30 M ec. f. per customer the unit cost of distribution (excluding 
the cost of gas purchased and produced) is $1.75 per M ec. f. sold. At the higher 
heating saturation figure of 60 M ec. f. per customer, this figure is, of course, cut 
in half to 88 cents. 

While a number of simplifying assumptions have gone into this example, the 
principle relating cost of distribution to M ec. f. sales per customer is accurately 
portreved. It can be readily seen that, where average use per customer is stil! 
lower than 30 M ec. f. per year, the cost of distribution would go well above $1.75 
Pipeline system costs 

As was true with the distribution systems, pipeline systems represent a very 
large fixed and relatively immovable underground investment in large diameter 
buried pipe, together with an above-ground investment in compressor stations 
located at intervals along the course of the pipeline to boost the gas on toward 
the ultimate market. 

Operating and maintenance expenses for pipelines, again excluding the cost of 
gas purchased, are relatively minor in nature. Those for Transcontinental Gas 
Pipeline Co. averaged just under 6 cents per thousand cubic feet delivered for 
the year 1954. For Tennessee Gas Transmission Co., the figure was approximately 
41% cents per thousand cubic feet for all gas sold and transported for others in 
1954. 

And for Texas Eastern Transmission Corp., the 1954 figure was 5.35 cents per 
thousand cubic feet of sales. Part of these operation and maintenance expenses 
are fixed and would not change throughout a quite wide variation in the amount 
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of gas put through the line, while the balance, including such items as compressor 
station fuel, lubricating oil, ete., tend to vary with the volumes put through the 
line. 

To determine what part is fixed and what part is variable would require con- 
siderable detailed analysis of the operation and maintenance expenses of an indi- 
vidual line, broken down by the detailed classification of accounts. However, it 
is clear that at 90-percent load factor operations, these costs in terms of cents per 
thousand cubic feet will be materially lower than the cost per thousand cubic feet 
would be at 50 percent load factor operation. 

The three major pipelines serving the Eastern States currently operate at load 
factors in the range around 90 percent. 

The major item of cost in the operation of a pipeline results from the fixed 
charges necessary to cover depreciation, general taxes, insurance, allowed return 
on investment and Federal income tax which must be paid to keep such return. 

All of these elements relate to plant investment—some to gross plant and the 
rest, under Federal Power Commission regulation, to net plant investment. For 
the three major pipeline companies sery ing the Northeastern United States, the 
total fixed charges expressed as a percentage of gross plant are currently running 
from 11 to 13 percent and expressed as a percentage of net plant from 12 to 15 
percent, 

Transcontinental Gas Pipeline Corp.’s current percentage of fixed charges to 
gross plant is 12% percent. But even more important than the percentage figure 
itself, Transco must obtain about $35 million in fixed charges annually from its 
customers. At 90 percent load factor, this would mean 17% cents per thousand 
cubie feet on the average for fixed charges. Should the load factor drop to 50 
percent because of loss of the interruptible market which make such high load 
factor operation possible, the average fixed charges which would have to be 
recovered from the remaining sales would jump to an average of 31.8 cents per 
thousand cubic feet. 

Higher construction costs, together with increasing transportation distances 
as lines are expanded in the new areas, have brought with them an increased 
dollar gross investment per thousand cubic feet of maximum daily line capacity. 
Transco, the newest and one of the longest lines serving the Northeastern area, 
had a gross plant investment at December 31, 1954, per thousand cubic feet of line 
capacity of $460. 

Tennessee Gas Transmission Co., also one of the very long lines and one 
bringing service to New England, has an investment at the end of 1954 of $445 
per thousand cubic feet of line capacity. Texas Eastern, on the other hand, 
thanks to substantial storage development and to the fact that most of its pipe- 
line system was built a number of years ago when costs were lower, had a 
gross investment in transmission plant of $280 per thousand cubic feet of maxi- 
mum daily line capacity at the end of 1954. Further expansion of these lines 
at today’s higher costs should have the effect of further increasing their invest- 
ment per thousand cubic feet of line capacity. 

To date, under Federal Power Commission regulation, the Commission has 
passed on to the distribution companies almost all of the increased costs arising 
from added fixed charges or arising from increases in cost of gas purchased 

the field. 

Recently, the Commission has done well in keeping up the rate of return of 
the pipelines to something approaching the standard, althongh regulatory lag 
has had some effect here. 

The quick relief granted by the Federal Power Commission in passing on 
producer price increases during the past year has, in fact, kept the lines’ earnings 
in good shape. 

FACTORS INFLUENCING PIPELINI 
Company city gate rates 

The rates charged by the pipeline companies covering deliveries to the distribu- 
tion companies at the city gate are of the type developed over a long period of 
time by the staff of the Federal Power Commission. Where at one time, many 
years ago, pipeline rates were flat rates of so much per thousand cubic feet 
delivered, just like the present-day rates producers charge to the pipelines, the 

‘esent theory is to make the rates more nearly fit the cost of serving the 
various types of loads attached to the pipeline. The result is the demand 
charge and commodity charge type of rate. 

In developing such rates under current Federal Power Commission alloeation 
practices, the demand charge, related to the maximum volume which the pipe- 


ae 
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line must stand ready to serve to the distribution company on any one day, is 
made up of about half of the total fixed charges of the pipeline plus the fixed 
portion of the line’s operation and maintenance expense. 

On the theory that the pipeline provides service not only on the maximum 
dav. but also on every day of the year, the remaining half of the pipeline’s fixed 
charges are classified as commodity costs. To this is added the portion of the 
operating and maintenance expenses which vary with the volume of gas put 
through the line, together with the total amount of flat-rate price paid to the 
producer for his gas. Rates are then established based on these allocated 
demand and commodity costs. 

Firm load, which the pipeline must stand ready to serve at all times, carries 
a demand charge based on the portion of the pipeline capacity allocated to this 
specific load. This demand charge is then usually paid on the basis of contract, 
whether any volume of gas is taken or not. 

The commodity charge is then applied to the actual volume of gas taken 
during the year. Interruptible loads would not add to the demand charge and 
would merely mean the purchase of additional gas by the distribution company 
from the pipeline at the commodity rate. 

Exhibit XII is a simplified example showing, on the basis of the facts assumed 
which are similar to those of Transco for the year 1954, the method of allocation 
of pipeline transmission costs between demand and commodity costs and the 
development of a typical demand charge-commodity charge pipeline rate. 

Assuming a pipeline investment of $460 per thousand cubic feet fixed charges 
at 12% percent per annum, operating and maintenance expense (at 90 percent 
load factor operation) of 3 cents per thousand cubic feet fixed expense and 3 
cents per thousand cubie feet variable expense, and an average cost of gas 
purehased by the pipeline from the producers of 8.7 cents per thousand cubic 
feet, as was the case with Transco in 1954, gives us the elements necessary to 
compute total transmission costs per thousand cubic feet of line capacity. 

Notice that at 90 percent load factor these costs total $76 per thousand cubic 
feet of line capacity per annum, whereas at 50 percent load factor with mate- 
rially less thousand cubic feet sold per unit of pipeline capacity, the total dollar 
figure only drops to $71.56, clearly indicating that fixed charges and fixed ex- 
penses are predominant in pipeline operation. 

Allocation of the elements of cost between demand and commodity on the 
basis we have already discussed, brings us to an indicated demand charge of 
$3.17 per month per thousand cubic feet of demand for either 90 percent or 50 
percent load factor operation, since the contract demand would be the same for 
the firm gas in either case. 

Only the amount of interruptible gas would vary, as between the two con- 
ditions assumed. Therefore, while the commodity charge works out to 20.2 
cents per thousand cubie feet for the pipeline if it is running at 90 percent an- 
nual load factor, if the pipeline should lose its interruptible business and go to a“ 
50-percent annual load factor operation to serve the firm loads of its distribu- 
tion company customers only, it would be necessary for the pipeline to increase 
its commodity charge to 27.1 cents per thousand cubic feet in order to fully 
recover its fixed costs over the smaller volume of gas sold. 

This does not take into consideration the 60 percent to 80 percent minimum 
annual load factor provisions of Transco’s supply contracts with the producers. 

Assuming a 70-percent take or pay for, in such contracts, on the average, the 
operation of such clauses, when the pipeline take dropped to 50 percent load 
factor, would be to increase the required commodity charge to over 30 
per thousand cubic feet. 

Once rates such as these have been established for a pipeline, the distribution 
company purchasing the gas from the line, knowing its own load factor situa 
tion, can determine what its average annual cost of natural gas will be. Exhibit 
XIIT shows the average annual city gate cost of gas to the distribution company 
plotted against a range of load factors at which the company in question might 
he able to take the gas. 


cents 


ALTERNATIVE MEANS OF MEETING DISTRIBUTION COMPANY LOAD REQUIREMENTS 

In the case of a company distributing straight natural gas, the simplest of the 
methods of meeting sendout requirements is for the company to contract for its 
entire peak day requirements from the pipeline and send out nothing but 
straight natural gas throughout the year. In this case, it might seem that the 
company’s cost of gas will be simply the purchased gas cost plus some added 
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costs for treating, odorizing, operating local storage facilities, and maintaining 
standby facilities 

However, when natural gas became available to the eastern companies the 
managements in general wished to maintain the same degree of reliability of 
service which had been traditional in the area. 

Hence, in many cases fully manned standby plants were continued in opera- 
tion, until management became assured that the new pipelines would provide a 
satisfactory degree of reliability of supply. Under these circumstances the 
labor cost of maintaining standby was a significant item. 

Knowing the annual load factor of a particular company and the pipeline rates 
under which it purchases natural gas at the city gate, it is readily possible to 
compute the average cost of natural gas to the company. 

Using our curve in exhibit XIII for the 90-percent load factor pipeline operat- 
ing condition and assuming that a particular distributor has a firm load factor 
of the order of 50 percent, like the company firm load curve we developed in con- 
nection with exhibit VII, top section A, we can pick off from the exhibit XIII 
chart an average figure of 41 cents per thousand cubie feet. This is, however, an 

verage figure and average figures may be misleading. 

If we now bring forward our exhibit VII, section A, curve to exhibit XIV and 
divide our load pattern horizontally into five equal bands, each with a height 
one-fifth of the total load requirement on the peak day, we shall find that while 
the demand charge for each of these bands is the same in total dollars for the 
vear, the annual volumes purchased in each band decreases materially as we 
approach the top or peak band 

Thus the average cost to the distribution company of gas for each successively 
higher band increases until in the top band we reach a cost of natural gas to 
the distribution company of $2.29 per thousand cubic feet. 

Moreover, the top half of the top band, the top 10 percent of the company’s 
maximum sendout, works out to a natural gas cost of $8.50 per thousand cubic 
feet. Obviously natural gas for the top bands is high cost gas and its purchase 
from the pipeline, standing alone, would be far from economieal. 

Sound business judgment would, therefore, dictate to the distribution com- 

iny management that it purchase natural gas only as far up the load curve as 
it is economical to do so. 

At present, in many areas in the Northeast, and presumably at some reason- 
able future time in all parts of the northeastern areas, it will be possible to 
purchase peak gas from underground storage at a lower rate than regular year- 
reund contract pipeline gas would cost for peak service. 

If such peak gas were to cost, say, from 50 cents to $1 per thousand cubic feet 
delivered, it would be economical to use natural gas for the remainder of the 
distance up to the top of the load chart, Underground gas storage, where it is 
available close to the market, is an excellent facility for converting summer 
valley gas into winter peak gas at a comparatively low price. 

Of course, the greater the distance from storage fields to the markets, the 
more transmission costs eat up the benefits of such storage to the distribution 
company. The cycle involves placing the gas in underground storage reservoirs 
usually depleted gas fields—in the summer months, holding it there until the 
cold winter days and then withdrawing it to meet the day-to-day natural-gas 
requirements of the market in excess of the contract demand from the main 
pipeline. 

With such storage, it is possible to serve a greater amount of house-heating 
business with less long-distance pipeline capacity, less interruptible sales for 
load-factor-improvement purposes, and thus less total annual natural gas re 
quired from the fields. 

Where storage gas is not available at special rate or to the extent that storage 
gas cannot take care of all of the peak situation, it is clearly economical to 
manufacture rather substantial quantities of substitute gas from oil or propane 
or any one of a number of similar hydrocarbon fuels to take care of the upper 
hands of the distribution company’s firm requirements. 

In the case of systems distributing mixed gas—that is, manufactured or 
processed natural gas mixed with natural gas to produce a sendout gas having 
a heating value of from 500 to 900 B. t. u. per cubic foot—the naural gas 
purchased has displaced almost all the other fuels previously used for manu- 
facturing, usually with a benefit to the company, in addition to price, resulting 
from a threefold or fourfold increase in the thermal output of the original 
manufactured gas equipment. 
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Prior to the advent of natural gas, such companies typically used a timited 
amount of coke-oven gas for base load, supplemented with carbureted water 
gas to meet peak demands. A typical heating value of the resulting gas distributed 
was 525 B. t. u. per cubic foot. With the advent of natural gas, it was used asa 
manufacturing material in substitution for all of the enricher-oil and for all or 
part of the coke, resulting in a gas with burning characteristics which could be 
controlled to duplicate those of the carbureted water gas it replaced. 

It was also found that in many situations a very economical operation could 
be obtained by continuing to use the coke-oven gas available (and frequently 
being purchased by the distributing company under long-term contracts) as a 
earrier gas which was then enriched with natural gas up to the range of 500 
to 900 B. t. u. heating value for the mixed gas being distributed. 

Such increases in heating value could be made with relatively minor adjust- 
ments to consumers’ appliances as compared to a complete conversion to straight 
natural gas. Because of the retention of the fast burning components in a mixed 
gas, its combustion characteristics are much like those of the original manu- 
factured gas and hence very desirable for use in gas ranges. 

A typical mixed-gas company would first enrich its coke-oven gas, if any, 
to the sendout gas heating value. Additional sendout gas would be made by 
either thermally or catalytically reforming natural gas into a carrier gas and 
then enriching that gas with natural gas to the correct heating value. These 
processes are very efficient thermally, with 98 percent efficiency typical. 

For peak-load service, carbureted water gas and catalytically cracked light 
fuels like kerosene might be made as carrier gases instead of reformed natural 
gas. There gases would be enriched with natural gas to the extent available 
under the service agreement with the pipepline, and then with liquefied petroleum 
gas or such local products as refinery gas. 

As a final peaking gas, liquefied petroleum-air gas or a high British thermal 
unit oil gas might be made. In periods of peak sendout, the entire natural gas 
available would be used as an enricher at 100 percent thermal efficiency. On an 
annual basis, a typical mixed-gas company would derive 80 percent of the thermal 
content of its sendout gas from natural gas, although on a peak day only 50 
to 60 percent would be derived from natural gas. 

While each case is a separate one, the decision as to whether to send ont a 
mixed gas or straight natural gas, supplemented with high British thermal unit 
oil gas on peaks, will depend on the economics of each particular situation. 
Factors which managements must weigh in making such a decision include the 
following: 

1. The desire to eliminate, or at least defer, the heavy cost of conversion of 
customers’ equipment to operate properly on natural gas—costs on the order 
of $20 to $35 per customer—is a major factor. Where a company desires merely 
to defer, or spread out, this cost, its objectives may be attained by increasing 
the heat content of the sendout gas gradually—say 100 B. t. u. or so at a time 
and thus working out the conversion gradually over a period of years without 
special conversion crews and with a minimum of inconvenience to customers. 

2. The additional effective capacity of a distribution system resulting from 
an increase in the heating content of the sendout gas may make possible a 
substantial saving in capital expenditures. 

3. The cost of natural gas, compared with the costs of alternative sendout 
gases. 

4. The flexibility of choice as to manufacturing material and processes and as 
to relative proportions of each element in the mix, if a mixed gas is distributed. 
5. Facts as to the reliability of available natural gas supply, weighed against 
the several means available for meeting customers’ requirements with mixed-gas 
operations, 

6. The existence of long-term contracts for the purchase of coke-oven gas, or 
other gases. 

7. The magnitude of the operation and its characteristics, particularly as to 
annual load factor. 

&. The availability of underground storage located near the market. 

9. The availability of interruptible load at prices which can result in profitable 
sales, 

10. The probabilities as to future availability of additional natural-gas volumes 
when required, at rates which will permit their use by the distribution company 
on an economic basis. 
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11. Where conversion to straight natural gas is decided upon, the very com- 
plexity of the job in a densely populated metropolitan area, requiring careful 
advance planning and considerable time for execution, may extend conversion 
ver a span of years and require the distribution of mixed gas in the meantime. 

The economics of purchase and alternative production of gas requires constant 
study by the management of a distribution company, if it is to enjoy the most 
efficient operation possible under its particular set of circumstances. 

In the instance where a company already has manufacturing facilities capable 
of making a high British thermal unit gas interchangeable with natural gas, 
such as oil gas, and where the probable reliability of the natural-gas supply 
source indicates to Management the desirability of keeping such equipment 
manned for standby purposes, the additional cost of making gas then becomes 
only the incremental maintenance and oil cost and a very economical peak-shaving 
gas results. 

It should be noted before leaving the subject of alternative gases that con- 
siderable research has been undertaken and much is still going forward on the 
efficient manufacture of gases interchangeable with natural gas from Oil or other 
similar hydrocarbons in connection with peak-load service and also on the gasi- 
fication of coal for possible supplemental base-load service when economics 
dictate such a move. 

It has been stated by those more familiar with the field than I that presently 
known techniques would permit the gasification of coal at the mine at a cost, 
including fixed charges on the production facilities and a reasonable price for 
the coal, of approximately 65 to 75 percent per thousand cubic feet of natural 
gas equivalent and that techniques which should be susceptible to research in 
a period of some 5 years or so should bring this figure down to around 59 percent 
per thousand cubic feet. 

Moreover, a few years ago, the Bureau of Mines made tests and designed 
facilities for the production of oil from oil shale. Researchers interested in the 
cost of producing gas from such oil computed that, with but small changes from 
presently known techniques, it should be possible to build gasification facilities, 
manufacture gas, and transport it from Colorado to the Pacific coast at a delivered 
cost, including fixed charges, of approximately 60 to 65 percent per thousand cubic 
feet. 

The amount of oil shale in the United States is tremendous and processes of 
this nature await but the price incentive to get started as a replacement or com- 
petitor gas with natural gas. 

It would, therefore, appear that another form of competition may arise 
from the manufacture of substitute gases near the major markets by new 
techniques, which will place a definite ceiling on the city gate rates at which 
pipelines can sell natural gas to the distribution companies. 


EXAMPLE OF PYRAMID EFFECT RESULTING FROM LOSS OF GOOD LOAD FACTOR LOADS 


To draw together some of the elements we have discussed which affect the cost 
of transmission and the cost of distributing natural gas I have prepared exhibit 
eo 

Let us assume that the field price of gas rises as a result of the operation of 
escalation and price adjustment or renegotiation clauses from 8.7 cents per 
thousand cubie feet—the 1954 Transco average price—to 17 cents per thousand 
cubic feet—the price at which Transco is now signing up new gas supplies in the 
Louisiana gulf coast fields. Let us further assume that this 6.3 cents increase 
in the field price of gas would raise the pipeline commodity charge for gas to 
the point where the interruptible industrial sales of the pipeline would drop off 
and the pipeline would be faced with operation at a 50 percent load factor 
for the future instead of the approximately 90 percent present annual operating 
load factor. 

Referring back to exhibit XIIP, this would mean that, while keeping the $3.17 
per thousand cubic feet demand charge, our pipeline would find its commodity 
transportation cost increased from 11.5 cents per thousand cubic feet to 18.4 
eents per thousand cubic feet. 

This change in commodity transportation cost, when added to the increase in 
field price, would bring the commodity charge from 20.2 cents per thousand 
cubic feet to 33.4 cents per thousand cubic feet. No allowance has been made 
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here for the further effect of minimum “take or pay for” provisions of either 
the producers’ contracts or the pipeline’s rates. 

If we assume that the competitive price for interruptible industrial sales is 25 
cents per thousand cubic feet equivalent, then clearly these sales would be lost 
as a result of the field price increase. We further assume that space heating, 
being sold at $1.80 per thousand cubic feet, is already at the competitive limit and 
that this rate cannot be increased by the distribution company. 

We finally assume that the distribution company is free to adjust its general 
service rates upward in order to retain the same return and recover its costs 
at all times. 

Then, carrying on down through exhibit XV, we find that the 8.3 cents increase 
in the field price of gas has already produced, because of the loss of interruptible 
industrial sales resulting from the increase, a 24.6 cents per thousand cubic feet 
increase in the average cost of gas to the distribution company at the city gate. 
Carrying this on down through the various classifications of sales, we find 
that the average realization for total sales has been increased from $1.34 per 
thousand cubic feet when the interruptible sale was being made to $2.39 with- 
out the interruptible sale. This is a $1.05 per thousand cubic feet increase. 
Similarly, the average rate for the total firm sales has increased 13 cents per 
thousand cubic feet from $2.26 to $2.39; and, lastly, in order to keep the com- 
pany’s income whole, it has been necessary to increase the general service rate 
from $2.50 by an amount of 24 cents to the new figure of $2.74. 

Thus, under the conditions assumed, an 8.3-cent increase in the field price 
of gas could produce a threefold increase in the cost of gas to the general 
service customer. This example should clearly demonstrate the fact that a 
few cents increase in the field price does not necessarily mean the same limited 
increase in the price of gas to the ultimate customer. 


SUMMARY 


To summarize, at the local distribution segment of the natural gas industry 
is where the competition exists which, in fact, determines what the total sales 
of gas will be. This market for sales to the ultimate consumer is not just a 
market for gas—-in the abstract and at a uniform, high annual load factor. 
Each element of the market has its own characteristic requirements for gas. 
Each element is faced with active alternative services or, in the instance of 
interruptible sales, with alternative fuels. While gas can sometimes sell at a 
premium, price is most important. 

For the producer to reach a distant market with his gas, a rigid pattern of 
fixed and virtually immovable transmission and distribution facilities is required. 
Billions of dollars of investors’ money were required in long-term investments 
to build this rigid system. Millions of customers have spent more billions of 
dollars on equipment to use gas service. 

Although pipeline operating and maintenance expense is low, fixed annual 
charges to support the long-term pipeline investment are high. To keep pipeline 
sales rates down by spreading the fixed charges over as many sales units as 
possible, the line must run near full capacity all year long. To run at full 
capacity requires a balanced pattern of all types of sales. 

Distribution systems are also rigid, high investment facilities. Here, since 
both operating expenses and fixed charges relate in general to the number of 
customers served in a given community, the key to keeping distribution rates 
low to the ultimate consumer is volume of sales per residential customer. 

And the residential customer’s acceptance of gas service relates clearly to the 
price for the service. Price is thus the key. 

As long as all elements of the market can be developed in balance, retail 
rates can remain reasonably stable and development of increased service to the 
public can go forward in an orderly manner. jut, when any one major element 
of sales becomes priced out of its market, sales patterns and rate structures 
are disrupted. At the critical point, even a small price increase may pyramid 
several fold in the rates to the remaining members of the consuming public, 
adversely affecting their interest. 
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If this effect goes far enough, the interests of the public owning the tremendous 
nvestment in pipelines and distribution systems will also be adversely affected. 

Growth in sales per customer has so far largely offset increased transmission 
and distribution operating expenses and fixed charges, which have changed 
gradually as the markets grew. The recent unpredictable, sizable, and sudden 
producer’s price increases are beyond the absorption abilities of the pipelines 
and distribution companies and, in many instances, are crowding sizable ele- 
ments of the market against competitive price celings. 

Their effect is disturbing and, for many, will be chaotic, if the rises continue 
uncontrolled. On the other hand, orderly price changes, responsive to the 
competitive conditions imposed by the ultimate users of gas service, could be 
met without endangering the public’s huge investment in transmission and 
distribution 

(The tables and charts contained in the prepared testimony of Mr. William 
By. Tippy follow: ) 

ExuHrsit I 








TaBLe 1V-3.—Typical gas prices paid by large purchasers, East Texas, 1947-54— 
January of each year 
Cents per thousand cubic feet 

Buye Seller 1947 | 1948 | 1949 | 1950 | 1951 1952 | 1953. 1954 
iG Phillips 3. 51 3.51 3.51 3.29 | 3.31 8.50 | 8.50 8. 50 
British-Americal 3.51 | 3.51 | 3.51 | 3.28 | 3.29 | 8.50) 8.50 8. 50 

Southern Production 3.51 | 3.51 5.) 3.28 329 1 3 
Magnolia 3. 51 $3. 51 3. 51 4. 25 7.00) 8 8. 50 
Mid-State 3.51 | 3.51 | 3.51 | 3.39 | 7.00) 8 8. 50 
Stanolind 2.63 | 2.63 | 2. 63 6 6. 58 
Arkansas-Lou ina 4.39 4.42 4.08 4.08 6 6.14 
do 4.75 | 4.70 | 4 8.50 
Rushing 4.25 | 4.08 | 4 8. Ai 
Arkansas-Louisiana 9 9. 50 
nessee Ga Glassell 1.83 | 5.37 | 5.20) 5. 7.03 
Chicago Corp 4.39 | 4.39 5.23 | 5.26 | 5.3 7.03 
Stanolind 4.39 ) 5.20 | 5.3 7.03 

I Easter United Gas 6.58 | 6.58 | 6.13 | 5.87 | 6 
Hunt 7.02 | 7.02 | 6.59 | 6.58 | 6.8 12. 70 
Arkansas-Louisiana 8 | 6.58 | 6.64! 6.59 | 6.5% 12. 70 
Chicago Corp 7( 9.70 | 6.33 | 5.32 | 5.3% 10. 00 
Pewitt 6.58 | 6.58 6.15 6.05 | 6. 2% 12. 70 
Lone Star 6.58 | 5.29 | 5.36! 5.35 10. 20 
Standard of Texas 6.14 | 6 12. 70 
Whelan & Whelan 12. 70 
Le Cuno 12. 70 
Atlantic 12. 70 
Humbk 11.70 
R. E. Smitt 11.70 
x } Sun 6.61 | 6.58 | 9.50 9. 50 
Chieago Corp 6.61 | 6.58 | 9.50 9. 50 
Continental 6.61 | 6.58 | 9. 50 9. 50 
Lyons-McCord 6. 58 9. 50 
Rudco 9. 50 

Price range | 

Higt 4.39 | 7.02 | 7.02 | 6.64 | 7.00 | 9.50 |12.50 | 12.70 
Low 2.63 | 2.63 | 2.63 | 3.28 | 3.29 | 3.30 | 6.13 6.14 


Not available 


ource: Computed from the records of the Texas comptroller (statement of Midcontinent Oil & Gas 
et al., hearing in F. P. ¢ locket No. R-137). 


Association, 
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Exnutsit II 


TasLeE IV-4.—Typical gas prices paid by large purchasers, Upper Texas gulf 
coast, 1947-54 


[Cents per thousand cubic feet] 


As of January of each year 

















Buyer Seller 
1947 1948 1949 | 1950 1951 1952 | 1953 | 1954 
United Sinclair 2.63 | 2.63 | 2.63 | 2.55 | 2.55 | 2.68 | 2. 65 2. 6€ 
Gulf 2.63 | 2.63 | 3.51 | 5.10 | 5.10! 6.20! 6.37 7.42 
do 3.51 | 3.51 | 3.51 | 6.00 | 6.01 | 7.18 | 7.85 8. 62 
do 7 5. 81 5.86 | 6.97 7.97 9 Of 
Pacific Production 4.37 | 5.99 9.00 
Gabriel 5 99 9.00 
Kilarnock 9. 00 
Sohio 9.04 
Moore 7.42 
Karsten 9.00 
Tennessee Gas Cockburn 439 | 4.39 | 3.95 | 3.79 | 4.62 4.60 4.61 4. 5f 
Nielsen 4.39 | 3.95 | 3.95 | 3.79 | 3.77 | 4.82] 4.82 4, 82 
Salt Dome 4.39 | 4.39 | 4.39 | 4.24 | 4.93 | 5.50 | 5.01 5 29 
Josey 4.39 | 4.39 | 4.39 | 4.39 | 5.59 | 5.05 | 5.05) 13.37 
Crosby 3.07 | 2.87 | 3.75 | 3.95 | 3.95 | 13.1 
Hunt 5.26 | 5.51 | 5.50 | 6.25 | 13.37 
Petkas 5.26 | 5.50 | 5.50 | 6.25 | 13.37 
Phillips 3.08 | 3.74 | 4.27 | 4.83 | 13.16 
Sherwood 2.79 | 3.74 3: 4.82 | 13.15 
Kirby. -_. 2.88 | 3.57 4.82 | 13.18 
American Republics 5.26 | 5. 26 6.03 | 13.15 
Housh Be 6.25 | 13.37 
Oil Drilling 6.06 | 13.37 
L. Smith 6.03 | 13.15 
Commercial] Petroleum 6.25 | 13.37 
New Ulm 6.03 | 13.15 
Oil Drilling 5.26 | 6.03 | 13.1 
do 4.74 | 5.71 
Republic Natural 5.26 | 6.25 
Oil Drilling 6. 25 13 
Shell 6. 2 13. ds 
Anderson & Cooke 13.3 
Anderson-Pritchard 11.1 
Shell 13. 37 
Hamm Brewing. 13. 37 
Texas Eastern Stanolind 5.70 | 5.25 | 5.31 5.32 (11.68 | 12.70 
Sun 6.58 | 6.21 | 6.19 | 6.23 |10.00 | 10.00 
American Republics 5.92 | 6.17 | 5.93 |12.50 | 12.70 
do 5.44 | 5.43 | 5.47 112.50 | 12.70 
Hunt--_. §.32 | 5.32 |12.37 | 12.70 _ 
Sun 5.32 |10.00 | 10.00 
Stanolind 12.50 | 12.70 
Phillips 12.50 | 12.70 
Mosbacher 12. 20 
Castillio 12. 70 
| Harrison 10. 00 
Texas-I}linois Abercrombie 7 9.65 | 9.65 9. 65 
Phillips 8.99 | 9.45 | 11.53 
Texaco 15. 00 
| Tide Water 15. 00 
Warren 15. 00 
Stanolind 15. 00 
Trunkline Superior 8.15 | 8.22)! 8.25 
Cities Service 8.15 | 8. 22 8, 25 
Oil drilling 8. 02 8. 30 
Texas Gulf products 8. 02 9. 45 
Humble 8. 02 8, 20 
Transcontinental. _ . Ohio Oil 7.46 | 7.46 7. 46 
Tide Water 7.46 | 7.46 7. 46 
Republic 7.46 | 7.46 7. 46 
Gulf 7. 46 
Price range: 
High . 4.39 | 4.39 | 6.58 6.19 | 9.65 112.50 | 15. 0 
Low ina 2.63 | 2.63 | 2.63 | 2.55 | 2.55 | 2.68 | 2¢ 2. fit 


Source: Computed from the records of the Texas comptroller (statement of Midcontinent Oil & Gas 
Association, et al., Hearing in F. P. C. Docket No. R-137). 
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ExHIBIT IV 


TaBLE I1V-6.—Typical gas prices paid by large purchasers, lower Teras gulf 
coast, 1947-54 


[Cents per thousand cubic feet] 
As of January of each year 
Buye Seller 
1947 1948 | 1949 | 1950 1951 1952 1953 1954 
ed.... Republic Natural 2.63 | 2.63 | 2.63 | 2.55 | 2.55 | 2.67 | 2.65 » 64 
do 1.79 1.79 1.79 ] l 
Hewitt 2.63 | 2.63 | 2.63 | 2.54 | 2.54! 5.01 1 ( 
Rutherford ( 2.74 | 2.69 | 2.71 | 2.89 | 2.97 | 3.62 3. 1 
Union 3.51 | 3.51 $51 | 3.38 s. 38 6.0 6.00 
Republic Natural 4.39 | 4.30 | 4.28 | 4.27 | 6.50 6. 50 
Hammond 1. 24 1.2 6. Of 6.00 
Hewitt 6.00 | 6.0) 00 
Phillips 4.00 | 4.00 4. 00 
Starett 4.97 5.03 6.00 
Humble 7.00 7.00 
Pap: lote . 3. 67 6. 00 
Quintana 7.00 7.00 
Sunray and Renwar 12.50 | 12. 50 
Shell, Atlantic, Sun, 12. 50 
| Tidewater, and Stano- 
lind. 
nessee. _..... . Shell : 3.95 | 3.51 3.28 | 3. 51 4.12 | 4.1 4.22 
Western Natural 3.07 | 3.51 | 4.16 | 4.28 | 4.40 10 86 
| Continental 3.51 | 3.51 4.39 | 4.39 | 4.40 0 10. 00 
| Osborn... 4.39 | 4.39 | 4.17 | 4.17 | 5.26 | 4.74 | 10.00 
Gillring 4.39 | 5.26 | 5.28 | 5.28 | 6.12 9. 78 
Nueces 4.39 fh 5. 27 ? f 7 
Forest 2 5. 2 5.26 | 6.12 9,78 
Perry 5. 3 . 28 28 | 6.12 1, YO 
Seaboard 1.89 | 3.30 40) 4.01 4.24 
Union 4.12 | 4.17 4.11 4.69 
A ltex 5. 2¢ 5.28 | 6.34 10. 00 
Texaco 5.28 | 5.28 | 6.34 ] ) 
Trans-Texas 5.28 | 5.28 | 6.12 78 
Arkansas Fuel Oil 4.42 | 6.34 | 10.00 
Bevly 5.28 | 6.34 1 O7 
Abercrombie 6.34 | 10.00 
Ginther 6.19 1,85 
Shell 6.34 | 10.00 
S. Texas Corp--- 4.82 | 10.00 
Alaska S, S_. 10. 81 
Boykin 10. 00 
Austral 10. 00 
Shell 10. 50 * 
rranscontinental Western Natural 6.14 | 6.14 7.02 
Provident Investment 6.14 | 6.14 7.02 
Continental 6.14 | 6.14 7.02 
do 6.14 7.02 
Sun 7.02 
rrunkline. - . Taylor 6.39 | 6.49 7.37 
Trans-Texas._ . 6.10 | 6.15 6. 43 
Gregg 6.03 6. 30 
Negloy 6. 03 6. 30 
Orange Grove 6. 50 
lexas-Dlinois.. ..| LaGloria 27.46 | 7.46 | 7.46 7.46 
Atlantic 7.02 7.02 
Panhandle Oil... 7.46 7. 46 
Shell 5 10.00 
Kidd & Smith __- 12. 31 
Texas-Eastern - . ..| Numerous contracts 10. 00 
Few contracts 10. 50 
Cottonwood Field 5 9. 00 
Range: 
High i : 3. 51 4.39 | 4.39 | 5.30 | 5.28 | 6.00 |12.50 | 12.50 
Low. 1.79 | 1.79 | 1.79 | 1.75 | 2.54 | 2.67 | 2.65 | 2.64 


Not available. 
2 February 1951. 


Source: Computed from the records of the Texas comptroller (statement of Midcontinent Oil and Gas 
Association, et al., hearing in F. P. C. Docket No. R-137). 
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ExHtipnir V 


TYPICAL LOAD COMPONENT CURVES 


Section A 


Percent of Peak Day Delivery 





Nov. 


Jan. Dec. 


Section B 


100% 






Residential House Heating Load 
2714% Annual Load Factor 


Percent of Peak Day Delivery 
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Exntrpit VI 
SPACE HEATING SATURATION RELATED TO DIFFERENTIAL 
BETWEEN FUEL OIL AND GAS PRICES 
AS AT END OF 195) 


20 


25 30 35 40 45 50 55 60 65 
Jo Domestic Customers with Space Heating 
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ExuHisit VII 


334% SPACE HEATING SATURATION 
Section A 


Percent of 
x Annval Total 
H 24.49, 
- 
Fy Space Heating 
o — 36.6% 
= 
6 
oO 


Yy 
7// 


~ ieee 





66247. SPACE HEATING SATURATI 
Section B Ate ” 






Percent of 
Annvait Tota! 


— 39.2%, 






Space Heating 






Daily Delivery Index 
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Nov. 
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init LX 


TOO% LOAD FACTOR OPERATION 
UNLIMITED INTERRUPTIBLE MARKET 


TC ee ee ee 


100 











80 fF 
60 
40 
o} 4 
Firm Load 
| 331/3% Space Heating Saturation 
ao _ ean tenenassonmedisensesnnenanstamemennnpennetiacaretapss wall 
Jan. Feb. Mar. Apr. May Jun Jul. Aug. Sep. Oct. Nov. Dec 
1009, LOAD FACTOR OPERATION 
LIMITED INTERRUPTIBLE MARKET 
100 


____————Manufactured Peak Shaving 


80 _—— Natural Gas Contact Demand 
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Firm Load 


331/3Jo Space Heating Saturation 
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ExnHisir X 





Exuisir XI 


EXAMPLE SHOWING EFFECT OF INCREASED Usk PER CUSTOMER ON Cost OF LOCAI 
DISTRIBUTION OF GAS 


Assume: Distribution company with 10,000 residential customers at $150 per 
customer, Plant investment of $1,500,000, Fixed charges: Depreciation, taxes, 
insurance, return, at 15 percent per annum, Operating and maintenance ex 
pense (excluding cost of gas purchased), $380 per customer per year. 


Assumed annual use of 
1,000 B. t. u. natural ¢ 
per customer 


OM cuhic feet 60M cuhic feet 


Annual sales, thousand cubic feet 390, 000 600. OOK 
Annual fixed charges- $225, 000 $225, 000 
Annual operating and maintenance expense $0, OOO 300. 000 

lotal cost of distribution, excluaing cost of gas purchased and produced 525, 000 525. 000 
Unit cost of distribution, dollars per thousand cubic feet sold 1.75 0. 875 
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Exuipit XII 


"XAMPLE SHOWING ALLOCATION OF PIPELINE TRANSMISSION COSTS AND DEVELOP- 
MENT OF A TYPICAL PIPELINE DEMAND-CoMMopITy RatTI 
Assume: 
Pipeline investment of $460 per thousand cubic feet of line capacity 
Fixed charges: Depreciation, taxes, insurance, return, at 12% percent per 


annum 
Operating and maintenance expense: 3 cents per thousand cubic feet fixed, 


and 3 cents per thousand cubic feet variable expense, at 90 percent load 
factor 
Cost of gas purchased from producers: 8.7 cents per thousand cubic feet 


Assumed annual load factor operation 








90 percent load factor 50 percent load factor 
Annual data and costs per thousand cubic feet of line 
Capacity 
Annual thousand cubic feet sold per thousand cubic 
feet of capacity 330 182 
Operating and maintenance expense per thousand 
cubic feet of line capacity 
Fixed expense $9. 90 $9. 90 
Variable expense 9. 90 5. 46 
Fixed charges per thousand cubic feet of line 
Capacity 56. 20 56. 20 
Total transmission costs per thousand cubic feet 
of line capacity 76. 00 71. 56 
Com- Com- 
Demand ; Demar : 
modity emand modity 
Allocation of annual costs 
rat ssion costs 
Operation and maintenance 
Fixed cost $9. 90 $9. 90 
Variable cost $9. 90 $5. 46 
Fixed charge 28. 10 28. 10 28. 10 28. 10 
tal trans < ot 38. 00 ik OO 38. 00 33. 56 
De 1 cost, per month, } thous it feet 
( pacit 3.17 3.17 
Commodit rans mn cost, per thousand cut 
feet sold cents 11.5 18.4 
Cost of gas purchased do 8.7 8.7 
Total commodity cost per thousand cubic feet 
cents 20. 2 27.1 
90-percent load factor 50-percent load factor 


Indicated rates 


Demand charge. $3.17 per month, per | $3.17 per month, per 


thousand cubic feet thousand cubic feet 
of demand of demand 
20.2 cents per thousand | 27.1 cents per thousand 


Commodity charge 
cubic feet cubie feet 





- Cents per MCF 


Average City Gate Rate 
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ExursitT XIII 


VARIATION IN AVERAGE CITY GATE RATE 
WITH CHANGES IN DISTRIBUTION COMPANY LOAD FACTOR 








100 
pen + — 
80 — = Siinsienieggincidsiainaibets —+—_—— - 
70 Rates at 50% Load Factor. } ~ 
Pipeline Operation 
Monthly Demand Charge - $3.17 
————— Commodity Charge - 27.1¢ per MCF oa Tt 
i | | 
50 —— te a 4 + ——- —_—_—_+ 
40 | —--— -= a. - -—— — + —--+- 


| Rates at 90% Load Factor 
90 i eee |_____ Pipeline Operation + 


| Monthly Demand Charge - $3.17 
__Commodity Charge - 20.2¢ per MCF 





20 -—________—_+—_-————__- 
| ] 
10 + - — - — + + 
0 | 
100% 80% 6056 40% 20% 0% 


Loud Factor - Percent 
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ExHIBIT XIV 


COST OF SUCCESSIVE BANDS OF FIRM NATURAL GAS 
TO A TYPICAL DISTRIBUTION COMPANY 
Monthly Demand Charge - $3.17 
Commodity Charge - 20.2¢ per MCF 
Over All Annual Load Factor - 50% 

Over All Average Price - 41.0¢ per MCF 











Band 5 - 5.0% Load Factor Price - 228.77 / MCF 


80 


Band 4 - 23.6% Load Factor Price - 64.6¢ / MCF 








o 

wo 60 

£ 

= 

> Band 3 - 48.5% Load Factor Price 

o - 41.7¢/ MCF 

5 ; 

5 40 

’ 
: 


Band 4 - 83.1% Load Factor Price - 32.8¢/ MCF 






20 
Band 5 - 100%, Load Factor Price - 30.6¢/MCF 
0 
Jan Feb. Mar. Apr. May = Jun. Jul. Aug. Sep. Oct. Nov. Dec 
EXHIBIT XV 

EXAMPLE SHOWING PYRAMID EFFECT POSSIBLE AS A RESULT OF LOSs OF HIGH LOAD 
Factor LoAps WHEN FIELD PRICE oF GAs Is INCREASED | 
Assume : 


Field price increases from 8.7 cents per thousand cubic feet to 17.0 cents 
per thousand cubic feet. 

Transportation costs are as in exhibit XII. 

Commodity transportation cost (at 90 percent load factor operation) would 
increase from 11.5 cents per thousand cubic feet to 18.4 cents per thousand 
cubie feet. 

Competitive price for interruptible industrial sales is 25 cents per thousand 
cubic feet equivalent. 

Interruptible industrial sales are lost and pipeline goes to 50 percent load 
factor rates developed in exhibit XII. 

Space heating, at $1.30 per thousand cubic feet is at competitive limit. 

Distribution company is free to adjust general service rates to retain same 
overall return at all times. 
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Assumed annual load factor operations 


50 percent load factor, Increase 


00 nerce ty 
) percent load factor, without interruptible 


with interruptible loads ined 
oads 
Cents per 
thousand 
Field price per thousand cubic feet cubic feet 
cents 8.7 17.0 8.3 


Pipeline rates 
Demand charge, per month per 
thousand cubic feet of demand $3. 17 $3.17 aor 
Commodity transportation cost, 
per thousand cubic feet sold 


cents 11.5 18. 4 
Cost of gas purchased per thousand 
ubic feet : cents 8.7 17.0 


Commodity charge (equal to 
commodity cost) per thousand 


cubic feet cents 20. 2 85. 4 
Average cost of gas to distribution 
ympany at city gate per thousand 
ibie feet cents 31.7 56.3 24. 6 


Percent of » ‘eo 
Percent of 


) total 90 7 
ercent o ) per- 
Percent of Average percent ov per A verage 
total rate load cent load rate 
sales P factor factor ™ 
aa sales 
tribution company rates: Classifi- 
it on of Sales 
General service and industrial 42.0 $2. 50 12.0 75. 5 $2. 74 24.0 
Space heating 13. 5 1. 30 13. 6 24. 5 1. 30 
lotal firm sales 55. 5 2. 26 55. 5 100 2. 39 13.0 
Interruptible 44.5 25 
Total sales 3 100 1. 34 55. 5 100 2.39 105. 0 


Senator Pasrore. Mr. Farnand, we are ready for you. 

Mr. Farnanp. I would make this suggestion, Mr. Chairman. Mr. 
Luce, who is in the hearing room, and who is scheduled to follow me, 
ias a statement of about 10 pages. I have been sitting next to him, 
and he said that his statement will take about 15 minutes. 

I wondered whether it might be advisable—and I offer this sug- 
gestion—that he be called and give his statement, and then if it is 
possible to start in with me tomorrow morning, I would appreciate it. 

Senator Pasrorr. At 9:15? 

Mr. Farnanp. That will be fine. 

Senator Pastore. We will give you a definite answer on that in a 
matter of moments. 

All right, Mr. Luce. 


STATEMENT OF DONALD C. LUCE, PUBLIC SERVICE ELECTRIC & 
GAS CO. 


Mr. Luce. Mr. Chairman and gentlemen of the committee, my name 
is Donald C. Luce. I am president of Public Service Electric & Gas 
Co., which has its principal offices at 80 Park Place, Newark, N. J. 

I am a graduate of Lehigh University, having received my degree 
in electrical engineering in 1924. I have served this company in va- 
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rious capacities, having been vice president in charge of combined 
oper: ations until my recent election as president. 

The area served by the gas department of the company extends from 
the Hudson River opposite New York City, across New Jersey to an 
area south of Camden on the Delaware River. According to the 1950 
census figures there resided in excess of 3.4 million persons in the area 
served by the gas department. 

Public Service Electric & Gas Co. serves gas at retail to over 1 mil- 
lion customers. Approximately 14 percent of its gas customers use 
gas for central heating. The retail price of gas is in general equal to 
or greater than the cost of competing fuels. 

The cost of gas for house heating is about 13 cents per therm. Do- 
mestic heating oil in Public Service territory costs about 10 cents per 
therm. The cleanliness, convenience, and efficiency of gas as a fuel, 
however, are some of the basic reasons which influence a customer to 
select it rather than some competing type of fuel. 

The lowest block of our industrial rate currently provides for the 
sale of gas at approximately 9.5 cents per therm. The company has 
not interruptible rates and sells no gas for low-grade interruptible 
purposes. 

Senator Pasrore. Pardon us, Mr. Luce. This is a vote. 

(A short recess was taken.) 

Senator Pastore. You may proceed, Mr. Luce. 

Mr. Luce. The company has entered into long-term contracts with 
Transcontinental Gas Pipe Line Corp. and Texas Eastern Transmis- 
sion Corp. for the delivery of total daily volumes of 151,700 M ec. f. 
of natural gas during the winter of 1955-56 and has also entered into 
a precedent agreement with Tennessee Gas Transmission Co. for the 
purchase of 25,500 M ec. f. of natural gas per day during the same 
winter, or a total of 177,200 M ec. f. per day. 

In addition to the above, the company has available to it up to 
67,324 M c. f. per day from storage, which must be replaced during the 
following summer. Surplus gas during the summer months not. re- 
quired for return to storage is used as a boiler fuel in the electric sta- 
tions of the company, which thereby lowers the average cost of gas to 
the company and results in material savings to the gas consumers of 
the company. 

The maximum day’s sendout is estimated to be 4,100,000 6 th 
which is equivalent to approximately 410,000 M ec. f. of natural ga 
in the winter of 1955-56; 64 percent of the therms of the senidout 
would be from natural gas, with the remainder being locally manu- 
factured peak-shaving gas or base-load coal gas. 

When P ublic Service Electric & Gas Co. was initially approached 
by Transcontinental Gas Pipe Line Co. to purchase natural gas, it was 
suggested that the cost of the gas to us would be 22 cents per thousand 
cubic feet at 100 percent load factor. However, prior to the signing 
of a precedent agreement, the price had risen to 25 cents per thousand 
cubic feet. 

The company still felt that this wasa favorable price and signed the 
precedent agreement to purchase 70,000 M ec. f. per day. Before the 
company rec ceived a cubic foot of this gas in 1950, the price had been 
increased to 27.9 cents per thousand feet and it has climbed steadily 
ever since. 
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During the course of the hearings before the Federal Power Com- 
mission, which resulted in the issuance of a certificate for the con- 
struction of the Transcontinental line, the gas purchase contracts 
between the producers and Transcontinental were received in evidence. 

Public Service then learned that these contracts provided for favored 
nation and other types of escalation clauses. Tlowever, with the feel- 
ing that the Federal Power Commission would be able to hold wo 
the price of gas paid by Public Service to the pipeline, we signed : 
v0-year contract to purchase gas from Transcontinental. 

At that time there was no indication, nor any evidence which the 
company had available, from which we could have known of the mag- 
nitude of the price increases which would result from the operation 
of these clauses. It was the considered opinion of the company that 
the Federal Power Commission, under the Natural Gas Act, had 
plenary powers to prevent unwarranted price increases to the pipelines 
which would result in relatively much higher costs to the company. 

Senator Pasrore. When was this contract entered into? 

Mr. Luce. This contract was entered into in 1948. 

Senator Pasrore. And you say you were under the impression that 
these contracts would be subject to supervision by the Federal Power 
Commission ¢ 

Mr. Luce. That is right. 

Senator Pasrore. Did you know at that time that the Federal 
Power Commission had never supervised these contracts; they had 
taken the position that they didn’t have the authority to do so, under 
the law / 

Mr. Luce. But our feeling was that they would eventually, because 
this whole thing is tied up in one parallel. 

Senator Pastore. I ask the question because there has been the 
contention that the practice has been before that the Federal Power 
Commission hadn’t assumed any authority under the Natural Gas 
Act to supervise, which led to the Phillips case, so-called, which raised 
the question. 

You say you were under the impression that the Federal Power 
Commission could keep the prices down? 

Mr. Luce. That was our feeling; yes, sir. 

Senator Pastore. If I understand you correctly, you had no way 
of measuring at that time just what these esc alation clauses would 
lead to? 

Mr. Luce. No; we did not. When we signed the precedent agree- 
ments, the pipeline company brought their contracts in, and that 
was the first time we had evidence that these escalation clauses were 
there. 

Senator Pastore. And insofar as the escalation clauses are con- 
cerned, they affect the relationship between the line and the producer, 
and had nothing to do with you? 

Mr. Luce. That is right. 

Senator Pasrorr. I want to make the record clear. You were not 
a negotiator of the contract we are talking about; you were a dis- 
tributor. 

Mr. Luce. There is also the feeling the pipeline company should 
look after our interest, too, which is involved in this whole story. 
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Senator Pasrore. How much of a conversion was required on your 
part to transfer from manufactured gas to natural gas? 

Mr. Luce. We haven’t made the conversion, sir, entirely. We are 
doing some now in our fringe areas. 

Senator Pasrore. All right. 

Mr. Luce. The price of Transcontinental gas was raised from 27.9 
cents per thousand cubic feet to 34.8 cents per thousand cubic feet 
since 1953, with the last 2 rate increases now in effect subject to 
refund of any portion of the increases not allowed by the Commis- 
sion. These rate increases are directly or indirectly largely due to 
the operation of escalation clauses and rewriting of contrac ts between 
producers and pipelines. These increases may be summarized as 
follows: 


Amount of in- | Cost per thou- 
Dat f crease to pub- | sand cubic feet 
cnictiata ame lic service onan| at 100 percent 
nnual basis “load factor 
Cents 
Price pri Ma 18. 1953 27.9 
Mar. 18, 1953 $1, 094, 840 31.2 
Feb. 1, 1955 585, 416 33.7 
Apr. 1, 1955 315, 631 34.8 
1 Effective but subject to refund after final order of the Federal Power Commission. 


The increase since March 18, 1953, amounts to 6.9 cents per thousand 
cubic feet, or approximately 25 percent, which must be borne by the 
consumer. 

Senator Dantet. May I interrupt to be certain that you are speak- 
ing now of the increase that you had to pay the interstate pipeline? 

Mr. Luce. That is correct, 

Senator Dantet. Not to fe. eaaaie’ 

Mr. Luce. That is correct. But part of it was the increased cost 
of was. 

Based on the presently certificated volumes of gas from Transcon- 
tinental, the total increase to Public Service will amount to approxi- 
mately $2,510,000 annually. 

Our principal concern at the present moment is the adverse effect 
which the escalation clauses have on the cost of gas to the distribution 
companies. We must sign a 20-year contract in order to buy natural 
gas. The price at the time of signing may seem reasonable ; however, 
the ali can obtain an increase in the price of gas he has con- 
tracted to sell because of an increase in the price of gas in the area 
caused by purchases made at a higher price level by our supplier or 
another Scielis uny. So the producer gets a satisfactory price when he 

signs a contract and obtains the benefit of any increases in price that 
follow. The distribution company, on the other hand, does not have 
uny guaranteed market as does the transmission company. 

When natural gas became available to us at a cost which enabled 
the company to oll it at a pr ice reasonably competitive with other 
fuels, mul lers of new homes in our service area quite generally in- 
stalled gas equipment, and we installed mains, services, meters, and 
pe: ik shav ing facilities to serve this market. This investment, amount- 
ing to approximately $128 million in the last 5 years by Public Serv- 
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ice, along with the investment of our customers, becomes sterile or 
useles if the price of natural Vas becomes sO high as to make Yas hon 
competitive in our area, Hence it is natural that the management of 
the distribution companies of the Northeast are greatly disturbed 
when they see price levels being established by escalation which ay 
make it impossible to sell the gas to ultimate consumers. 

This spiraling cost of ¢ Vas in the fields must be stop ypect. The elimi 
nation of favored-nations clauses and re negoti: ition clauses in exist 
ing and future producer contracts is a most important step in such a 
program. Present clauses providing for reasonable periodic in 
creases of a stated amount, where it can be shown after hearings that 
they are just and reasonable, should, in fairness, be allowed to stand. 

In the case of future contracts between produce I's and pipe line com 
panies, the distribution companies should be given the right to express 
their approval or disapproval of such contracts during initial or sub 
sequent proceedings before the Federal Power Commission. ‘The 
final decision as to the conditions in these contracts, under such 
procedure, should lie with the Commission. 

We also believe that producers and pipeline companies should be 
under the same regulation as to termination of service under gas- 
purchase contracts for otherwise the pipeline companies and the 
distribution companies are helpless to perform their obligations to 
serve. Then when gas supplies run low, or the gas is needed for in- 
jection to obtain maximum oil recovery, some regulatory body must 
determine the equities. 

The ever-increasing cost of natural gas which has occurred over 
the past few years, during which time there has been no Federal regu 
lation of the producers, is of great concern to my company and its 
customers, Whom I have stated number over a million. Proper regu- 
lation of the producers, without any attempt to make public utilities 
of them, nor to fix prices based on an original cost rate base theory, 
would undoubtedly go far to stabilize the gas industry and protect 
all four partners—the producers, pipelines, distribution companies, 
and consumers. QOur suggestions for a basis of limited regulation of 
producers are embodied in suggested legislation presented by me to 
the House of Representatives Committee on Interstate and Foreign 
Commerce, and subsequently rete in that committee by Mr. 
Charles Wolverton as H. R. 621 

The new standard of shames OM market price thereof in the field 
where produced,” contained in the Fulbright bill will always tend to 
increase the price of natural gas to the highest price being paid in 
any field at any given moment. This is so because the bill fails to set 
up adequate standards to enable the Federal Power Commission to 
interpret this new concept of “reasonable market price.” The only 
standards set up are: 

(a2) whether the price has been competitively arrived 

(4) the effect on the assurance of supply, and 

(c) the reasonableness of the provisions of the contract as they 

relate to existing or future market field prices. 

The above criteria fail to give any consideration to the cost of facili- 
ties and gas reserves of independent producers, the effect of such 
prices upon rates to the ultimate consumers, and the competitive effect 
of such rates compared with the cost of other fuels in the areas where 
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the gas is ultimately used. Certainly legislation in the public inter- 

est should require the Federal Power Commission to take these addi- 
tional factors into consideration. In effect the new concept of “rea- 
sonable market price” perpetuates favored-nation esc alations. 

One thing is imperative, the favored-nation and renegotiation 
clauses must be eliminated in present and future contracts. If this 
is accomplished, it will be a major step toward the stabilization of 
the cost of gas to our customers. 

I do not subscribe to the argument that the search for more gas will 
stop or be impeded if the producers are not permitted to receive higher 
prices. Even if this argument were valid, the producers shoul | not 
be permitted to automatically charge higher prices for gas which has 
already been discovered and sold on a 20-year contract basis at prices 
satisfactory to the producer when the contract was made. 

A final point on which I desire to comment concerns the statement 
of General Thompson before this committee, in which he said that in 
the past producers felt that hitting a gas well was worse than a drv 
hole. The producers must remember that until the market for their 
natural gas was developed by the distribution companies they received 
practically no revenue from this gas. It appears to me, therefore, that 
to allow these producers to raise their prices without control and 
without regulation to the extent that the northeastern distribution 
companies will no longer be able to compete with other fuels in the 
market created by them for natural gas and, therefore, be priced out 
of that market, is against the public interest. 

In conclusion, I am of the opinion that S. 1853, the Fulbright bill, 
does not satisfactorily take care of the interests which I represent. 
However, it is my opinion that if any legislation amending the Nat- 
ural Gas Act is necessary that it should be the same as, or along the 
lines of, the bill introduced in the House by Congressman Wolverton, 
H. R. 6211. 

Senator Pasrore. Will you very briefly explain the substance of 
that Wolverton bill which incorporated your suggestion ? 

Mr. Luce. Briefly the Wolverton bill eliminates the necessity of the 
producer to establish a rate base. 

I wrote and signed this letter to Chairman Priest of the committee. 
If you want me to, I will read that, and that will cover it; or I could 
put it in the record, sir, and just comment on it. 

Senator Pastore. If you will just comment on it, we will put it in 
the record. 

(The letter referred to reads as follows:) 

Pustic Service Evectric & Gas Co., 
Newark 1, N. J., May 5, 1955. 
Hon. J. Percy PRIEST, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D. C. 


My Dear CHAIRMAN PrIkEstT: I submit herewith for your consideration and that 
of the committee a draft of proposed legislation amending the Natural Gas Act. 
As I stated to you at the time I testified before your committee, Public Service 
Hlectric & Gas Co. is desirous of cooperating with the committee in every way 
that it can to the end that amendatory legislation, which will be in the best 
interests of all concerned, can be worked out. The attached draft represents 
my company’s views of what would best balance the many conflicting interests 
involved. 

A few words in explaantion of the intent of the proposed changes and what 
we hope these changes will accomplish may be helpful to the committee. 





AMENDMENTS TO THE NATURAL GAS ACT 957 


Section 1 of the bill amends section 1 of the Natural Gas Act to relieve inde- 
pendent producers of many of the present requirements of the act, including 
section 4 (b) which prohibits undue preferences or advantages in rates, charges, 
services, facilities, etc., section 6 which requires the keeping of complete prop 
erty records, section 7 (with the exception of subsection (b)) requiring produc- 
ers to obtain certificates of convenience and necessity, and section 9 which 
provides for the setting of rates of depreciation by the Federal Power Com- 
wission. 

Section 2 of the bill amends section 2 of the Natural Gas Act by adding at the 
end thereof definitions of “producer,” “production contract,” and “affiliate.” 

Section 3 of the proposed bill amends section 4 (a) of the Natural Gas Act 
by adding a paragraph which allows independent producers to provide for 
reimbursement for certain additional taxes and permits periodic escalation after 
approval of the initial filing of the contract with the Federal Power Commission, 

Section 4 of the bill amends section 4 (c) of the Natural Gas Act by providing 
procedures fer the filing of production contracts with the Federal Power Com- 
mission in order that the pipeline companies and the gas distribution companies 
can be placed on notice and be heard, if necessary, concerning the terms of the 
aforesaid contracts. 

Section 5 of the bill amends section 4 (d) of the Natural Gas Act by providing 
procedures for the change of rates, charges, classifications or service, ete., by 
and independent producer. 

Section 6 of the bill amends section 4 (e) of the Natural Gas Act in that it 
provides for hearings on initial rate filings as well as in change or rate filings, 
and permits gas distribution companies to file complaints with the Commission 
concerning these filings. 

Section 7 of the bill amends section 4 of the Natural Gas Act by adding thereto 
a new subsection (f), which section prohibits all types of escalation clauses 
except those provided for in section 4 (a) relating to taxes and time escalation for 
existing and new contracts. 

Section 8 of the bill amends section 5 of the Natural Gas Act by adding a new 
subsection (c) which fixes the standards and criteria to be used in the setting of 
rates to be charged by producers. 

Section 9 of the bill amends section 7 (b) of the Natural Gas Act to provide 
that no sale of natural gas for resale in interstate commerce may be abandoned 
without the approval of the Federal Power Commission. This is necessary 
since the present section 7 (b) merely refers to “facilities subject to the juris- 
diction of the Commission,” and if the amendments are passed the facilities 
of the producer will not be under the jurisdiction of the Commission. It is, 
therefore, necessary to include the sale in interstate commerce as jurisdictional 
subject matter. 

I sincerely hope that the attached bill will be helpful to your committee and 
useful in its consideration of this vital natural gas legislation now before you. 

I have mailed additional copies of this communication and the attached draft 
to the clerk of your committee. 

Respectfully submitted. 

DonaLp ©, LUCE. 


(The attached bill referred to above reads as follows :) 


(New language italicized, deletions enclosed in black brackets.) 
A BILL To Amend the Natural Gas Act 


Be it enacted by the-Senate and House of Representatives of the United 
States of America in Congress assembled, That section 1 of the Natural Gas 
Act is amended by adding at the end thereof the following new subsection: 

“(d) Independent producers of natural gas as hereinafter defined in sec- 
tion 2 of this Act shall be exempted from the provisions of sections 4 (0b), 6, 
7 (a), (ec), (ad), (e), (f), (yg), and (h), and section 9 of the Natural Gas 
Act.” 

Sec, 2. Section 2 of the Natural Gas Act, as amended, is amended by adding at 
the end thereof the following new subsections: 

“(10) ‘Producer’ means a natural-gas company solely engaged in the produc- 
tion, gathering, or processing of natural gas. ‘Independent producer’ means a 
‘producer’ not affiliated with a natural-gas company other than an independent 
producer. 
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“(11) ‘Production contract’ means any contract or other arrangement for 
the sale of natural gas by an independent producer subject to the jurisdiction 
of the COMMISSION 

“(12) ‘Affiliate’ of a natural-gas company means any peorson who stands in such 
relation to such specified natural-gas company that there is likely to be or to have 
been an absence of arm’s length bargaining in transactions between or among 
them, whether because of officerships, directorships, ownership by either such 
person of voting securittes of the other. or otherwise.” 

Sec. 3. Subsection (a) of section 4 of the Natural Gas Act, as amended, is 
amended by adding at the end thereof the following paragraph: 

“Increases in the rates and charges of independent producers under produc- 
tion contracts made in the course of arm’s length bargaining between persons 
not affiliates at the time of the making of such contracts, which con- 
for changes in preces of natural Gas ere pt ( 1) to reim- 


who were 
tracts make no provision 
burse the seller for increases in occupation, severance, production, gathering, or 


gsiales tarecs actually mn posed and paid, or (2) in amounts and at dates speci 
fied therein, shall be permiited to become effective if, after hearing, and upon 
notice. the Commission shall have found that the aforesaid rates and charges 


] . > 7 
as provided for in such contracts were just and reasonadie. 


Src { Subsection (¢) of section 4 of the Natural Gas Act, as amended, is 
amended to read as follows: 

“Inder such rules and regulations as the Commission may prescribe, every 
natural-gas company other than an ind cpa ndent produce) shall file with the 
Commission, within such time (not less than sixty days from the date this 
Act takes effect) and in such form as the Commission may designate, and shall 
keep open in convenient form and place for public inspection, schedules show- 
ing all rates and charges for any transportation or sale subject to the juris 
diction of the Commission, and the classifications, practices, and regulations 
affecting such rates and charges, together with all contracts which in any 
manner affect or relate to such rates, charges, classifications, and services. 
Unless such contracts are already on file with the Federal Power Commission, 
proauctio contracts in effect on the effective date of this amendatory Act 
shall be filed by each independent producer within thirty days after such date. 
Production contracts entered into after the effective date of this amendatory 
ict shail be filed by each independent producer at least sirty days before tne 
proposed effective date of such contract. The Commission shall publish in the 
Federal Register notice of the filing of such production contracts within ten 
daus after the filing thereof. specifying the natural gas companies and gas 
distributing companies which are purchasers or successive purchasers of such 
gas.”” 

; Src >. Subsection (d) of section 4 of the Natural Gas Act, as amended, is 
amended as follows: 

“(d) Unless the Commission otherwise orders, no change shall be made by 
any natural-gas company other than an independent producer in any such rate, 
charge, classification, or service, or in any rule, regulations, or contract relat- 
ing thereto, except after thirty days’ notice to the Commission, to the public, 
and the persons to whom it sells such gas. Such notice shall be given by filing 
with the Commission and keeping open for public inspection new schedules 
stating plainly the change or changes to be made in the schedule or schedules 
then in force and the time when the change or changes will go into effect. 
Unless the Commission otherivise orders, except as permitted in section 4 (a), 
no change shall be made by any independent producer in any rate, charge, 
classification, or service, or in any rule, regulation, or contract re lating thereto, 
except after twenty days’ notice to the natural-yas companies and distribution 
companics which are purchasers or successive purchasers of such gas. The 
Commission, for good cause shown, may allow changes to take effect without 
requiring the thirty days’ notice herein provided for by an order specifying 
the changes so to be made and the time when they shall take effect and the 
manner in which they shall be filed and published.” 

Sec. 6. Subsection (e) of section 4 of the Natural Gas Act, as amended, is 
amended to read as follows: 

“(e) Whenever any [such new] schedule is filed the Commission shall have 
authority, either upon complaint of any State, municipality, gas distribution 
company, or State commission, or upon its own initiative without complaint, at 
once, and if it so orders, without answer or formal] pleading by the natural-gas 
company, but upon reasonable notice, to enter upon a hearing concerning the 
lawfulness of such rate, charge, classification, or service; and, pending such 
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hearing and the decision thereon, the Commission, upon filing with such sched- 
ules and delivering to the natural-gas company affected thereby a statement in 
writing of its reasons for such suspension, may suspend the operation of such 
schedule and defer the use of such rate, charge, classification, or service, but not 
for a longer period than five months beyond the time when it would otherwise 
go into effect: Provided, That the Commission shall not have the authority to 
suspend the rate, charge, classification, or service for the sale of natural gas for 
resale for industrial use only; and after full hearings, either completed before 
or after the rate, charge, classification, or service goes into effect, the Commission 
may make such orders with reference thereto as would be proper in a proceeding 
initiated after it had become effective. If the proceeding has not been concluded, 
and an order made at the expiration of the suspension period, on motion of the 
natural-gas company making the filing, the proposed [change of] rate, charge, 
classification, or service shall go into effect. Where [increased] rates or charges 
are thus made effective, the Commission may, by order, require the natural-gas 
company to furnish a bond, to be approved by the Commission, to refund any 
amounts ordered by the Commission, to keep accurate accounts in detail of all 
amounts received by reason of such increase, specifying by whom and in whose 
behalf such amounts were paid, and upon completion of the hearing and decision, 
to order such natural-gas company to refund with interest, the portion of such [in- 
creased] rates or charges by its decision found not justified. At any hearing in- 
volving a rate or charge sought to be [increased] made effective, the burden of 
proof to show that the [increased] rate or charge is just and reasonable shall be 
upon the natural-gas company, and the Commission shall give to the hearing and 
decision of such questions preference over other questions pending before it 
and decide the same as speedily as possible.” 

Sec. 7. Section 4 of the Natural Gas Act, as amended, is amended by adding 
at the end thereof the following new subsection: 

“(f) Lscalation, favored nation, price redetermination, renegotiation, or auto- 
matic price adjustment clauses unrelated to inereases in actual costs incurred by 
the seller in production contracts, except as otherwise p ovided for in section 4 (a) 
of this amendatory Act, whether executed hefore or after the effective date of 
this amendatory Act, which clauses provide for or may re sult in increases in the 
price of natural gas to the purchasers thereof are declared to be contrary to the 
public interest and are prohibited, shall not be received for any regulatory pur- 
pose by the Commission, and shall not be enforceable in any court or other 
tribunal,” 

Sec. 8. Section 5 of the Natural Gas Act, as amended, is amended by adding at 
the end thereof the following new subsection. 

“(c) In fixing rates for independent producers the Commission shall give con- 
sideration to the cost of facilities and gas reserves of such independent p) oducers, 
the prices of gas in the field from which the gas is produced, whether the price 
has been arrived at by arm’s length bargaining, the effect of the contract upon 
the assurance of supply, the reasonableness of the provisions of the contract, 
and the effect of such prices upon rates to the ultimate consumers of such gas, 
including the competitive ejfect of such rates compared with the cost of other 
fuels available to such ultimate consumers. The Commission shall give consid- 
eration to the same factors in determining the value to be allowed for gas pro- 
duced by a natural-gas company ahich is not an inde pendent producer or by a 
subsidiary of such natural-gas company.” 

Sec. 9. Subsection (b) of section 7 of the Natural Gas Act, as amended, is 
amended to read as follows: 

“(b) No natural-gas company shall abandon all or any portion of its facilities 
subject to the jurisdiction of the Commission, or any service rendered by means 
of such facilities, or any sale of natural gas for resale in interstate commerc e, 
without the permission and approval of the Commission first had and obtained, 
after due hearing, and a finding by the Commission that the available supply of 
natural gas is depleted to the extent that the continuance of such service or sale 
is unwarranted, or that the present or future public convenience and necessity 
permit such abandonment.” 

Senator Pasrorr. Mr. Farnand, we can start with you, if vou wish. 

Mr. Farnanp. If that is the wish of the committee. ; 

Senator Pasrore. Is that convenient for vou? 

We have promised one of the witnesses that we would hear him at 
10 o’clock. I was hoping that we would meet tomorrow morning at 
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9:15 and hear you with the hope that possibly we could get through 
with your testimony around 10 o’clock, up or down. 

Now, we have some time here, we are still in session, and we thought 
that possibly we could start hearing you. 

Mr. Farnanp. Thank you. 


STATEMENT OF P. L. FARNAND, ON BEHALF OF MINNEAPOLIS 
GAS CO. 


Mr. Farnanp. My name is P. L. Farnand. I am an attorney for 
the Minneapolis Gas Co., of Minneapolis, Minn., and I speak here 
today on behalf of that company and its 187,000 customers. 

Of this number, 176,000 are residential customers and 142,000 are 
heating customers. In 1954 our company distributed and sold 51,- 
733,158 M ec. f. of natural gas in the area served by it comprising the 
city of Minneapolis and environs. This company purchases all of the 
natural gas it sells from Northern Natural Gas Co. 

Northern purchases gas in Kansas, Texas, Oklahoma, and New 
Mexico. 

I have prepared a written statement and have submitted it to the 
committee, and I ask that that statement at this time be incorporated 
into the record. 

Senator Pasrore. Without objection, it is so ordered. 

Mr. Farnanpv. May I say at the outset that we do not appear here 
in the role of an opponent to any particular segment of the natural- 
gas industry but rather to speak primarily for those persons who have 
neither the time nor the money to appear here and make known their 
wishes—the ultimate consumers of natural gas. 

We very definitely are convinced that the Fulbright bill or similar 
legislation designed to remove from the Federal Power Commission 
its jurisdiction to regulate the field price of natural gas will ultimately 
adversely affect not only the ultimate consumers, ‘but also the local 
distributing companies, the interstate pipeline companies and the 
producers and gatherers as well. 

It seems to us a fundamental proposition that unless each group 
within the natural gas industry is regulated, regulation of other 
groups will be made considerably ineffective. 

We are convinced that the price of natural gas in the field, unless it 
is regulated, will continue to increase and that this will result in nat- 
ural gas at the local level being placed in a noncompetitive position. 

It is our feeling that this result is no more to be desired by the pro- 
ducers than by the pipeline companies, the distribution companies and 
the ultimate consumer. 

Therefore, we do not appear as partisans in the ordinary sense of 
the word and hope that our calling your attention to certain factual 
data will be helpful to the meni rs of the committee in resolving the 
problem presented. 

















INTENT 





OF CONGRESS 





There has been considerable discussion regarding the claim that it 
was the intent of Congress that when the Nz atural Gas Act was passed 
in 1938, it was not intended to regulate the sale price of gas produced 
in the fie Id and moving in interstate commerce. 


ai 
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One of the bases for this argument is an early decision of the Fed- 
eral Power Commission in 1950, Columbian Fuel Corp. (2 FPC 200), 
which ruled by a majority vote that the Federal Power Commission 
did not have authority to regulate the sale price of gas produced for 
interstate commerce. Of course, that case was not appealed to the 
Supreme Court and it now is settled that that decision, as was the 
Commission’s’ decision in the Phillips case, was erroneous. 

The fact that the Commission, shortly after the passage of the 
Natural Gas Act and subsequently in the Phillips case, held that 
it did not have jurisdiction to regulate sales for produced gas moving 
in interstate commerce does not of itself conclude that it was the intent 
of Congress when the law was first passed that such gas sales should 
not be regulated by the Commission. As a matter of fact, a close 
analysis of the entire bill and of the legislative history can produce 
substantial arguments to sustain the conclusion that it was the intent 
of Congress when the bill was passed to authorize the Commission 
to regulate the sale price of such produced gas. 

Prior to the passage of the Natural Gas Act, the Supreme Court 
of the United States had ruled that the State of Texas, where the 
gas is produced, and the State of Minnesota, where the gas is sold 
for resale, could not regulate the price for which the gas is sold by 
the producer in Texas, or for which the gas is sold by the transporter 
in Minnesota. 

Those were activities in interstate commerce and were subject to 
the exciusive jurisdiction of the Congress of the United States. 
Prior to the passage of that act, then there was a field in which every 
State was powerless to enact legislation to protect the ultimate con- 
sumer from exploitation. 

Under these circumstances the Congress passed the Natural Gas 
Act and this very committee, in its report to the House on said act 
(H. Rept. No. 709, 75th Cong., Ist sess., 2), said that the basic pur- 
pose of Congress in passing that act was— 
to occupy this field in which the Supreme Court has held that the States may 
not act 

What was that field ? 

That field was sales made in the State where the gas is produced 
and enters interstate commerce and sales made in the State where the 
transmission ends. Since the basic purpose of the act was to occupy 
this field, it seems illogical to argue that the act does not cover all 
the field, but only a portion of it. 

Some people are confused regarding the congressional intent in con- 
nection with the Natural Gas Act and we think the confusion arises pri- 
marily because 2 different bills were considered by 2 different Con- 
gresses in 1936 and 1937. 

H. R. 11662 was heard by the House committee of the 74th Con- 
cress, 2d session, on April 2.3, 4, 7,14, and 15, 1936. 

Hon. Sam Rayburn, of ‘Texas, was committee chairman. The hear- 
ine was held before the Honorable Clarence F. Lea, of California, 
chairman of the subcommittee hearing the bill. That bill provided: 

The provisions of this Act shall apply to the transportation of natural gas in 
high-pressure mains in interstate commerce and to natural gas companies en- 
gaged in such transportation. * * * 

Natural gas company means a person engaged in the transportation of 
natural gas in high-pressure mains in interstate commerce. 
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It was at this hearing that Mr. DeVane, Solicitor for the Federal 
Powe r Commission, testified. That bill provided that the act should 
not apply to the “production of natural gas. 

We do not believe that the House Committee of the 74th Congress, 
9d session, ever reported this bill to the House. 

H. R. 4008 was heard before the House committee of the 75th 
Congress. Ist session, on March 24 and 25, 1937. It is niost significant 
to note that the language establishing the primary grant of jurisdic- 
tion to the Commission in H. R. 4008, as introduced, and as passed 
by Hlouse and Se vor as the Natural Gas Act, differs materially 
from the primary grant of jurisdiction language of H. R. 11662. 

In order to emphasize the difference in this language we quote here 
he pertinent parts of each bill as introduced and upon which hearings 
were held: 

H. R. 11662 

1. The provisions of this act shall apply to the transportation of natural gas 

in high-pressure mains in interstate commerce and to natural gas companies 


engaged in such transportation. 
2. Natural gas company means a person engaged in the transportation of 
natural gas in high-pressure mains in interstate commerce 
H. R. 4008 
1. The provisions of this act shall apply to the transportation of natural 


gas in interstate commerce, to the sale of such gas for resale to the publie 
and to natural gas companies engaged in such transportation or sale. 

2. Natural gas company means a person engaged in the transportation of 
natural gas in interstate commerce, or the sale of such gas for resale to the 
public, whether or not such gas is mixed with artificial gas. 

It is significant to note that the description of natural gas companies 
as contained in the bill, and introduced as H. R. 4008, was changed 
somewhat in the law as finally adopted. In the Natural Gas Act, 
reads : 

Natural gas company means a person engaged in the transportation of natural 
cas in interstate commerce, or the sale in interstate commerce of such gas for 
resale. 

In that definition, the phrase “or the sale of such gas for resale to the 
public” as contained in the bill as introduced was changed to read 
“or the sale of such gas for resale.” 

We believe that there are other facts in connection with the lan- 
guage of the bill, that support the conclusion that the original intent 
of the Congress was as interpreted by the Supreme Court in the 

*hillips case. 

The second sentence of paragraph 9 (a) in H. R. 4008, as introduced, 
read as follows: 

The Commission may from time to time ascertain and determine, and by 
order fix, the proper and adequate rates of depreciation and amortization of 
the several classes of property of each natural gas company used or useful in 
the transportation or sale of natural gas in interstate commerce. 

The bill, as reported out of the House committee, and as reported 
to the House and Senate, and as passed by the Congress, amended this 
sentence to read as follows: 

The Commission, may from time to time, ascertain and determine, and by 
order fix, the proper and adequate rates of depreciation and amortization of 
the several classes of property of each natural gas company used or useful in 
the production, transportation or sale of natural gas in interstate commerce. 
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The word “production” was added by the committee and adopted by 
the Congress in this part of the Natural Gas Act having to do with 
the ratemaking function of the Federal Power Commission. 

A further fact to be considered in this connection is that section 
14 (b) of the act, as reported out of the committee, and as adopted 
by the Congress, was not contained in H. R. 4008 as introduced and 
which the committee considered. Section 14 (b) reads as follows: 

The Commission may, after hearing, determine the adequacy or inadequacy 
of the gas reserves held or controlled by any ntaural-gas company, or by anyone 


on its behalf, including its owned or leased properties or royalty contracts 
and may also, after hearing, determine the propriety and reasonableness of the 


inclusion in operating expenses, capital, or surplus of all delay rentals or othe 
forms of rental or conipensation for unoperated lands and leases or the pur- 
pose of such determinations, the Commission may require any natural-gas com 


pany to file with the Commission true copies of all 


igreements With respect to such gas reserves. 


its lease and royalty 
The inclusion in operating expenses of all delay rentals or othe 
forms of rentals or compensation for unoperated lands and leases 
is a function of ratemaking and can only apply to those persons 
engaged in the production of natural gas. 

It seems to us that it is significant that the committee reports of 
both Houses on the bill which the Congress enacted refer to “sales 
by producing companies.” The reports noted: 

However, in the case of sales for resale, or so-called wholesale sales, in inter 
state commerce (for example, sales by producing companies to distributing 
companies), the legal situation is different. Such transactions have been con 

dered to be not local in-character, and, even in the absence of congressional 
action, not subject to State regulation. 

The compelling, and, we believe, a most conclusive fact with refer- 
ence to the intent of the Congress in adopting the Natural Gas Act, 

far as covering sales by producers in interstate commerce is con- 
cerned, results from further language in the reports of the commit- 
tees of both Houses (HH. Rept. No. 709, 75th Cong., Ist sess.; S. 
Rept. No. 11662, 75th Cong., 1st sess.). 

The reports quote the exemptive clause of section 1 (b): 
but shall not apply to any other transportation or sale of natural gas or to the 
local distribution of natural gas or other facilities used for such gas distribu 
tion or to the production or gathering of natural gas, 

After quoting this exemptive clause, the reports commented : 

The quoted words are not actually necessary, as the matters specified therein 
could not be fairly said to be covered by the language affirmatively stating the 
jurisdiction of the Commission, but similar language was in previous bills, and 
rather than invite the contention, however unfounded, that the elimination of 
the negative language would broaden the scope of the act, the committee has 
included it in this bill. 


FAIR FIELD PRICE 


Section 2 (c) of the Harris bill proposes that interstate pipelines 
which produce natural gas shall be allowed a fair field price of such 
produced gas. The Commission has already by its decisions made 
effective this proposal, the first being in the case of the Panhandle 
Eastern Pipeline Co., which decision was issued on April 15, 1954. 
The Commission in this case departed from the long-time practice 
that it adhered to prior to that date in allowing the pipeline company 
cost plus a fair return on their produced gas. 


G38057 DD 62 
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We do not believe that the Congress should fix such a method in 
this legislation. There is no doubt that this method results in higher 
costs of gas to the ultimate consumer. 

Phe question to be determined here is whether the Congress should 
in the public interest fix a formula for the pricing of gas produced 
by transmission companies which has the effect of ‘order! ing the Fed- 
eral Power Commission to increase the rates to the ultimate con- 
sumer. We do not think that that is sound legislation, considering 
the basic purpose of the Natural Gas Act. 

We are familiar with this problem on the pipeline of Northern 
Natural Gas Co. An analysis of its results is contained in a dis- 
-enting opinion in Docket G-2085 in the matter of Northern Natural 
(tas Co. before the Federal Power Commission. 

On the system of Northern Natural Gas Co. the Commission has 
ot in any proceeding allowed Northern the fair field price in the 
ianner provided in the Panhandle Eastern case. Northern is.request- 
ng such treatment in its latest rate filing, its fifth rate increase. 

An analysis of the facts with reference to Northern Natural’s own 
produced gas demonstrates the inequity, from the viewpoint of the 
iltimate consumer, of the proposed legislation. 

From the commencement of Northern’s operations in 1930 until 
the end of 1951, there was acquired approximately 649,000 acres of 
leasehold by Northern Natural Gas Co. ' 

The great bulk of the acreage was acquired after the Natural Gas 
\ct was passed and the Commission’s rate policies became known, 
which, prior to 1954, allowed the transmission companies the cost of 
> denaie as ics a fair return. 

As of the end of 1951, 229,000 acres were abandoned, sold, or 
exchanged, leaving approximately 420,000 acres in Northern’s owner- 
= Of such remaining acreage at that time, producing wells 
= in the Panhandle, Hugoton, and Otis fields accounted for 

56.$ acres at an investment cost of $614,298. 

 Sianaenaaa. undrilled leaseholds, 263,229 acres at an invest- 
ment cost of $552,952, account for the balance of the approximately 
120,000 acres owned as of December 31, 1951. 

From the inception of its operation down to July 1, 1952, Northern 
has written off the acquisition costs of abandoned leases, amounting 
to $756,883. From its inception to July 1, 1952, Northern, in addi- 
tion to the investment cost set forth above, has expended $1,491,395 
for delay rentals, $585,388 for nonproductive well drilling, and $8,058 
for other exploration costs. 

In addition, further sums of substantial amounts have been ex- 
pended in connection with the acquisition and owning of leaseholds 
ior such items as taxes on leaseholds, geological, engineering, and 
administrative expenses. 

The important fact is now about to be asserted. All of such costs 
incurred in the exploration and development of its gas reserves have 
ene recovered by Northern during the years by the rates allowed 
by the Federal Power Commission. That is, they have been paid 
in their entirety by the ultimate consumer. 

During these years the Commission included all of Northern’s 
investment in leaseholds in the rate base, including its investment 
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in unproven and wildeat acreage, thereby permitting Northern to 
earn a return on that investment. 

This means, reduced to simplest terms, that for more than 20 
years the ultimate consumers on Northern’s system have under- 
written and paid for in rates the entire cost of acquiring and devel- 
oping Northern’s gas reserves 

Having paid for such cost and development, the theory is that 
tlhose consumers should now be made to pay the commodity value 
of such gas in the fields, amounting to $60 million over cost, so that 
the stockholders of Northern may recoup the added values for their 
benefit. 

It is clifficeult to perceive how such proposal is equits able. 

As a matter of fact, in an early Panhandle-Eastern Pipeline case 

} F. P. C. 273, 284, September 2 3, 1942), the Commission dealt with 
the same problem in that Panhandi le claimed an allowance in its 
rate base of $1,500,000 as the value of the gas-purchase contracts. 
‘Lhis was in excess of the contract prices of such gas. 

The Commission said: 

It would be a travesty on regulation to permit fictitious amounts of this 
character to inflate the rate base. 

On the basis of the foregoing facts, we respectfully submit that the 
Congress should not adopt section 2 (c) of the Harris bill. 

One of the main arguments relied upon by the natural-gas trans 
mission lines for the allow: ance of a fair field price is that it is in the 
interest of the pipelines and of ths public served by them, that they 
be able to produce themselves a substantial portion of the natural 
gas which they transport and sell. 

In this connection, in Northern Natural’s rate case for the calendar 
vear 1954, it was allowed somewhat in excess of $1 million for ex 
ploration and development costs. In their annual report for 1954, it 
is shown that Northern Natural Gas Co., through a wholly owned 
subsidiary, Northern Natural Gas Producing Co., was engaged in the 
drilling of wells in Montana and Canada. While it is true that North 
ern proposes to bring in gas from Canada to serve its present mi: arket 
area, it has never indicated that it intends to bring in gas from Mon 
tana to its present market area. 

Is it fair to charge the customers in Minnesota, Lowa, and Ne 
braska exploration and development costs to develop wells in Montana 
which will undoubtedly be used to serve customers in that area? 
These facts, together with the figures showing Northern’s rate in 
creases, demonstrate that actually, at least up to now, the only results 
insofar as the public served by Northern is concerned, is to increase 
the cost of natural gas to the ultimate consumers at their burner tips. 


EFFECT OF RISING FIELD PRICES ON ULTIMATE CONSUMER 


An effort has been made to minimize the effect of rising field prices 
on the ultimate consumer of natural gas. It is asserted that 90 percent 
of the price of natural gas to the consumer represents the cost of 
delivering the gas from source of supply to the burner tip. We will 
not attempt to dispute that statement and will accept it as true for 
the purposes of this discussion. 
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First, we should reemphasize the statements already made showing 
the terrific percentage Increase in the field price of gas. 

Tables 1 and 2 of the statement submitted by the Consolidated 
Natural Gas Co. show that the average field price of gas in the 4 
main producing States has increased from 100, using the 1947-49 
period as the base, to 206.9 in 1954. This compares with an increase 
in the living costs from a base of 100 to 114.8. 

In addition. the staff of the Federal Power Commission completed 
a study involving 20 pipeline companies which purchased gas in the 
Southwestern field, and excluding the Appalachian companies, which 
buy substantial quantities from other companies. 

Phese ZO companies in 1952 accounted for 77.9 percent for all sales 
to other gas utilities made by natural-gas ee reporting to the 
Federal Power Commission. The data compiled | yy the staff were 
redu ed toa thousand cubic feet basis, and on this basis average pur- 


chased gas costs and average wholesale revenues of the companies 
were determined for each of the cale ndar vears 1948 through 1953, 
The figures on table I. attached hereto, detail these results. Tak- 


ing the period as a whole, the figures indicate that loonie the opera- 
tion Cy the regulatory lag during the first 2 years, for the entire 
D-) " perl xd, increased pavinents per thousand cubic feet for pur 
aad was have absorbed Ss percent of the increased revenues pel 
thousand cubic feet from sales for resale. 

This means that the 20 pipeline companies which were required to 
increase their wholesale revenues from distributing companies, by 
the average price of 5.41 cents per thousand cubic feet from 1948 
through 1953, had to use 4.52 cents per thousand cubic feet out of that 
increase to pay for the increased cost of gas aren in the field. 

The balance of 0.89 cents per thousand cubic feet (nine-thenths of 1 
cent) was all that was required to pay for all other operating costs, 
taxes, interest, andareturn. In the face of these facts, it is unrealistic 
to attempt to minimize the effect of the cost of purchased gas upon 
the ultimate consumer. 

With reference to the system which serves the Upper Midwest, 
Northern Natural Gas Co., we have prepared a chart which is attached 
hereto and marked “table No. IL.” The figures from this chart were ob- 
tained from exhibit 105, sheet 2, and exhibit 109 in a proceeding before 
the Federal Power Commission in the matter of Northern Natural 
Gas Co. docket G-—2217. 

This chart compares the production costs, of which 80 percent to 
90 percent comprise cost of purchased gas, with all other expenses be- 
tween the years 1947 and 1954 on a cents per thousand cubic feet basis. 

In 1947 the production costs amounted to 3.35 cents per thousand 
cubic feet. They increased to 15.12 cents per thousand cubic foot in 
1954, or an increase of 291.6 percent. All other costs, which include 
taxes, interest, and return, were 15.07 cents per thousand cubic feet in 
1947 and increased to 17.65 cents per thousand cubic feet in 1954, or an 
increase of 17.2 percent. ‘The total unit expense increased from 18.42 
cents in 1947 to 30.77 cents in 1954, an increase of 12.35 cents per 
thousand cubic feet, of which 9.77 cents per thousand cubic feet con- 
stituted production expense. 

The records in the Federal Power Commission disclose that from 
1950 through 1954, Northern Natural Gas Co., filed five separate 
rate increases for its city gate charges. 
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The necessity for these rate increases as filed by Northern arises 
primarily from the cost of purchased gas as the figures on table 
II cise lose, Further proot of this conclusion is shown on table III 
attached hereto. Whereas in 1947 out of every dollar collected from 
ts customers Northern paid 18 cents for purchased gas, in 1954, 1 
paid 32 cents out of every dollar for purchased as, 

What has been the effect on the ultimate consumer in the communi- 
ties served by Northern / 

We have prepared some figures from the books of the Minneapolis 
(ras Co. to show the operating results insofar as the cost of purchased 
was is concerned. 

They are contained on tables [TV and V which are attached hereto. 
Phe figures shown on table IV demonstrate that in 1948, being the first 
vear that Minneapolis Gas Co. distributed straight natural gas to 
ts customers, out of every dollar collected from the ultimate con- 
sumer, this company paid 33.56 cents for CAS purchased at the city 
vate from Northern Natural Gas Co.; but in 1955, out of every 
dollar collected from the ultimate consumer, the company paid 52.17 
cents to Northern Natural Gas Co. 

In other words, in 1948, out of 67 cents left out of each dollar col- 
lected from the ultimate consumer, the company paid all of its other 
operating expenses, taxes, interest, and earned its return; but in 1955, 
out of 48 cents left out of every dollar collected from the consumer, 
it paid all other operating costs, taxes, interest, and return. 

In other words, in the space of these 8 years, the unit out of every 
dollar ot revenue required to pay for pr urchased was has increased by 
Is.61 cents and on a percentage basis by 55.45 percent. 

There is also contained on table IV similar figures showing the 
next iain operating cost, to wit, labor operating cost. In this cas 
the amount required to pay this operating cost has been reduced hens 
1948 through 1954 by 9.36 cents and by 33.35 percent on a percentage 
basis. 

The figures shown on table V, show the average cost to the Minne 
apolis Gas Co. of purchased gas from 1948 through 1955, This chart 
shows an increase of 99.26 percent in per thousand cubic feet cost of 
pure -hased gas at the city gate of Minneapolis from 1948 through 1955. 

These figures tell the story of the everincreasing cost of purchased 
gas. They show the fundamental reason for the increase in the price 
at the city gate. 

We proceed now to show the effect of the increase in the cost of pur- 
chased gas on the ultimate consumer served by our company. We have 
prepared figures as shown on table VI attached hereto. 

These figures show that the lowest cost per thousand cubic feet for 
residential gas was in 1951, when the cost was 69.39 cents. That cosf 
has increased to an estimate 92.13 cents for 1955, or an increase of 22.74 
cents per thousand cubic feet over 1951. 

‘Table VII compares the increased cost per thousand cubic feet of 
residential gas and total gas in Minneapolis with the increased cost of 
purchased gas per thousand cubic feet. The table starts with the year 
1949 because this was the lowest cost per thousand cubic feet of pur- 
chased gas to this company. It will be noted that whereas the cost of 
purchased gas increased 19.76 cents on the average from 1949 through 
1955. This demonstrates that the average cost to the customers, over 
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the average cost of the purchased gas increase, was increased in this 
period only 0.61 cent. 

In other words, for approximately six-tenths of 1 cent per thou- 
sand cubic feet on the average this company has been able to absorb 
over and above the increased cost of purchased gas all of the other costs 
of doing business, including the earning of a fair return. 

The above figures show that beginning with 1949, which was the 
vear when cost of purchased gas reached its lowest average, through 
1955 the cost ver thousand cubic feet has increased 29.76 cents. 

On the other hand, beginning in 1949 and continuing through 
1955, the second column shows that the average cost of gas to the 
residential consumer in Minneapolis has increased only 15.52 cents 
per thousand cubic feet. This means that the real increase to other 
residential consumer Was caused solely by the increase in the cost 
of purchased fas. 

The question that these consumers want to have answered is, How 
far is the field price going to got They call upon you to exercise your 
good judgment in seeing to it that the pr ices of produc ‘ed gas, like that 
being transported and distributed, be regulated on a reasonable basis. 


PRESENT 





COMPETITIVE SITUATION 





IN 





UPPER MIDWEST 














The retail price of gas in the area served by Northern Natural Gas 
Co. has now reached the stage where it is no longer the attractive fuel 
that it was a few years ago. The following facts are evidence of this 
conclusion: 

(1) In a hearing before the Federal Power Commission in docket 
G-2063, the gas company distributing manufactured gas in the city 
of Dubuque, Lowa, asked for 10 million feet of natur al gas per day. 
Under Northe ‘rn’s rate structure the gas-distributing company pays a 
demand charge on the number of cubic feet. This volume is known 
as the contract demand, which Northern is obligated to deliver each 
day. The Conimission awarded to the distributor in Dubuque the 
iQ million feet Remeeenert- In the summer of 1954 Northern built 
the line to the city gate of Dubuque. The gas company there has 
encountered diflic ae: in se Hin ¢ natural gas to the residents of the city. 
The company has filed a petition with the Federal Power (¢ ‘ommission 
requesting that the contract demand be reduced from 10 million feet 
per day to 5 million feet per di ay. In the petition it states that the 
space heating and interr uptible loads have failed to develop as antici- 
pated and have not materialized because : 


(a) Reductions in coal prices and freight rates in the Dubuque area since 
the presentation of evidence in G—2063 have slowed the conversion to gas by users 
of other fuels. The cost of southern Illinois coal, which is used extensively in 
the Dubuque area, has been reduced from $3.70 to $3.50 per ton, and freight 
rates for the coal were lowered on August 20, 1954, from $3.87 to $3.37 per ton. 
These reductions have seriously handicapped petitioner’s efforts to sell inter- 
ruptible gas. Northern’s director of marketing, D. L. Sedgwick, testified con- 
cerning this problem in docket G-2399 (Tr. 923, 924, 927). 

(b) The attractiveness of the presently effective low retail gas rates in 
Dubuque has been greatly offset by Northern’s rate filing in G-2505 which has 
boosted petitioner’s cost of gas in Dubuque $111,840 per year. An intensive 
advertising campaign by competitive fuel dealers in Dubuque has effectively 
underscored the serious consequences of Northern’s rate filing on retail gas prices. 
The Dubuque fuel dealers have also publicized rate increases made by other 
pipeline companies in an effort to convince the public that the trend in gas rates 
is upward. 
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(c) Widespread unemployment in Dubuque has curtailed conversion to gas 
by both residential space-heating consumers and industrial users. As an ex- 
ample of the unemployment problem, the Iowa Unemployment Board in Dubuque 
reports that there are presently 2,165 less employed persons in Dubuque than 
in 1953. 

The petition states that the distributing utility suffered a net loss 
of $51,775 in Dubuque during the calendar year 1954 mainly because 
space-heating customers and “indus trial users have not been attached 
us estimated. The petition states that the original estimates of the 
customer growth and use of natural gas in the ¢ ity were reasonable 

‘orecasts as conc luded by the staff of the Commission in that hearing. 
(See pp. 64-65 of staff's brief in G-2063.) 

(2) The rate charge by Northern Natural Gas Co. to the distrib- 
uting utilities is a two- part rate consisting of a demand charge and 

commodity charge. The demand charge is presently $2.70 per 
month per thousand cubic feet of the total cae ut demand of the 
utility, the contract demand, as previously explained, being the total 
volume which Northern is obligated to deliver to the distributing 
utility on any given day. The commodity charge is presently 22.1 
cents per thousand cubic feet and is paid upon all volumes purchased 
at the city gate by the utility. The distributing utility, in attempting 
to lower the aver age cost of purchased gas at the city gate, is anxious 
to and does sell gas to interruptible customers, relating the charge to 
such interruptible customers to the commodity charge which it pays 
at the city gate to Northern. That charge has presently reached the 
point where it can no longer be increased if the distributing utilities 
am to attract further industrial business. This fact was testified to 
by Mr. John F. Merriam, president of the Northern Natural Gas Co., 
in a hearing bef re the Federal Power Commission in docket G—4259, 
et al., on January 25, 1955, being volume 19 of that proceeding. He 
said: 

The marketing department of Northern Natural Gas Co. had called attention 
to the fact that the 22.1-cent commodity price provided in Northern's wholesale 
tariffs was a price which was getting very close to the competitive price of other 
fuels, specifically coal, and that if that price was increased beyond the 22.1-cent 
figure that sales of gas on an off-peak basis might be lost. 

That such loss of business would remove revenues which were currently 
carrying the cost of gas sold to the general consumers of Northern Natural Gas 
Co. That therefore, it was considered desirable not to raise the commodity 
price any further at this time. It was also called to our attention that the 22.1- 
cent price did exceed, by a substantial amount, the actual out-of-pocket cost of 
service of delivering the commodity gas, and that therefore the gas would be 
sold at a price in excess of such out-of-pocket cost. 

Under those circumstances, we adopted the recommendations of the Market- 
ing Department that the 22.1-cent price be maintained at its present level. 

(3) The vice Pree and assistant general manager of Minneap- 
olis Gas Co., Lester J. Eck, testified in a recent proceeding before 
the Federal Power Commission, docket G—2217, that the Minneap- 
olis Gas Co. could not increase its charge to industrial customers above 
the level of charges then being paid by the industrial customers to the 
Minneapolis Gas Co. This fact has subsequently been proved to be 
true by the absorption by our company in the demand charge of all of 
the increase which became effective on Northern’s system on Decem- 
ber 27, 1954, following Northern’s fifth consecutive rate increase since 
1950. No part of the additional increase in rates that then became 
effective was passed on to the interruptible industrial consumer. The 
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result is that, on the basis of equivalent therms, - cost of gas for 
house heating only in the suburban area served by the Minneapolis 
Gas Co. for 210 therms is precen itl) $22.50 as compared with $20.40 


for 210 therms of fuel oil. In the city of Minneapolis, where the 
rate is somewhat lower, the cost of 210 therms of natural gas for house 
heating only is $19.40 and the equivalent cost. for fuel oil is $20.40. 
The cost of the same number <i ‘rms tor West Virginik a stoke ‘r coal is 
$15.40. The present rates are ised upon Northern’s full rate in- 
rease which is subject to hereafter when the fifth rate 
increase is finally adjudicated by the Federal Power Commission. 


(4) In the same proceeding, docket G-2217, a statement was made 
by counsel fo. the lowa P ower «& Light C'o. at Des Moines, also served 
by Northern Natural, to the effect that if the commodity component 
charge fol natura] was to lowa Power & Light Co. exceeds 23.1 cents 
per t] ousand cubie feet. lowa Power & Light will in all probability 


cease burning gas in its boilers at Des Moines. This is true because 
Iowa Power & Light can purchase coal for 23.1 cents per thousand 
cubic feet on a basis of gas equivalent. lowa Power & Light uses up 
proximately 81% billion cubic feet of gas in its boiler plant per year, 

(5) Northern Natural Gas Co. has estimated that if its utility cus 


tomers should lose all the interruptible business which they presenti 
serve, the demand cl arege on Northern’s system, ASSUMIN vr that the 
commodity charge would remain at 22.1 cents per thous: ind cubic feet. 
would be increased from $2.10 to approximately 33.52 per thousand 
cubic feet, an increase of 2 3 percent, all of which would of necessity be 
borne D\ the firm customers. 

(6) The cost ot coal which is hauled by barge up the ee pi 
and Minnesota Rivers in two points in Minnesota has been decreased 
by a lowering of the barge freight rates. This has resulted in North- 
ern Natural Gaas Co. signing a contract to serve a new electric renel 
ating plant of Northern States Power Co. known as the Black Dog 
plant located on ro Minnesota River south of Minneapolis at the low 
est price Northern has ever agreed to sell its gas toa direct customer 
on = interruptible basis. In fact, in order to enter into the contract 
"i | Northern States Power, Northern Natural had to agree that a 

sper of 3 years its price to Northern States would not exceed 2 
cents per acne cubic feet. 

(7) On May 1 of 1954 the distributing utility customers of Northern 
advised Northern by letter that effective in the fall of 1955 they desired 
an additional 60 million cubic feet of gas. When Northern filed its 
application for a certificate to build fac ilities to deliver additional gas, 
which included gas from the Alberta fields of Canada, it estimated that 
the demand charge in the fall of 1955 would be $3.11 per thousand 
cubie feet. The distributing utilities thereafter advised Northern 
that they were not willing to buy this amount of gas at that price and 
the requests for increased volumes were reduced i 60 million to 40 
million. In addition, one company, Iowa-Illinois Gas & Electric 
serving Fort Dodge, Iowa, requested that its contract demand be re- 
duced by 4 million feet per year, in view of the proposed high price 
of gas. 

(8) On or about December 10, 1954, a freight rate reduction on fine 
coal was ordered by the Interstate Commerce Commission in docket 
ICC 29872. This effected a reduction in freight rates on such coal in 
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Missouri, Kansas, and Oklahoma and shipped to Omaha, Bellevue, 
South Sioux City, Lincoln, and Fremont, Nebr., and Council Bluffs 
and Sioux City, Iowa. 

As a result of this reduction, the Omaha Public Power District at 
Omaha, Nebr., in the first 4 months of 1955, consumed approximately 
17.5 percent less gas than in the first 4 months of 1954. 

They have advised the Metropolitan Utilities District of Omaha, the 
local distributor of natural gas, that the freight rate reduce ‘tion on coal 
would result in the consumption of 77,000 tons more of coal in the year 

1955 for electric generation than used in 1954. In the first 4 months of 
1955, this plant used 350,000 M ec. f. less gas than was used in the first 
! months of 1954. 

What picture do these facts portray for the future sales of natural 
gas in the upper Midwest area? The answer to that question should 

cause grave concern to the producers of natural gas in the areas where 
Northern buys from such producers. The objective of the producers 
of natural gas to obtain everything that the traffic will bear will 
ultimately have the effect of h: alting the future development of the sale 
of this fuel at the retail level. 

There can be little argument regarding the conclusion that the 
natural-gas business at the retail level grew and flourished because the 
fuel sold to the public was a more economical fuel than any other type. 

These facts should give producers concern regarding the develop- 
ment of their own business These facts ought to give emphasis to 
the conclusion that reasonable regulation of the price of natural gas 
in the field will result in stability and longevity for the entire natural- 
gas industry. 


NECESSITY FOR REGULATION OF PRICE OF PRODUCED GAS 


The evidence before this committee demonstrates very substantial 
increases in the price of produced gas in the field moving in inter 
state commerce over the past several years. It further shows that 
such increases have been the basic, primary cause for the increase in 
the costs to the ultimate consumer. 

This committee must answer the question whether or not it is within 
the scope of the basic purpose of the Natural Gas Act, with full 
knowledge that the transmission companies are regulated and can 
only charge a reasonable price, and with full knowledge that the 
distribution ¢ ompanies are regulated and can only charge a reasonable 
price, to permit the producers to remain completely and wholly un- 
regulated and charge whatever price the traffic will bear. If the pro- 
ducer remains completely and wholly regulated, it means that the 
entire balance of the natural-gas industry and the ultimate consumer 
are left completely at the producer’s whim as to the price to be paid 
to him. 

What the distributing companies and their ultimate consumers want 
to know is when the rise in the price of produced gas in the field is 
going to stop. If it does not stop, then there is only one answer, and 
that is many transmission companies and distr ibution companies will 
be sorely pressed for survival. Would such result be in the public 
interest? Would such result be in the interest of the producers 
themselves ? 
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The argument is made that the price of no other produced com- 
modity such as iron, coal, copper, zinc, and so forth, is regulated. The 
simp le answer to that assertion is the congressional dec 1: tration itself 
In passing the Natural Gas Act when the Congress said that the busi- 
ness i tr sporting and selling natural gas is affected with a public 
interest and that regulation thereof in interstate commerce is necessary 
in the ublic interest. The Congress has made no such similar finding 
with reference to the production of ore, or oil, or copper, or tin, or any 
other produced commodity. 

It is illogical to conceive a continuation of a very important seg- 
ment of an industry, which the Congress declares ought to be regulated, 
to be allowed to remain unregulated. 

The necessity for regulation of the producer is clearly found 
the physical facts with reference to the production, the transportation, 
and the distribution of this commodity, natural gas. The ultimate 
consumer, the average homeowner in the city where natural gas is 
distributed who uses gas for heating his home is attached to the sys- 
tem that commences in the ground in Kansas or Texas. As he looks 
forward to the next heating season he knows that he must accept the 
price charged to him ? the distributing company because he is at- 
tached to the system. Unlike the person who uses fuel oil to heat 
his home, the natural gas user cannot go out into the market and 
seek the lowest price from 1 to 2 dozen distributors within the 
city. This situation in which the natural gas ultimate consumer 
finds himself is unlike any other situation involving the use of a pro- 
duced commodity. For this reason alone it 1s contrary to common- 
sense that all other portions of the industry that serve him should be 
ee | regulated except the people who produce gas in the field. 

lables I through VIII, accompanying Mr. Farnand’s statement 
are as follows:) 


TABLE I.—Comparison of increase in purchased gas cost and revenues from gales 
to other gas utilities for 20 selected natural-gas companies for years 1948-53 


[Cents per thousand cubic feet] 


Increase over prior year Increase over 1948 
A verage Average 
ml whol 
Ye chased sale Pur Whole- | Percent, Pur- Whole- | Percent, 
) cost revenu chased sale 3) of chased sale (6) of 
gas cost revenue (4) gas cost revenue (7 
1 2) 3 } 5 (6) (7) (8) 
Cents Cents Cents Cents Percent Cents Cents Percent 
1948 4.82 15. 54 . 
1949 5.55 16. 16 0.73 0. 62 118 0.73 0. 62 11s 
1950 6. 72 16. 92 1.17 76 154 1. 90 1, 38 138 
1951 6. 82 18. 20 10 1, 28 8 2. 00 2. 66 75 
1952 8. 23 20. 00 1.41 1. 80 78 3. 41 4. 46 76 
1953 1. 34 20. 95 1.11 95 117 4.52 5.41 S4 
1. Cities Service Gas Co 11. Panhandle Eastern Pipe Line Co. 
2. Colorado Interstate Gas Co 12. Southern Natural Gas Co. 
3. Consolidated Gas Utilities Corp 13. Tennessee Gas Transmission Co. 
4. El Paso Natural Gas Co 14. Texas Eastern Transmission Corp. 
5. Interstate Natural Gas Co. 15. Texas Gas Transmission Corp. 
6. Kansas-Nebraska Natural Gas Co 16. Texas Illinois Natural Gas Pipe Line Co 
7. Michigan-Wisconsin Pipe Line Co 17. Transcontinental Gas Pipe Line Corp. 
8. Mississippi River Fuel Corp 18. Trunkline Gas Co. 
9. Natural Gas Pipeline Co. of America 19. United Gas Pipe Line Co. 
10. Northern Natural Gas Co. 20. West Texas Gas Co. 


This chart was prepared by the staff of the Federal Power Commission. 








AMENDMENTS TO THE NATURAL ACT 973 


GAS 


EXHIBIT 108, SHEET 2 


TABLE II1.—Northern Natural Gas Co.—Comparison of unit erpenses, 1947 
and 1954 
1947 1954 Difference, 1954 194 
Increase 
ost Percent of | Cemts Per | porcent of | Cents per | Percent of | Gent per 
total thousand total thou nd total (col thousand Pe { 
cubic feet cubic feet 4—col. 2 caik ta tact ; 
col. 5 ol 
col. 3 
(1) 2 3 t { 
Production 18.18 3. 35 $2.63 3.12 24.4 ) 291.6 
All other 81.52 15. 07 57. 37 65 24.4 2.08 17.2 
Total 100. 00 18, 42 100. 00 ) 77 12.35 
Increase 
2 Decrease 
a a ( vf 
eI 1954 194 
Gross pliant » 64 MK) 2s] s16. OO 2s 
Operating revenue deductions 14,13 75, 412, 000 34 
1 From exhibit 109 











TaBLe III.—Figures from annual reports of Northern Natural Gas Co. Percent 
of cost of purchased gas to total operating revenues 
Gas pur- Gas pur- 
Total 1 chased lot ch 
} - Gas pur ‘ pur 
f operating percent ot operat peree! 
+ chased chase | 
i revenues operating reven operatin 
| revenues evenues 
1946... $19, 369, 222 | $3, 719, 383 19.2 195] $44, 824, 469 |$12, 291, 661 27.4 
1947 23, 572, 388 4,310, 967 18.2 1952 5A, 234, 122 15, 620, 685 mR 3 
1948. 26, 849, 219 6, 073, 343 22. 6 1953 63 3,122 | 21, 208, 049 33. 5 
1949 29, 296, 303 7, 640, 264 26. 1 1954 89, 239,909 28, 452,118 1.9 
1950__. 32, 987, 506 9, 775, 213 29.6 


raRre IV.- 


Minneapolis Gas Co.—Percent purchased gas of gas revenucs and 
percent operating labor costs of gas revenues 


Cost of gas 


as revenues 
purchased 











Percent pur 
ch ised gas of 
revenues 


Increase, 
amount 





Over 1948, 


percent 


1948 $10, 563, 389 $3, 544, 742 33. 56 

1949 12, 530, 990 4, 371, 461 34. 89 1. 33 3. 06 
1950 15, 963, 144 5, 528, 141 34. 63 1. 07 3.19 
1951 18, 776, 2 7, 942, 985 42. 30) 8. 74 26. 04 
1952 23, 644, 10, 716, OR1 45. ¢ 11.76 35. 04 
1953 26, 725, 819 11, 058, 008 41.75 8.19 24. 40 
1954 30, 731, 221 16, 456, 859 53. 55 19. 99 59. 56 
1955 2 35, 609, 298 18, 577, 576 52.17 18. 61 55. 45 





2 Estimated. 


1 The figure for each year represents the number of cents out of every dollar collected from its customers 
at Minneapolis Gas Co. paid to Northern Natural Gas Co. for cost of purchased gas 
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| t 
' : Coty il os : i {) 44s 
} mour DP t 
1s . i $2 O64. ¢ x ( 
9 vn RS 2 19 si 

) Q 14 1( 5. 67 ~). 1 
) i }, 28 20, 49 7. O§ 25, 22 
) 23, 644 ; 1 8.04 v $2. 52 
. 725.8 O08 8.74 1.3 $33 
) 9 » 4 8 », 3 53 

PARLE \ Minneapolis Gas Ce frerage cost of purchased gas per thousand 

cubic feet 
Pu ed i Increase 48 
( t Der Cent pel 
. ‘ \ int { isand thousand 
t feet ihic feet 

1948 g 7 x $3 544 74 g O4 

1040 1 3 41 371. 46 ys 0. OF 

1O {), R30, QHD 14] ; 1.01 ; 

10 gS 3G, ( 20. 69 1.7 2.2 

10 11, 444, 2 ) 6. OS 25, &e 6, 92 ¢ 

t M4f 1, O58, O08 24 iH) 2s 

1954 4). GOH, 3S¢6 16, 456, 859 $2. 33 13. 3Y 

10 { rT t 7. 74 18, 86 , 

TABLE VI Vinneapolis Gas Co Tnerease in residential gas revenues pe 
thousand cubic feet 
| 1 increas ’ 
ae ( nts per Cents per 
ae A 1 housand thousand 
cubic feet cubic feet 

1948 +] tt SS, 135, O69 8. Ob 

1949 2 06, 166 9, 243. 386 7h. ¢ 

195 18, 784 | 11, 694.843 75. 3 

1951 18. 561. 289 12. 880. 153 69. 39 

1952 19. 850. 909 15. 588. 693 7R. 53 9 14 13 

19 21,8 17, 829, 178 S1. tit 12. 27 17. 

1954 24, 715,8 21), $62, 841 82 39 13. 00 18. 7 

19 108, 80K 29, 664, 532 12.15 22. 74 2. 4 
} ( 

i -— ‘ , ; : 

TABLE VII Vinneapolis Gas Co Comparison of average cost of purchased gas 
per thousand cubic fect with average charge for residential gas per thousand 
cubie feet 

Pur- (ras reve (7 ve Pur- Gras rey (ra 

( K nues, res ues, 
y tota idential, total, 
wwe cost, iverag iveragt iverage, iverage 
cents per cents r cents per cents per | cents pe ents pe 
thousand thous 1 thousand thousand thousand thousand 
cubic feet cubic feet cubie feet cubic feet: cubic feet cubic feet 

49 17. ON a 4 1.68 1954 $2. 33 82. 39 44 

1950 17. 93 75, 3¢ 52. 33 195 37. 74 92.13 72.0 

1951 20. 69 69. 3Y 4%. 78 

1952 D5, Se 78. 53 56. 27 Increase, 1955 

1953 24. 3 RI. te 85S over 1949 19. 76 15, 52 20 
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Mr. Farnanp. I also handed out a loose leaf entitled “Table No. 8” 
to the committee. 

lam going to ask that that be made a part of this statement. The 
-tatement has attached to it, tables, and the last table is No. 7, roman 
iumber 7. 

In addition, after coming to Washington, [ prepared another state- 
ment entitled “Table No. 8° which | handed to Mr, Pellegrini yester- 
day, I believe it was, and asked him to have it available. 

Senator Pasrore. All right, we will have that made a part of the 
record. 

(The table referred to follows:) 


TABLE VIII. Vinneapolis Gas Co.—Comparison of increase in cost per thousand 
cubic feet for residential consumers and all consumers with increase in cost 
per thousand cubic feet in field price of gas, 1948-54 


a4 cent TS. Ot 


Senator Pasrore. Do you feel for proper presentation of your state- 
ment we need to have that handy ? 

Mr. Farnanp. Yes; indeed. 

Senator Pasrorr. Under the circumstances, we will recess until 9: 15 
tomorrow morning. 

Senator DanreL. You say it is necessary for you to have that for 
you to proceed ? 

Mr. Farnanp. That is right, but I won’t come to those tables for 
i. little while. I could make the first part of my statement before 
reaching the tables. 

Senator Pasrorr. How far in your statement will you go before you 
reach the tables ? 

Mr. Farnanp. I will take maybe 29 minutes, or so. 

Senator Pastors. All right. 

Mr. Farnanp. I depart from my written statement and make gen- 
eral comments now, if I may. 

Senator Pastore. Yes. 

Mr. Farnanp. We wish—— 

Senator Pastore. As a matter of fact, with the understanding that 
we have, it will be that your statement will be made a part of the 
record in its entirety, so that anyone who looks at that record can 
read every word of it. 

Mr. Farnanp. Including table No. 8? 

Senator Pastore. Including table No. 8. 

Mr. Farnanp. We wish to start out this statement by congratu- 
lating the Congress of the United States on the passage of the Natural 
Gas Act in 1938, and do congratulate the Federal Power Commission 
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in general, for the work which it has done over the years on behalf 
of the ultimate consumers of gas in this country. 

It is our feeling that, on the whole, the Federal Power Commission 
has done a wonderful job on behalf of the ultimate consumers of gas. 

We come to the question of their failure to regulate producers prices, 
but under all of the evidence that has been presented here today, it is 
apparent that the increase in the field price of gas has made itself felt 
at the consumer level in the last few years, more potently than was 
present in the years before that. 

Now, I should like to take just a moment to dissipate what I think 
is a prevalent idea that the Supreme Court of the United States in 
the Phillips decision decided as a matter of policy that producers’ 
prices ought to be regulated. I think that that notion is prevalent 
among some of the Members of Congress, perhaps, who are not 
lawyers. The Supreme Court, of course, in the Phillips case said 
Congress had declared the policy that producers ought to be regulated. 

Now, the impression is, too, that producers were surprised. Well, 
as I analyze the history of the Federal Power Commission, and of 
the cases, it seems to me that there should have been no surprise on 
the part of the producers that that decision was rendered in the 
manner in which it was rendered. As a matter of fact, no court to 
whom the question was ever presented has ever decided otherwise than 
the way the Supreme Court decided in the Phillips case. 

Now, emphasis has been laid upon the fact that the Federal Power 
Commission in 1940, in the Columbian Fuel case said that the exemp- 
tion of section 1 (a) or 1 (b) was such that they do not have the 
right to regulate the price of gas produced in the field. At the same 
time, however, they were causing an investigation to be made up of the 
People’s Natural Gas Co., that produc ed gas in the State of Pennsyl- 
vania, sold it in Pennsylvania, and it was then transported into New 
York by the New York Natural Gas Co. 

Senator Pasrorr. That was in 1940? 

Mr. Farnanp. In 1940. 

The Peoples Natural Gas Co. said: 

You can’t do that, you can’t investigate us because we are a producer and 
we are exempt under 1 (b) of the Natural Gas Act. 

They refused to bring their records. The Commission issued 
subpena. ‘They refused to abide by it. The Commission went to the 
district court and obtained an order, ordering them to bring the 
books. They appealed from that order of the district court to the 
Cireuit Court of Appeals for the District of Columbia, and in that 
case, in 1942, the District of Columbia ruled that the sale made by 
the Peoples Natural Gas Co. in Pennsylvania to a transmission com- 
pany that picked up and carried it to the State of New York was a 
sale in interstate commerce, and therefore was subject to regulation 
by the Federal Power Commission. 

On a petition for rehearing, the circuit court said: 


Sales of gas which have just moved interstate and sales of gas which is about 
to move interstate have like practical effects. 


and mind you, this was back in 1942. 


Neither the committee, Congress, nor the court appears to have distinguished 
between them in regard to the application of the act. In fact, the contrary 
appears, 
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Senator Pastore. In those facts, I am just curious to know this, 
was the negotiating party in Pennsylvania a producer and a 
gatherer ¢ 

Mr. Farnanp. It was a producer and a gatherer, and they made 
the specific claim that being a producer and a gatherer they were 
exempt under 1 (b) because 1 (b) says that it shall not apply to 
production and gathering. 

Senator Pasrore. In other words, the same issue was raised in 
that case as was raised in the Phillips case ¢ 

Mr. Farnanp. The same issue. 

Now, the Peoples Natural Gas Co. at that time 

Senator Pasrorr. Let me ask a further question. Did that case 
ever go to the Supreme Court ¢ 

Mr. Farnanp. It did. They filed a petition for writ of certiorari 
in the Supreme Court of the United States, and the Federal Power 
Commission opposed the petition for the writ of certiorari in 1952, 
and in the brief that the Federal Power Commission filed in oppo- 
sition to the petition for the writ of certiorari, it said this: 

It is settled that a sale of commodities for transportation and use in inter 
state commerce is a transaction in interstate commerce. 

2. Prior to the enactment of the Gas Act, the sale of gas or electricity at 
wholesale in the State of origin for resale in another State was held to con- 
stitute interstate commerce beyond the reach of State regulation. 

3. It is immaterial that the sale is made by the producer at the place of 
production. 

The Supreme Court denied certiorari. 

Now, following the decision of the circuit court of appeals in 1942, 
the Federal Power Commission reversed itself, and reversed the deci- 
sion which they made in the Columbian Fuel case, in Interstate Natu- 
ral Gas case, and in that case they ruled that the interstate company 
selling gas in Louisiana, which was a producer of gas, was subject to 
regulation by the Federal Power Commission, and I recall an argu- 
ment made here that the Columbian Fuel case was decided in 1940 
by three members of the Federal Power Commission who were mem- 
bers of the Commission at the time the Natural Gas Act was passed. 

The Interstate Natural Gas decision by the Federal Power Com- 
mission in 1943 was decided by the same members who decided the 
Columbian Fuel case in 1940, and it was unanimous in 1943. 

Senator Pasrorr. When you say the same members, you mean the 
same members of the Federal court ? 

Mr. Farnanp. Of the Federal Power Commission, who decided the 
Columbian Fuel case. It was a 4-to-1 decision, the Columbian Fuel 
case, and the dissent, I think, was the member of the Commission who 
was a lawyer. I know he wasa lawyer. I don’t know whether any of 
the four were lawyers. 

Now, in deciding the Interstate case in 1943, the Commission said 
this: 

The above-described sales to the three pipeline companies come within the 
scope of the specific affirmative provisions of section 1 (b) of the Natural Gas 
Act, and are clearly sales in interstate commerce of natural gas for resale for 
ultimate public consumption for domestic, commerce, industrial, or any other 
use. 

It was such interstate wholesale sales which the United States 
Supreme Court had ruled were beyond the reach of the State com- 
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missions and that Congress intended to regulate by the Natural Gas 
Act. 

The negative language of section 1 (b) upon which the Interstate 
Co. relies for its claimed exemption involving gas sales provides that 
the Commission shall not have jurisdiction over the production and 
the gathering of natural gas. When the distinction between produc- 
tion and g pinering of natural gas and the sale of such gas in inter- 
state commerce is kept in mind, effect is given to the congressional 
objective. 

They cite here the case of Carter v. Carter Coal Company, a deci- 

on of the Supreme Court of the United States in 1946, where the 
Supreme Court lucidly set out the difference between production and 
sale, and it said that a person who produces, and thereafter sells the 
sume product is engaged in two separate and distinct activities. 

That Court said then the production is intrastate commerce, but the 
sale is interstate commerce. 

Senator Pasrore. In other words, the determining factor of whether 
or not you come under the Federal Power Commission is not the pro- 
duction or the gathering; it is the selling. Once you negotiate for 
the sale of that Mas, then that gas is intended for interstate commerce ? 

Mr. Farnanp. That is it. 

Senator Pasrore. It cannot be separated from its final destination 
or its character and is therefore subject to control / 

Mr. Farn -— And that is what the Congress said in 1938 when they 
passed the Natural Gas Act. They said this act shall apply to the 
ae of gas in interstate commerce, the sale of such gas in 
interstate commerce for resale, and to any natural-gas company en- 
gaged in such transportation or sale. 

Now, the “Vy can mi ike a great deal of argument about the testimony 
of the general solicitor of the Federal Power Commission who testi- 
tied before the House committee on a bill in the 74th Congress, and he 
lid testify, and he said that this bill does not apply to the production 
and gathering of natural gas, and it contained the language. 

However, the affirmative grant of jurisdiction in that bill differs 
from the aflirmative grant of jurisdiction in the Natural Gas Act as 
introduced in the subsequent 75th Congress, and has passed by the 
Congress. The affirmative grant of jurisdiction in the bill that was 
being considered when Mr. DeVane testified reads as follows: 

The provisions of this act shall apply to the transportation of natural gas in 
high pressure mains, in interstate commerce, and to natural-gas companies en- 
gaged in such transportation. 

Now, that is different from the provisions of the act passed by the 
Congress in 1938, and, of course, we are all familiar with the funda- 
mental rule of statutory construction that where a section contains a 
primary grant of jurisdiction, and thereafter a limitation upon that 
vrant, the limitation is to be construed stric tly and is not to be widened, 
and that is one of the bases. Of course, for the Supreme Court de- 
cision in the Interstate case, which was affirmed by the circuit court. 
then by the Supreme Court and reiterated in the Phillips decision. 

Senator Pastore. I would like to clear up this point. There has 
heen a lot of discussion here that the Federal Power Commission. at 
the time the Gas Act of 1938 was being considered by the congressional 
committees, that they never intended that the gas which was to be 
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transported in interstate commerce was to be supervised at the well 
head. 

You say within 2 years the Federal Power Commission was investi 
gating a situation in Pennsylvania which led them to take it to the 
courts to enforce their right to jurisdiction. 

Mr. Farnanp. That is correct. 

Senator Pasrorre. And that at that time, three of the members were 
members at the time that the 1938 act was enacted by the Congress? 

Mr. Farnanp. That is correct. Now, we take the position that the 
Natural Gas Act as it now reads should remain on the statute books 
of the United States. We say that generally. We are aware of the 
tremendous problems that will be created by the regulation of thou 
sands of producers, many of them small, and in that connection we are 
advised that a bill was introduced in the House by Mr. Heselton, 
i believe, that would exempt from the regulatory processes provided by 
the Natural Gas Act with all produc ers of natural gas who sell 2 billion 
feet per year or less, and I think it is claimed that that would eliminate 
thousands of small producers, and it could well be that the committee 
should give some thought to that. 

We appreciate, of course, that the rule of de minimis applies to every 
law that is passed. ‘The Federal Power Commission right now re fuses 
to take jurisdiction over small operations that tec hnically could be 
said to be in interstate transportation because the effect of attempting 
to regulate those would not be in the public interest, and the same 
thing could possibly apply in connection with the exemption 

Senator Pasrore. In other words, you have no concern about the 
constitutionality, is that what you mean / 

Mr. Farnanp. No. as a matter of fact in the House, one of the mem- 
bers asked some service in the Congressional Library for an opinion. 
| just don’t have the ns here now. 

Senator Pasrore. Well, it is not necessary. Our staff can get it, 
but it is your opinion that if this were limited at a certain ener the 
supervision, that that distinction would not violate the constitution ¢ 

Mr. Farnanp. That is right. When you passed the Wage and 
Hour Act, you excluded all employers who provided eight or less, 
did you not? 

Senator Pastore. Yes. 

Mr. FarNAND. That i is an illustration. I think the Supreme Court 
said the Congress in its exercise of power under the Interstate Com 
merce Act is not required to exercise the full power. They can exer- 

‘ise it in such manner as they deem to be in the public interest, and it 
a my judgment, from what I have read— 

Senator Pasrore. In view of the fact that some of the testimony 
here has been to the etfect that about 85 percent of this e ntire gas supply 
is controlled by less than a hundred companies, would you consider 
such an amendment advisable or inadvisable ? 

Mr. Farnanp. I would think that an amendment that would elim- 
inate the small producer—there are thousands of people, as I under- 
stand it, who own 1 well, or 2 wells, and the amount of gas that they 
would send into the interstate stream would be so small that the failure 
to regulate them could not be said to be not in the public interest. 

Senator Pastore. Not only would it be cumbersome on the part of 
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the individual, it would be cumbersome on the part of the Commission. 
Mr. Farnanp. That is correct. 
Senator Pasrorr. What do you think of the figure of 2 billion feet ? 
Mr. Farnanp. Well, as I understand it, that figure would eliminate 
elmost SO percent of the so-called independent producers. 
Senator Danre.. What figure? 
Mr. Farnanp. The limitation of those who sell 2 billion a year, or 


less. All I sav is I have heard it said. I don’t know what the real 
facts are. 

Now, we say that the act should remain as it is, subject, of course, 
to the de minimis matter that 1 have just discussed, for the reason 
that if it does not remain as it is, if you eliminate the regulation of 


producers, you vitiate the entire good purpose of the act itself. You 
render, I believe, meaningless the declaration that you make in section 
1 (a), where you say that transporting and selling natural gas is 
affected with the pub lic interest, and that Federal regulation in matters 
relating to transportation of natural gas and the sale thereof in 
interstate commerce is necessary in the public interest. 

Now, if you are going to take out from the act those who produce 
the commodity at the first stage of its interstate journey, and permit 
them to be free of regulation, you must at the same time say that 
whereas we have said that the transportation and sale of natural gas 
in interstate commerce is necessary in the public interest, we now 
change our mind about that, and we now say that that segment of 
the industry which is the producing segment, need not be regulated in 
the public interest. 

It would seem to me, gentlemen, that if you do adopt the Fulbright 
bill that in fairness to the American people you ought to add some 
Sut h clause at the end of section | (a) of the act. bec ‘ause if you do 
adopt the Fulbright bill that is exactly in essence what you are saying 
that it is not necessary in the public interest to regulate the people who 
produce this commodity 

Senator Pasrorr. For sale in interstate commerce ? 

Mr. ie \RNAND. For sale in a commerce, yes. 

Now, subsequent to World War II, when the controls on the price 
of coal and oil were removed, i prices of those commodities went 
high ina short time. Natural gas was available, and it was desirable. 
It was then, in the years that followed, that the people of the United 
States who could obtain this fuel connected their homes to this system. 
and they did it primarily because this was a cheap and an economical 
fuel. 

That is the basic reason why the natural gas industry flourished i 
the years from 1946 or 1947 down through the present time. 

Now, what we think is this, gentlemen, that since those peeple 
‘ame onto this line, millions of Americans, millions of them, average 
homeowners, veterans of the World War II, veterans of the Korean 
war coming back, getting a little home, putting a mortgage on it, men 
of moderate income, they took that fuel because it was an economical 
fuel. They are now a part of a rigid system. They must accept the 
price at which it is charged to them. They have little choice. 

I have heard it said, I think the statement is unfortunate, let them 
burn coal if they don’t like the price; let them burn oil if they don’t 


like the price. 


AMENDMENTS TO THE NATURAL GAS ACT YS] 


Well. now, on the system of Northern Natural Gas Co. there are 
484,000 homes heated with natural gas. Are you going to say to those 
homeowners, “Throw out your facilities at the cost of a thousand 
dollars apiece, $484,000"? Is that what you are going to say, and 1f 
you are going to say that, why are you going to say it, so that the 
producers in the field can act from these people the last farthi ng 
of the value of ihn emeesneill ibe: a commodity that has become valuab le 
if you please, by the very fact that these people are attached and 
are buying it, a comme dity, if you please, that was valueless until 
the interstate pipelines built huge transmission systems to the field 
and carried it away into the interstate market 4 

Now, to me that is not treating the American public fairly. Regard 
less of what may be said or ceil one way or another about what 
the intent of Congress was in 1938, the facts are, today, that under 
the circumstances presently existing, and on the basis of the evidence 
that has been presented to this committee and to the House C ommittee, 
it seems to me that a finding is imperative on the part of this Congress 
that it is essential in the public interest that the producers of gas 
be regulated insofar as their price of gas sold in interstate commerce 
is concerned. 

This is true because we think that the basic and primary reason 
for the increase in the price of gas at the city gate, and hence at the 
burner tip is due to the increase in the field price of natural gas, and 
in that connection I ask you gentlemen to refer to table No. 1. 

Table No. 1 is a chart prepared by the staff of the Federal Power 
Commission. It shows what the 20 companies listed on that chart 
had to pay, or had to collect from their customers, and the increases 
in the wholesale revenues from those collections from 1948 through 
1953. 

Senator Pastore. This is the pr ice at the gate? 

Mr. Farnanp. The price at the city gate. The important columns 
are 6 and 7. First let me say that these 20 companies distribute, 
purchase and distribute, or did in 1952, substantially 78 percent of 
all gas moving interstate by companies reporting to the Federal Powe1 
Commission. 

The cost of purchased gas increased 4.52 cents per thousand cubic 
feet in those years. The wholesale revenues of those companies 
increased 5.41 cents per thousand cubic feet in those years, as shown 
by columns 6 and 7. 

Now, what does that mean? That means that of the 5.41 cents per 
thousand cubic feet, which it was necessary on the average for these 
20) companies to increase their city-gate revenues by in those years, 
84 percent of it was necessitated by an increase in the cost of purchased 
was, 

If you will subtract 4.52 from 5.41 you have about nine-tenths of 
acent. It means that these 20 companies in this period absorbed all 
other costs including a return to themselves, increased taxes, for less 
than 1 cent per thousand cubic feet. 

Senator DANTEL. You are still on table 1? 

Mr. FAarNAND. Yes. 

Senator Dante... The first column, is that your producer’s cost? 

Mr. Farnanp. That is field cost. 

Senator DAanieL. Average producer’s price? 
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Mr. Farnanp. That is right. 

Senator Dante.. Do you consider those prices unreasonable ? 

Mr. Farnanp. If you look at these from the viewpoint of the cents 
that are there, and think of nothing else, Senator, I suppose that 
you would say that perhaps they are not unreasonable, but that is 
not the point, 

This chart was not drafted to show the reasonableness or unrea- 
sonableness of the purchased cost prices. It was drafted to show the 
effect of the increased cost of purchased gas upon the city gate rates 
for these companies. 

Senator Danre.. You do not consider the field prices unreasonable ? 

Mr. Farnanp. I consider that the increase from 1948 to 1953, which 
is substantially LOO percent, is an unreasonable increase, from 1948 to 
1953. That is a 100 percent increase, and in that time, the cost ot 
living increased about 14 percent. 

Now, this chart, as I have said, was prepared by the staif of the 
Federal Power Commission, and it was prepared for the very purpose 
of attempting to find out what is the effect of the increase in tield 
price upon the city gate rates, on the average, in the United states, 
and this is the result, and this chart was attached to a paper that 
was presented to a forum held in New York City last June by one 
of the members ot the Federal Power ( ‘ommission. 

Now. if we go to table 2, we have here an illustration 

Senator Dante. Who presented this chart. did you Say ‘ 

Mr. Farnanp. A member of the Federal Power Commission, Mr. 
Nelson Lee Smith. 

In that connection, in commenting upon this chart, here is what 
he said: 

While this approach may have some minor statistical infirmities, I believe 

affords the first reasonable satisfactory basis for valid generalization about 
what has been happening in this factual area. 

He further states: 

While it is true, and I think this is of considerable interest from the standpoint 
of orientation, that the cost of gas is a relatively small factor in the price 1 
the ultimate consumer, although I must agree with Mr. Torkelson that this has 
little to do with the merits, it is quite apparent that the rising cost of purchased 
gas is a matter which cannot be brushed lightly aside. 

Now, if you will turn to table 2, there is a comparison of unit 
expenses of Northern Natural Gas Co. between the years of 1947 and 
1954. You will note that at the head it says “Exhibit 108, sheet 2” 
Now, for the purposes of comparison, there were two units taken, as 
you will see in column 1 under the heading *Costs—Production Costs ; 
All Other costs”. 

In 1947, production costs accounted for 3.35 cents per thousand cubic 
feet of the total cost of service of Northern Natural Gas Co. Now, in 
i954, under column 5, you will note that that rose to 13.12 cents, and 
in column 7 you will note that that is an increase of 9.77 cents per 
thousand cubic feet, or a percentage increase of 291 percent. 

Now, the other units are all other costs of Northern Natural Gas 
(‘o., including transmission, interest, taxes, and return—a return of 
6.5, or whatever the Commission allows them, 6 percent or whatever 
it was. 

In 1947, all other costs were 15.07 cents per thousand cubic feet. 
In 1954, they were 17.65 cents per thousand cubic feet, an increase of 
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Yios cents per thousand cubic feet, or a percentage increase of 17.2 
cents per thousand cubic feet 

Now, you will note down below the words “gross plant”, 3D.- 
695,000 in 1947. In 1 vot $281,316,000. In those years the gross plant 
of Northern increased 328 percent, and yet the return on that plant 
s included in the 2.58 cents per thousand eubic feet shown on that 
table 2 

Senator Daniret. Mr. Farnand, in column 5 of that table 13.12 
cents, you have that under production cost. 

Mr. Farnanp. That is right. 

Senator Danien. You don’t mean 

Mr. Farnanp. I should have explained that, and I will do it now. 
I don’t mean to say that that is the total field price of purchased gas 
However, the auditor for Northern Natural advises me that substan- 
tially 90 percent of production cost is comprised of cost of purchased 
owas, or fiel | pr ice of was. 

Senator Danren. Well, if you turn back to your last table, can’t we 
see What the average cost was? Oh, no, that was not to Northern 
Natural. 

Mr. FaArnANbD. No. 

Senator DANIEL. You don’t contend that Northern Natural’s field 
price of gas going to the line is 13.12 cents, do you ¢ 

Mr FARNAND. No, sir. As a matter of fact, for the year—and I 
vill come to that in another table—for the year 1954, Northern states 
hn its annual report that that price is 10.4 cents per thousand cubic 
Teet. 

Senator DANtEL. For 1950? 

Mr. Farnanp. For 1954. 

Senator PAsTorE Taking that into account. how do vou fix the 
5.12¢ 


Mr. Farnanp. These are total production costs. there are other 
osts in there. That would include some production facilities, some 
gathering lines, a return on those facilities, a return on those gather- 
ng lines, a portion of administrative expense allocated to production 
costs, a portion of tax expense allocated to production, and so forth. 

The actual field cost was not broken down in this exhibit, this ex 
hibit was pre pared for a proceeding before the Federal Power Com- 
mission, and it was reprinted here because it shows a trend, and that 
is the real purpose of the exhibit. 

Senator DanteL. Well, if the prices in the field have gone up only 
190 percent, according to your figures, since 1947, and then your 
total production costs, counting in all these other things, you say have 
cone up 91 percent, there must have been a heavier increase in the 
other production costs than in the field price. 

Mr. heer AND. The 100 percent figure I gave reijates to table 1, and 
table 1 isa figure involving 20 natural gas companies, and with a figure 
for eac a od eide il company it may vary. 

Table 1 isan average tor 20 natural gas companie 

Now. Table No. 3. 

Senator Pasrore. I don’t think we should start now with table 3. 
We will resume at quarter past 9 tomorrow morning, in room G—16. 

(Whereupon, at 7:58 p. m., the committee adjourned, to reconvene 
at 9:15 a.m., Thursday, May 26, 1955, in room G-16. ) 
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THURSDAY, MAY 26, 1955 
UNITED STATES SENATE, 
(COMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Wash ington, EP. C. 

The committee met, pursuant to adjournment, at 9:20 a. m., room 
G-16, Capitol Building, Senator John C. Pastore (acting chairman) 
presiding. 

Present : Senators Pastore, Daniel, Duff, and Schoeppel. 

Senator Pasrore. You may proceed, Mr. Farnand, but let me ask one 
question. 

You ended last night mentioning the exemption of the small pro- 
ducers. 

Do you think that would be a sort of compromise that could be 
struck in order to give initiative to the small, independent prospector ? 

Mr. Farnanp. That is right, and not only that, it would relieve the 
Federal Power Commission of a considerable burden. 

Senator Pasrore. And it would relieve the small independent pro- 
ducers ? 

Mr. Farnanp. From regulation. 

Senator Pasrorr. Is there any question in your mind as to where 
the exemption should start, have you given that any thought ? 

Mr. Farnanp. I think the 2 billion foot figure would be a good 
start, Senator. 

Senator Pastore. Of course I am one of those who feels that this is 
not the sixes and sevens. 

There has to be a solution of this problem, otherwise it will be here 
every time we meet. There are problems on both sides, there is no 
question about it, and that may be a compromise. 

I am pretty well convinced that some kind of reasonable ¢ “ompromise 
has to be made, and I wish that the witnesses who do appear here will 
more or less express their views on that, because what kind of a 
compromise we make, is very important. 

Allright, Mr. Farnand, will you continue from that point. 


FURTHER STATEMENT OF P. L. FARNAND, ATTORNEY, 
MINNEAPOLIS, MINN. 


Mr. Farnanpo. At the conclusion of last night’s testimony, I was 
about to talk to table 8 attached to my statement. That table shows 
figures from the annual reports of Northern Natural Gas Co., and 
shows that from 1946 through 1954, the gas purchase percent of oper- 
ating revenues has continued to increase. It increased from 19.2 
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cents in 1946 to 31.9 cents in 1954. This means, of course, that other 
units of operating cost must have decreased in the same period. 

Turning to table 4, we have the same type of figures for the Minne- 
apolis Gas Co. In 1948, out of every dollar collected from its con- 
sumers, it paid 33.56 cents for = hased gas. 

In 1954, that figure rose to 53.55 cents, and to illustrate how that 
oper: - sas to other units of cost, 7] have down in the lower part of that 
table 4, the amount paid to labor out of eve ry dollar of revenue which 
ee d from our customers. 


In 1948, labor costs, operating labor costs, took 28.07 out of every 
dollar. In 1954, 18.71. 

Now, I do not wish to leave the impression here that we haven’t 
treated the employees of the Minneapolis Gas Co. in a fair manner— 
we have. We have installed pension systems, we have increased wages 
regularly. We have just completed negotiations for an increase this 
year and another next year, but this illustrates that where you start 
out in a given year with a fixed number of units. and each unit has so 
much out of the dollar. that if one of the units continues to take more 
out of the dollar, the other units must take less. 

Now, then, table 5 shows the average cost of purchased gas for the 
Minneapolis Gas Co. from 1948, it increased from 18.94 cents to 32.33 
cents in 1954. I have the figures for 1955 on this chart. but those are 
estimated figures, and I think if we use 1954 and 1948 as the compara- 
tive years, it is better, because 1954 are the actual figures. 

I might explain that the figures for 1955 reflect a full rate increase 
that was made effective on December 27, 1954, by Northern Natural 
= Co. at the city gate of Minneapolis, which is yet to be adjudicated 
by the Federal Power Commission, and if history repeats itself, those 
rates, I think, will probably 70 down some. 

Table 6 shows the increase in residential revenues for thousand 
cubic feet. In 1948, the residential revenue was 78.66 cents per thou- 
sand cubic feet, and that has gone up 80 to 82.59 cents 

Now, I would like to direct the committee’s attention to the fact that 
from 1948 through 1951, the average revenue per thousand cubic feet 
from our customers went down. 

The _ increase filed by Northern Natural Gas Co., our supplier, 
was filed in 1950. This demonstrates, I believe, that where you have 
reason: able stability of prices in the field by virtue of the increased 
volumes, that you ‘sell within your own system, and by virtue of the 
increased volumes on the pipelines helping to maintain a high load 
factor on the pipeline, you are able to reduce the costs to your own 
customers, and that. of course, 18 a desirable objective. 

Senator Pasrorr. Were you here when Mr. Tippy was testifying 
yesterday ¢ 

Mr. FARNAND. Yes. 

Senator Pasrorr. That is the point he made, that if you keep these 
things at a peak load, you would find the cost would be much cheaper. 

Mr. Farnanp. That is correct. 

Senator Pasrorr. We all understand that. 

Mr. Farnanp. Table 7 is the comparison of average cost of pur- 
chased gas with the average charge for residential gas. It will be 
noted that in 1948—I would like to add the figures for 1948 to this 
table, if I may. 
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In 1948, under the first column “Purchased gas, average cost per 
thousand cubie feet,” it should be 18.94 cents. 

The second column, “(yas revenues, residential. average per thou- 
sand cubic feet.” 78.66. 

The third column, “Gas revenues, total average per thousand cubic 
feet.” 57.30. 

Now, if you will note the purchased gas average cost from 1948 
through 1954 went from 18.94 to 32.33. whereas the gas revenues from 
our customers went from 78.36 to 82.39. That again shows things. 
Three things—tirst, the result of efficient operation in the distribution 
system ; second, the result of increased loads within that system; and, 
third, the limitation upon the earnings of the company as provided 
in the franchise that we have with the city of Minneapolis. 

lt goes without saying, I believe, that from the years 1948 through 
1954, we very like ly could have forged more than we did charge to 
those customers for the natural gas which we were selling because of 
their desire for the service, but our earnings are limited to a reason 
able return, and we believe this, that of course is in the best interest 
of the consumer and the public. 

Now, table 8, which was added to this statement shows that from 
1948 through 1954, our residential gas revenues per thousand cubic 
feet—that is the average charge to the residential customer, increased 
3.75 cents, or 4.7 percent. 

\t the same time, the field price increased 4.8, or to 10.4, an increase 
of 116 percent. 

Senator Danret. Now, may I ask a question / 

Mr. FarNnanp. 5 sir. 

Senator Danie. I had been called next door for a minute. Is that 
10.4 your average field price for gas in 1954 as you understand it? 

Mr. Farnanp. As I understand it, and I obtained the figure from 
the annual report of Northern Natural Gas Co. to its stockholders, 
on page 10. 

Senator Danrex. Average for the total amount of gas being pur- 
chased 2 

Mr. Farnanp. By Northern in the a yes, sir. 

Senator Dante.. Have you seen the figures submitted by Dr. Boat- 
wright as to his weighted average field price received by producers 
on gas going to Minneapolis, from °49 through 1953 ¢ 

Mr. Farnanp. Yes, I have. 

Senator Danret. Have you checked those to see if you think they 
are accurate for those years 4 

Mr. Farnanp. Sir, I haven’t, and I imagine it would take quite a 
long time to be able to arrive at 

Senator Dantex. I think it would be helpful : we could have the 
intervening years to show this is not one jump 1 in 1 year. Over the 
intervening years there has been a gradual increase in prices, isn’t 
that true? 

Mr. Farnanp. That is correct, there has been a gradual increase 
over the intervening years. 

Senator Pastore. Would you want to put in those years now, Mr. 
Daniel ? 

Senator Danrer. I think the figures for Minneapolis are already in 
the record. We had a witness from Minneapolis. 
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Mr. Farnanp. I should like to mention, if I may, in connection 
with questions asked by Senator Pastore regarding the effect of regu- 
lating 50 percent of production and not regulating 50 percent of pro- 
duction on the basis that 50 percent of production goes into interstate 
commerce, and 50 percent remains for intrastate use. 

Now, in the first place, let’s take 1954. As I understand it, there 
was approximately 9 trillion feet produced. However, of the 4.5 
trillion that remained intrastate, a reasonable share of that, in excess 
of a billion feet, as I understand it, is used right in the field and is 
not sold to ultimate consumers. 

Now, it seems to me that the logical answer to the question is this, 
that the price at which the intrastate gas is going to be priced by the 
producer, will a ally and normally f follow the trend of interstate 
gas. In that connection, I should like to read from a letter addressed 
to the Federal Power Commission by the Governor of the State of 
Oklahoma, dated May 24, 1954, Governor Johnston Murray. 

He was referring in that letter to an application by Natural Gas 
Pipeline Co. to obtain reserves in the State of Oklahoma and he di- 
rected attention to the effect that it was his opinion that the reserves 
in Oklahoma were not sufficient to justify the Commission granting 
the certificate sought by Natural Gas Pipeline, and those reserves 
ought to be retained for the benefit of the people of Oklahoma. 

Then he went on to say this, and I think this answers your question, 
Senator Pastore. 

The activities of certain interstate pipeline companies which at present have 
no connection in Oklahoma other than in the Hugoton field, have caused the price 
of gas in Oklahoma to approximately double in the last 2 years. This is costing 
approximately $10 million per year to the consumers in Oklahoma. 

Senator Pastore. Well, now, that is true, but isn’t it because these 
pipelines have been negotiating for this gas with all these super- 
duper escalation clauses, spiral clauses, and favored-nations clauses / 

Mr. Farnanp. That is correct. 

Senator Pastore. The minute you eliminate them, which will force 
the natural gas price possibly to come down, in interstate, if there is 
a demand for this same gas in intrastate, then you have no limitation 
to the ceiling that you can charge, then don’t you run the risk of 
chances of the intrastate market—which is a free market—outbidding 
the interstate market, which is a restricted market ? 

That is the question that has been propounded here. 

Mr. FarNnanp. I don’t believe that will follow. ‘When the inter- 
state trend is upward, the intrastate trend will be downward, and when 
the interstate trend is downward, the intrastate trend would be down- 
ward. 

Senator Pasrorr. That depends upon the demand. 

Mr. Farnanp. That is right, but I believe that will be the trend. 
Don’t forget that the 4.5 trillion feet that moves interstate must move 
interstate. They have got to have a market for that gas, or they just 

ease their produc tion. 

Senator Pastore. Do you agree with the FPC on the formula that 
has resulted in the so-called Panhandle case ? 

Mr. Farnanp. No; I do not, and that is a part of my statement, 
where I disagree with the FPC in that connection, insofar as produced 


gas, 
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Senator Pastore. Then how can you say that the interstate will 
make the market? If the interstate will make the market, why isn’t a 
fair market price a fair formula? 

If the regulated agency is going to formul: ate your market price, 
why are you so muc h afraid of market price? J am not agreeing or 
disagreeing, I am trying to provoke your opinion. 

Mr. Farnanp. When I say “market price,” there is a great deal of 
ditference between market price in a free market and a regulated price 
as set by a regulatory commission. 

Now, it is claimed here that in the Fulbright bill, the Commission 
has the power to limit costs for an interstate pipeline to what the 
reasonable market price of the gas will be in their contracts with the 
purchasers. 

I think that that is no regulation at all. What is the market price 
when it is unregulated ? 

Senator Pasrore. But that isn’t what the Panhandle case is all 
about. ‘The Panhandle case is a fair market price, regulated. 

Mr. Farnanp. That is correct. 

Senator Pasrore. Then you and I are talking about two different 
things. 

You see, the FPC is regulating, and under the Panhandle case 
I am not saying I agree, don’t misunderstand me—there the *y are talk- 
ing about a fair market price, regulated by the Federal Power Com- 
mission ; are they not? 

Mr. Farnanp. In essence, they are doing that. 

Senator Pasrorr. Now, you tell me what you think is wrong with 

hat. I would like to get your opinion on the record. 

Mr. Farnanp. Well, let me relate the circumstances involving Nor- 
thern Natural Gas Co., which is in the same position as Panhandle, 
producing natural gas themselves. 

Senator Pasrore. I am not talking about Panhandle now, because 
Panhandle is a pipeline producer. 

Mr. Farnanp. And, so is Northern Natural Gas Co., and I think in 
essence, while the figures are different, the essential facts remain the 
same. 

In the case of Northern Natural Gas Co., from 1930, when it started 
to do business, until 1951, it acquired approximately 649,000 acres of 
leasehold. At the end of 1951, 229,000 acres were abandoned, sold, 
exchanged, leaving approximately 420,000 acres in Northern’s owner- 
ship. 

Of such remaining acreage at that time, producing wells in the 
Panhandle, Hugoton, and Otis fields accounts for 156,000 acres at 
an investment cost of $614,000. 

Nonproduc ing undrilled leaseholds, 263,000 acres, at an investment 
cost of $582,000, which accounts for their approximate 420,000 owned 
as of December 31, 1951. 

Now, from the inception of its operation, down to July 1, 1952 
Northern has written off the acquisition cost of abandoned leases 
amounting to $756,883. Now, that was borne by the ultimate con- 
sumer on Northern’s line. 

From its inception to July 1, 1952, Northern, in addition to the in- 
vestment cost, has expended ry 491,000 for delayed rentals. That 
was borne by the ultimate consumer. 
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050,000 for nonproductive well drilling. That was borne bv the 
ultimate con sumer, ; 


95,555 for exploration cost, and, in addition, further substantial 


amounts have been expended in connection at acquisition of leaseholds 
tuxes on lease — seologica x engineering, and administrative ex. 
penses, all borne by the ultimate consumer through those years. 

eee that phase in that ground, which has been deve loped with 


money from the consumers, it is now said should redound to the 
eneht excius} ely : the increased value should redound to the benefit 
exclusively of the stockholders of Northern Natural Gas Co.: and 
Lhe case lh W hich this matter was involved before the Federal] Power 
Commission, shows that the increased cost to the ultimate consumer 
yy attribut no the value tothe vas on the basis of the we ighted average 
leld price, in substance the same as Commission did in the Panhandle 
d increase to the ultimate consumer on Northern’s then 
WwW ned reserves, costs amounting to s6 million 

Now, I don’t conceive that that is equitable or fair to the ultimate 
consumer. 

Senator Pasrorr. May I ask you another question. Let’s assume 
for a moment that it was costing Panhandle more to produce their 
gas and gather their gas than the market price would allow them if 
the fair market price were the formula, and because they are regu- 
lated by the FPC insofar as the transportation of the ‘was is con- 
cerned in interstate commerce, wouldn’t the loss that they suffer, the 
difference between the market price and the actual cost, actually 
be added to the base cost when it comes from them to go before the 
FPC and regulate that ] rice in Interstate commerce ? 

Mr. Farnanp. That is correct. 

Senator Pasrore. In other words, they would have you coming and 


one 


1 
Case, WOU! 


Mr. Farnanp. That is correct 
Senator Pasrore. The \ would get the fair market price when it 

would be above actual cost at the well and would actu: ally pass off that 
difference in cost when they established their base be fore the Federal 
Power Commission in establishing the price in transit? 

Mr. Farnanp. I think that is correct, because under the Federal 
Power Commission regulation, and under any regulation, a public 
tility, of course, is entitled to obtain its costs of doing business plus 
i fair return. 

Otherwise it is confiscation. 

Senator Pasrore. That is right. 

Mr. Farnanp. Now, to read further from the letter of the Governor 
of Oklahoma, he said: 

Any additional increase in the price of gas will impede economic and indus- 
trial development in Oklahoma. The fact that these companies are presently 
egotiating with producers, with offers of additional increases in the price of 
gas, ap peontans itely 50 percent of present levels, threatens us with an additional 
increase in the general price of gas in the State of Oklahoma, with attendant 
losses of potential additional economic and industrial development of the State. 
Now, I would like to offer a little more concrete evidence regarding 
the trend of increased prices. 

Senator Pastore. Are you saying that insofar as Federal supervi- 
sion is concerned, that, in itself, is a protection and a restraint upon 
skyrocketing prices of natural gas, intrastate ! 


as 
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Mr. Farnanp. That is right, and let me offer further proof of that 
by the vice president of Oklahoma Natural Gas Co.. who testified just 
re ‘ently before the Federal Power ( ‘ommission. 

Senator Pasrore. Are you actually saying—lI want to get this ques 

J that the 
Natural Gas Act of 1938, which allows and authorizes the Federal 
Power Commission to control prices from the very source, if it is 


tion and answer on the record—are you actually saying 


sold in interstate commerce, actually is a protection by indirection to 
the local consumer of natural eas in the individual States 4 

Mr. Farnanp. That is not only my opinion, but this is an opinion 
of the oflicial of the Oklahoma Natural Gas Co., which I understand 
is the largest distributor of natural gas in the State of Oklahoma, 
and let me just read what he Says. This testimony was viven on 
April 19, 1955, in the matter of Natural Gas Pipeline Company of 
America, dockets G—4280, 4281, 4282, 4283, proceedings before the 


Federal Power Commission : 


My name is A. H. Eddins, and I am employed by the Oklahoma Natural 
Gas Co. as executive vice president. 

In 1951, the company paid an average of 5.3 cents per thousand cubic feet for 
gas puurchased, and since then its average cost has risen to 9.9 cents per 
thousand cubic feet. The cost of gas is the larger expense to the company. 
The company’s rates have been twice increased by the corporation commission 
in the last 8 years to permit the company to earn a reasonable return with the 
rising cost of gas and gas service. 

Our cost of gas has practically doubled within the last few years, and 
consequent rate increases haye applied to all of our customers, in total ove! 
$6 million. 

We are now faced with a threat as a result of the proposed pipeline of Natural 
Gas Pipeline Company of America, that the cost will rise drastically. Oklahoma 
would not be abie to absorb this without further rate increases. 

The Oklahoma commission allowed us a rate of return of 6 percent on al 
investment rate base, and we could not absorb any additional costs without 
reducing our return to a level below the reasonable return found by the commis- 
sion. 

The highest price now being paid in this area for gas of comparable quality 
is 10 cents per thousand cubie feet. 


Then he was asked this question : 
Question, When should the price be controlled? 


and his answer—and here is the shocker you were looki og for, Senator 
Pastore, I think— 

Answer. We think that now is the time to control this price. The Federal 
Power Commission has the jurisdiction. The volume of gas bought at the current 
market of 10 cents, is very substantial. We believe in the record in this case, 
the Federal Power Commission has a sound and proper basis upon which to act 
to prevent the spiraling of these prices. 

Senator Dante.. What company did this individual represent ? 

Mr. Farnanp. Represented, sir¢ The Oklahoma Natural Gas Co. 

Senator Dante. Is that a distributing company ? 

Mr. Farnanp. That is a distributing company, wholly within the 
State of Oklahoma, as l understand it. 

Senator Pasrorr. It wouldn't be a bad idea to have our staff invite 
Mr. Eddins. 

Senator ScHorprer. The chairman has indicated before that it has 
been the bidding of a lot of these interstate pipelines, of the gas in 
these respective cases that has pyramided the prices up, because the 
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people want the reserves, they want adequacy of supply, and they are 
willing to go out and pay for it, and bid for it. 

Mr. Farnanp. Regardless of the reason for it, the fact remains 
unless you do something about it, the price is going to continue to rise 
in the field. 

Senator Scuorpren. All right, let me ask you this question for the 
record, because as I understood you, you testified a few moments ago 
that you did not agree with the formula of the Federal Power Com- 
mission. 

Do you believe that the Federal Power Commission should establish 
an arbitrary price for gas? 

Mr. Farnanp. I don’t say it should be arbitrary. I don’t think the 
Federal Power Commission could, or has the right under the law, to 
establish an arbitrary formula for produced gas in one field, and 
apply that to another field. 

It would depend on the facts, in connection with each field. 

Right now, without regulation—for instance in the exhibit pro- 
duced by the Chicago Co., you saw a level of rates ranging all the way 
from 9 to 16 cents in the field today. I think it would be the same 
thing under regulation. You would have a range of rates, depending 
upon the facts of each producing field. 

Senator Pasrore. In other words, Federal Power control wouldn’t 
necessarily mean that the rates in Rhode Island would be the same 
as the rates in Illinois? 

Mr. Farnanp. That is correct. 

Senator Pasrore. It would have to vary. You can’t stabilize rates 
all over the country. 

Mr. Farnanp. Under the Natural Gas Act, the Federal Power Com- 
mission is authorized to establish just and reasonable rates for natural- 
Las companies. 

Senator Pasrorr. Which might amount to a fair market price, 
under certain circumstances ? 

Mr. Farnanp. It might. 

Senator Pasrore. And, in’ some other instances, it may even be 
above the fair-market price 

Mr. Farnanp. It might. 

Senator Pasrore. As you get into agricultural products, some- 
times, they can’t be sold for even what it would cost you to grow 
them. 

Mr. Farnanp. But I would say that that would be the unusual 
circumstance, Senator. 

Senator Pasrorr. Did it ever occur to you that if we did have an 
exception up to 2 million feet, exempting producers who produce 
annually up to 2 million cubic feet of gas, that that more or less would 
eliminate all those, or practically all those except the big-line pro- 
clucers ¢ 

Mr. Farnanp. There is no question about it. 

As I understand it, it would eliminate 90 percent of the producers 
in number. The Federal Power Commission could advise you. 

Senator Pasrore. Could you characaterize a large producer as 
anything but a corporaton in interstate business ? 

Mr. Farnanp. I don’t think I quite understand that question. 

Senator Pastore. I mean this. If we make a distinction between 
the producer and the line company, because the producer is an indi- 
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vidual who is exclusively in the business of exploring for gas, and 
producing the gas, as against a line company which is actually a 
producer for the purpose of producing to put it into interstate com- 
merce, how can you say that he can wear two hats? 

Do you see the point of my question ¢ 

Mr. Farnanp. Ny es, I do. However, if he is a small producer and 
he is exempt—— 

Senator Pastore. I am not talking about the small producer, I am 
talking about the line producer. 

The line producer is exclusively in the business of producing gas 
to be sold outside the State. 

Mr. Farnanp. That is right. 

Now, as I understand it, there are some 60 pipeline—transmission 
lines engaged also in the business of producing natural gas, and | 
don’t think such an exemption would eliminate any of them from the 
regulation of the Federal Power Commission. 

Senator Danie... Excuse me, but neither would the Fulbright bill, 
would it? If the line producer, as I understood the term 

Mr. Pane What the Fulbright bill does do, Senator, is to 
establish | 1V legislative policy the theory of the Panhandle decisio 
as made by the Federal Power Commission. 

Senator Pasrorr. Which ought to be adjudica ted | DV the court ? 

Mr. Farnanp. I think so, and it is now pending before the United 
States Court of Appeals for the District of Columbia, as I under- 
stand it. 

As a matter of fact, I question the advisability, the soundness 
this is my own personal view—of the legislative branch putting into 
a law which seeks to regulate a meticulous mathematical formula, 
that would bind the regulatory agency. 

Senator Pasrorr. 1 may have made the statement here that should 
the importation of natural gas be increased from Canada, or from 
other countries, and the market price in America should fall below 
the actual cost to produce, or below that actual leverage allowed by 
the law for just and reasonable return on investment, we may find 
these same individuals coming in here arguing the other way. 

After all, this could be a straitjacket that coul | strangulate them. 

Mr. Farnanp. I came here on Monday of this week. I talked to the 
vice president of our company on long- distance telephone, and here is 

what he told me. I am not in a position to name the transmission 
company, but an official of a transmission company, 2 large transmis 
sion—and it is not Northern Natural Gas Co., was in his office talking 
about the construction of a line from Emerson, on a Manitoba border, 
running directly from Emerson to Chicago to pick up the load in 
northern Minnesota at Duluth and Superior, a rather substantial load 
through the center of Wisconsin, and the line would be simply 6 
niles east of the Twin Cities. 

Now, they are talking about that, and it is in confirmation of just 
what you said. Plans are now on the table to bring about that result. 

Northern natural has a contract with Trans-Canada, Ltd., to bring 
out gas from Canada, and Trans-Canada, Ltd., has agre ed to serve 
Northern, also the Emerson, 150 million cubic feet a day. 

Senator Daniev. At what price? 
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Mr. Farnanp. The price was a guess, Senator, because they had not 

tC made any firm contracts in the fields of Alberta for the produced 

ind the transmission costs were estimates. 

Ilowever, Northern agreed, in the letter with Trans-Canada, to pay 
i contract demand. and a commodity charge, and I just don’t remem 
ber. The figures are in the Federal Power Commission in docket 
(74259. 

Senator Danie... You do not remember the estimate of the field price 
that was going to be ‘paid to the Canadian produce) ¢ 

Mr. Farnanp. The estimate? They were talking about 10 cents. 

Senator Danie. Tothe Canadian producer ¢ 

Mr. Farnanp. That is correct. 

Senator Danien. What would be our situation if we have domesti 
prodacers under regulation, and of course do not have the Canadiat 
producers under regulation ¢ 

Mr. Ie ARNAND. ‘J he Cedera ] Power (Commiissio} is oranted the au 
thor ity, under the Natural Gas Act, to issue certificates of public con 
venience and necessity to Import natural gas under such conditions as 
it sees fit to attach to the exercise of the rights granted by that 
certincate, ; 

The Federal Power Commission would have the right, I believe. to 
ay to an applicant, “We will grant you the right to import gas from 
Canada, but you cat { pay more than 25 cents per thousand cubic feet 
at the Canadian border. 

Senator Danie... That would be to the pipe line company ¢ 

Mr. Farnanp. To the pipeline company, and then there would be 
the transmission costs from the Canadian border to the city gate. 

Senator Pasrore. Well, here is another thing, too. If you could 
lmMport, let’ Say, the gas from Canada at 10 cents a thousand cubic 
feet, and it so hap pened that in order to give a producer in America, 
who is already committed to a pipeline, a fair return on his invest 
ment, the price would have to be, let’s say, 13 cents per thousand cubic 
feet, | think that the Commission in that case would have the author 
ty to say that is going to be the price, 13 cents, regardless of what 
the market price is. Otherwise you will pul these producers out of 
business, and you will destroy the American market, and in the public 
interest we can’t afford to have the American market destroyed. This 
could be atwo edoed Siw, 

Mr. Farnanp. . agree with that. 

In connection again with the rising price of gas in the producing 
States. I cite am a petition in intervention — by the State Cor- 
poration Commission of the State of Kansas, 1 1 docket No. G-2410, 
(ities Service Co. 

In that case, Cities Service was applying for a rate increase, as I 
understand it. It distributes gas in the State of Kansas, which I 
believe it picks up from the Hugoton Field, and some from the fields 
in Oklahoma. 

Senator Scnorrret. And Texas. 

Mr. Farnanp. It said: 

This Commission is concerned in the present proceeding with respect to the 
production, gathering, sale, and resale of natural gas from the Hugoton and other 
elds of Kan , and further concerned that the consumers of natural gas from 
the gas fields in Kansas shall not be required to pay unreasonable, discriminatory, 
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and that is all we ask for the people of Minnesota. 

Senator ScuoerrpeL. Were you aware that this situation came about 
by reason of a juggling of a company and holding company that in 
volved some of the cities in Kansas, Kansas City, and some of the 
other cities ¢ 

Mr. Farnanp. No, Senator, | was not aware of it at all, but I am 
fully aware of the fact that even in the producing States, the con 
sumers there are becoming quite concerned about the increased cost of 
gas at the burner tip, just as they are in the consuming States. 

Senator Pasrore. Kspeci ially where you have all these line compa 
nies running wild, trying to dedicate all these reserves to themselves, 
under the fright and fear that chances are the beac is volng to some 
day be exhausted. 

Mr. Farnanp. That is right. 

Senator Pasrorr. And the y have got all these fancy clauses in these 
contracts which sometimes are not well understood at the time that 
the y aree ntered into, and some of these companies even before they 
get this natural gas find that the rate goes up 2 or 3 times before it is 
actually delivered. 

Mr. Farnanp. That is right. 

Now, gentlemen, let me make a further observation about what I 
believe the stakes are in this legislative struggle. 

l am now reading from an article which appeared in the Gas A; 

May 20, 1954, written by Richard J. Gonzales, a director and an 
economist of the Humble Oil & Refining Co., of Houston, Tex. I am 
simply going to read the headline, because it brings out what L have i1 
mind, and this is his conclusion: 


i 


Strong demand under existing circumstances will continue to produce upward 
trend in price until competitive balance is attained. The circumstance s which 
resulted in ridiculously low prices were temporary, and no longer exis Average 


field prices of about 20 cents per thousand cubie feet on new contracts may be 
required to balance supply and demand. 

Now, if we have 200 trillion feet of proven reserves capable of being 
delivered to the burner tips of America, and 100 million of that moves 
to the ultimate consumers’ burner tips, and you add only 5 cents to that 
100 trillion feet, you have an increased burden assumed by the 
average householder in America of $5 billion. 

Senator Daniev. Well, much of that is already committed, isn’t it, 
Mr. Farnand ¢ 

Mr. FarNaAnpb. Yes. 

Senator Daniet. At lower prices ? 

Mr. Farnanp. But, Senator, at lower prices with vicious escalation 
clauses in them, so that the prices mean nothing. 

Senator DANIEL. Of course, all of them do hot have the viclous esca 
lation clause. 

Mr. Farnanp. That is right. 

Senator Daniget. Do you have any idea how much is committed 
under fixed rates of escalation / 


Mr. Farnann. No,sir; [donot, but [ just think, Senator, that unle 
there regulation | Via reoulat Ory body, that these cor ipanies are 
going to be able to get this pric ul p ju ibout where they want it. 

Senator Pasrorr. Let me give you the situation back in my own 
state. 
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| remember several years ago, when there was talk in Rhode Island 
about using natural gas. All of us were very amg! elated, because we 
were told it was a fine gas, which, of course, it is, it has been a great 
boon to the industry, and we were all told that the rates were going 
o come down. 

[ suppose that the company was justified in making that statement 
upon the allegations and representations which were made at the time 
that they were negotiating with the pipe line company. The result 
has been that the rates haven't gone down, and judging from some of 
these charts which have been introduced here, year by year, they seem 
to be going up, | one very much that the time is ever going to come 
when these rate ill go down, and possibly they will go up. 

I don’t mean a that that if they were manufacturing their own gas 
the rates maybe won't go i because of the rise in cost of operations, 
but the fact of the matter is, I suppose in all these cases very fine 
representations were made at the time they were talking about bring- 
ing in natural gas, and they haven't panned out at all, because every 
time you turn around, somebody triggers oft another escalation clause. 

Mr. Farnanp. That is right. 

Now, Senators, one of the areas of the country where it is said there 
is a terrific demat d for natural Vas IS in the Mick lle West. We Vel 


our gas considerably cheaper than they do on the Atlantic seaboard, 
and the ultimate consumer gets it consider: ably cheaper. 
Phere has been a rather intense demand in the upper Midwest for 
itural gas, but let me just cite Tor you an actual experience ot what 


yong’ on there today. 
The Federal Power Seger) issued a certificate to Northern 


ee o. to extend 1 s line t » Dubuque, lowa, and allocated to 
the distributing company 1! ‘tae. 10 million eubie feet per clay ot 
contract demand. ‘The Pa was built in the summer of 1954. They 


tried to sell their gas, started to sell their gas to the community in 
Dubuque, to the householders, to the industrial firms, and so forth, 
but they have just done a miserable job, They just couldn’t do it 
They have now filed a petition to the Federal Power Commission ask- 
ing that the 10 n illion contract demand upon which they pay 1 of 
their ¢ harges for gas at the city gate be reduced to 5 million, and in 
their petition to the Federal Power Commission, stating the reasons 
vi hy they now find it necessary to reduce the original request from 10 

illion to 5 million, here is what they say, and I now quote, and this 
= the petition filed by the North Central Public Service Co., which 
listributes natural gas in the city of Dubuque: 


Reductions in coal prices and great rates in Dubuque areas since the presen- 
tation of evidence in docket No. G-2063 have slowed the conversion of gas by 
users of other fuels The cost of southern Illinois coal, which is used extensivel) 
n the Dubuque area, has been reduced from $3.70 to $3.50 per ton, and great rates 
for the coal were lowered on August 20, 1954, from $3.87 to $3.37 per ton. 

These reductions have seriously handicapped petitioners’ efforts to sell inter- 
ruptible gas. The attractiveness of the presently effective low retail gas rates 
n Dubuque has been greatly offset by the prospect of increased local rates 
necessitated by Northern Natural’s rate filing in G—2505, which has boosted 
petitioners’ cost of gas in Dubuque $111,000 per year; an expensive advertising 
campaign by competitive fuel dealers in Dubuque has affected with serious con- 
sequences Northern's rate filing on retail gas prices. The Dubuque fuel dealers 
have also publicized the rate increases made by other companies in order to 
insure the public that the trend in gas rates is upward. 
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Now, there is an actual illustration, and, Senator Daniel, I say to 
you that the producers in Texas should become aware of what is occur 
ring today on the main streets of the consuming towns with reference 
tonatural gas. ‘The price has gotten too high. 

Senator Dante... I was just going to ask you, Do you think, as far as 
the gas producers are concerned, that they will be in a better position 
to compete with coal if you have regulation of the gas price? 

Mr. Farnanp. Sir, it depends on how much gas they want to sell. 
They now have attached to this rigid system, 20 million consumers. 
Now, they will take a lot of ga And IT assume that a number of them 
will still take even higher pr ices 1f the Congress insists that the level 
of gas in the field, the level of price of gas in the field, is going to be 
iixed by the law of supply and demand, but if the producers of gas 
want to expand their business substantially in the same manner as the 
business has been expanded over the past 7 or 8 years, then they must 
come down to realize the facts of life. 

Senator Dante... At least you have given one example where the gas 
industry would be in a better position to compete with coal in th 
town in Lowa? 

Mr. Farnanp. Dubuque, Lowa; yes, sir. 

Senator Dante. Isn’t that what I might conclude from your 
example? 

Mr. Farnanp. No; I have given you an illustration where the gas 
vusiness is less able to compete with coal and fuel oil. 

Senator Danien. That is correct, our point being that under regula 
tion, where the just and reasonable price was fixed, that in your opin 
on, in that instance, the gas industry would be in a better position 
to compete ? 

Mr. Farnanp. That is my opinion, Senator, and I can cite you other 
instances, 

Just let me illustrate this: On May 1 of each year the customers on 
Northern’s system, under the tariff filed with the Federal Power Com 
inission, are required to request of Northern the additional volume 
that they want in 18 months following in the fall, so that Northern 
can make its plans for procuring the supply and procuring the neces 
sary es 

On May 1, 1954, the utility customers requested 60 million cubic feet 
additional elective, in the fall of 1955. 

In the fall of 1954, Northern — its application for a certificate 
to import gas ts Canada, and it put in its pro-form a tariff sheet 
showing what the cost would be. 

Now, when the utility customers of Northern saw what those costs 
were, 7 or 8 of them wrote letters to Northern, withdrawing their re 
quests for additional gas, and the requests were reduced from 60 mil 
lion to 40 million. 

Now, that is the first time that ever happened on Northern’s system, 
the first time that communities ever asked for a certain amount of gas. 
and then in the light of the possible price they were going to have to 
pay for it at the city gate, pulled back and said, “We don’t want it.” 

That is happening right today, right today. 

[ think, gentlemen, ‘that I have just about concluded by state- 
ment, and I want to thank the members of the committee for the 
many courtesies they have extended to me, and for the opportunity 
of being present and giving my views. 
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Senator Pasrore. I want to say to you, Mr. Farnand, that whether 
one agrees with you or not, we will all admit—and I think I would 
be speaking the sentiment of all the members of the committee that 
have listened to you that you have made an exhaustive study ot the 


subject, which we ap preciate very much. 

Mr. Farnanp. Thank you, Senator. 

Senator Pasrorr. All 1 olht. | understand v ve are privileged now 
to have Mr. Verno Thomson, attorney gener: al of the State of 
Wi CON 


You will ident ry yours lf. Mr. Thomson. and youl interest in the 
matter, and then you may proceed in your own style. 
Mr. Turomson. My name is Vernon W. Thomson; I am attorney 


general of the State of Wisconsin. I am appearing here for the 
State in its sovereign capacity and as a consumer of natural gas. 


STATEMENT OF VERNON THOMSON, ATTORNEY GENERAL FOR 
THE STATE OF WISCONSIN 


Mr. THomson. We have a particular interest in the legislation pro- 
posing LO eliminate reculat lon of the producers ot natural Vas, Wis- 
consin took a leading part in the so-called Phillips Petroleum decision 
of last year, and I would like to bring to the attention of this com- 
mittee some of the information disclosed in that litigation and to 
express the view that there are many other factors than the so-called 
favored-nation clauses and escalation clauses which need the scrutiny 
ofa negeaetory body in the public interest. 

You have had a witness before this committee, a Mr. Boatwright, 
of the Standard ou Co., who was quoted in the May 12 Associated 
Press report to the effect that Wisconsin was fighting the Phillips 
Petroleum Co. when they asked for a rate of 9.8 cents, but they 
welcomed and approved the application of the American-Louisiana 
Pipeline Co. and their contract filings which began at 20 cents. 

That is not the fact. The State of Wisconsin intervened in the 
American-Louisiana Pipeline case, Docket No. G—2306, and the re- 
lated dockets, in opposition to the rates proposed in the contracts 
that were filed by the American-Louisiana Pipeline Co. We are 
presently eng: aged in opposition to the suppliers of the American- 
Louisiana Pipeline Co. and the Superior Oil cases at FPC Docket 
G-—6067, and we are vigorously contending against the rates contained 
in those contracts, the escalation clauses in there, and the method 
of determining those rates. 

Senator Daniret. Gentlemen, has any action been taken in any of 
the cases you ment ion ¢ 


— Tromson. No final action. We are filing today a motion for 


rehearing in the Superior Oil Co. cases, and asking the FPC to clarify 
the » certificate that they granted to those companies at that time. 

Senator DANTEL. Briefly, what did they do in the Superior cases? 
Was th: at after they started exercising regulatory power on the pro- 
en 

Mr. Trromson. Oh, yes. That is presently pending, and the FPC 

ppare aa held that they were natural-gas companies, and subject 
4 revulation, and gave them 30 days in which to agree to the certifi- 
cate that was granted, and I understand that some of them have 
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igreed to that certification, but we are very concerned, because some 
of the contracts that were filed in that proceeding are as high as 25 
to Zd cents per thousand cubie feet, and that is to be the minimum 
price that will be charged and the maximum price will be charged 
depending on considerations in the field. 

They have three alternatives, and whichever is the higher will be 
he rate, and we are most concerned in Wisconsin, because we an- 
cipate that some of that gas will be sent into Wisconsin. 


seer ge Danie. The point of my inquiry is whether or not the 
Federal Power Commission approved those producer prices in those 
ontracts. 

Mr. Thomson. We don’t know. 

Senator Dantre,. On what did you file a motion for rehearing 7 

Mr. Tuomson. To determine whether or not they are going to use 
that as the base rate. 

Senator Dante. There has been no direct finding as to whether or 
not these producer prices are just and reasonable; is that correct ? 

Mr. Tuomson. Not as we understand it. They have found that they 
ure natural-gas companies, but nothing has been said about the rates, 
und the FPC continually postpones any determination of that ques 
tion, and we want it decided before we buy any of that gas. 

Senator Danie... Just what has the Commission decided ? 

Mr. THomson. Just that they are a natural-gas company. 

Senator Danie. But has made no decision as to the rates? 

\ir. Tuoomson. None at a. 

Senator Pasrore. But it has been the practice on the part of the 
EPC that before they grant a certificate of convenience : and necessity 
an? they want the companies to pronase contracts, and it is your 
fe r that inasmuch as they have granted this ere it might well be 
th: chances are they have accepted these contr: icts, - have reviewed 
these contracts, and you want an understanding as to w al the commit- 
ments are ¢ 

Mr. Tuoomson. That is correct. 

Senator Danrex. In other words, you fear that maybe the action 
of the Commission is such that it has approved these producer con- 
tracts ¢ 

Mir. TuHomson. We are fearful that that may be the ultimate result, 
unless we get a determination, and we intend to get it so far as we are 
abl | 

Senator Pasrorr. I think you make your position clear, Mr. 
‘Thomson. 

Mr. Tromson. Now, in Wisconsin, we have one supplier, that is the 
P} uillips Petroleum Co., and more than 90 percent of the gas that 
comes into the State is produced by Phillips and comes out of the 
Oklahoma-Texas Hugoton area. We are dependent in Wisconsin 
upon the determination of the American Natural Gas Co., which is a 
holding company. The American Natural Gas Co. owns or has an 
affiliate, the Michigan Consolidated Gas Co., which distributes gas in 
the urban area of Detroit. They own or have as an affiliate the Mil 
waukee Gas Light Co., which distributes gas in the largest urban area 
in the State of Wisconsin, and they also own or have as an affiliate the 
Michigan Wisconsin Pipeline Co., and they anticipate having the 
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American Louisiana Pipeline Co., which is now before the Federal 
Power Commission, as another affiliate of this holding company. 

Now, in 1945, the Michigan-Wisconsin Pipeline Co. signed a con 
tract with the oe people to provide the gas that was coming to 
Wisconsin and to Michigan, and it provided a rate that according 
to the Phillips Co.. itse lf. on March 14, 1947, in exhibit No. 18, page 
7189, volume 3 of the record in the Phillips case, they say: 

No other gas sales contract, to my knowledge, in either the Hugoton or the Pan- 
handle field price for a stated price after 15 years, and the weighted average 
after 15 years, approximates our sale price to Michigan-Wisconsin with the 
exception of Hague, Harrington, and March. 

They were getting at that time the highest price of anybody in = 
area, but they began circulating me smbers through the P hillips Cx 
offices to determine ways und means to raise that price, and this 
before they delivered any gas. We think this is significant of a pol- 
iy that could not exist other than under a monopoly. They cireu- 
lated these members. and here is another of the same date, March 
14, 1947, page 7191 of volume 3 of the record. 

Memorandum regarding possibilities of increasing price of gas from Phillips 
acreage dedicated to the Michigan-Wisconsin Pipeline Co. 

Qur discussions have developed the following approaches to accomplish the 
objective 

1. Increase in the price now. 

2. Agree with Michigan-Wisconsin now that prices will be increased after 
the line is placed in operation 

3. Rate until the line is placed in operation, then increase prices. 

4, Contract now with Panhandle Eastern Pipeline Co. for sale of gas if and in 
the event the Michigan-Wisconsin project fails to materialize. 


Now, these memorandums were circulated, and they were most suc- 
cessful in raising the price of gas from the 5 to 8.5 cent figure prior 
to the time they put it in the pipeline. 

Senator Pasrore. And what were they willing to sell it to Pan 
handle at. in case they couldn't sell it to you, the same gas wasn't it 
6 cents 

Mr. THomson. They were willing to sell it to Panhandle for 6 
cents, that is the fact, Senator. But they had Mic higan-Wisconsin 
in a position where they couldn't bargain, and no pipeline company 
can bare: un e tec tively with the producer 

In this particular instance, Michigan-Wisconsin had already laid 
some 6 or 8 million dollars worth of pipe at the producing end of their 
pipeline, and they weren't able to bargain with the producer, and they 
had to accept wh: atever the bene volence of Phillips was at that time. 


and at that time, — 20 of the record in the Philly ‘ase, OM pages 
837 to 840 inclusive. » Phillips Co. shows, aed will teisicaaies 
graph: 

The average annual rate of return as reflected by your February 1946 study 
was 10.75 percent. The average annual rate of return before August 9 amend 


ment, assuming no increase in liquid product value and no escalation on gas 
prices, had declined to 9.5 cents. Because of our increased investment in and 


erating expenses, assuming 3.5 cents for LPG, and prices escalated 155 
percent, the average annual rate of return is 13.01 percent. 

After the August 9 amendment, assuming 26-70 price of 6 cents, LPG at 
3.5 cents, and 158 percent escalation, in the Michigan-Wisconsin Pipeline Co.’s 
rates, the average annual rate of return appears to be 13.76 percent 


ee 
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But, they were underestimating the amount that they were going to re 
ceive, because their re port of their gas operations in 1950 shows that 
and I am quoting from exhibit 7 of the printed record in the Phillips 
case, pages 766 to 767 inclusive of volume 3, on se ‘hedule 2 under the 
heading “Excess Earnings and Income Tax Savings? 


Qn 


They had gas sales of $43 million. They had a net income of $7,228,009 

& return at 8.5 percent would have been $3,722,062. They had an excess return 
of $3,586,037.37. Federal income-tax savings, $2,774,500, and an item Called 
excess revenues, $6,280,537. 
Now, gentlemen, I think that indicates that the Phillips Co. in 1950, 
made on this gas business about 17 percent net after taxes, and that if 
they reduced that earning to 8.5 percent, they could have reduced the 
rate by $6,280,537, 

Now, escalation and favored-nation clauses perhaps would reach 
part of it. but in the P hillips case they had their bite of cake before they 
put the gas into the pipeline. There has been some increase since that 
time, 

Senator Pastore. Could I interrupt you, Mr. Thomson, for a ques 
tion / 

It has been argued here constantly, and with some plausibility, that 
the small independent producer, the wildeatter, so to speak, couldn’t 
by any stretch of the imagination be characterized as a public-utility 
company, and that lends some plausibility to that argument. 

Sut now let’s take the Phillips Co. The P hillips Co. exists solely 
and strictly for the purpose of transporting gas to be sold at the city 
oates, 

Am I right or wrong? 

Mr. THomson. Well, of course, the Phillips Co. is a producer and 
catherer. 

Senator Pastore. I know, I am going to come to that phase. What 
ever they gather, whatever they produce, is strictly and solely for the 
purpose of transmitting that gas over interstate pipelines and selling 
it at city gates. Am I right or wrong? 

Mr. Tuomson. I would say principally. They have other uses for 

gas they produce to repressure their oil wells and other uses in 
the production of their oil business. 

Senator Pasrore. But under any stretch of your imagination, can 
vou see where you can chip it off at any point aiong the line and say, 

“This far you are a public utility, and be yond that when you gather the 
gas you are in private competitive enterprise” ¢ 

Mr. Tuomson. No, that is what disturbs me about the Fulbright bill. 
It isan attempt by legislation to determine what a legal fact of a sale 
is, and I don’t. think that we can reach it in that manner, and I don’t 

think it is in the public interest to attempt. 

Senator Dantex. Is it the chairman’s impression that Phillips also 
engages in interstate transmission by pipeline to the city gate? 

Senator Pasrore. Yes. 

Senator Dante. Is that true? 

Mr. Tuomson. I think Phillips sells to the transmission companies 
I am not aware that Phillips has a pipeline, itself, but it is, I believe, 
the largest, if not the largest, pre dlucer of natural gas. 

Senator Dante. You see, 1f.it did have an interstate pipeline, it 
would be under regulation without any question. 

Isn’t that right, General ? 
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| Interstate Pipeli e Co... whi ly Is also i producer, or whose affil- 
ite . producer, is or would be under regulation without any ques- 
1ioh. evel before t e P| lip dec SOT). 


Mi | HOMSON, They hould be, o1 should have been. 

Senator Daniet. As I understand it, the expense they can be al- 
lowed for their own production of gas has been determined by the 
(Commission all along. 

Mr. Tromson. Not inthe Phillips case. 

Senator Danten. 1 mean n the instances where pipeline com- 
panies also produce oas 

Mr. Thomson. The natural-gas companies have been regulated and 
I think they put into interstate commerce about 40 percent of the gas 
that woes there. 

Senator Pasrore. But Phillips is strictly a gatherer and producer 
to sell to pipelin es ¢ 

Mr. Tromson. They produce, gather, and are a natural gas com- 
pany because they sell for resale in interstate commerce. 

Senator Dante.. But not exclusively for resale ? 

Mr. ie oni No, but i have been designated by the Court as 
i natural-gas company in the Phillips case, and here is what Phil- 
lips said at that same subject, years before the Phillips case oc- 
curred, and this is exhibit 28 in the printed record of the Phillips 
case, on pages 842 to 849, volume 3, of the joint appendix, on page 
(274. and | will quote that last paragraph. This was a prospectus 
by the Phillips Co. of November 18, 1947, and I am quoting from 
page 1274. 

Although such sales and the transportation of natural gas antecedent thereto 
constitute operation by the company as a natural-gas company under the 
Natural Gas Act, and, as such, are subject to the Federal Power Commission’s 
jurisdict 
then they go on and say they don’t think the FPC is going to assert 
jurisdiction over them, but they admit in this prospectus, in their 
own minds in 1947, they were a natural-gas company, and in fact, 
they were, and they are, and one of the big ones. 

Senator Pasrore. Do you construe that to mean they thought they 
were a natural-gas company under the Natural Gas Act of 1938 ? 

Mr. Tromson. They hoped to be exempt from the effect of it 
bec: ause the y represe nted themselves only as producers and gathere srs, 
but they state here that they are a natural-gas company. 

Senator Dante.. Are you going to offer all that for the record ? 

Mr. Tuomson. I will offer these in evidence. Senator. 

Senator Danie... And this particular instrument, does that con- 
tain the complete statement of Phillips prospectus, the entire pros- 
rectus ¢ 

Mr. Tuomson. Yes, this is the complete exhibit, Senator. 

Senator Dante. May we make that a part of the record now? 

Senator Pasrore. Yes, without objection, it is so ordered. 

(Exhibit 28 in printed record in Phillips case, prospectus, pp. 
7218-7274. inclusive, follows:) 


ExHipnir 28 IN PRINTED ReEcOoRD IN PHILLIPS CAs! 


y tatie copy of pages 842-849, inclusive, of vol. III of joint appendix in 
ease of State of Wisconsin and Public Service Commission of Wisconsin v. 


> 
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Federal Power Comm., Phillips Petroleum Co., et al., No. 1124¢ et al, in the 
Court of Appeals for District of Columbia Circuit, 92 App. D. C, 254, 200 
FE. 2d 706, affirmed Phillips Petroleum Co. v. Federal Power Comm. (34% 
U S. 672).) 

Submitted to Senate Committee on Interstate and Foreign Commerce in 
connection with hearings on S. 1853 and other bills to amend the Natural Gas 
Act, as part of the testimony of Vernon W. Thomson, attorney general of 


Wisconsin, given on May 26, 1955. 


[7266] 
ExuHipit No. 28 
PROSPECTUS 
1,007,517 Shares 
PHILLIPS PETROLEUM COMPANY 
Common Stock 
(No Par Value) 


These securities have not been approved or disapproved by the Securities aud 
Exchange Commission nor has the Commission passed upon the accuracy or 
adequacy of this Prospectus. Any representation to the contrary is a criminal 
offense 

As more fully set forth under “Offering to Stockholders” herein, the Com 
puny is issuing to its Common Stockholders of record at the close of 
on November 18, 1947, transferable Subscription Warrants (herein called the 
Subseription Warrants’) entitling the holders thereof to subscribe, at $49.00 
per share, prior to 3:00 P. M. (Eastern Standard Time) on December 3, 1947, 
for the Common Stock offered hereby at the rate of one share of such stock foi 
each five shares of Common Stock held of record on such record date 


business 


Price to : “+. | Proceeds to 


public ; co 


(1) The Price to Public stated above is the price payable upon exercis 
Subscription Warrants 

(2) Under the terms and conditions of the Underwriting Agreement describ 
herein, the several Underwriters named herein have agreed to purchase fron 
the Company, at the Price to Publie set forth above, such of the shares of Con 
mon Stock offered to Stockholders as are not purchased upon exercise of Sul 


scription Warrants. As compensation for said underwriting, the Company has 
agreed to pay the Underwriters an aggregate amount equal to $1.1025 per shar 
in respect of the entire number of shares so offered to Stockholders \s resu 


of transactions set forth below the several Underwriters may realize profit 
or losses independent of the underwriting commissions ated above. Reference 
is also made to “Underwriting” herein for information with respect to certair 
indemnification agreements between the Company and the several Underwritet 

(3) The Proceeds to Company are stated before deduction of expense 
by the Company estimated at $810,000. 

Prior to the expiration of the Subscription Warrants, the several Underwriter 
may offer and sell shares of the unsubscribed Common Stock and of Commot 
Stock purchased or to be purchased by them through the exercise of Warrants, 
either firm or subject to subscription through the exercise of Subscription W 
rants, at a price which may vary each 24-hour period commencing 3:00 P. M 
Eastern Standard Time, on November 18, 1947, but which it ntende 








1004 AMENDMENTS TO THE NATURAL GAS ACT 


not vary within any such 24-hour period. Such price shall not be less than the 
Price to Public set forth above nor more than the last sale price of the Common 
Stock on the New York Stock Exchange in the last preceding 24-hour period in 
which the Common Stock was sold on said Exchange. After the expiration of 
the Subscription Warrants, the several Underwriters may or may not, as they 
may determine, make one or more public offerings of shares of the unsubscribed 
Common Stock and of Common Stock purchased by them through the exercise 
of Subscription Warrant. The price or prices of any such offerings have not been 
fixed as of the effective date of the Registration Statement but will be determined 
as set forth under “Offering by Underwriters”. With respect to such sales by 
the Underwriters, the Underwriters may realize profits or losses independent 
of the underwriting commissions stated above, such profits or losses being depend- 
ent upon the number of shares acquired by them and the prices at which such 
shares are sold by them. 


THE FIRST BOSTON CORPORATION 


In connection with this offering, the Underwriters may effect transactions 
which stabilize or maintain the market price of the common stock and the sub- 
scription warrants of the Company at a level above that which might otherwise 
prevail in the open market. Such transactions may be effected on the New York 
Stock Exchange and the San Francisco Stock Exchange and in respect of com- 
mon stock in the over-the-counter market. Such stabilizing, if commenced, May 
be discontinued at any time. See also “Offering by Underwriters” herein, 

The date of issue of this Prospectus is November 18, 1947. 


[7267] 
CONCERNING THE REGISTRATION STATEMENT 


Phillips Petroleum Company (herein sometimes called the “Company’’) has 
filed with the Securities and Exchange Commission, Philadelphia, Pa., a Regis- 
tration Statement under the Securities Act of 1933 with respect to shares of 
Common Stock offered hereby. This Prospectus omits certain information con- 
tained in the Registration Statement on file with the Securities and Exchange 
Commission. The information omitted may be obtained from the Commission’s 
principal office at Philadelphia, Pa., upon payment of the fee prescribed by the 
rules and regulations of the Commission. 


[7268] 
Business 
The busines conducted by the Company and the integrated character thereof 
includes the following: 


[7269] 


(2) The gathering by pipeline and the transportation by pipeline, tank cars, 
motor trucks and water transport of crude oil, distillate, natural gas, natural 
gasoline, and other natural gas liquids, produced or purchased, for processing 
and/or delivery to others. 


[7270] 
DEPARTMENTAL OPERATIONS AND DEVELOPMENT 


[7271] 

Natural gas and gasoline 

The major outlets for natural gas sold by the Company are sales to natural 
gas pipe line companies and to operators of carbon black plants located near 
the Company’s supplies of such gas. In order to place its natural gas sup- 
plies in long term, higher priced markets the Company has negotiated sales 
eontracts with major natural gas pipe line companies including Northern 
Natural Gas Company, El Paso Natural Gas Company, Panhandle Eastern Pipe 
Line Company, Cities Service Gas Company and United Gas Pipe Line Com- 
pany for long terms and at contract prices which start at levels higher than the 
prices previously received from carbon black manufacturers and most of which 
increase at intervals in the future. Deliveries are presently being made under 
all of the above-mentioned contracts, with the exception of one contract with El 
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Paso Natural Gas Company, under which deliveries are expected to commence 
within a few months, and which will provide a long term outlet for natural gas 
from the “Permian Basin Area” of Southwestern Texas and Southeastern New 


[7272] 


Mexico where much residue gas from casinghead gas had been vented to the air. 
The Company has also entered into a sales contract with Michigan-Wisconsin 
Pipe Line Company providing for the sale of natural gas from an area in the 
Hugoton Field of Texas and Oklahoma which has been partially developed by the 
Company but from which little gas has been marketed. The performance of this 
contract is dependent upon the construction by Michigan-Wisconsin Pipe Line 
Company of its proposed pipe line, a conditional certificate covering which has 
heen issued by the Federal Power Commission. 


[7273] 
GOVERN MENTAL REGULATION 


Reference is made to the subheading “Natural Gas and Natural Gasoline 
Operations” herein relative to markets for gas sold by the Company and prices 
received for such gas, and reference is also made to contract for the sale of 
natural gas included in the contracts, copies of which are incorporated herein 
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us Exhibit 15, hereto. Of the volume of 990,000,000 cubic feet of natural gas 
per day being sold by the Company at the end of 1946 and the daily average 
volume of 1,100,000,000 cubic feet of natural gas expected to be sold during 
the calendar year 1947, approximately thirty percent was and will be sold to 
purchasers which transport and sell the gas in interstate commerce; and it is 
anticipated that, during the next few years, increasingly greater proportions 
of the total volumes of gas sold by the Company and its subsidiaries will be 
sold to purchasers which transport and sell the gas in interstate commerce. 
Although such sales and the transportation of natural gas antecedent thereto 
constitute operations by the Company as a “natural gas company” under the 
Natural Gas Act, and, as such, are subject to the Federal Power Commission’s 
jurisdiction unless the exercise of such jurisdiction constitutes an interference 
with state regulation of production and gathering, the Commission with Com- 
missioner Draper dissenting in a declaration made on the 15th day of August, 
1947, disclaimed the intention to exercise jurisdiction over such sales if made 
at arm’s length, that is, sales made as an incident to the producing or gather- 
ing operation by a producer or gatherer of gas to a nonaffiliate (Order No. 139, 
Docket No. R-106). The House of Representatives of the 80th Congress passed 
a Bill denying rate regulatory jurisdiction to the Federal Power Commission 
over such sales. In the Senate the Bill is now pending upon hearings before 
the Committee on Interstate and Foreign Commerce 


PHILLIPS PETROLEUM COMPANY, 
K. S. Apams, President. 

Senatore Pastorr. You were in the room when I questioned Mr. 
Farnand. What do you think about the solution of this problem, 
which is indeed a problem? And the argument has been made here 
constantly that although you give the individual independent operator 
some initiative, you might stunt the further supply of natural gas; 
that these regulations would be cumbersome upon the small oper: ator 
who would look to the intrastate market where he wouldn’t have the 
nuisance and the inconvenience of filing all the reports and submitting 
to all the regulations and requirements which he must, if he comes 
under the supervision of the Federal Power Commission. For that 
reason it would be in the public interest if, possibly, you would work 
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in an exemption up to about 2 billion feet annually, and exempt those 
small operators. What do you think of that? 

Mr. Tomson. It has been the proposal of the Public Service Com 
mission of the State of Wisconsin—and I agree with it heartily—that 
the Federal Power Commission now has adequate authority, if they 
had the courage to exert it, to classify the producers and to permit the 
so-called small producers’ relief from the burdens of redtape and 
filing; but require them to agree to the prices that have been estab 
lished by someone who has submitted to the scrutiny of regulation. and 
the regulated price has been established. ‘The small producer could 
have the option of either accepting that price for gas produced from 
that field in that area or coming forward and making a showing on his 
own behalf. 

It is a system accepted in regulatory proceedings, and it would 
eliminate, I think, all of this ery about the poor little independent 
producer and gatherer, and I don’t consider the Phillips Petrolewn 
(Co. in that classification. 

Senator Pasrore. Neither do I, but I am not talking for Phillips. 

Your answer to my question is that, under the jurisdiction that the 
Federal Power Commission has by virtue of the Natural Gas Act of 
1938, in its regulations and in its procedures that it could make certai 
requirements that would relieve him and the small operators fro the 
inconvenience and the burden of filing complicated returns / 

Mr. THomson. Exactly, they can do that. 

Senator Pastore. And vet protect the public as to price? 

Mr. THomson. Certainly, and I commend to you the statement filed 
by the Wisconsin Public Service Commission, and that question of 
classification is covered on page 23 of the statement filed by our com 
mission on May 17. 

Senator Pasrorr. Have you any objection to that becoming a part 
of the record # 

Mr. Tuomson. I think they offered that for the record, but I would 
be glad to submit it. 

Senator Pastore. You believe it is already in the record ? 

Mr. Tomson. I am certain it is, Senator. 

There is one other situation in the Phillips case that I think is 
worthy of consideration by this committee which will not be reached 
by elimination of escalation clauses, and favored-nation clauses, and 
that is the imposition of unnecessary middlemen between the producer 
and the ultimate consumer. 

In the Phillips case, there was dedicated acreage in excess of 600.000 
acres. The gas was to go to the Michigan-Wisconsin Pipe Line Co. 

In the very heart of this dedicated area, the Phillips Co. leased out 


LOO gas pro lucing wells. The testimony shows that the lease-out 
transaction is ordinarily and ut sually the lease of 1 well or 2 wells, 
and the impression that we received was that when they leased out a 


well that was ordinarily a hazardous operation, or venturous, but in 


the Phillips ease the Phill ps (‘o. len ed to the Tascosa Co., a @as 
company of Oklahoma ( ity, Okla., a corporation organized and in- 
corporated in Dy laware on Dece) iber 6, 1949, and Phillips leased to 
this company on December 16, 1949, 100 square miles of land com- 
prising proved reserves of natural gas which the Phillips Co. had 
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previously dedicated to produce for the Michigan-Wisconsin Pipe- 
line Co. 

Senator Scuorrre.. What State was this in, might I inquire, this 
leased-out section 4 

Mir. THomson. It was right near the border of Oklahoma and 
Pexas. I didn’t bring the exhibit, but you are familiar with the 
maps of that dedicated area. 

| could present that; it is a part of the record in the Phillips case 

The gas company borrowed from the First National Bank of Chi- 
cago and the Prudential Insurance Co. some ST million, and about $3 
million of that was guaranteed not only by Tascosa, but by the Phil 
ps Petroleum Co., and $3 million was used to deve lop the wells on 
the 100 acres that Phillips leased to Tascosa. 

senator DANIEL. llow much acreage Was leased to ‘Tascosa ¢ 

Mir. Tomson. One hundred square miles, not LOO acres, but 100 
square miles. ‘The lease required that the Tascosa company drill one 
well per section, per square mile. 

Senator Danie... It was undeveloped acreage, was it—I mean by 

that it hadn’t been drilled up, evidently ¢ 

\Ir. "THOMSON. It hadn't been drilled, but it was known as as 
proven reserves. 

Senator Danige.. And this was a farm-out contract for the Tascosa 
to do the development on that acreage, is that right / 

Mr. THomson. You can judge for yourself, Senator. 

Senator Dante. Iam not familiar with 1 

Mr. THomson. I don’t want to pass judgment on it. I just want 
to have the facts. 
| Senator Danie... That is what 1 was asking for. 


Mr. ‘THOMSON. They did drill. Tascosa drilled the wells. 

They agreed to drill 60 wells prior to July 1, 1950, and 40 wells 
during 1951, 1 well per section of | square mile, 

This was subject to an overriding royalty to the Phillips Co. of 16 
percent of the gas produced by the welis, and P pepe agreed to buy 
back the vas produced by the Tascosa ata price whic ly litte red but 
few hundredths of a cent per thousand cubic feet from the highest 
price P hillips had agreed to pay on any produce or operator deliy 
ering gas to the Mu ‘higan- Wisconsin Pipel line Co. 

Now. the contract, the lease-out contract. further provided that 
after the loans hacl been paid back to the bank, the Phillips Co. in 
creased their royi alty to 48 percent, and apparently Tascosa vot the 
remainder, but in this particular lease-out there wasn’t any el 

speculation or gamble. 

The contract provided that if Tascosa drilled : . dry hole, or a CAs 
well with an open flow of less than 2,500,000 « ae feet per day, Phil 
lips would reimburse Tascosa for out-of-pocket expense for this 
misfortune, and substitute other wells that would produce the agreed 
quantity. 

We think that this is an unwarranted imposition of an unnecessary 
middleman between the producer, the pipeline and the ultimate con- 
sumer of this gas. 

Phillips owned the gas. Phillips is a producer. Phillips had 
dedicated the area, and they made this lease-out without any risk at 
all to the Tascosa Co., and bought the gas back at a price comparable 


ement 
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to what they were paying to other producers in arm’s length transac- 
tions, and I say to this committee that you will never reach a situation 
of that kind by trying merely to eliminate escalation and favored 
nations clauses 

Chere are other practices detrimental to the consuming public, and 
contrary to the public interest that need the attention of this com- 
mittee. 

Senator Danie... Now, General, the type of contract ce you have 
civen us there is a very usual pp pe ¢ of contract on oil. I don’t know 
about gas. but the farm-outs today seem to be very popular things. 

Mat \ of the major companies are aoe ing out to inde spe ndents to do 
the actual drilling, and then they buy back the o1] into the pipelines. 

Mr. Trromson. Do they guarantee that you will strike oil in these 
contracts ¢ 

Senator Dante. | don’t know of a vy guaranty, but where you have 
9 large operation like thi ‘ with certain percentages to the company 
making the farm-out, there are certain arrangements that if there are 
dry holes, before these percentages come into effect all the cost of 
opr ration will be taken out That is true on some contracts. 

Most of them, thoi oh, do not call for any guaranties of that kind. 

What I am interested in is how did this affect the consumer ? 

In other words, are you going to follow up on that ? 

Mr. THomson. It undoubtedly increased the price of gas to the con 
Senator. 

Senator Danie... Did Phillips raise its price to Michigan-W isconsin 


on this gas, or did it sell it under its existing contract—under its 





sumer, we 


original dedication ¢ 

Mr. Tuomson. This was one of the elements which we think was a 
factor in the increase of the p rice | \ P] illips to Michigan- Wisconsin, 
an increase for all practical purposes of 100 percent between the date 
the contract was originally negotiated and the time they made deliv- 
eries of the gas, and we think it is things like these, which necessitate 





and encourage the demand for higher price by the producer. 
Senator p. ASTORE. W would you have something more positive 
on that, Mr. Thomson? I ; listening to you almost in a state of 


excitement because I t come you were goin ” to get toa clims ax that 


Was or Ing to shock these tw o colle: agues of mine. 

I fool you were going to say that by offering to pay a certain 
amount of money to these | eculators, or to the lessees, that that auto- 
matically increased the price that triggered off an escalation clause, 
but you didn’t come to that at all. 

You are just saying that it isa practice that is hard to understand. 

Now, unless there is ulterior motive about this, I think it isa practice 
pretty much indulged in in private enterprise or modern business 
today, unless you can trace it back that it had some effect on the price 
to the pipeline. 

Mr. Trromson. Senator, wi eens f Mr. C. O. Starck, the vice 


president of Phillips, and we asked — whether this was a usual 


ractice, or whether that was common in the industry, and he replied, 


ee there are no other cl als that would be similar to the Tascosa 


deal: is peculiar to itself.” 
| i evidence we e heites | there was 1t was a most unusual farm-out 
} 


contract in the producing of natural gas. 
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Senator Pasrore. Well, I admit that, but how did it affect you? 

Mr. THomson. It made a base for the price of gas in the field. 

Phillips could produce that and produce it much cheaper. Their 
contract, as I have pointed out, was the highest of any in the field at 
the time it was negotiated, but before the gas was put in the pipeline 
they had doubled that price, and it was because of purchases from 
unnecessary middlemen which was one of the elements that required 
that price. 

senator PASTORE. Well, in other words. are you saying that they 
had existing contracts that had provisions in these existing contracts, 
that if the price of the gas went up in the field that they could auto 
matically, under the existing contract, raise their price to the pipeline 
und that by this means of transferring this lease over to the Tascosa 
Co., that they automatically, artificially, jockeyed up the price / 

Mr. Trromson. That was one of the devices used and we think if 
it was scrutinized by the FPC that we would have justification for 
a reduction in that rate. 

Senator Pasrore. In other words, you are doing a little more thar 
just throwing the facts at us? 

You are saying, by this manipulation they jockeyed up the price? 

Mr. THomson. We are saying in our opinion, that was one of th 
devices used by that company. 

Senator Daniev. General, what evidence do you have on that ? 

Suppose Phillips had goine out and produced the reserve itself. As 
I understand it, this 100 square miles was already dedicated to Michi 
gan-Wisconsin under a contract price. Now, suppose Phillips hac 
gone out and done all the producing itself. Could it have charge 
the same price under its contract price with Michigan-Wisconsin as 
it charged ultimately ? 

Mr. Tuomson. It could have charged its original price, but the: 
wouldn’t have been the justification for doubling the pri 

Senator Danre.. Well, did it charge its original price? 

Mr. THomson. Oh, it charged it and doubled it before it delivere 


| 
I 
} 
i 


the gas, 

Senator Danret. Under the terms of the contract? 

Mr. Tomson. They kept amending the contract, putting in new 
clauses. They had the favored-nation clauses, the escalation clau 
and they were making certain that they got the highest price that 
was possible to obtain by any method, and we think tl 
couldn’t exist if they had to be scrutinized by the Fe 
Commission. 

Senator Dantev. All I want to do is just see that we have the record 


ese th ro 


‘ral E wer 


lk 


s complete as we can make it from your testimony. 

Do you have any evidence that this farm-out contract was used 
2 means to automatically bring into effect higher prices under the 
Phillips Michigan-Wisconsin contract ? 

Mr. THomson. Senator, we couldn’t search the minds of the peopl 
that are operating Phillips, but we do know from the record that the 
were searching for every means possible to inerease the price, eVel 
after they had contracted to sell their gas at the highest price that 
was being received in that area at that time. 
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Senator PASTORE. Yes: | ut you do have avi allable to you, the 
sting contracts between the Wisconsin companies and Phillips. 

Now, did any one of those contracts provide that if they had to go 
out and buy gas at a larger price, then the price existing at the time 
the contract was ente ae into automatically would be increased / 

If that condition is in the contract, then by this artificial process of 
cetting this favored corporation to take out this lease and agreeing On 
certain royalties and certain prices that that automatically was the 
artificial means by which the price was stimulated 4 

Is that the situation 4 

Mr. Tuomson. The contract between Phillips and caper a 
CONnSIN contained the favored nation clause, and that is exactly he 
type of contract you are mentioning. 

mPenatcor PASTORE. And this process you are say Ing now was used as 
a means of triggering off the favored-nation clause / 

Mr. THomson. It is an element in the device to increase the price. 
enator Pasrore. Do you understand that ? 

Mr. THomson. That is our opinion on it, sir. 
Senator DANIEL, Have you given us all the evidence you have o 


) 


that point 
Mr. TuHomson. This isan exhibit in the Phillips case. 
Senator Daniev. You have given us all the evidence you have that 
would support your opinion in this matter / 
Mr. Tromson. Outside of presenting the contracts that existed. 
Senator PASTORE. Are those available? Could we get one ot those 
ontracts in the record, at this point 4 
Mr. THomson. I can provide it for you, Senator. | 
Senator Pastore. I would be glad if you did, and underscore the | 
passage 11 the contract which olves them the authority to increase 
the price, because they are paying more for gas through the process of 
this Tascosa transaction: because, unless you can take it down to 
while you and I might say it is not the usual transaction be- 
tween two people, on the other hand that is being done every dav 1] 
the week it will be inserted at this point of the hearings. 
(Supplemental statement and additional material supplied by Mr. 
Thomson follows :) 


THE STATE OF WISCONSIN 
OFFICE OF ATTORNEY GENERAI 
Vad SOV, June 2 1955 


Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreiaqn Commerce, 


United States Senate Office Building, Washington, D. ¢ 


My DEAR SENATOR: Enclosed herewith you will find the following 
(1) Confirmation copy of telegram sent to you on this day 
(2) Photostatic copy of provisions taken from the August 9, 1948, amendatory 
greement for sale of gas by Phillips to Michigan-Wisconsin Pipeline Co., relating 
price. This price clause (art. VIII) contains escalation provisions and is 
self-explanatory. I am informed that the August 9, 1948S, amendatory agree- 
ment is the agreement now in force between the two companies. 
Trusting this complies with your request, and with kind personal regards, I am 
Very truly yours, 
VERNON W. THOMSON, 
Attornen General. 
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STATE CAPITOL, MADISON 2, WIs., 


June 22, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate Office Building, Washington, D.C 


The contracts for sale of gas between Phillips Petroleum Co, and Michigan 


Wisconsin Pipeline Co. do not contain “most favored nation clauses.” The 
escalation clause form which it does contain is being sent to you via airmail 
special delivery. The particular clause in the Phillips contract would not be 
directly activated by transactions such as the Tascosa “farm-out.” But the high 


price paid by Phillips to Tascosa would, in my opinion, constitute a field price 
which would activate escalation provisions between any producer including 
Phillips and any purchaser of gas whose contract contains a most-favored-nation 
clause. Please see my answer to Senator Pastore’s question at page 2120 of 
May 26 hearing, wherein I stated that if Phillips became a purchaser of gas 
from Tascosa it would “trigger-off” all escalation clauses in the field. As regards 
the Phillips contract with Michigan-Wisconsin, I stated at page 21 
same transcript that the interposition of the Tascosa transaction into the picture 
“undoubtedly increased the price of gas to the consumers.” It was “a factor in 
the increase of price to Michigan-Wisconsin.” TI repeat that if the Federal Power 
Commission would exercise its jurisdiction to regulate Phillips’ sales in accord 
ance wth the Natural Gas Act, as interpreted by the Supreme Court, it would be 
duty bound to disregard as a cost to Phillips any excess in price paid to Tascosa 





over what it would cost Phillips to produce its own gas from its own acreage and 
which was unnecessarily farmed out on the basis which its own vice president 
testified at Bartlesville, Okla., to be “unusual.” Letter follows. 
VERNON W. THOMSON, 
itlorney General of the State of Wisconsin. 


ARTICLE VItt. Prici 


1. Buyer agrees to pay to seller for all gas delivered hereunder 7'4 cents per 
1.000 cubic feet for all gas delivered during the first 5 years after the time of 
first delivery of gas hereunder; and at the end of the first 5-year period after the 
time of first delivery, the price for all such gas delivered during the following 
hb-year period shall be 814 cents per 1,000 cubic feet: and at the end of the second 
h-vear period after the time of first delivery, the price for all such gas delivered 
during the following 5-year period shall be 914 cents per 1,000 cubie feet: and 
at the end of the third 5-year period and each succeeding 5-vear period, the price 
for all such gas delivered during the following 5-vear period either (1) shall be 
increased 1 cent per 1,000 cubie feet, or (2) shall be the weighted average price, 
considering pressure, then being paid for gas sold and delivered to all gas trans 
mission companies from the Panhandle field and the Hugoton field, whichever of 
(1) or (2) is the higher. The words “considering pressure” as used in this 
section 1 have reference to the delivery pressure of the gas and to the pressure 
of gas used in computation of volumes for the application of the price provisions, 
For the purposes of this section 1, the first 5-year period after the time of first 
delivery of gas hereunder shall include the remainder of the calendar month in 
which the 5-year period ends. The beginning and end of succeeding 5-year periods 
shall be computed from the end of such calendar month. 

2. In order to protect seller from too great burden under the price provisions 
of this contract in the event of abnormal inflation of prices of commodities 
generally, it is agreed that in the event of the happening of the contingencies 
hereinafter mentioned, an adjustment of the prices to be paid by buyer to sellet 
for gas hereunder shall be made as herein provided Using as a standard the 
Federal Bureau of Labor Statistics’ Annual Index of Wholesale Prices of all 
Commodities for any calendar year, based upon or adjusted to 1926 prices as 100 
and defining the word “points” as used herein to mean 1 percent of the 1926 
prices, it is agreed that no adjustment shall be made unless and until (1) the 
Annual Index shall be more than thirty (30) points above the level (104.0) 
indicated by the Annual Index on December 11, 1945, and (2) buyer shall have 
had a general increase in rates for gas sold by it for resale above the level speci ‘ed 
in the next sentence hereof. Buyer shall be deemed to have had such veneral 
increase whenever during any adjustment period (as hereinafter defined) a 
general revision in rates for gas sold by buyer for resale (herein referred to as 
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“revised rates”) shall become effective and such revised rates shull be higher 
than one and four-tenths times the rates which otherwise would have been in 
effect at the same time under the gas sales contract between buyer and Milwaukee 
Gas Light Co. dated December 4, 1945, as amended by agreement dated as of 
July 31, 1946, including as a part of such latter rates all provisions of said 
contract affecting the cost of gas to buyer thereunder (except the provisions 
thereof relating to increases or decreases in the price of gas due to inflation or 
deflation). If and when revised rates above said level shall become effective 
during any adjustment period, the price for gas delivered hereunder shall be 
adjusted to a price which bears the same ratio to the price provided in section 1 
of this article VIII which the revised rates bear to one and four-tenths times the 
rates provided in said gas sales contract. 
The ratio referred to above shail be determined by applying the revised rates 
and the rates provided in said gas sales contract respectively to the total 
ines of gas (other than gas sold on an interruptible basis) sold by buyer 
for resale during the 12 calendar months next pre eding said determination in 


the same manner as if such rates respectively had been in general effect through- 
out buyer's system: Provided that, If buyer shall not have sold gas for resale 
throughout the 12 calendar months next preceding said determination, an interim 
adjustment shall be made until buyer shall have sold gas for 12 consecutive 
months by using a ratio determined by applying said two rates respectively in 
the same manner to a volume of gas for twelve consecutive months consisting 
0 he actual volumes of gas (other than gas sold on an interruptible basis) 


sold by buyer during the preceding calendar months during which such sales 
have been made and the estimated volumes of gas (other than gas to be sold 
on an interruptible basis) to be sold during the succeeding calendar months 

f such 12-month period, and the adjustment shall then be made as above 

ovided. Further proportionate adjustments in the prices hereunder shall be 
made in the same manner whenever a further general increase in the rates of 
buyer shall become effective during any adjustment period; Provided, That 
whenever the Annual Index shall be not more than thirty (30) points above the 
level indicated by said Annual Index on December 11, 1945, the prices provided in 
section 1 of this article VIII shall again be in effect. Whenever the Annual Index 
shall be more than thirty (30) points above said level, buyer shall diligently pur 
sue all rights and remedies to which it is entitled in a good-faith endeavor to bring 
about, and procure the approval of, an increase or successive increases, as the 
case may be, in its rates to bring its rates up to the inflated price level. Buyer 
shall notify seller in writing within 10 days after receipt by buyer of any gen- 
eral increase or decrease during any adjustment period in rates for gas sold 
by it for resale. 

The term “adjustment period,” as used in this section 2, means the period 
beginning on the first day of the calendar month following the publication of the 
Annual Index showing such index to be more than thirty (30) points above the 
evel indicated by said Annual Index on December 11, 1945, and ending on the 
first day of the calendar month following the publication of the Annual Index 
showing such index to be less than thirty (30) points above said level. For 
the purpose of applying the provisions of this section 2, (@) the revised rates 
and the rates provided in the above-named gas sales contract shall not be deemed 
to include rates for gas sold on an interruptible basis, and (0) the price of gas 
delivered hereunder as provided in section 1 of this article VIII shall be deemed 
to be the price provided in said section 1, exclusive of the provisions relating 
io the weighted average price of gas in the Panhandle field and Hugoton field. 
If for any calendar year an Annual Index is not published on or before April 
i of the following year, the Annual Index shall be deemed to be the arithmetic 
average of the monthly indices for the 12 months of such calendar year and 
shall be deemed to have been published in March. 


PUBLIC SERVICE COMMISSION OF WISCONSIN, 
MADISON 2, WIs., 
June 15, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, U. S. Senate Interstate and Foreign Commerce Committee, 
Senate Office Building, Washington, D. C. 


DeAR SENATOR MAGNUSON: My attention has been called to an extensive com- 
munication addressed to you by Rayburn L. Foster, attorney for Phillips Petro- 
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leum Co. Attached is a copy of a letter addressed to Senator Monroney of yout 
committee. Both communicatipns are an attack upon my statement and the 
statement of our Attorney General, Vernon Thompson, before your committee. I 
understand that Mr. Foster has asked that these be made a part of the record of 
the hearings on the Fulbright bil! and others now before your committee on hatu 
ral gas regulation. 

I respectfully object to making these communications a part of the record 
of your proceedings. Both Mr. Thompson and L have appeared before the House 
committee and your committee. As I recall, Mr. O'Leary and I were betore yi 
committee for over 2 hours. Our statements were subject to cross-exXaimination 
by your committee, and I stand on their accuracy and veracity. If Mr. Fostet 
wauts to incorporate his statements in the record, let him take the stand before 
your committee the same as I did, and repeat some of the statements that he has 
made in his communication to you. If that happens, I want to be there, and I am 


sure that Attorney General Thompson will also wish to be present 


I shall, therefore, not attempt to answer Mr. Foster’s statement in detail 
However, on page 2 of his letter to Senator Monroney, he imakes this statem 
(H. 2937) : 

‘Michigan-Wisconsin has never complained Its chairman, W. G. Woolfolk 
testified before the FF PC in 1949 that he initiated the negotiaficus in 1948 fo. 
extensions of time and for additional gas acreage, and that there had en 
threat by Phillips to terminate the contract if Michigan-Wisconsin failed to mee 
its time requirements.” 

I have not reviewed Mr. W oolfolk’s testimony on this pot, but I have on hand 
a copy of exhibit No. 1683 which was placed in the record of the proceedings before 
the Federal Power Commission in the matter of the Michigan-Wisconsin Pipeline 
Co. rates in which our commission took an active part. KPC Dockets Nos 
G-1678 and G—1996.) This exhibit is entitled “Excerpts From Minutes of Board 
of Directors’ Meeting of Michigan-Wisconsin Pipeline Co., August 7, 1948, as 
Recorded in Volume 2 of Minutes, pages 72 through 77." The minutes pointed ou 


the practical impossibility of the pipeline completing construction to accept 
for deliveries east of the Missouri River by January 1, 1949, the contract 
In referring to this situation, page 4 of the exhibit contains this statement : 

“The chairman (of the pipeline board) stated that to relieve this situation 
Phillips had offered to extend the river crossing deadline by 6 months, and to 
grant a similar extension in the date of the commencement of operation of the 
minimum take provision. Phillips also offered to dedicate substantial additional 
gas acreage to the project. 

“In consideration for these concessions, Phillips insisted upon an increase in 
the contractual prices of gas and a modification of the inflation Clause so 
limit possible price reductions in future periods to certain minimum pr 

The implication of this statement is obvious as to the fact that there was some 
compulsion on the part of the pipeline to agree to the increased price in return 
for the extension of time on the deadline date. Taken together with exhibits 
Nos. 18 and 21 on the record of the Phillips case, U. S. Court of Appeals, which 
we have submitted to your committee, this amendment to the contract can 
hardly be said to have been arrived at by free and open competitive bargaining, 
but rather by compulsion. 

Mr. Foster has even intimated that there was some question that Mr. Thompson 
and I have any right to speak on behalf of the citizens of Wisconsin, saying: 

“Not even the citizens of Wisconsin, for whom Mr. Durfee and Mr. Thompson 
purport to speak, were persuaded by the line of argument.” 

He then proceeds to quote from an editorial in the Waukesha Daily Freeman 
The Legislature of the State of Wisconsin speaks for our citizens and has, by 
formal resolution, memorialized Congress asking that the Natural Gas Act, as 
interpreted by the Phillips decision, be retained. The governor of our State has 
stated that he is opposed to any legislation which would restore to the Phillips 
Petroleum Co., position of unregulated monopoly which it held prior to the 
Phillips decision. 

soth Mr. Foster and Mr. Ralph EB. Davis, whose reply to my article in Public 
Utilities Fortnightly is attached to Mr. Foster’s statement, have attempted to 
make much of an alleged point that I supported the application of the American 
Louisiana Pipeline Co. before the Federal Power Commission, Dockets G—GO67 
and G-6077, which specified the contract price to the producers as 20 mcf. The 
correct docket numbers of the proceeding in which I testified before the Federal 
Power Commission are G—2306, G-—2311, G—2327, and G—2328. My testimony 


appears on page 5399 of the official transcript, volume No. 45. This testimony 


as LU 


Ices 
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was given on September 8, 1954. I did urge that the Federal Power Commission 
issue a conditional certificate to the pipeline cogupany to meet a deadline date 
of November 1, 1954. As to the application and the general issues raised thereby, 
IT also stated: 

“We have not, at any time on the record in this case, appeared in support of 
this application, I think because of the obvious implication of the duties that 
volve upon us as the regulatory agency of Wisconsin, which ultimately may have 
to regulate what additional natural gas is brought into our State.” 

I requested that the conditional certificate be subject to such conditions as 
the Federal Power Commission may find required under the Natural Gas Act 
ind the new EPC rules, which require producers to file and be subject to 
regulation. 

If Mr. Foster is attempting to argue that, after our participation in the 
Phillips case, | am now committing this commission to approval of a 20-cent 
us rate for producers in advance of a hearing, I can assure him, or anyone 
else hat this is not the intention of the Wisconsin Commission and that the 
American-Louisiana Pipeline Co. has been repeatedly advised by us that our 
l their application for conditional certificate did not entail support 
the 2O-cent producer price tnder the Phillips case, the price will be fixed 
the Federal Power Commission 


The balance of Mr. Foster's communication is devoted to discussion of matters 
hich have already been covered in our statements before your committee and 
hich I ill not argue further. 

If M koster’s statement is to be made a part of the record, I am sure the 


ommittee, in weighing it, will bear in mind that Mr. Foster did not see fit to 
ke the stand in behalf of the Phillips Petroleum Co., and that therefore his 
tutement were not subjected to the same interrogation as mine. 
Very truly yours, 
JAMES R. Durrer, Chairman. 


Many companies rather than buy a piece of property, will give an 
attractive deal to someone to build a building, and then they rent 
that building back to make that a part of their current cost. That 
is being done everyday, there is nothing illegal about it: it is com- 
mon practice. 

Senator ScHorrreL. IT would like to ask a question. 

I want to know if I have understood you corre tly. The Phillips 
Co. farmed this acreage out. They agreed to purchase and buy back 
the gas, you say. 

Now, did I understand you to ay for just about practically the 
same pri e they agreed, or a Very small fraction over / 

Mr. Tuomson. No: within a few hundredths of a cent of the high- 
est price that was being paid for the was in that area, which was going 
tothe Michigan Wi eonsin Pipeline Co, 

Senator Scnorrren.. In other words, the price which they were 
paving to the Tascosa Co. was relatively close to the prevailing price 
at that time in the field 4 

Mr. Tromson. I didn’t say the “prevailing price,” I said the “high- 
est price” that was being paid. 

Senator Scnorrret. The “highest price” that was being paid in the 
field. 

Mr. Triomson. For gas going to this pipeline, the Michigan-Wis- 
consin line. 

Senator Pasrore. Then, in your opinion, if the Phillips Co. be 
came a purchaser of this gas from this lessee, wouldn’t that trigger 
off all escalation clauses in the field 7 

Mr. THomson. I think it would. 

Senator Pasrore. I don’t know that it would, but I am asking your 
opinion, because you are much more familiar with this background 
than I am. 
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Are there any further questions / 

Senator Scuorpre.. I have no further que tions. 

Mr. THomson. I would lke to make one more comment 

In Wisconsin, a I have pointed out, we are dependent upon the 
beneficence of the holding con ipany that owns both the pipeline com 
pany and the distribution companies. 


There is no question that the distribution end is a monopoly wd 
that the ~ yipeline Is a monopoly : there is noc ympetition. 

lL would like to sugvest to this committee, if they ean, that they con 
idler the question of prohibiting ‘ holding Company rom owning 
both the pipeline facility and the local gas distributing system. 

We think thai that would bring competition for the market, and 
that tl cistributie h company would be looking around for the cheap 


est gas Uhatitenei’ wet) 
Today, in) Wisconsin, the distribution COM pans appears before the 
Federal Power Commission on matters involving rate increases by 
thi pipeline company, but has never Vet opposecd any rate, OF tal 
ny step to di agree with its affil ite. thie Michie in- Wiseonsi Pip 


senator PASTORE. Well CAN | throw that “hot potato” ba ‘k i V« 
; : : 


pipetine com] mys 
i i . 
ir. TrHoomson. We don’t have—the distribution company doesn’t 


own, but the holding company, the American Natural Gas Co., ow) 


senatol P PORE, You are direct gy yours lf tow id Cine mwldihe 
company ¢ 

Mr. Tuomson. To the holding company. I think it would be 
- il itary move if tli di tribution C¢ mpanies and pipeline COomMpanie 


could be divoreed. 

We came before the Senate Subcommittee on Monopolies, last vea 
snd produced testimony before Senator Langer, Senator Kilgore, 
Dirksen, and other members of that committee, concer ning the prac 


| 
1 1 | 


tices Which we t unk are clearly mn re traint of trade, clearly Mono 
polistic, which developed out of the activities ot the dist! but On ana 
Lhe pipeline companies, and extended into the produc ne areas, ind 
i would invite this committee to request the chairman of the Senat 
Subcommittee on Monoype ly to read the record of the testimony that 
is presented in that proceeding. 

chen Pastore. Why couldn’t the State of Wi isconsin pass a law 
that no distributing company, under public utility regulation, can 
be afliliated with any holding company that has ownership or affilia 
tion in an interstate pipeline / 

You can do that on the local level better than we can do it 

Mr. THomson. We have no comkual over that, Senator; a State has 
no control over that. 

Senator p’ASTORE. You have control over the local company. Why 
can’t you pass a law saying in the public interest, no local company 
shall be afliliated with any holding company which is affiliated with 
any transmission line ¢ 

Mr. Tuomson. I don’t think we have jurisdiction that extends that 
far. 
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Senator Pasrore. I think you do, and it would be easier to do it 
on the local level, where you have the problem, than to do it ona 

ational level, without disrupting the entire framework of the free- 
enterprise system in the Nation. 

While I agree with you that we ought to eliminate all possible 
monopolies, on the other hand you have got to be pretty careful how 
you proceed. 

Mr. Tuomson. Senator, I hope you won't disregard it without fur- 
ther consideration. 

Senator Pasrore. I hope you won't disregard my suggestion with- 
out further consideration, either. 

Mr. Tuomson. I certainly appreciate the consideration you have 
shown me. 

Senator Pastore. Thank you very much, Mr. Thomson, it was a 
pleasure to have had you. 

Mr. John Heyke is the next witness. You may proceed, si 


STATEMENT OF JOHN E. HEYKE, PRESIDENT, THE BROOKLYN 
UNION GAS CO. 


Mr. Heyxe. My name is John E. Heyke. I am president of the 
Brooklyn Union Gas Co. 

I have been continuously employed by the Brooklyn Union Gas 
Co. since my graduation from Sheffield Scientific School, Yale Uni- 
versity, in 19: 33, exce pt for a period of approximately 3 years during 
World War II when I served as a naval Reserve officer. 

I am a member and a director of the American Gas Association 
and I am a member of the Gas Industry Advisory Council appointed 
by the Secretary of the Interior. 

The Brooklyn Union Gas Co. is a gas-distribution company which 
supplies gas service to approximately 850,000 customers in the 
borough of Brooklyn and Queens, New York City. The territory 
served by the company contains a population of approximately 3 
million. 

More than 93 percent of Brooklyn Union’s customers are residen- 
tial. During 1954, the company’s annual sales of gas were 30,382,- 
000 M ec. f.—1.040 B. t. u. cubic feet. Brooklyn Union. and its predeces- 
sor companies have been distributing gas since 1849. 

Prior to 1951, Brooklyn Union provided manufactured gas to its 
customers. In 1951, the company received its first deliveries of 
natural gas from Transcontinental Gas Pipe Line Corp., and for a 
short time thereafter supplied a mixture of manufactured and natural 
was. 

During 1952, the company changed over to the distribution of 
straight natural gas supplemented during peak periods by oil gas, 
liquefied pe troleum, and refiner y gas. 

Brooklyn . nion now receives all of its firm natural gas supply, 
80,327 7 ce. f. per day, from Transcontinental Gas Pipe Line C orp., 
under a 20-year contract, and has been allocated an additional quantity 
of 5, 111 M c. f. per day from Transcontinental and 20,000 M ec. f. per 
day from Tennessess Gas Transmission Co., commencing in the fall 


of 1055. 


' 
| 
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[In addition to the firm deliveries of natural gas, Brooklyn Union 
receives storage gas during the winter under arrangements made with 
Transcontinental & Texas Eastern Transmission Co. 

As a gas corporation operating entirely within the State of New 
York, Brooklyn Union is subject to the regulation of the Public Serv- 
ice Commission of the State of New soe 

As we understand the Fulbright bill, S. 1853, its main objective is 
to relieve natural gas producers se Ming to interstate pipelines from 
the burdens of regulation. It is claimed that this will be of benefit 
to the consumers by increasing the supplies of natural gas available 
tothe retail market. Asa natural gas distributing company, we have 
a responsibility to the consumer and in our own interest are vitally 
concerned with the benefits to and protection for the consumer. 

In exempting producers from regulation, the Fulbright bill does not, 
in our opinion, provide at the same time sufficient protection for us or 
our consumers against pricing pr actices which have grown up in 
the industry and which we believe are contrary to the public itnerest. 

Our major concern is directed to price ese ‘alation clauses in pro- 
ducer contracts with the interstate siesaldntes These clauses fall into 
two general types. The first provides for a specific fixed-price in- 
crease at fixed periods of time which are set forth in the contract with 
the producer. 

The second type of price escalation clause is the favored nations, 
price redetermination, price renegotation, spiral and similar forms 
of escalation clauses under which no distribution company can have 
any idea as to its probable future cost of gas. I would like to point 
out that most of the producer contracts of our pipeline supplier con- 
tain both types of these price escalation clauses. 

Senator Pasrore. Over which you have no control ¢ 

Mr. Hryxer. We have no say in this price at all. 

Senator Pastore. It is all negotiated irrespective of what your 
feelings are. 

Mr. Heyer. The only thing we know is when a pipeline files for an 
increase based on these things. We are never consulted; we have no 
say in this at all. 

Senator Pasrorr. How much scrutiny do you make of their existing 
contracts before you tie yourself up in buying this natural gas? 

Mr. Heyxr. As of today, Senator, much more so than in the past. | 
will quote an example later on in which we are objecting to just one 
small contract that our supplier is proposing in Louisiana. It is a 
very small contract; you can say it is negligible, but the effect of 1 

can be to trigger off 40 percent of the cost of gas that our sup kite 

buys; that is, all the gavin Louisiana, which has just been triggered 
off now from 9 cents to 16 cents, and this 1 small contract can be 
the means under which, because it contains price redetermination in 
5 years, the price could jump to at least 20 to 22 cents. 

Senator Pastore. When did you make the contract to the pipe 
line company? You say you triggered it off from 9 to 16 cents 4 

Mr. Hryxr. We didn’t; Transcontinental did this under a third- 
party favored-nation clause. oe | if I follow my statement I 
might answer your question better, sir. 

Senator Pastore. All right, et dia 
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Mr. H[evxr. We have no objection to the fixed step escalation 
type provided the escalation is reasonable. Such clauses provide a 
mea for compensating producers for increased production costs 
and their effect can be measured by the distribution companies and 
the institutions on which the producers rely for their financing. 

\s to the second type, namely, favored nations, price redetermina- 


hioh, price re} evotiation,. and spi il. it is our opinion that such clauses 

re not in the public interest. Later in this statement I shall describe 
these objectionable clauses ; nd L Sper ilic instance of the etfect of their 
operatiol upon our company. 

We believe that the operation oft these clauses has, in recent years, 
resulted h unjustified price increases for producers which bear ho 
reasonable relationship at all to producer costs, risks, required incen- 
tives or general economic conditions. 

These clauses ey have had some justification in the past if, as the 
producers have claimed, there were instances where gas was initially 


ll derp! PU in some producing areas. If this was the orieial pur- 


pose of these clauses, we feel that they have fulfilled that purpose 
and are now be 0 used to exact unreasonable price increases from 
CONSUMErS, We are not aware that the proaucers have shown or are 
miuimMine mn testimony before thi comniittee that the prices they are 
now recel\ ne are inadequ: ce. 

We can see no reason for retaining such clauses in existing contracts 


and thereby continue a sp ral of unjustified future price mcreases, 


I would like to state that as far as I am concerned, what past iS 
past. I am concerned about any further increases in the price of 
(ras caused by the operation ot these objectionable clauses, 

! am not advocating a rollback of producer prices to their original 
unesealated price. ] reel that the produce prices in ellect on June “@ 
1954. the date of the Phill ps deci ion, should be permitted to remain 
in effect. Iam opposed tO permitting the objectionable Ly pe of escala 


ion clauses 1n existing contracts to he effective thereafter. 
We think that mere braking action as to new and renegotiated con 
tracts provided in the bill and referred to by Mr. Merriam—transcript 


dered Is not enough protection Tor consumers. Un 


} 
l 
] 
i 


eSs provision Is 
made to eliminate such price escalation clauses from all contracts, 
new, renegotiated and existing alike, the action of free competition 
or arm's leneth bargaining between pipelines and producers will not 
pe ellective. 

We have seen from our own experience with our supplier, and IT will 
‘over this in more detail later, that these price escalation clauses have 
limited the areas in which our pipeline can purchase additional as 
and created a situation in which free competition and arm’s-length 
bargaining for gas purchases simply cannot exist. 


PRICE INCREASES OF BROOKLYN UNION’S NATI RAL GAS SUPPLIER 


In 1947, Transcontinental offered us natural gas at a price of less 
than 24 cents per thousand cubic feet. We accepted this offer because 
t indicated substantial savings for our customers. By the time Trans- 
continental had obtained the necessary approvals from the Federal 
Power Commission in 1948 for the construction of its pipeline the 


price had been raised to 28 cents per thousand cubic feet. This still 
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yndicated sufficient savings to justify contracting for natural eas. 

Natural vas arrived in 1951. Sinee our stuclies had shown that the 
distribution of straight natural gas would best permit us to expand our 
sales and reduce the unit cost of gas to consumers, we converted our 
customers’ appliances in 1952 at a cost of $20,900,000. 

We also wrote off $13,800,000 of plant made obsolete by the 
conversion. The savinge's in operating expenses by the conversion were 
suflicient to amortize this expenditure. We expected that the growth 
of our load would enable us to make a general rate reduction to our 
consumers, 

Today, however, the cost to us has risen to 35.3 cents per thousand 
cubic feet: we have been unable to give a substantial general rate reduce 
tion; and consequently, our load growth has been restricted. This 
is bad for everybody, the consumer, the distributor, the pipeline and 
even the producer. 

Since 1951, Transcontinental has received or is now seeking the 


following rate increases: 
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The recent Transcontinental increases, pending under bond, are 
attributable to price escalation clauses in producer contracts. 

\s a result of these increases, Brooklyn Union is now paying 7.5 
cents per thousand cubic feet more than when we first received natural] 
gas just 4 vears ago. This isan increase of over 25 percent in our cost of 
natural eas. 

Since we are a regulated utility with a limited return, we have been 
unable to absorb increases of the magnitude set forth in the tabulation 
above. To the extent that increased sales have not offset these higher 
price . it has been necessary for us to pass along the increased costs 
to our consumers in order to maintain the financial soundness of the 
company 

Senator Scuorpre.. IT would like to ask, so I will have it before me, 
as you go on through your statement, you said you had no notice of 
these increased prices—you receive no notice of the increased prices 
by reason of these escalation clauses. 

How does that affect your company? Tow has it affected your 
company 1n the last 3 years ¢ 

Mr. Heyer. It has resulted in a substantial increase in the cost of 
the natural gas we purchased, Senator. 

Senator Scrorpren. Is that reflected in your overall business 
transactions ? 

Mr. Heyke. It is reflected to this extent, that we have what is termed 
a purchased-gas adjustment clause, which is, in essence, a fuel rider 
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on our customers’ bills, so that these increases in cost are reflected in 
the fuel rider, and our customers are paying, of course, the higher 
charges which are put upon us. 

The statement I had in mind making, I hope I made it accurately, 
was that in the course of the negotiation of these contracts and these 
prices, we are never in there, and yet we are the sales agent for the 
producers. 

The pipeliners are just transmitters. The producers are producers, 
and we are the sales agent. Now, I am sure if you were running, 
if anybody was running a company and there was any question about 
increasing the price, the first person you would discuss this increased 
price with would be your sales de nee nt to see what the effect on 
the business is of such a price increase, but that is never done here. 

We have no word; we have no voice, no opinion in any of the nego- 
tiations between a pipeliner and a producer as to what the effect of 
any given increase is going to be on our business, and we just don’t 
think that is a sound w: ay of operating an industry as large as this gas 
industry is, and it can’t be sound for the producer or the pipeliner 
if it is not sound for the distributing company, who are the sales agent 
for the producers. 

Senator Daniev. You have actually had decreases in consumers’ 
prices in your area? 

Mr. Ilevxe. We have reduced rates, yes, Senator. We are in a 
tough competitive market. The thought has been expressed many 
times that gas-distribution companies are monopolies. We are not 
monopolies. We have a monopoly on gas, but there is no requirement 
that customers use gas, and our increased sales are in the fuel market, 
and the fuel market in New York City is about as tough a competitive 
market as you can find. 

Therefore, if we are going to sell increasing amounts of the product 
that we buy from the pipe ‘liners that the producers produce, we have 
to keep our rates competitive with the rates of other fuels. 

Senator ScnHorrreL, Well, by reason of your competition, has that 
hammered you down in the income that your company gets. 

Mr. Heyxe. We have been successful in building up our loads and 
convincing our customers that we are distributing a fuel and we will 
continue to distribute it at a fair price. 

We have been quite successful in getting our customers to use more 
and more of this fuel, and one of the reasons we have been able to do 
that is because we have been able to reduce the rates to keep a fairly 
good competitive situation. 

Ilowever, if our price to our customer was not in line compe titively, 
our customers would not use our fuel; they would turn to coal; they 
would turn to oil, to electricity. 

Senator Pasrorre. Your ability, of course, to remain in business on 
a competitive basis is to increase your volume of gas, and to extend 
your distribution lines. 

[f overnight that price became prohibitive, let’s say for space heat- 
ing, and you had to withdraw your lines, it could be the difference 
between making money and losing money ? 

Mr. Heyxe. It would make a tremendous difference. Our ability 
to absorb costs which are constantly increasing, and our ability to go 
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forward, is based on our ability to build our load up. We have to 
sell more. 

It is only through selling more that we have the cushion for added 
labor cost, added taxes, and things of this nature. 

Senator Pasrorr. Maybe this isn’t the right word, but I don’t 
know of a more graphic word. 

As you are explaining now, that actually the distribution company 
is at the mercy of whatever relationship exists between two other 
people over whom they have no control, over whose relationship they 
have no say, namely, the pipeline company and the producer, without 
any arbitrator if the Fulbright amendment should pass. 

Mr. Heyke. I don’t like to say we are at the mercy of anybody, but 
we are certainly handicapped. 

Senator Pastore. I admit it is a harsh word. You are subject. 

Mr. Hevke. We are subject; yes, sir. 

Senator Daniet. Didn't you do very well before that Phillips 
decision ? 

Mr. Hryxr. I would say our low point was about 1947, and con 
siste ntly since then we have done better. 

Our doing better, I would like to ascribe to our ability to convince 
our customers that we have more to offer than our competition has. 

In other words, I would like to ascribe our present status to our 
ability to increase our load and, through that, to increase our earnings, 
at the same time improving our competitive position, or putting if 
another way, reducing the costs of certain of our customers. 

Senator Daniet. Adequate supply was one of YY main factors, 
wasn’t it? Had you not had an adequate supply of gas, you would 
not have been able to increase your profits and lier the rate to 
consumers. 

Mr. Heyxr. We would not have been able to increase our business 
as a manufactured gas company to the extent we have in distributing 
natural gas; no, sir. 

Senator Danie... Prior to the Phillips decision, the increases to the 
producers of gas coming to your company seem to have been ver ysmall. 

Mr. Heyrxe. I am not at all concerned, Senator, with what has hap 
pened in the past. Iam concerned with where we go from here. 

Senator Danrexv. I appreciate your not complaining about what 
happened in the past to these producer prices. 

Mr. Here. I have heard people say they want to roll back the prices 
in the field for 3 or 4 years. I do not advocate that; I do not think that 
is reasonable. I think that we, as an industry, have a tremendous 
problem, and I think a sound method, in the interest of all segments 
of this ay must be found to solve this problem. 

Otherwise, I don’t think the sales agents of the industry are going to 
be selling the product, and that is not going to help the pipeliners o1 
the producers. 

Senator Danie. You have not been injured by producers’ prices 
prior to the Phillips decision, have you? 

Mr. Heyxe. I would say this— 

Senator Danien. You or the consumers? 

Mr. Hreyke. I would say “yes” to the extent the increases have been 
passed on to the consumers, and the consumers have had to pay more 
for it. 
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senator DANII I. You have low ered your pl wes tothe CONSUMES, 

Mr. Heyrxr. We have lowered certain of our rates. We have not 
lowered all of our rates. Some of our rates have wone up, due to the 
Operation of the purchased vas adjustment, in the absence of anv defi- 
nite action on oul part to lower certain st ps; | nles that has happer ed, 
the steps have gone up. 

Senator Pasrorr. You lowered your rates on space heating. 

Mr. Heyxe. And the larger residential uses. 

Senator Pasrorr. As far as the small consumer is concerned. he 
hasn’t votten the benefit of a reduction in rate. 

Mr. Hryvke. The minimum bill consumer is now paying more than 
at any time in the past. 

Senator PASTORE. ‘J he little fellow has been hurt. 

Senator DANIEL. Have you increased your prices to the little fellow 

Mr. Hryke. They are increased automatically with the increased 
price of natural gas, 

Senator Danre.. Your average cost per thousand cubic feet for resi- 
dential use | 

Mr. HeyKe. You are lumping all residential / 

Senator Danien. All residential use. 

Mr. Hryxe. All residential, yes, sir. 


ee » just want to point out something here, since 


; 


as been lowe red, has it not. since 1951 7 


you are talking about return. [ want to congratulate you on operat- 
Ing your company in an excellent manner, as against the public-service 
utility, and as against the Commonwealth Natural Gas Corp., Con 
solidated, Lake Shore & Minneapolis Gas Co.. if these figures I have 
are correct, and if they are not correct, | would appreciate your SO 
Informing me. 

Your operating revenues before income taxes, expressed in cents per 
million cubie feet, in 1950 was 35.1 cents. In 1950, it was 35.1: in 
1951, 45.1; in 1952, it was 38.7: in 1953, it was 41.6; and in 1954, it 
was 59.1. 

Now. the source of my fieures on this is the Moody’s Public Utilities, 
1954 statistics on natural gas companies under the Federal Power 
Commission, 1953 annual reports to the companies’ stockholders in 
1954. 

Now, that is the net operating revenues before income tax of your 
company, 1 of the highest in the listing of the 6 companies that handle 
natural gas up there. I don’t see how you can be hurt. 

Mr. Heyxr. I hesitate to turn your compliment down, sir, but I 
think you have to treat with a good deal of care any figures that 
are largely derived. 

Senator Scnorpren. These were furnished to me, and I will say 
vou are eutitled to be congratulated among the other companies listed 
here. 

Senator Pasrorr. We are taking the position that all the gas com- 
panies have sold their Cadillacs and are now walking. They have 
all made money, but that is not the test at all. It is the consumer 
that we are interested in now. 

Senator Scnorrre.. I am interested in the consumer, but his great 
area he says is being hurt by the gas producers in the country as 
against that kind of a statement. 

Senator Pasrore. I take this position, that if this trend keeps on 
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Mr. Heykxe. We cannot maintain our competitive position in the 
face of what is right up here today. As an example, last fall our 
supplier, Transcontinental, in a deal in Louisiana, increased Its « st of 
Louisiana oas, which is 40 percent of the was that it transports, from 
9 to 16 cents. 

Now, this is the same gas that you bought one day for 9 cents; 1 
became 16 cents the next day. In addition to that. in a verv sl 
period of time, if the present contracts that our supplier has submitted 


to the Power Commission are allowed to go into effect, we will br 


rt 


wide open for further increases. 

Now, if I can thumb through here 

Senator PASTORE. Before you been thumbing. let me ask you th) 
question: Do you know, as a successful businessman who is the presi 
dent of a company, which according to this report runs a very succe 
ful establishment, can you account for such a terrific increase, pe 
centagewise. from 9 to 16 cents, within such a short period of tin 
that can be justified upon an in rease in the cost of operation ¢ 

Mr. Hryxe. To us it is completely unreasonable, Senator. It car 
he based, that increase can’t be | asecd or supported in reason, 


Senator Pastore. I get the impression that it is a runaway mat 
and that is what frightens me about all this. 

Mr. Hryke. Let me say this: In three instances, Transcontinental 
has applied for and has put into effect certain increases in rate, In 
March of 1953, the first increase that I have here of 87,327,000: on 
February 1—— 

Senator Danre.. How much is the rate increase ? 

Mr. Hreyxer. The 100-percent load factor rate is estimated there 
at 32.2. 

On February 1, 1955, in docket G—5258, the 100-percent load factor 
price of 34.1 cents was proposed, or an increase of $4 million. 

Two months later, on April 1, 1955, in docket G—S487, the 100 
percent load factor price of 35.5 cents, a total increase to Transconti 
nental of $2,175,000. 

Senator Pasrorr. On what grounds is that being justified before 
the Federal Power Commission 7 

Mr. Heyke. Attributable to the operation of price-escalation 
clauses In One way or another. 

Senator Danten. All of the proposed increase Is attributable to 
that / 

Mr. Hryke. Now, this contract which our supplier has with Union 
Oil, in which ‘Transcontinental negotiated out a third-party favored 
nations clause, the cost of negotiating that out was to increase the 
price from 9 to 16 cents. 

Now, that is attributable to a favored-nations clause, in my opin 
ion. You might differ—I am trying to state this so there can be no 
difference of understanding of words. 

In other words, you can’t say that that clause did by itself, 
it was the removal of that clause that was used to do this. and not 
only did the price go up in this negotiation from 9 to 16 cents, but 
our supplier agreed to take increasing volumes at 16 cents. 

lh so doing, all the Louisiana contracts had the more regulaa for mn 
of favored-nations clause, but this one contract triggered off all the 
gas that our supplier buys in Louisiana. 











1024 AMENDMENTS TO THE NATURAL GAS ACT 


The effect of these three increases to us, on an annual basis, is 
$2,509,753. Now, I think it is just a matter of simple arithmetic to 
take our published figures, and see how many times could we absorb 
increases of this nature, and keep our competitive situation. 

Right off the bat you can say when the price gets up to the point 
where you can no longer dispose of your off- peak gas, the majority 
of which is now sold at 28 cents, when you get to “that point, your 
costs of gas are going up tremendously, because instead of taking 

high load faci tor, you are going to take at a considerably lower 
load factor 

Senator Pasrore. I don’t think the question is how many times 
should you be ee to absorb this increase in cost. I think the 
question here is how many times ought it to be allowed to happen 
that, without any justification for the increase, these costs have got 
to go up to the detriment of the consumer. 

lt might well be that the cost will be up even under supervision. 
There may be a rise in the cost of operations, but I understand from 
you that there is no business justification for this increase in price. 

Mr. Heyker. We can see nothing reasonable in price increases of 
this sort. 

Let me say this, that in 1947, when we first were discussing the pos- 
sibility of getting natural gas from Transcontinental, we were 
talking about a price of 24 cents per thousand, but by the time Trans- 
continental obtained the necessary approval from the Power Com- 
mission in 1948, the price had been raised to 28 cents, and this still 
indicated sufficient savings to justify our contracting for natural gas. 
I don’t mean for a moment that it didn’t. 

Since then, we have seen the price go up to 35.5 cents. We have 
no assurance that something won’t happen to trigger off additional 
increases. 

Senator Pasrorr. What was the time period between the 9- and 
the 16-cent increase ? 

Mr. Hreyxr. There was no time period. There was just a rene- 
gotiation of this contract last fall, which contained a 3-party favored- 
nations clause in it, and the price went from 9 to 16, and it went 
as of a given date. It wasn’t done in several steps; it was done in 
1 step, and maybe we are being unreasonable people, but we can’t 
see that such an increase can be based on any reasonable assumption. 

Senator Pasrore. Could you get away with any such increase before 
your local public-utility authorities? They would shut you down 
in 24 hours. 

Mr. Hryxe. We would be hung up on a local telegraph pole if we 
proposed it. 

Senator Danret. What percent of your supply did this affect? 

Mr. Heyke. Forty percent. 

Senator Danie. An increase of how many cents ? 

Mr. Herxe. From 9 to 16 would be 7 cents. 

Senator Danie.. Now, I note that the increases called for here 
from 32.2 to 35.3 cents would not seem to attribute that increase to 
40 percent of the gas purchased in the field by the pipeline company— 
in other words, how is it that the pipeline company is going for an 
increase only of about 3.1 cents, when on 40 percent of their gas they 
have had to make an increase to the producer of 7 cents ? 


| 
| 
| 
i 
| 
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Mr. Hryxe. I couldn’t make a positive statement. I would hazard 
a guess that it is probably because the capacity of the pipeline is being 
increased at the same time, and the additional increments of pipe- 
line — ity require a smaller amount of overhead or demand 
charges, or capital costs than the original construction did. 

In aie words, you can increase the capacity of a pipeline 20 per- 
cent by adding, let’s say, 10 percent of the capital. 1 would hazard a 
guess that that would prob: ibly be one of the major factors there, but 
that is only a guess, sir. 

Senator Pastore. All right, you may proceed. 

Mr. Heyke. I have been jumping around here as a result of these 
questions. 

Senator Pastore. That is how we like it, because essentially, Mr. 
Heyke, this statement of yours will be placed in the record in its 
entirety, and much of what you are saying here we have already gone 
over with other witnesses and we would rather get an excerpt — 
you as to what is in the statement, and highlighting those parts of i 
that you consider to be in point. 

Mr. Heyxe. If you will bear with me, I will jump around from 
here on. 

I should like at this point to erase any misconceptions which may 
have arisen about the status of a natural-gas distribution company 
as a regulated public utility. 

First, we are not guaranteed a return, as might be inferred from 
some of the testimony here. Rather, the practical effect of regula- 
tion is to set a maximum beyond which we are not permitted to earn. 

Second, we do not have a monopoly. We have an exclusive fran- 
chise to distribute gas in our territory, but we have no guaranty that 
we will sell it. We supply a fuel service in strenuous competition 
with coal, oil, and electricity. With all due respect to Dr. Boat- 
wright and his figures on the great unsatisfied demand for natural 
gas, we think that a day in Brooklyn trying to sell gas for refrigera- 
tion or house heating would make him see his figures in a different 
light. 

Third, regulation does not eliminate risk. We do not just provide 
for our customers as they come on our lines. Because of the nature 
of our business, we cannot build required plant piecemeal year by year, 
nor can we contract for additional quantities of natural gas year by 
year. 

We have to plan and build and contract now for the requirements 
of our consumers at least 5 years in the future. This means we must 
plan and keep our load growth in step with our expansion. If we 
fail, there is no cushion in our limited return. 

We see little merit in the argument that the initial prices were to 
create a market and induce people to use natural gas—transcript 300, 
638—and now that the market has been created at great expense, these 
new customers should pay the current competitive price for gas. That, 
to us, is to say that now that we have the consumers attached to our 
lines, we should increase the price. 

We see even less merit to the argument that consumers can afford 
to pay more for gas. All that means to us is that the producers are 
suggesting that all the economies of the introduction of natural gas 
should be returned to them in the form of increased field prices, rather 
than be retained for the benefit of the consumer. 
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PHE PRICE ESCALATION CLAUSES 


| have mentioned out objections to price esc alation clauses, With 
out being repetitious, | should like to rl ve this colnmiittee some Tacts 


concerning the operation Ot these clauses based Ol OUT OWN COTIpAhHy 
experience, 


Mr. Hryxke. At the same time we wrote olf and scrapped S13.S00.000 


f plant made obsolete by this conversion. Phese are rather substan 
I | wires, and ou can only do thy pro Mung the econones would 
justify su 1b move. Phese figures of 20,900,000 and 15,800,000, the 


latter fe@ure being reduced I heie written off over 10 vears. and it 


Now. 1f the economies of this operation arent sufficient to generate 


this SY million a vear. we would be in a verv serious s tuation, because 
we went ahead on the basis of the existing cost o| natural vas tO us on 


this program, and if this present trend should continue and project 


nto the future on the bas it has been, 11 would be a very serious thing 
Por oul e| : ind ow Customers 

Th is an Investment we made for the benefit of the producers, and 
we feel the produce? iould rt HI Ze this. We think the total lack 


of understanding of the distributing companies, and their problems, 
that has been shown by the producers is a very serious thing in our 
future operations, We « ant ienuve ourselves to the merey of the pro 
ducers, to use your term, Mr. Chairman. 

Senator PASTORE. Don’ t blame it on Ine, you like to use the term, Loo, 

Mr. Heyxe. We have to protect ourselves. We can’t goon the theory 
that the produc rs aren't VvoOIng to price themselves out of the business. 
Senator Pastore. 1 think Mr. LeBoeuf put it properly yesterday 
iat the relationship is so far separated, the problems of the distribu 
tor as to the problems of the producer, when he is negotiating with the 
pipeline company are so distant from one another that [am afraid the 
left hand doesn’t really know the damage that the right hand is doing. 

Senator Scuorrret. Might I inquire if you used artificial gas in 
your area up until what year / 

Mir. Heyxe. We first received natural eas in 1950, | believe, Senator, 
and in 1952, we converted over to the use of 1,040 B. t. u. gas, whieh will 
onh # a mixture when the aver: we outside tem perature is he low, say, 
30° to35°. Then our plants come into it making a high B. t. u. oil gas. 

Senator Scnorrrer. The only reason I ask this question is that vou 
said that you make all these improvements for the producers. Now, 
you could utilize your lines, and everything, in the distribution of 
natural gas to a far greater advantage than you could with your 
manufactured gas ? 

Mr. Hreyxe. One of the factors in our changeover was the fact that 

e did increase the capacity of our existing plant. The $20 million 
I am referring to was what it cost us to go out and convert our cus 
tomers’ appliances to use this. 

Senator ScHorrrenL. I wanted to make that clear. 

Mr. Heyer. I have a little background on the Loutsiana situa 
tion which T would like to put in. 

Transcontinental (vas Pipe Line ae its original certificate case 
for approval to construct its pipeline in October 1947. After exten- 
sive hearings before the Federal] Power C ommission that lasted until 


| 
| 
| 


a MES Sere: eee 
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Kebruary Yl, 1948, the Ke eral Power (omimissiol turned down 
Pranscontinental’s ipplication on March 31, 1948. The Commission 
found that Transcont nental did not have sufficient eas under contract 
to support its project. Hlowever, Transcontinental was given 60 


days in which to obtain additional natural oas. 


Phe denial of its origimial application placed ‘Transcontinental 


nan obviously poor bargaining position, As a direct result of the 
ion, Transcontinental lost a substantial part of the on it had 
under contract because SO] ie of the produ el refused to extend the 
contracts WItl Pranscontinental for ar additional OO clay Pia 
continental im short time of 60 avs not « nly had to replace the 0 
t lost Dy the refusal of these producers to ext { their contract 
uit also had to contract for t vclalitic iy C on ion | 
is red ed tor it proj { 
Pransconth tal «cid ybtai th additional on requ ed but f 
did so ata cost of necepting one contract Tor a sub tuntial quantity 


of gas im Louisiana at a higher initial price and with third-party f 


ored nations clause of the most obrect abl tvpe. Lt WV other pipe 

1 purchased any “as in the Learn area oT Lou mn or evel if 
Vi uscontinental’s proaucel received Hi orjel oft “ hiohe pl ce, 
Pranscontinental under the provisions of these third-party clause 
had to imerease price to the }) oducer to the price offered by the 


third party, But this was not all. If Transcontinental was forced 
1) the provisions of these third purty clauses to Pavia highe price 
to this one producer the price of gas to all of its other Louisiana pro 
ducers would be similarly increased because Transcontinental’s othe 

Louisiana contracts contained first-party favored-nations clause 

Atte Trai continental commenced operations, it started hegot 
ations with this producer to have the third purty favored-nations 
clauses eliminated from its contract. This producer finally agree ‘ 
Pproy ided ‘Transcontine hiial would avree to increase the price of the ras 
from approximately 9 cents to 16 cents and purcha e more Gus al 
this new price. ‘| his merease in one produ er's price to 16 cents trig 
gered a price increase in virtually all of Transcontinental’s othe 
Louisiana gas because of first-party favored-nations clauses in the 
purchase coutracts. Chis resulted ah crease in Transcontinental’s 
overall COSI of purchased as ot approximately 4 million au year, 
Brooklyn Union's portion of this annual increase In the cost of 
eas is approximately SGO44,000, 

Let’s turn now to the operation of the first-party favored-nations 
clauses. As of the present, Transcontinental purchases approximately 
60 percent of its gas in Texas and 40 percent m southwest Louisiana. 
Nearly all of its contracts in Texas and Louisiana contain first 
party favored-nations clauses whereby if Transcontinental purchases 
additional gas in certain large producing areas at a higher price 
than it pays under its existing contracts, it must raise its price under 
the existing contracts to the new price or its existing producers may 
cancel their contracts. The areas referred to in these existing con 
tracts are Texas railroad districts in the case of Texas gas and the 
entire gas producing area in the Southwest. Louisian in the case 
of Louisiana was, 

According to the information set forth in Transcontinental’s rate 
increase filing, docket No, G—5258, the average price it paid for its 


638057—55 66 
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Texas gas during the 12-month period ended September 1954 was 
7.16 cents per thousand cubic feet exclusive of taxes. We are in- 
formed that recently gas has been purchased at a price of 12 cents or 
more per thousand cubic feet in the same Texas railroad districts in 
which Transcontinental purchases its gas. If Transcontinental should 
make 1 new purchase of gas at 12 cents per thousand cubic feet in 
each of these railroad districts, we estimate that by reason of the 
operation of the first-party favored-nations clauses this would result 
in an annual increase of nearly $1,500,000 in Brooklyn Union’s cost 
of natural gas. 

In southwest Louisiana, where Transcontinental now purchases 
40 percent of its gas supply at a price of 16 cents, we are informed 
that some recent purchases have been made at a price of 20 cents. 
If Transcontinental makes a new purchase of gas anywhere in this 
area at 20 cents, its price of gas under its existing Louisiana con- 
tracts is raised 4 cents per thousand cubic feet, due to the operation 
of the first party favored nations clauses. We estimate that this 
would increase Brooklyn Union’s annual cost of purchased gas by 
$469,000. 

We feel that that on the basis of the record, is not too far in the 
future. In fact, we have been advised that Transcontinental has 
made 1 new contract for a small amount of Louisiana gas at an 
initial price of 16 cents but the contract adds a price redetermination 
clause, heretofore not included in Transcontinental’s purchase con- 
tract. Under this latter clause the price of all of Transcontinental’s 
Louisiana gas could be triggered at the end of 5 years to the average 
of the 3 highest prices in the area. 

Even going to 16 cents, we have no sound base to —_ we can look 
forward into the future. We can’t say that this is it, it is over now, 
we have something that we can go ahead, we have some stable costs. 
By just one small contract, we can upset the whole applecart, and 
trigger off all these other contracts in Louisiana, and from our point 
of view, as a distributing company, that certainly gives us no stability 
of costs at all. We don’t know what our costs are going to be to- 
morrow, and it is not a desirable thing for us, or our customers. 

The restrictions that these first party clauses place on a a 
is shown by the facts I have just stated. A new purchase of ga 
cannot be made at a higher current price because of the insane 
triggering effect such a purchase will have on all existing contract 
prices. Under such conditions, I do not see how there can be true 
arm’s length competitive bargaining between pipelines and producers, 
It seems to me that in such circumstances the pipeline has no arms 
at all and is driven to seeking to make its purchases of gas in new 
production areas where existing contracts will not be affected. 

These few facts illustrate the difficulty which these escalation 
clauses create for our company. They are the reasons why we believe 
the Fulbright bill should be amended to eliminate the objectionable 
type of price escalation clauses from all contracts if the consumer’s 
interests are to be protected. 


THE PRODUCER ARGUMENTS 


I should also like to comment on several of the producer arguments 
presented to this committee : 
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1. It has been said that the price paid to the producer is only a 
small part of the total cost of gas to the distribution company’s con- 
sumers. From this it is argued (a) that the large rate increases in 
pipeline rates to distribution companies occasioned by increased pro- 
ducer prices are insignificant when the total dollars of the increase 
are spread among the many consumers of the distribution company ; 
and (6) that future increase in producer prices similarly spread 
among such consumers will not have much effect on the individual 
residential consumer’s monthly gas bill. Such a mathematical de 
minimis argument shows a complete misconception of the problems 
facing a gas distribution company in New York City and a lack of 
appreciation of State commission regulation of distribution companies. 

First, I think this committee in considering this argument should 
examine it by turning the funnel around the other way. It seems to 
me, that, in essence, what the producers are suggesting is that a small 
and increasing annual tribute can be collected from each of the Na- 
tion’s 22 million gas consumers so that a composite fund of millions 
of dollars each year can be divided among 4,000 to 8,000 producers, 
30 of whom control over half of the gas reserves and include virtually 
every major oil company. 

Second, no increase in producer prices, however insignificant, is 
unimportant to the Brooklyn Union Gas Co. Our company operates 
in a territory where competition with other fuels and forms of energy 
is extremely keen. The market for natural gas in the area we serve 
is definitely limited by the price of competing fuels and other forms 
of energy. 

The local oi] distributors, the distribution outlets of the very oil 
companies which control a substantial part of the Nation’s natural 
gas reserves, provide us with stiff competition. 

Some mention has been made of our rate situation, and I would 
like to put in the record some figures on comparative costs of heating 
with other fuels. 

To illustrate the competitive nature of our market and the import- 
ance to us of even small increases to our consumers, I have set forth 
below a comparison of the annual cost of heating the house of an aver- 
age residential customer in our territory with coal, oil, and natural 


gas: 


a a a eae $171. 00 
oll:* 
Ne RES aos chk. chs ak cients canne desi ants deb abdadiimasinmianneberenaomnakie - 165.00 
I I ah tN dk teh ee cident eens 154. 00 
Gas:? 
Sg Nn 0 ae ssa aaa 177. 00 
SIRI PN. NII cig cg cal sisi Acetic aren ids icin eisai 160. 00 


? Includes motor and controls. 

The rate decrease that we made effective last April was to bring 
natural gas for residential heating into a competitive position with 
oil. Since our territory for the most part is well built up, house 
heating provides the most important single market for load growth 
to our company. It is only through load growth that we can absorb 
increases in our costs of operation. 

In our territory, to take the house of an average residential cus- 
tomer, his cost for heating with coal would be $171; with oil, based 
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on the price that existed bet ween January ancl April, L950, S165, and 
the price that existed after April of S154. 

On gas, with the price prior to April, his cost would be $177. Aftea 
April 1, with our reduction, S160. You can compare $177 with $165 
as a picture of our competitive situation before, and $160 with 3154 
for the situation afterward. 

L know there have been tremendous savings over the cost of heating’ 


with oil and other fuels in some areas, but that is not so In our area. 


We have no leeway in our pricing. Any Increase Ih price lnimedciately 
atfects our competitive position and affects the quantities we can sell 
to our customers, 

Senator Pasrore. What would happen to vou if you lose you heat 
Ine market / 


Mir. Hever. The result would be an increase in cost to all the othe 
markets, 

spenatol PASTORE. Rather high, o1 slight ( 

Mr. Heyker. I think it would be a very, very substantial cost, and 
very substantial increase to our other customers. 

If you are interested in having us dig a few figures out, I would 
be happy to do it. 

Penutol Pasrore. I thn Kk that might be hecessary, be ause the con 
tention has been made that this is a luxury fuel, you don’t have to have 
it, you can convert back to s nnething else. I can see where it would 


be a great inconvenience for people to convert from gas back to oil 





aGAaAlnN. It would ental 


, perhaps, a great capital investment, but I 
would like LO know eveh beyond that. inasmuch as you people have 


inore or less uniformly kept your rates down because of this oreatel 
ioad and this eXpansion of your lines, to pump more gas into that one 
house, and now they use much more gas for heating, too. 

If that were withdrawn from the field, I was wondering what etfect 
that would have on the ordinary consumer, 

Mr. Heyxe. If that was withdrawn from the field, what would we 

do with the gas under contract from the pipeline which is now being 
used there? It would seriously reduce our ability to take even the 
existing quantity of gas, to say nothing about any future quantities of 
OAs, 
A lot has been said about this unsatisfied demand for gas. I ean 
only speak for our territory, and I will tell you this, that we have no 
line of people clamoring at our door for our service. On the contrary, 
we have a tremendous promotional and sales campaign to go out and 
sell the appliances that will use this gas that we are purchasing from 
the pipeliners. 

Perhaps if Mr. Boatwright could come and spend a couple of days 
with our salesman and go out and try to sell a house-heating job, he 
might have a better understanding of what he terms the great, unsatis- 
fied business. 

Senator Pasrore. Admittedly, Mr. Boatwright is in the oi] business. 

Senator Dantex. In all fairness, Mr. Chairman, Mr. Boatwright is 
an economist employed by an oil company. I don’t think anything 
has been shown here to indicate that he would try to neglect other 
phases of the industry. 

Senator Pasrore. I didn’t say anything unkind, I was complimen 
tary. I said he is in the oil business; he has every right to push the 
oil business. 
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ve itor Danien. Oh, | bee your pardon, 

Senator ScuoePreL, Of course, these gentlemen up in the eastern 
Atlantic seaboard area are in an area where they get the benefit of 
some pretty cheap Importations of oil that do not atfect the central 
westerh part of the United States. I am sure that ni good triend 
testifying here today, is probably aware of that. 

Mr. Heyxe. I agree that is so, sir. 

I would like to point out that in the industrial field except in cases 
it a strictly competitive price with coal and oil. This is particularly 
true of the price at which we sell interruptible industri: 


where gas has a premium value for process use, natural gas must be 


l eas during 


our off peak periods. Sale of off peak Or Sulnmer valley was 1S im 


portant to us because it permits us to take Aas from the pipeline ata 


her load factor and thereby reduce our average cost of @as. 


It does more than that, it enables us to contract with the pipeline 
for additional price of Gas which we, in turn, sell our customers on 
thout a 25-percent load factor. Our customers’ requirements in 
heating are at a load factor of about 25 percent, which means that 
the balance of the gas must be disposed of at something over the 
oOmin oclity price in order to make this cost. 

Now. we are talking here nian times about the average price ot Was 
n New York City. L think we have to look at our load in seoments, 
ind to supply our heating load at a load factor of 25 percent means 
that we are not buying gas at an average price of 36 cents. And the 
dditional supplies of gas that we are buying will be somewhere in 
the neighborhood of 60 to 75 cents d pending upon the price at which 
this interruptibie industrial gas is sold in the summertime, and if it is 
sold at 28 cents, which the volume of our sales are, it means that the 
eus we go out and contract for for our heating load costs us at a 
minimum 60 to 75 cents, and if we are unable to dispose of that gas 
because of the competitir e situation, then in order to eo out and buy 
as for a 25-percent load factor, demand of our heating customers, 
not bei o able to utilize that mas 1 the summertime, the cost of that 

‘rement of gas occurring from the pipeline companies would be way 

eXCeSS ot a dollar. and | think we have to straighten ourselves out 
on average prices as against the costs of gas that we buy for various 
ses 

For these reasons un \ further increase, no matter how small, may 
epresent the straw that breaks the camel's back and prices natural Gas 
out of our market. 

2. Mr. Searls, as a representative of the producers, has stated that 


Ce mpetition can be depended upon to establish fair prices in the pro 

dueing field and that no producer will price himself out of the market, 
P.217. He also stated that the purpose of the objectionable escalation 
; 


iauses was to put a 


gas } roducer in the position where he 1s free at 
times to receive the highest price that any purchaser will pay for 
his gas, T. 213. 

It must be obvious that because of differences in the distance from 
the producing fields, the age and the cost of construction of the supply- 
ng pipelines, the price ot competitive fuel ay othe F fir tors, the 
point which natural gas may be priced out of the market is different 

New York City from that in the South or Midwest. A pipeline 


supplier furnishing gas to distribution companies or municipalities 
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in Georgia, Tennessee, Ohio, or Illinois may be better able to pay a 
higher price to Texas and Saud ana producers and still have a market 
for its gas than a pipeline supplying the New York metropolitan area 
Yet, we are told by the producers’ representatives, that the objection- 
able escalation clauses must be retained in existing contracts to insure 
that producers will get the highest price anyone will pay in the future 
for their gas. 

It may be that producers will realize that they have raised their 
price to the point where distribution companies are priced out of the 
market by being unable to meet the ¢ ‘competitive pr ice of oil. However, 
from the apparent lack of understanding the producers have shown 
to date of the problems of a distribution company like ours, I am afraid 
that the distribution company may have long since been priced out of 
its market before the producers realize that natural gas can no longer 
be sold in competition with sth’ fuels in the large metropolitan 
markets in the northeast. At Brooklyn Union we do not care to leave 
our fate entirely in the hands of producers who can see no evil in the 
continued operation of favored nations, price redetermination, price 
renegotiation, and similer objectionable escalation clauses in their 
existing contracts. 

3. References have also been made to the term, “reasonable market 
value” which is used in the Fulbright bill. In explaining this term, 
Mr. Searls stated that, in determining the reasonable market price to 
be allowed in a rate proceeding as a result of a new or renegotiated 
producer contract, the only factors the Federal Power Commission 
1s required to consider are: (a) whether the contract was arrived at 
competitively: (4) the effect of the contract on the assurance of sup- 
ply: and (c) the reasonableness of the contract provisions as they re- 
late to existing or future market prices, T. 204. 

It is significant that in determining the reasonable market price 
the Commission apparently may not even consider such factors as 
the economic value of the gas in the market where it is ultimately 
to be consumed, the price paid under existing contracts or general 
differences in field or area costs of production. 

From what has been said, it appears to us that the producers have 
simply selected the words, “reasonable market price” as a substitute 
for what they really mean, namely, the highest price paid by any 
purchaser in the produci ing area. 

We do not think that in determining the reasonable market value 
of natural gas the Federal Power Commission’s hands should be tied 
as the proda icers suggest. In our opinion, the Commission in making 
such a determination should be free to consider all factors which in 
its expert judgment are necessary and relevant to the decision to be 
mi ne as to price. 

The representatives of the producers argue that the objection- 
able price-escalation clauses must be retained in their existing con- 
tracts because the additional compensation they will receive from the 
operation of such clauses reimburses them for the risks of their busi- 
ness and provides required incentive for new prospecting. While 
added risks of the business and additional incentive to encourage new 
production may be elements properly reflected in a higher price to be 
paid under future contracts, this cannot in my opinion justify in- 
creasing the price under existing contracts. 
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Since there was no way of evaluating the future effect of the price- 
escalation clauses, it is difficult to imagine that financial institutions 
loaned money to producers relying on these price-escalation clauses, 
or that such institutions could reasonably object to their removal 
from existing contracts. 

5. Statements have been made to this committee and in newspaper 
releases that a great unsatisfied market for natural gas exists and 
cannot be met unless producers are freed of all Fede ral regulation. 
Reference to an unsatisfied market is misleading unless consideration 
is given to the price at which gas may be sold to the ultimate consumers. 

As I have attempted to show, the quantity of natural gas that can 
be soid in our territory is not unlimited. The extent of the demand 
for additional natural gas depends in large part on the price at which 
it may be sold in a territory such as ours where gas mi compete 
in price with other fuels. 

If the incentive to find additional gas reserves requires that all the 
objectionable forms of price-escalation clauses be retained in producer 
contracts, the operation of such clauses may so increase the price of 
natural gas that there may be little need for searching for more gas 
to take care of the New York metropolitan area. 

In conclusion, we feel that the producers should be exempt from 
all unnecessary Federal regulation, but we do not think that this 
should be done unless at the same time the problem created by the 
types of escalation clauses to which I have made reference is corrected. 

Legislation embodying the principles stated by Mr. LeBoeuf pro- 
vides a means for the protection of the distribution companies and 
the ultimate consumers, workable regulator procedures for the Fed- 
eral Power Commission, and freedom from burdensome regulation for 
the producers. 

If there are any other suggestions that will accomplish that, we will 
heartily support them. 

[ have only one other thing, if I may take another moment, s 

We have seen in the advertisements that the producers have put in 
the newspapers in the consuming centers, which, incidentally, have not 
helped our customer relations, but we have seen certain statements as 
to average amounts of revenue, and things like that, and I have a very 
short breakdown here I would like to read into the record. 

Our average cost here per thousand cubic feet, our customer’s aver 
age cost per thousand cubic feet in 1954 was $1.73, and I would just 
like to list for the benefit of this committee the components that go 
in to make up that $1.73. 

We paid in cost of natural gas, 33.6 cents. 

Senator DanreL. Excuse me. A moment ago, you said your average 
cost for residential use was above that. What do you put in this fig- 
ure to get an average cost so low as $1.73 ? 

Mr. Heyxe. This is all the gas we sell and all the revenue we get, 
because to do otherwise requires a cost allocation which can’t readily 
be made from the published reports. In other words, it is sort of mix- 
ing apples and oranges together when you pull out residential here, 
and then use average prices here. 

Senator Dantev. The only thing is that you used a higher price for 
another example before us, and I just wanted to determine the basis for 
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the difference between the two. What have vou added into this lower 
price ¢ 

Vir. [Ty YKE. This is what we spel cl our money on, this is how we 
get our money and how we spend it, reduced to a total of $1.73, which 
Is our average recerpt per thou ind of all the vas we sold. 

Senator Pasrore. And does that constitute your regular form of 
auditing ¢ 

Is that the Way you ke ep your cost ( 

Mir. Heyke. This has no cost allocation. There can be no distinct 
arguments here. There might be arguments as to small amounts. 

Senator Danire.. This includes industrial gas: is that right? 

Mr. Heykr. This is every thing. 

Senator Danre.. What part of the gas is it you sell for so much 
less than the average price to the consumer that would bring it down 


to 81.75, when a moment ago, you s ud the orlgimal price to the con- 


> 


sumer was about $2.31 / 

Mr. Hy YRKE, In the Ssuinmertime we sel] large volumes of industrial 
gas at 28 cents a thousand, in the summertime, and that is a factor that 
goes into this makeup. 

Now, I don't want to argue with you about $2.31 or 31.73. All I am 
trying to show is what goes in to make up this figure. 

If we take a residential figure, alone, then we would have to allocate 
all our costs, and we would have something that would not be reason- 


able. 

Senator Pasrors. What do you sell a thousand for in the wintertime 
to the small consumer ¢ 

Mr. Heyxe. Which thousand, sir, the first, 

Senator Pasrore. The average. 

Mr. HrEYKE. Let's say oul residential customers, excluding our 
heating customers, their average rate was 82.58 per thousand. 

With heating only, that ‘comes down, 1n 1954, to $1.40. 

Now. you see, we have about 265,000 customers in apartment houses, 
who use a very minimum quantity ot vas, Now to serve those cus- 


1 
last, or average ¢ 


tomers, before you have given them any gas, to put a meter in there 

Senator Pasrore. You don’t need to explain that. 

Mr. Heyxe. The allocated cost is about $1.70 a month, without any 
fuel charge being in there, so that I think the figure I should give 
you would be our residential customer who owns his own home and 
who heats it with gas, and there I have a figure that has been extracted 
in 1954 of $1.40. In 1955, we estimate that will be about $1.26. 

Does that answer your question, sir? 

Senator Pasrore. Yes, that does answer my question. 

Mr. Heyxe. If I can go back to my controversial $1.73 figure 

Senator Danie... Nocontroversy. I wanted to be sure I knew what 
goes 1nto the basis Lo bring the ficure dow h. 

Mr. Heyxe. I probably should have done this in reverse. I should 
have listed all the elements and come up with the answer, first. 

Senator Pasrorr. You know, sometimes you witnesses get the im- 
yression we are not listening. 

Mr. Hryxe. The components producing an average customer cost 
per thousand cubic feet of $1.73 in 1954 are as follows: 

Natural gas, 33.6 cents. Other materials, 8.7 cents. Wages of 
labor. 58.6 cents. ‘Total taxes, 34.9 cents. Depreciation and amorti- 
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zation, 15.1 cents. Interest, 6.9 cents. Dividends. 10.2 cents. Bal- 
ance to surplus, 4.6 cents, making a total of 1.726, which we have 
rounded off to 1.73. 

Senator Danie... Is 33.6 what you pay the interstate pipeline ¢ 

Mr. Hreykr. Yes, sir. 

menator DANIEL. What is the cost the producer vets from that 
houre ¢ 

Mr. Hryxer. The last figure I saw on that, which I think is an esti 
mate 

Senator Danie... For what year ? 

Mr. Hreyker. For 1954. 

Senator Danten. Could you give us the 1954 figure / 

Mr. Hryxe. No, I couldn't give you that. I can give you what 
my understanding of it is, but I wouldn't want to pin our supplier 
down. You have probably got better information than I have on 
that, Senator. 

Senator Danie. That is the important part of this thing. If 
you are going to blame some kind of dangerous or chaotic condition 
on the producer, it would seem to me that we should have what part 
of this total the producer vot in 1954. 

Mr. Heyer. 8.7928 cents, it says on this piece of paper. 

Senator Pasrore. Tell us who gave you that ficure, in Justificati } 
to you! 

Mr. Ly YKE. This Came from one of our people here, | guess it 

Mr. Quinby. 

In that cor nection. | would like to vive you the estimated fig ire 
for 1955, based on the rates now in etlect. under bond in these last 
two increases, would be 10.4280, and to Yo back to 1951, the hieure | 
have here is 7.4295. 

Senator Pasrore. Did I hear you say, you pay 35 cents per thousand 
cubie feet at the gate? 

Mr. Hrykr. Yes, sir. 

Senator Pasrorre. Well, how do you sell it for 28 cents ¢ 

Mr. Heyxe. That 33 cents is made up of a demand charge and a 
commodity charge. At present, the commodity charge isin the neigh 
borhood of 24 or 26 cents. The demand charge goes on whether we 
take our full allotment of was or not, so that any additional gas that 
our customers do not require can be sold at a price better than the 
commodity charge itself, which will in turn reduce the average cost 
of all the gas we sell. 

Senator Pasrore. But you don't lose any money on it! 

Mr. Hryxker. No, sir. 

The danger there is that a slight variation in that price can put us 
out of that market. 

Senator Pasrore. | merely wanted to correct the record because 
anybody reading the record might say, “How do they do this?” 

Do you understand what I mean ¢ 

Mr. Hreyxe. Yes, sir. 

Senator Danie. It appears that in 1954, the producers actually 
got less than 6 percent of the total of your consumers bills, your 
average bill; is that correct ¢ 

Mr. Heyxe. I would accept your figure, sir. 

Senator Danrev. Does that sound correct to you 4 
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Mr. Heyer. I would think so; 8,798 cents out of an average of 
$1.75. Yes. 

Senator Danre.. Thank you very much. 

Mr. Heyxe. I appreciate the opportunity to present our views to 
the committee. 

Senator Pasrore. Thank you very much for coming, Mr. Heyke. 

The next witness is Mr. Allen. 

Will you identify yourself, Mr. Allen, and then you may proceed 
in any way you choose. 


STATEMENT OF DONALD G. ALLEN, ON BEHALF OF NEW ENGLAND 
POWER SERVICE CO. 


Mr. Arten. My name is Donald G. Allen, of 441 Stuart Street, 
Boston, Mass., New England Power Service Co. That is the service 
company of the New England Electric System, and I appear on behalf 
of the 9 gas-distributing companies of that holding-company system 
of which 7 are in Massachusetts, 1 company with 2 separate gas opera- 
tions in Rhode Island, and 1 small company in Connecticut. In the 
aggregate, these companies serve approximately 200,000 customer 


I should like to take the liberty of summarizing my statement, if 
I may. 

Senator Pastore. Yes; and with the understanding that the state- 
ment will go in the record in its entirety. 

Mr. Atien. My name is Donald G. Allen, of New England Power 
Service Co., 441 Stuart Street, Boston, Mass. 

I appear on behalf of nine New England gas-distributing companies, 
all subsidiaries of New England Electric System. The names of the 
individual companies are Mystic Valley Gas Co., North Shore Gas 
Co., Lawrence Gas Co., Central Massachusetts Gas Co., Wachusett 
Gas Co., Northampton Gas Light Co., and Norwood Gas Co., all 
located in Massachusetts; the Narragansett Electric Co., with two 
gas-distribution systems in Rhode Island; and the Pequot Gas Co., 
with asmall distribution system in eastern Connecticut. In the aggre- 
gate these companies serve approximately 200,000 customers’ meters. 

My comments are directed primarily to the Fulbr ight bill, S. 1853, 
which we believe gives inadequate consideration to the distributing 
companies and to the ultimate consumers whom they serve. 

As the committee is aware, natural gas was first introduced in New 
England a little less than 4 years ago. New England was one of the 
last major markets to be attached by the interstate pipeline systems, 
and is now served by two of them. The companies which I represent 
are served principally by Tennessee Gas Transmission Co. Four of 
the smaller distribution properties are served by Algonquin Gas 
Transmission Co., which in turn is supplied by Texas Eastern Trans- 
mission Corp. 

New England is remote from the major gas — of the Southwest, 
and the price which we must pay to have our gas delivered at the city 
gate is accordingly higher than in other areas, When natural- -gas 
service was first proposed, in 1950, the average price on which our 
estimates were based was approximately 44 cents per thousand cubic 
feet. By the time construction was completed and the first New Eng- 
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lund companies were attached, increased construction costs had re- 
quired an increase in the wholesale price to approximately 17 cents 
1 r thousand cubic feet. Asa result of subsequent increases, the price 
now being paid by our companies averages ap proxim: itely 55 ce a per 
aomiand cubic feet. This re presents a total increase from the level 
of our original price estimates of 25 percent. 

This 25-percent increase over the prices on which our original esti- 
mates were based is a matter of major importance to our companies 
ind to their customers. The extension of natural-gas service to New 

England has involved heavy capital expenditures, both by the pipe 
ne companies and by our distributing companies. The feasibility of 
the entire program depends on making the fullest possible use hoth 
of the transmission facilities of the pipeline companies and of the dis- 
imiatios facilities of our local companies, so that the fixed charges 
involved will be spread over as many thousand cubic feet of gas as 
possible. The problem, in very broad terms, comes down to achieving 
a sort of “mass production,” by increasing the volume of gas being 
carried by facilities which have already been constructed and financed. 

Prior to the introduction of natural gas, the load of the New Eng- 
land distributing companies was primarily domestic in character. To 
iwhieve the increased volume of sales necessary to justify the invest 
iients In natural-gas facilities, we must expand our winter space 
heating sales. Since these sales are seasonal, it then becomes a matter 
of almost equal importance to develop a summer load of industrial 

ules to make use of the “valley gas” available between our winter 
peaks, 

Both the space-heating market and industrial market in New Eng 
land are sharply competitive with oil. For this reason, an increase of 
i few cents in the field price is a matter of critical importance. An 
mae from our own experience will illustrate this point. ‘Tennes 

Gas Transmission Co. has recently increased its wholesale price 
he 2.15 cents per thousand cubic feet, in order to offset increas In 
produce rs’ prices which became effective in November of last year. 

l Uh is Increase has effectively priced out of the market about 1 billion 
ubic feet of industrial gas for which negotiations were earlier pend- 
ing by our companies, and makes it virtu: ally impossible for them to 

set a price which is competitive with heavy oil. 

This, in itself, would be of less serious moment if the effect of such 
incidents were not cumulative, as Mr. Tippy has explained in his 
earlier testimony. Failure to attach industrial customers for summer 
gas will in turn limit our ability to expand our winter space-heating 
sales. This in turn means that the fixed charges on the investment 
in transmission and distribution facilities must be borne by existing 
customers using a smaller volume of gas. In practical terms, this 
means that we may not be able to realize for the great bulk of our 
domestic customers the economies that once were thought possible 
through the introduction of natural gas. 

I should be less than candid if I left the impression that the situa- 
tion in New England is one of unrelieved gloom. We are confident 
that much can be achieved through vigorous selling efforts, and plan 
to continue and expand our present programs which stress the pre- 
mium value of natural gas as a clean, reliable fuel. Nevertheless, 
our recent experience in losing industrial sales have forced us to take 
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a long and sober look at the future and the long-range effect that 
iecessive mnereases in the field price ot gas may have on our own 
rates. 

I have sketched this background in some detail to indicate our 
very _ ep and immediate concern with the problem ale considera- 
tion by the committee. I believe our common purpose is to find the 
best means of achieving two basic objectives: First, to establish a price 
for natural gas which will encourage the discovery and development 
of new reserves, and second, to be certain that the price so established 
will be fair to the ultimate consumer. This second objective cannot 
be achieved if the price is so high in relation to competitive fuels that 
any major volume of sales is priced out of the market. In that event, 
the ultimate consumer will be forced to shoulder a heavier burden of 
fixed charges than was contemplated when the natural-gas facilities 
were authorized. 

Our thinking starts from the basic premise that any unnecessary 
extension of Federal regulation to a new segment of industry to be 
avoided, if the ordinary workings of the competitive price system will 
achieve these basic objectives. Our opposition to the F ulbright bill 
reflects no lack of sympathy with this basic philosophy, but. rather 
our very grave concern that the competitive forces which ultim: — 
will fix the field p rice of gas W ill work so slowly and ¢ moqscnapnge 
to make our distributing companies and their customers the unin- 
tended casualties of a lengthy trial-and-error process. 

The fixing of a commodity price in a competitive market is familiar 
to all of us. In the case of wheat or wool, for example, this assumes 
that the market consists of sellers who are free to sell their product 
where it will fetch the highest price, and buyers who are free to shop 
around for lowest price. The commodity price is fixed at the point 
where the sellers will put the necessary supply on the market at a 
pri e the buyers ca n afford to pay. 

The marketing of natural gas differs widely from this general 
pattern of a true commodity market. Gas purchases in the field result 
from negotiations between producers and the interstate pipeline com- 
panies. The distributing companies, who are the real parties in 

interest and who must sell the gas in the ultimate market place, are 
not parties to the field negotiations. 

Nor, for that matter, are they free to shop around for a better price 
of gas from another source, since only one pipeline can economically 
be built to serve any individual distributor, and hence the y must rely 
for their supply of gas on the particular field tapped by the single 
pipeline which serves them. 

More than this. the heavy capital investment required for any 
major pipeline extension has made long-term contracts a virtual ne- 
cessity. both for gas purchases in the field and for service contracts be- 
tween the pipelines and the distributing companies. The contracts 
of the distributing companies normally provide for service at what- 
ever rates may from time to time be allowed by the Federal Power 
Commission. The producers’ contracts, on the other hand, almost 
universally sdhdiniek escalation and price redetermination clauses. 
These were originally designed to protect the producer from the un- 
certainties of a long-term contract, but have more recently been ex 
panded into the many elaborate forms of “favored nation clauses” 
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and “price redetermination clauses” discussed by earlier Witnesses, 
In the past few years, the pressure of new purchases In the field, to 
kee p pace with the growth of the consumer markets, have triggered 
these escalation clauses and produced a ri ipid series of increases in 
city gate prices. None of the escalations in field prices has ever been 
based on any increased costs incurred by the producer. Even more 
importantly, none of them has any built-in limit which prevents 
ther from pushing up the price of gas beyond the point where it can 
be sold in the ultimate market place in competition with other fuels. 
The result is a runaway situation, where the automatic working of 
the more extreme types of escalation clauses Wey well price natural 
eas out of the market. Ultimately, to be sure, competitive forces 
will assert themselves and force a check on such free-wheeling price 
nereases. As distributing companies at the end of the line, where city 
vate prices are already dangerously high, we fear that relief from 
the pre ent spiraling ot prices May not come until too late. The 
kings of the “telegraph system” from the market place back down 
the pipeline to the field are slow and clumsy, and aah the calamity 
of major proportions is likely to halt the escalation of prices day ex 
sting contracts. Neither we nor our customers are willing to become 
the vietims of such a ponderous trial-and-error process, if any better 
means of adjusting’ held prices to the competitive prices in the mar 


ce pla ecan be devised. According] . we feel] that | minimum scheme 
of Federal oe Is a necessary alternative if the distributing 
companies are to be kept reasonably healthy and in a position to offer 


to their consumers the service which the Vy deserve, 

i concluding that some minimum form of Federal regulation is 
hecessary, we do not take the extreme position that the rigorous 
formulas of traditional utility ratemaking should be applied to fix 
the field price of « gas. Not only are we conse ious ol f the enormous ad- 
ministrative burden involved, but from a long-range point of view 
we recognize that the cliscovery and development of additional 
reserves may well be endangered. 

Nor do we feel that there is any real possibility of effective regula- 
tion at the State level. Aside from any constitutional limitations 
that may be involved, there remains the practical problem that no one 
State can give adequate recognition to the needs of both the eas 
producer and the ultimate consumer. 

The Fulbright bill, like the Harris bill in the House, approaches 
the problem by exempting the producers from regulation, but retain- 
ng a measure of indirect control over field prices through regul: ition 
of the interstate pipeline companies. This indirect regulation, how- 
ever, appears to be more illusory than real. 

First of all, the proposed new section 5 (b) of the Natural Gas Act 
would expressly apply only to new and renegotiated contracts that 
may be made in the future. Price increases resulting from escalation 
clauses in existing contracts would not be,subject to review. Since the 
vas to supply the present market is already committed under existing 
long-term contracts, any important effect of this provision will be 
postponed for a period of 10 or a dozen years. The recent rapid 
increase of field prices suggests that any f: ailure to deal with escalation 
clauses in existing contracts may well be a case of locking the barn 
after the horse is stolen. 
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Second, the Fulbright bill, like the Harris bill, would require the 
Federal Power Commission to scrutinize the price paid by a pipeline 
company to determine whether it is “the reasonable market price 
thereof in the field where produced’—but without standards to guide 
this determination. As a minimum, we feel that this term should be 
defined to require the Commission to give consideration to competitive 
prices in the ultimate market. As a corollary, it would be proper to 
state explicitly that the cost of a producer’s investment in bringing in 
an individual well should not be the basic test of a fair field price, but 
rather the commodity value of the eas itself, based on a consideration 
of all relevant factors. 

icven if these amendments to the Fulbright bill were made, however, 
we seriously doubt pI r the field price of gas can be een 
regulated by indirect means aoe regulation of the interstate pipe- 
line companies. Their rates have traditionally been fixed on the cost 
of-service formula, permitting them to recover their operating costs 
and a fair return on their invested capital. If the Fulbright bill were 
extended to cover increases under existing contracts, the pipeline com- 
panies might well be put in the position of being jinraprstah by State 
law to pay the escalated prices called for by their contracts, but being 
unable to recover this additional expense as a part of their wholesale 
rates. ‘They are seriously disturbed by such a possibility, and rightly 

_ for the financial integrity of the major pipeline companies depends 
on their ability to recover their necessary expen es in full by means 
of their rates. Any scheme of regulation which prevents recovery of 
the full expense of their gas purchases will inevitably raise a question 
of confiscation. Accordingly, in administering the indirect scheme of 
regulation provided by the Fulbright bill, the Federal Power Com- 
mission would be under almost irresistible pressure to fix a field price 
of gas at the highest level reached by escalation clauses in existing 
contracts, or, alternatively, to increase the allowable rate of return 
sufliciently to compensate for the additional costs involved. Either 
result is merely a hallowing of existing escalation clauses, and offers 
scant protection to the ultrmate consumer. 

We feel, therefore, that any exemption of the producers from Fed- 
eral regulation must be accompanied by more adequate safeguards 
for the consumer interest. Mr. LeBoeuf has urged before you that 
the producers are entitled to a practical exemption from regulation 
on the condition that escalation clauses of the more extreme types be 
eliminated. We feel that this is a minimum requirement, and that 
as a practical matter it would eliminate the most serious problems 
involved in the present rapid spiraling of city gate prices. We have 
some doubt, however, whether merely eliminating this source of un- 
governed price increases would wholly insure the free play of com- 
— forces in fixing a fair commodity price for gas. Even if 

‘alation clauses are eliminated, a true commodity market will not 
sales so long as the distributing companies are “captive customers 
tied to long-t term contracts both in the field and with their suppliers. 

We are confident that a scheme of minimum Federal regulation can 
be devised which will exempt the producers from traditional utility 
regulation and at the same time provide a workable substitute for the 
trial-and-error process of fixing a commodity price by the slow work- 
ings of the competitive price system. Such a regulatory scheme 
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would treat the producers separately from the interstate pipeline 
companies, and would greatly simplify the present administrative 
burden of exercising full regulatory control over the producers as 
is now required under the Phillips decision. 

Elaborate certificate filings by gas producers seem unnecessary and 
a simple registration requirement could be substituted for any pro- 
ducer proposing to sell gas in interstate commerce. Uniform ac- 
counting requirements could be eliminated with respect to producers, 
and any gene rally accepte <1 method of ace ounting permitted as a sub- 
stitute. Rate regulation would be handled on a field-by-field basis, 
with the Commission directed to establish a fair field price for gas 

of standard quality. The Commission should be further directed 
give primary consideration to establishing a fair field price which, 
on the one hand, will provide the incentive necessary to stimulate 
the discovery and development of new reserves, and which, on th 
other hand, will give explicit recognition to competitive prices in the 
ultimate market. 

Finally, the administrative burden could be greatly eased by au- 
thorizing the Federal Power Commission to exempt smaller pro- 
duce 2 from regulation, within the limits suggested by the Douglas 
bill, S. 1926. We believe that such a scheme of regulation would pro- 
ae a workable substitute for the ponderous workings of the com- 
petitive prices system, involving minimum burdens for the producer 
consistent with the necessary measure of protection for the ultimate 
consumer. 

In closing, I wish to emphasize the need for prompt action to re 
solve the present unsettled situation. As matters now stand, the 
ultimate status of the producers is wholly uncertain. Full regula- 
tion under the Natural Gas Act as now written is fraught with dif- 
ficulties, and has imposed an almost intolerable burden of work on 
the members of the Federal Power Commission and their staff. Ade- 
quate processing of the many individual producer cases cannot be 
accomplished, and the resulting chaotic condition in the industry 
makes it virtually impossible for the distributing companies to un- 
dertake any long range planning, either with respect to selling pro- 
grams or new construction, until the pattern of their future whole 
sale rates can be more clearly discerned. In time, these uncertainties 
can be painstakingly resolved on a case-by-case method by the Fed 
eral Power Commission, but the entire industry would benefit. by 
the prompt resolution of the present “no man’s land” by direct con 
gressional action. 

Mr. Auten. In order to give you a preview of what I have in mind, 
my statement breaks down into three divisions, first to sketch in the 
backround in New England of natural gas, and second our general 
thinking on the unde lying problem of how shall regulation of the 
producers be approached, and finally, our comments on specific 
proposals, 

I think the significance of my testimony, if there is any particular 
significance to it, is that we represent companies which are at the end 
of the line, and therefore, our situation with respect to ocengatitive 
fuels is perhaps more sensitive than any of the others who have come 
before you. 











1042 AMENDMENTS TO THE NATURAL GAS ACT 


Natural gas came to New England about 4 years ago, and we have 
since been in what has been termed the de -velopme nt stage, and we are 
reaching the end of that. We are served by two pipelines. Our 
major companies are served by Tennessee Gas Transmission Co., and 
four of our smaller distribution companies, including those in Rhode 
Island, are served by Algonquin Gas Transmission Co., which is 
physically an extension of the Texas Eastern system. 

Since we are at a distance from the major oil fields, it is natural the 
prices we pay at the city gate are considerably above those as to which 
you have heard other wee testify. 

When we were first considering the feasibility of natural gas in 
New E — we were talking of around a 44-cent per M ec. f. average 
price of gas. Construction took place during the time of the Korean 
war, and ot imarily because of increased construction cost, the average 
price, when n: atural was service first commenced, was about 47 cents. 

Subsequent increases, including one which is now pending, and on 
vhich hearings will begin next Wednesday, bring the then level of our 
prices to approximately 55 cents per M c. f 

Senator Pasrorre. At the city cate ¢ 

Mr. Auten. At the city gate. I should point out this takes account 
of nine separate companies and can’t be a precise figure, but I think 
it isa very proper, rough guide. 

As you will note, this is 25 percent above the city gate price which 
our original calculations were based upon. ‘That is important to our 
companies, because the feasibility of the investment by the pipeline 
company and by our own companies in the natural gas program de- 
pends very vitally on making full use of existing facilities, and the 
new facilities which were then constructed. 

In a sense, as many witnesses have told you, the problem here is to 
achieve a sort of mass production, so that you have the smallest share 
of fixed charges per M c. f. of gas that goes through the facilities which 
are in the ground and finane ed. 

Now, prior to the introduction of natural gas, the New England 
load pattern was very much domestic in character when we were on 
manufactured eas. 

The entire feasibility of the natural gas program depends on in- 
creasing the volume of sales, and that, in turn means attaching space- 
heating customers, and again, that, in turn means att: aching inter- 
ay om le industrial customers to take the available gas in the summer. 

nlike many of the companies who have testified before you, we 
coe a considerable amount of firm industrial gas, but a very slight 
amount of interruptible gas which takes the peak in the summer. 

The importance of this, I think, our reed, experience perhaps will 
illustrate our need for this gas. We had hoped to find a considerable 
load of summer gas, and had sales virtually arranged for about a bil- 
lon cubic feet. 

At about that time, we were faced with an increase in the ae 
price from Tennessee Gas Transmission Co, of 2.15 cents per M ec. 
That sounds very small, I realize, in terms of the ultimate selling price 
of the domestic consumer. 

It is particularly critical where we are trying to sell industrial ga 
on an interruptible basis. The industrial market is sharply com- 
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petitive with oil, and we have lost those sales. We simply can’t make 
them at the increased price which we pay to the pipeline company. 

Now, this, in itself, is not going to make or break us, but its im- 
portance lies in the fact that, first, we have not placed some major sales 
of interruptible gas, and second, the 7 is cumulative. 

If we are unab * as now well may be the case, to find interruptible 
sales for summer gas, we will nec essarily have to limit our e xpansion 
in space heating. “Tf we do that, we approach, or stabilize at a point a 
good deal closer to the old original domestic load which our com 
panies have traditionally had, and presumably will continue to have 
for a reasonable period, 

Nevertheless, the domestic customers under those circumstances will 
not have the benefit of volume sales attached, iets the fixed charges 
of our investment in the ground, and the investment of the pipelines 
in the ground. 

Senator Pasrorre. How about storage / 

Mr. ALLEN. So far as I know, sir, there is nothing in New England 
which permits storage. The geology is such that it will not permit it. 

We hope, in time, that the storage which lies back on the line. in 
] ennsylv: ania and upper New York St: ile, mk iV permit the pipe line 
companies to make us a rate which will take e ffect of the storage which 
is up the line and closer to us. 


Reins is nothing tha we k show of that we, ourselves. can do, hort 
f putting holders & yond the ground, or pipes in the ground. 
Senator Pasrore. So you can’t answer your Fs vesssegy in that way ? 


Mr. AL LEN. We kn: ww of no way. ] should In’ le: ive the impression 
~— the New England picture is wholly one of gloom. We have been 

‘arrying on a very successful and vigorous se ling program, but, like 
My. Heyke, we can’t sell natural g s being the cheapest source of 
fuel, which was the course in as western markets earlier attached. 

Our selling program goes on the basis that gas is a premium fuel; 
it is cleaner and is reliable, and we have had good success to date. 
Nonetheless, our recent experience in losing inte ‘rruptib le industrial 
sales has given usa le nye and sober look at the pi ittern of the long rant 
future, and we are forced, necessarily, to wonder what is going to hap- 
pen if there are further increases in producers’ prices whi ‘+h, again, 
increase the city gate price to us. 

I should mention that the Tennessee rate increase of which I have 
spoken of 21 g cents was almost exclusively to recoup additional costs 
in the field which were allowed to go into effect by the Federal Powe 
Commission in November of last year. 

Senator Pastore. Do your pipeline suppliers operate under escala 
tion clauses, too? 

Mr. Auten. Tennessee has most of its contracts on a 5-year price 
redetermination basis. Texas Eastern I am not as familiar with, partly 
because it is less important to us, and partly because we are one corpo 
rate relation removed. 

] have sketched this background simply to indi ate our very imn 
diate concern with the problem. I think I could state, without a 
worry differing from the Senators, the basic objectives of all of us 
here are, first, to establish a price in the field which is fair to the pro 
ducers, and from our own personal point of view will encourage the 
development and discovery of new reserves. 
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We are very much aware of the fact that we are not in business for a 
year, but for the indefinite future, and a firm supply of gas at some 
kind of reasonable price is essential for us to continue service. 

Our second objective, I am certain, is to establish a price that is fair 
to the ultimate consumers. We feel that any price in the field which 
is established which has the effect of pricing out of the ultimate mar- 
ket any considerable volume of sales for which the lines and facilities 
were designed will not be a fair price to the ultimate consumer. 

As I have indicated before, it forces many to shoulder a consider- 
ably heavier burden of fixed charges than contemplated when the 
facilities were designed and authorized. 

We start quite reasonably from the premise that we do not want 
to see any unnecessary Federal regulation extended to a new segment 
of the industry, if we can achieve the basic objective I think we all 
agree to. 

There has been a lot of discussion before you that gas is a com- 
modity like wheat, or corn, or cotton, and I think our discussion starts 
basically from that point. It leads us to examine the pattern of what 
is a commodity market as we compare gas to, let us say, wool or wheat. 

A free commodity market, as we all think of it, is a situation where 
sellers are free to shop around for the best price, aia buyers are free 
to shop around for the best bargain. 

The commodity price is fixed where enough of the commodity comes 
on the market at a price that the buyers can afford to pay. 

Now, the natural gas market has very important differences from 
this typical pattern of the free commodity market. In the first place 
as Mr. Heyke has just mentioned, the buyers and sellers do not nego- 
tiate. The negotiation is done by a third party, the pipeline. 

I know you are familiar with this, and I need not expand on it, but 
it results in something which Senator Pastore mentioned, that there 
is a lack of sensitivity on the part of the sellers to the sales problems 
in the ultimate market. 

Second, as someone has said, the buyers, the distributing companies, 
are in a sense captive customers. Once they are attached to a single 
pipeline, there is no possibility of shopping around for gas from an- 
other source, and looking all the way back down the pipeline, they are 
tied to the particular field tapped by the pipeline which serves them. 

A third thing which makes a very important difference in my own 
thinking is the fact that the very heavy capital expenses in the indus- 
try have forced : 1 pattern of 20-year contracts—20- year contracts in 
the field and 20-year contracts between the pipeline company and the 
distributing company. 

It makes for a considerable amount of immobility in your theoreti- 
cal commodity market, and, in a sense, you are dealing not with 
the great bulk of the supply of gas which comes on the market, but 
merely with a very small fraction which comes on at any given time. 

It is not, I should think, what an economist would find a free and 
perfect nia market by any means. 

The long-term contracts on the part of the distributing ce ompanies, 
as you know, provide that they shall pay for the supply which they 
are guaranteed over 20 years, whatever price is allowed by the Federal 
Power Commission, since those contracts have traditionally assumed 
to be under regulation. 
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Because the producers’ contracts were not thought to be subject 
to regulation, and hence no escape or modification possible by regula- 
tory means, they have had various price redetermination and escala- 
tion clauses. 

The basic reason for them has been expounded before you, to pro- 
tect the producer from committing his gas at the beginning of a 
v0-year contract, and finding that, to put it easily, the dollar is worth 
50 cents 10 years later, as compared with what it was worth when 
he started. 

However, in recent years these have been expanded into the very 
elaborate or extreme forms that Mr. LeBoeuf treated in detail yes- 
terday, and because of the pressure from expanding markets in the 
North, many of these escalation clauses have been trigge sred off. 

The result, as Senator Pastore has said, and m: ny other people have 
felt, isa runaway situation where one new purchase triggers off many 
contracts, and we have seen just following the Federal Power Com 
mission docket, a series of major rate cases by the pipeline suppliers, 
and as a result a very considerable and continuous increase in the city 
pate price. 

Now, I am sure that competition in the picture is still there. ‘There 
is competition in the ultimate market place between gas and oil, elec- 
tricity, and coal, as Mr. Heyke pointed out, and ultimate ‘ly, 1 am sure 
that competitive forces w ill reassert themselves and call a halt to even 
the most violent and runaway escalation clauses, simply because the 
producers themselves do not want to see their gas priced out of the 
market. 

The problem that we are faced with, being at the end of the line, 
and in «a most sensitive position, is this: We feel an the telegraph 
system between the ultimate market and the producer is a pretty cum- 
bersome affair, and it doesn’t work very well. We are now in trouble. 
It is going to take a calamity of major proportions before the pro- 
ducers feel that enough people are in trouble to voluntarily put a 
limit on the operation of an escalation clause. 

Senator Pasrore. Well, I think definitely that is where this prob- 
lem really accentuates itself. 1 think if you had a situation where 
the distributing company was negotiating with the producer, where 
they could sit down and say, “Look, you can’t do this to us, because 
if you do this, we are going to lose all our space-heating market and 
you are going to put yourse If out of business.” 

If you had that relationship, it might be a field that didn’t require 
regulation, but the relationship is so different that as I said before, 
the left hand doesn’t actually know what the right hand is doing 
before real harm is done. 

Mr. Autuen. To put it from a personal point of view, we feel the 
news about the tight situation in the market is ultimately going to get 
back down the telegraph line, but we are afraid we are going to be 
the calamity that brings the news to Texas. We are not happy about 
that. 

If you ts ake the gloomiest pos sible outlook, we could be a transrt 
company situation 1f this goes on far enough. 

Senator Danien. Since the producers are businessmen, too, you do 
not feel that they are going to price this gas out of the market, do 
you? 
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Mr. Atren. I would think they are far less the businessmen I know 
they are if that were the case. It is a question of when. 

Senator Danie... As long as there is sufficient supply, and not too 
much competition between intrastate and interstate, you think that 
these producers are going to pay some attention to what you are saying 
in determining the prices a they set, don’t you! 

Mr. Auten. I am sure they will. 

Senator Danie... You] a st es ye it will be done 

Mr. Auten. Before the market is cut off. You see, the producer 
in the field doesn’t know or care where his gas is going, I presume, and 
the telegraph system is not simply from us to Texas; it is from every 
part of the line, every part of all of the lines, and it is a very difficult 
problem, I am well aware, of trying to translate the various markets, 
let’s say Milwaukee, Pacific Northwest, and New England, into one 
particular price pattern. It evidently can be done on some basis, 
J know. 

Senator Danie.. Up until the last year, the producers seem to have 
kept their prices pretty well in line, wouldn’t you think so? 

Mr. Auten. Yes. We have come on the line very recently, and the 
prices that were then in effect seemed to us very advantageous as com- 
pared with our previous manufactured gas operated. 

More recently, it has looked less rosy. 

Senator Danten. That is on account of the escalation clauses ? 

Mr. Aten. It seems to us that is one of the basic problems at the 
moment. We feel and put this forward tentatively that competitive 
forces in the market as we now know a and as it seems likely to be 
for a long time, is not the solution, that you need a more sensitive 
control mechanism of some sort, and that seems to point to some sort 
of Federal regulatory scheme, hopefully producing the minimum 
amount of regulation that is neces _, to give a more sensitive gage 
to the price in the field that can be lived with in the market. 

We say we favor a minimum scheme of Federal regulation. We do 
not take the extreme position that original cost-rate regulation is 
necessarily the answer in the field. There is a tremendous adminis- 
trative burden involved at the outset which the FPC is now faced 
with and pondering, but from a long-range point of view, we feel 
serious doubt that original cost-rate regulation will gr adually dry 
up the exploration of new reserves and leave us in the position of 
getting our higher prices around the other part of the circle, rather 
than directly. 

We feel quite certain, as I know the committee does, that if there 
is to be regulation, it must be on the Federal level and not the State 
level. 

Any constitutional limitations aside, the practical problem remains 
of fixing a price which is good for the producer in the field and is 
good for the distributor and the alana in the very remote State. 

[t is a two-State, multi-State operation, and if there is to be regula- 
tion, I feel it must be Federal. 

Senator Danret. Did your companies oppose Federal regulation of 
the distributors ? 

Mr. Auten. We didn’t take any active stand. We were delighted 
when the Hinshaw amendment was passed. 

Senator Danren. So you would not be under Federal regulation. 
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Mr. Auten. We are already under State regulation, and there the 
problem is to regulate the price to our own consumers. I think that 
is different from regulation at the other end of the line. 

Senator Danret. Why do you prefer not to be regulated by the 
Federal Power Commission in your end of the line? 

Mr. Auten. We are used to being regulated. We will be happy 
to be regulated, Federal or State, but please not both. 

Senator Dante. Do you have a preference / 

Mr. Auten. I think we prefer State, because we are used to it. 

Senator Danie... But, according to the Supreme Court decision in a 
case applying to distributors, you were under Federal power regula 
tion, and that made the Hinshaw bill necessary. 

Mr. Auuen. Actu: lly, there was no regulation imposed upon us by 
the Federal Power Commission simply because it was, again, too 
great a problem with too many companies. 

Senator Danieu. That is what I am getting at. You see why there 
should be a minimum of regulation if you are going to have any at 
all on the producers, don’t vou 4 

Mr. Aen. I thoroughly agree. To come back to a point I just 
made, I think, to say it another way, we are not asking for full utility 
regulation. We are asking for regulation in the terms of a business 
affected with the public interest where the fairness of a price to 
the ultimate consumer in a basic commodity is at issue, and we do 
want minimum regulation to achieve that ob ective. 

Coming to the Fulbright bill, the approach there, as you are aware, 
to exempt the producers from natal ition, and 1 to retain a measur 
of indirect control by regulating the interstate pipeline companies 
who are traditionally subject to the Federal Power Commission and 

its regulation. 

We feel that the regulation under the Hinshaw bill, as written, is 
certainly illusory, and we have doubts as to how the direct method of 
regulation can be made workable. 

First, on the Fulbright bill as written, as you are aware, the pro 
posed new section 5 (b) of the Gas Act, applies only to new and 
renegotiated mstidentin and expressly leaves existing contracts free 
to escalate in accordance with their terms. 

Since the gas supplying the present market is already committed 
under long- term contracts, the effect of establishing a reasonable 
market price in the field for new contracts is certainly 10 or 15 years 
away. Ifthe present rapid increasing of prices is any indication, what 
measure of control that may ultimately bring, seems to us to come too 
late. 

It may well be a case of locking the barn after the horse is stolen. 

Second, the Fulbright bill tells the Federal Power Commission to 
determine whether the pipeline companies have paid a reasonable 
market price for the gas in the field where produced. 

We don’t know what this means, we don’t know, and doubt if the 
Federal Power Commission knows what it means. We feel that if 
this approach is to be used as a minimum, the Federal Power Com- 
mission should be directed to take account of the prices of competi- 
tive fuels in the ultimate market place where they are sold, and not 
simply look at the prices in the field and the local situation there. 
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But coming to the more fundamental problem, we very much doubt 
whether indirect regulation to the pipeline companies 1s a workable 
approach. 

First, if you really put teeth in this, you are going to say to the 
pipeline companies, “The Federal Power ‘Commission will set a maxi- 
mum field price. You may pay that, and you may pay no more. At 
least we will allow you no more in your rates.” 

Now, the pipeline companies have made contracts and presumably 
whether the Federal Power Commission allows that to be passed 
through for rate purposes or not, the contracts are still valid, and the 
additional escalated price must be paid. 

This quite obviously puts the pipeline companies in the squeeze. 

Now, they can’t afford that, and they view this approach with great 
alarm, and I think rightly so; they are very closely regulated on what 
has drastically been a cost of service formula. They are allowed to 
recoup their operating costs in full and are allowed a return on their 
investment. If they are not to be allowed to recoup their operating 
costs in full because they have got to pay more than they are allowed 
under State law, they have, I believe, a pretty fair case to show con- 
fiseation, and I am sure the Federal Power Commission would not 
only be aware of that, but pushed almost irresistibly either to say 
the “fair field price we are going to fix high enough so the at practic: lly 
everybody is in under the wire,” or alternatively say, “Well, we can’t 
allow you this, but that makes your business so much more risky, and 
we will necessarily have to increase your rate of return. 

Now, either way out of that dilemma means higher prices at the city 
gate, and means that the technique of indirect regulation simply won't 
work. This is opinion, to be sure. 

Senator Pasrorr. With such supervision as you have had, would 
you say that clause being under the Fulbright amendment is much 
more cumbersome insofar as administration is concerned, than doing 
it outright ? 

Mr. Auten. How do you mean, “doing it outright” ? 

Senator Pastore. Letting them file all other public utilities. 

Here the FPC would have to pass on every single contract. 

Mr. Auten. On the other hand, if you leave the Natural Gas Act 
as it is after the Phillips decision, we know the almost insuperable 
burden of administration imposed if you go into original cost regu- 
lation on every individual producer. It is just about impossible, cer- 
tainly impossib le without an appropriation which I am sure in an- 
other capacity you would shudder about. 

We feel that if indirect regulation will not work that a minimum, 
not a middle ground, as Mr. LeBoeuf put it, but a minimum ground 
would be the one very ably put forth to you by Mr. LeBoeuf. 

In effect, he says, the producers are e ntitled to a practical exemp- 

ion from regulation, minimum regulation, so long as they will give 
a the more extreme types of escalation clauses. We think this is 
the minimum amount of protection you ought to give to the con- 
sumers. It is the big question, it is the problem which concerns us 
more than any at the moment, has led to extreme rapid increases in 
the gas prices, and I believe Mr. LeBoeuf’s solution would solve the 
most pressing problem we have in this field. 
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We, I believe, would go a little further. We have doubt even 
if that were so, it would” Cais e a long-range solution. It would 
eliminate the big problem, but would it restore suflicient competition 
so that you could rely on competition to solve the rest of your 
difficulties ? 

Again, with the long-term contracts and the pretty cumbersome 
telegraph between our companies and the field, we are not wholly 
convinced that that would be so. 

We do feel that a seam of minimum Federal regulation can be 
devised which will not create either the original cost rate regulation 
or regulation the producers can’t live with, or administrative problems 
that the Federal Power Commission can’t live with. 

Senator Pasrore. Well, don’t you think that the Federal Power 
Commission would ce that authority now under existing law? 

Mr. Aten. Yes, I do, Senator, but I very much appreciate the 
problem that the Federal Power Commission is facing. I think that 
by what has been characterized as bold administrative action, the “y 
could undoubtedly carve out a pretty sensible arrangement of classi- 
fying producers. They have already held hearings ‘directed to what 
theory of ratemaking should they apply in fixing producers’ prices, 
and I believe the matter could be handled. 

They, however, are faced with an act which certainly was not drafted 
primarily to solve this problem, and they are going in for a good deal 
of administrative legislation if the »y do that. 

Senator Pasrorr. Don’t you think possibly the proper solution to 
this would be not to disturb the present law as written, because it 
probably hasn’t been given a sufficient trial period, realizing the fact 
that the FPC has jurisdiction of regulation under the law by virtue 
of the interpretation given to the law through the Phillips case. 
What we ought to do here is ask the Federal Power Commission to 
formulate a set of rules and regulations seeing what they think of 
this whole field, and then begin holding hearings on it to see wherein 
they should be modified or meet all these prob lems that have been 
talked about. 

Mr. Auten. I recognize the workability of such a system. It seems 
to me that the rules that they present to you, however, would be 
substantive rules of pretty far-reaching importance. 

Now, as I see it, that is not the job that you are particularly happy 
to see an administrative body come forth with. 

I think that is a congressional prerogative and a place where 
Congress’ judgment is needed. 

I ‘would much prefer to see Congress lay down the ground rules 
here rather than having them worked out by trial and error process 
by the Federal Somes Commission under the present act. 

Senator Pastore. I don’t mean that at all. I was trying to narrow 
it down to trying this with regulation, because it hasn’t been with 
regulation up to the P hillips case, which is how I meant that. 

As to the other, I think it would be pretty hard for us as a ¢om- 
mittee to draw up a set of rules, which is strictly an administrative 
function, and if we concede the fact that, under the law, the Federal 
Power Commission has the jurisdiction, and can make certain require- 
ments of a minimum type with reference to certain independent pro- 
ducers, as has been pretty well recognized here, possibly if we took a 
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look at it at that time, we would know a little more and a little better 
1uUST where we were volng. 

Mr. Auuen. I wnderstand your proposal, and it certainly is one of 
the obvious wv Lys to work this out, to geta little expel lence before you 
jump off the deep end. 

I would like to emphasize this, with all the earnestness at my com- 
mand, the present situation is chaos. The Federal Power Commission 
wants to administer this act as it should be administered. 

Lhe v are how Waiting for ¢ ‘ongress to tell them what their ultimate 
aesires are, 

But even if that were known, even if you pass no legislation, they 
have got a very big job not simply of formulating rules, but of inter- 
preting those, al d that means a case by case method. 

Chey need funds. a) need their docket has swollen to enormous 
proportions. The job you have in mind, I fear, is not going to take 2 
oO. 3 months of inte) ive StuCay, but | or 5 years of Crise by case opera- 
tion at the I deral Po ver Commission leve l. and in the courts. 

‘ow, from our point of view, that is a thoroughly unpleasant pros 
pect We are now caught 1 the situation where we can't explain; 
ve dont knoy hat our prices are FONE to be. We can take a eood 


lit ery guess we take has to be tempered by “What will 


We cal t put ona fore { i] - hi a prog im if we are afraid Some 
day we are ¢ g to be in the spot where we have sold gas at this level 
OT rate ind then have to say, “Sorry, we are voing to have to charge 
vou more now that vou have your heater in.” 

senatol Pas ORE, Of COUPSe, the Phill ps case Was adjudicated by 
the Supreme Court in the summer of 1954, over a vear ago. 


Naturally, if this Congress does nothing about the Fulbright amend- 
ment, it naturally means if we should adjourn without the law being 
amended in ai Vy respect, that vould be the intention of the Congress 
that the law remain as it is. 

Mr. Arten. I think that is true. 

Senator PAsrore. They would have to get pretty busy in setting 
forth some ground rules in order to administer their responsibility, 
and miny be that will take longer than some of us think. 

Fundament: ally, there is a big prob lem here on both ends, and I 
think that honestly everyone is trying to protect the consumer as much 
as we can. If it weren't for that, I don’t believe you and I would be 
here today. 

But, in view of the fact that we recognize that you must not destroy 
initiative on the part of the independent small producer, what do you 
think of the idea of exempting, by law, the independent produc er, those 
who produce less than 2 million feet a year? 

Mr. Anten. Senator, I think it is the key to solving, one of the two 
keys, perhaps, to solving the administrative problem. I don’t see how 
the Federal Power Commission can reasonab lv be expected to process 
on an individual basis, all the applications that come before it. I 
don’t think it is necessary, because, as you know, the pattern will be 
set by administration and regulation of the big producers. 

I would feel that an exemption was very much worthwhile, and I 
would approach it, perhaps, in a slightly different way, and very 
much in line with your thought of letting the Federal Power Commis- 
sion work this out. 
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I think that a more desirable way of doing it, instead of saying there 
is automatic: ally ah exe mption, is to follow the tee hnique 1 in the Hold 
ing Company Act, the Securities Act, and many other modern Fed- 
eral regulatory acts, and permit the Commission, itself, to provide 
exemptions up to a limit whic h you will set. 

Senator Pasrore. That is the reason why IL made my original sug- 
gestion to you, Mr. Allen, because I feel, that under the law the Com- 
mission woul lL have that authority now to say in the pub lic interest, we 
shall exempt from regulation, the Se produce I's who produce ho more 
than 2 billion feet a year, and all we want them to do is to file with 
us just a general statement that they are in the business, and that they 
will comply with the price that we fix in that area, and that is the 
end of that. 

They could do that by regulation, they could bring that up in a 
week. 

ALLEN. I think if I were an administrator, knowing [am going 
to be shot at not from 1, but from 20 different directions by different 
interests, I would be glad to see my authority to do that expressed in 
the act itself. 

1 am certain if [ had such an act, 1 would do it the next day, what 
ever my doubts and hesitations before. 

Senator Pastore. You believe it would be better to say it in the 
law / 

Mr. ALLEN. We have heard a lot in recent vears about administra 
tive body exceeding the bounds of their delegated aut hority , and those 
conscientious administrators are well aware of the problem. You, the 
Congress, are the only source of assurance on that, and I think they 
deserve it. 

Senator Danrex. Don’t we have another problem that has not been 
mentioned here in this summary of what the situation is and why 
legislation is necessary, and that is the problem of supply. 

Do you have any e\ idence of the fact that some producers also are 
waiting to see what happens with respect to the legislation, or with 
respect to the method the Commission uses in determining the price 
before they develop their reserves ¢ 

Mr. Auten. My only knowledge of this is hearsay, sir, but I would 
be very surpr ised if that were not the case. 

Senator DanteL. You can certainly understand why that might be 
the case ? 

Mr. Auxven. If I had any oil reserves not committed, I think I would 
be sitting on the fence as long as I could to see where I was going. 

Senator Dantev. Especially if you hear there is a possibility of 
Canadian producers getting 10 cents for their gas, some producers 
in Louisiana 15 or 16 cents, and you don’t know exactly what the 
Federal Power Commission would set as the rate. 

You might be better off holding your gas in the ground until the 
rate fixed by the Federal] Power Commission rose to something nearer 
what Canada or Louisiana was receiving, so you can unde rstand why 
the independent producers, or some producers, might also be waiting 
and delaying their development until they see exactly what is in this 
picture for them. 

Mr. Auuen. Surely. I think that I assume they are waiting until 
the time is right to commit their gas. I don’t assume they are going 
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to seal it up and keep it there. It is coming on the market some day 
at some price. 

Senator Danrev. If there is any other development of oilfields, or 
ome other reserves they have, it would be perfectly natural for them 
to wait for the development of their was reserves until they have some 
dea as to ex: wctly how this matter 1s roing to work out. 

Senator Pasrore. I subscribe to that, especially when it comes to the 
expansion of the market. 

Is ippose insofar as the market that is already committed, they are 
committed under contracttiial obligation, and there is no alternative. 

Mr. Auten. Our present market is assured, and we are looking, 
insofar as we are looking at supply, at the long-range trend, not the 
Y-, 3-, or 4-year trend, which I take it is the limit of an ordinary hold 
in this situation. 

Senator Daniev. You think from the standpoint of consumers and 
producers alike that some type of legislation should be passed to settle 
this issue ? 

Mr. Auten. Specifically, and I put this forward tentatively, it 
seems to me, going on from the point I made with Senator Pastore, 
that I think the FPC can do this, I think they are entitled to a little 
help along the way, if you are in accord with my thinking so far, we 
are trying to seare +h for an alternative mechanism to a free c ompetitive 
market, It seems to me you can doa great deal to he ' the Federal 
Power Commission in their regulation by this, a very broad outline 
of a very difficult subject. 

First, let us say independent producers and pipeline companies are 
two different breeds of cattle. We will treat the independent pro- 
ne in a separate category. We will not require elaborate certifi- 

‘ate filings, which involves a great deal of paperwork with no great 
profit to the world future from the point of view of the producer. 
What you really need there is a simple registration procedure so you 
know who is selling in interstate commerce. 

Mr. Auten. And at what price. Accounting surely can be simpli- 
fied. The nub of the question is rate regulation. 

Now, I advance this with some temerity, because I know there is 
advances involved to the distributing companies, but if you are search- 
ing for a substitute for a commodity price, I think rate regulation 

could well be put on a fair field price, on a field-by-field price rather 
than a producer-by-producer basis, with the Commission expressly 
directe «1 to fix a price per field for gas of standard quality, pressure, 
and deliverability, which they feel as a matter of judgment is high 
enough to keep exploration of new reserves going, and which from 
their survey of the market served they feel is not too high to cut out 
any major segment of the market on which the existing pipeline 
companies have been certificated and have built their fac ilities. 

Now, that is a pretty broad directive. I am certain, however, 
that it can be worked out just as well as just and reasonable rates can 
be interpreted to mean original cost, or reproduction cost, or any- 
thing else you want. It is a workable concept to an economist and to 
an administrator, and it can be done. 

Senator Pasrore. You must admit that the standard of just and 
reasonable, insofar as this highly speculative field—because here you 
lave a situation where the producer’s chances are that he will drill 9 
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holes and maybe only strike 1 of the 9—naturally, of course, the 8 
misses being part of his fundamental cost. That rate is rather un- 
usual in this field of regulation, because insofar as the public utilities 
that are reguli ited back home, and in every State of the country, it is 
pretty easy 

You get your cost, the return should be so much, and therefor this 
is what your rate should be. In this other field it is a little harder, 
and therefore, if we got a better definition of ‘ ‘just and reasonable,” 
insofar as that part of the industry is concerned, that might be the 
answer without using these offensive words of market price in the 
field, which some people might think is a runaway formula. 

To my way of thinking, just and reasonable, insofar as setting the 
price of the producer, wouldn’t be the same pattern or the same for- 
mula as “just and reasonable” insofar as your distribution company 
is concerned. There has to be much more definition. 

Mr. Auten. They are obviously words of art, and to use one my- 
self, I think we are seeking a fair commodity price. 

Senator Pasrore. If we want to be fair about the thing, there has 
got to be a meeting of the minds, there must be some compromise. 

Mr. Auuen. I think that can be done only by Congress, however. 

Senator Pasrore. I don’t disagree with you. 

Senator Danrev. Thank you very much. 

Senator Pastore. We will meet again at 2 p.m. 

(Whereupon, at 12:38 p. m., the committee was recessed, to recon- 
vene at 2 p. m. the same day. ) 


AFTERNOON SESSION 


(The committee reconvened at 2 p. m., Senator John A. Pastore 
presiding.) 

Senator Pasrore. Mr. Frazier, will you identify yourself for the 
record, give us your interest in this matter, and then you may proceed. 


STATEMENT OF CHARLES H. FRAZIER, THE UNITED GAS 
IMPROVEMENT CO. 


Mr. Frazier. My name is Charles H. Frazier. I am executive 
engineer of the Philadelphia Gas Works. I am here representing 
the United Gas Improvement Co., and I speak for both that com- 
pany and the Philadelphia Gas Works, which is operated by that 
company under a contract with the city of Philadelphia. 

The UGI supplies gas service to some 800,000 customers through- 
out eastern Pennsylvania. The greater part of this gas is derived 
from natural gas, transported from the Southwest by the Texas 
Eastern Transmission Corp., and the Transcontinental Gas Pipe 
Line Corp. 

The larger portion of these gas customers and this gas service are 
in the city and county of Philade ‘Iphia. 

Just as a prelude to this presentation, I would like to say that our 
prices have increased by approximately 9 cents over the schedules 
originally quoted to us in 1948, and of those increases of 9 cents, 
from 30 to 39 cents, approximately 6 cents are due to the increases 
in the cost of gas in the field, largely brought about by the escalation 
of the favored-nation contracts of which you have heard. 
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Our stake in making this presentation is quite clear. We are trying 
to keep the cost to the consumer down, and stay in business. 

Qur position is that the Fulbright bill should not be passed in its 
present form We Say that the Fulbright bill, which is probably 
voing to result in tremendous increases in the value of the reserves in 
the Southwest and in the revenues of the oil industry, should be proven 
up by those who want to have it passed, which is largely the large oil 
companies with this tremendous stake in the gas in the field. We say 
the burden of proof ison them to say that there should be some change 


in the Natural Gas Act as it now stands. 


Now, this burden of proof ca be a logical one that is based on legal 
reasoning, or it can he a technological one that is based on the eco- 
nomics in the field. 


The logical one reason which they have pre ented is that competi- 
tion is the best regulator of prices, and it exists. We think the record 
is clear at this point that it does not exist, that there is not the kind 
of free-market situation which does establish prices well, | think Mr. 
Allen’s presentation just before lunch amply covered that point. 

We Say, also. that no technolog cal reason exists or has heen proven 
to you. It is Significant, 1t seems to me, that with the resources which 
the oil indu Cry has and with the tremendous wealth of competent evi- 
dence which they could produce that they have not done so. 

It is rather difficult for a company such as ours, or for the consumer 
interests to command expert testimony on natural-g@as production, 
but I have tried, on page 8 of my testimony, to ask some of the ques- 
tions which I thought this committee would want to ask, and to fur- 
nish such answers as I could find by reading the resource material that 


was avallable to me. 
Ll assume, Senator Pastore, that this statement will LO in the record. 
Senator Pasrorr. In its entirety. You are doing a splendid job in 
analyzing it, Mr. Frazier. Don’t hasten yourself too much. You are 
making a fine presentat ion. 
Mr. Frazirr. The ground has been covered very well heretofore. 
(The prepared statement of Mr. Frazier reads as follows :) 


COMMENTS OF THE UNITED GAS IMPROVEMENT Co 


The United Gas Improvement Co. supplies gas service to some 800,000 cus- 
tomers throughout eastern Pennsylvania. The greater part of this gas is derived 
from natural gas, transported from the Southwest by the Texas Eastern Trans- 
mission Corp. and the Transcontinental Gas Pipe Line Corp. Nearly 50 billion 
cubic feet of natural gas are purchased annually. 

The larger portion of these gas customers and this gas service are in the city 
and county of Philadelphia, where UGI manages, on a service-at-cost basis, the 
municipally owned gasworks. Specific references made herein to Philadelphia 
apply in general to the other Communities served directly by UGI throughout 
eastern Pennsylvania 

Some 5 years ago (in 1948 for Philadelphia), these properties were converted 
to the utilization of natural gas, in part at least on the basis of the prices then 
quoted by the pipeline companies, in the order of 30 cents per thousand for gas 
delivered in Philadelphia, with natural gas then costing, in the field, 6 cents and 
7 cents. 

In the past 5 years the price of gas has risen to the pooint where, in 1955, it 
will be 39 cents delivered in Philadedphia, or an increase of 30 percent in that 
period. Prices of gas in the field have incearesd from 6 cents and 7 cents 
per thousand cubic feet to 12 cents, 18 cents, and even 16 cents, so that, in large 
part, this increase of 30 percent has been due to higher field prices. And this 
in a time when other fuel and commodity prices have risen but slightly. 
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The stake of UGI and of the consumers it Serves in the reasonableness of the 
prices at which was is sold in the Southwest, is very clear. In consequence, we 
are opposed to legislation which will curtail the regulatory powers of the Federal 
Power Commission unless it includes adequate provisions to protect the 
consumers’ interest. 

In the discussion which follows, reference will be made to the “oil industry,” 
as distinguished from the gas industry. You are by now well aware of the 
fact that by and large it is the oil industry which produces the gas in the fields 
in the Southwest. 

The gas industry, by contrast, has the major part of its resources devoted to 
the distribution of gas in the communities throughout the Nation, and the 
second largest part in the transmission facilities which bring gas from the 
producing areas into the markets. 

We believe that the interdependence between the distribution companies and 
the transmission companies which serve them is sufficiently great that what we 
say here on behalf of the gas-distributing companies has great bearing on the 
economic good health of the transmission companies. 


THE POSITION OF THE OIL INDUSTRY 


In its support of the Fulbright bill, the oil industry obviously has a tremendous 
stake. As the figures introduced into this record have shown, a 1-cent increase 
in the field price of natural-gas reserves increases the value of the producers’ 
assets by some $2 billion; and a similar increase would inflate their annual 
sales by nearly $100 million. 

It seems clear that those who ask the gas consumers to pay these increases 
have the burden of proof to show that their exemption from regulation is in the 
public interest. Here, briefly, is the argument they use to support their position : 

(a) The best regulator of prices is free competition, and free competition 
exists among the buyers and sellers of natural gas in the field. 

(b) The discovery of additional reserves is essential to the expanding economy 
ot this country and to national defense. 

(c) If regulation prevails over the price at which natural gas will be sold— 

(1) drilling for new reserves will be discouraged ; and 
(2) existing reserves will be withheld from interstate commerce. 

(d@) The absence of Federal regulation will not of necessity raise prices in 
the field, but, even it if did, the increase would add but a small increment to 
the present consumer's bill—*‘only a few cents a month.” 

(c) The business is much too complex to permit Federal Power Commission 
regulation anyway, being, as it is, an integral part of the oil-production function 


THE INHERENT FALLACIES IN THE OIL, INDUSTRY'S POSITION 


Let’s look at these arguments one by one: 

(a) Competition exists and is the best regulator 

(1) Competition does exist—but it is between the pipelines striving to pur 
chase gas. The record shows that the control of reserves necessary for any 
major pipeline expansion lies in the hands of a few major oil companies. 

It is these companies which can establish the pattern of “reasonable market 
prices.” Further limitation exists in the fact that the transmission facilities 
are fixed in their position and cannot with freedom purchase whatever gas 
might be offered. 

Even the freedom which they have is limited by the existence of the favored 
nation clauses. Competition becomes an empty phrase when sooner or later all 
prices rise to meet the newest (and highest) offers. 

(2) Natural gas is a wasting asset; that is, we are using it at a faster rate 
than nature produced it. New reserves will be discovered, but, if the record 
of the oil industry is to be followed, these increases will only keep pace with 
current demand. 

It is obvious that the owners of an asset in short and repleting supply may well 
be in a position to charge “what the traffic will bear.” Thus, the average field 
price has increased to such an extent within the last 5 years that the value of 
the reserves has gone up some $8 billion. This is certainly the law of supply 
and demand working with a vengeance. 

Dr. Boatwright has introduced figures intended to show that these increases 
are a part of a national pattern. He has followed the practice of many statis 
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ticians in carefully selecting his base year and his terminal year, by the use of 
1945, or wartime figures (and sometimes 1938, or depression level, figures), and 
comparing them with 1953 figures. 

Ile has purported to show that the increases are not unreasonable. By elim 
inating from his consideration the new higher gas prices, and selecting arbitrarily 
artificially low prices of other commodities, he has presented to you a somewhat 
distorted picture. 

(3) Finally, one last thought on competition, or the lack of it; as we have 
previously indicated, it is the oil companies who control the reserves in the 
field. When they increase the price of pipeline gas, the price to the consumer 
goes up. 

The market of the gas distributing company shrinks, and those who sell heating 
oil are enabled either to charge more for it or to attach more customers who 
might otherwise have “gone gas.” 

The committee should be aware, too, that if natural gas from the pipelines 
grows too expensive, the distributing company can get little if any comfort from 
the realization that is only alternative is to turn to the oil companies, who supply 
the raw material for oil gas, natural gas’ nearest competitor. 

It is hardly surprising, therefore, to find such organizations as the Illinois 
Petroleum Marketers Association foursquare in support of this amendatory 
legislation. 

Adding all these factors together, we think the conclusion is inescapable: A 
business as important in the public interest as is the supply of natural gas to 
interstate pipelines cannot be safely let to competitive forces which are so 
obviously imperfect. 


(bh) Discovery and conservation and their relation to the fuel economy and 


national defense 

Use of gas is increasing and existing reserves are being depleted. Of course 
it is important that drilling be encouraged in order that the fuel reserves of 
the country be adequately developed and maintained. 

However, you should note that we are dealing here solely with the question 
of price. Gas can be made from oil and from coal. While the reserves of the 
former are more limited, the reserves of the latter are inexhaustible. 

It is certainly a specious argument to say that the price of natural gas 
should be vastly inflated, at an annual cost to the consumer of hundreds of mil- 
lions of dollars, in order to add only a minor element to the total fuel reserves 
of this country. And it is the total of fuel reserves that counts, in the long run. 

It is equally true that conservation should be encouraged, in the sense that 
gas should not be wasted. But surely it is not meant that gas be priced so 
high that it will not be used. This would indeed be a self-defeating argument 

State conservation commissions are active and effective in advancing true 
conservation measures. Here is the proper point of emphasis on this score. 

Furthermore, the picture which some proponents would draw for you of 
a limitless natural gas market is completely distorted. Only in certain middle- 
western communities, where the price rise has not already dampened people’s 
enthusiasm, are there still these waiting lists of thousands of customers, nor 
are mixed gas companies clamoring for greater supplies. 

Dr. Boatwright is completely wrong when he states that mixed gas com- 
panies are simply waiting the offering of additional pipeline gas so they can 
convert to natural. For example, ours is primarily a mixed gas operation, 
simply because it is too expensive to buy additional natural gas just to meet the 
winter peak-day requirements 

Mr. Tippy’s presentation forcefully brings out this point. We may want more 
natural gas, too, as our operations expand, but the extent of our demand for 
natural gas will depend entirely on its price—and on some assurance as to 
price stability. 


} Encouragement for drilling and interstate sales 


We have agreed that drilling must proceed—though not at any cost. We doubt 
seriously that wise and forthright regulation will stop it. The best evidence with 
respect to the effect of regulation, or the threat of it, on the search for gas 
could be presented by the natural gas producers among the oil industry who 
have the facts on this matter available to them. 

Oddly enough, however, the record is almost bare with respect to the sta- 
tistical and factual background bearing on the advantages of freeing from 
regulation the field sales of gas in interstate commerce. There have been many 
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threats as to what might happen, but few facts as to what has happened or 
is happening. 

Nor is there testimony in the record of a definitive nature giving the back- 
ground of the producing end of the natural-gas business, and discussing its 
technology and economics. This would seem to be a grave deficiency in a 
record which is intended to support legislation of an economic nature. 

The presumption must be that the proponents of the legislation do not wish 
to introduce this kind of testimony. Obviously, the natural-gas producers, in- 
cluding the oil companies, who desire this legislation are in a position to com- 
mand the services of expert witnesses who might bring this knowledge to the 
committee. 

On the other hand, those who are interested in the consumers’ point of view 
and in the knowledge which published resource material can give; and because 
the battlelines are so sharply drawn, it is difficult, if not impossible, for them 
to secure expert technological testimony relating to gas production and eco- 
nomics in the Southwest. 

Nevertheless, in drafting legislation of an economic nature, this Congress cer- 
tainly will Want economic matters treated in a factual manner. Below there 
have been listed some of the questions which seem to need answering, and an 
swers suggested only by reading of the resource material which is available. 

They are believed to be accurate; but if any of them is challenged, this com- 
mittee certainly has the right to demand a disclosure of the true facts by those 
who know these answers. 

Question 1. What has been the trend of overall drilling activity in the post- 
war years, during the time when Federal regulation has either been a reality 
or a threat, because of action or proposed action either in Congress or in the 
Federal Power Commission? 

\nswer. The number of wells drilled has increased steadily during this pe- 
riod, in more or less direct ratio to the total annual production of hydrocarbons 
(including both gas and oil) and without any reference to the regulatory 
climate in Washington. 

The only slackening was an imperceptible decrease in the year 1949, in 
all probability a natural correction after the tremendous expansion of the pre- 
ceding year. There was no cessation or dampening of drilling activity when 
the Kerr bill was vetoed, or when the Phillips decision was handed down by 
the Supreme Court 

The forecast for 1955 is for the highest year on record, and production rec- 
ords for the first 5 months more than bear out the 54,400-well figure quoted by 
the oil industry. There is no evidence whatsoever that the issue of regulation 
plays a part in the rate of drilling activity. Exhibit 1 shows what we believe 
to be the basic facts on this problem. 

Question 2. Why is this? 

Answer. This record is replete with testimony, largely introduced by the 
oil industry, that the production of gas stems originally from the oil-drilling 
process. Because of the greater ease and economy with which oil can be trans 
ported, and because of the wider variety of products derived from the liquid 
form, oil at the wellhead is more valuable, British thermal unit for British 
thermal unit, than is gas. 

Most particularly, this arises from the Nation’s inexorable demand for gaso 
line, which product has no competition for its particular use in powering auto 
mobiles, airplanes, and so forth, save the general scramble for the consumer's 
dollar. 

Question 3: Who undertakes this drilling activity? 

Answer: Much of it is engaged in by oil companies, either directly or indirectly 
While there is a considerable amount of independent drilling also, it is significa 
that the rate at which drilling goes forward is the rate which the oil compani 
deem necessary to keep a sufficient number of years of cil supply blocked out 
ahead, to avoid: (1) having the danger of domestic supplies run out, or (2) on 
the other hand, having a glut on the market. 

lor many years, this index has held constant to about 13 to 15 vears of reserves 
balanced against the production of that particular year; altheugh the index 
did fall to 12 during the war. Exhibit 2 illustrates this relationship. 

Question 4: Is there no drilling for gas itself? 

Answer: The relatively minor amount of drilling for gas only comes in three 
categories. In the first place, there is the drilling of wells in sands which have 
already been productive of gas—the development wells—where success is virtu 
ally assured. In the same category are wells drilled around the periphery of such 
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sands intended to delineate more closely the productive area of the field and those 
wells drilled to offset lowered pressures 

Many dry or commercially unproductive wells are found as the result of this 

ffort, however, in the very nature of this drilling process, but the overall record 
of success is very high—as high as 90 percent for the major companies. 

The second category of drilling for gas is somewhat similar, in that if there is 
a ready market for gas in the general vicinity and the geologic structure is 
promising, in relation to nearby discoveries, a company drills with the expectation 
of finding a gas field. 

Such wells would be classified as “wildcats.” However, the vast majority of 
wildcats are not of this nature, but are wells drilled primarily to find oil. When 
the dry-hole ratio of 4 out of 5 (or even up to 7 out of 8) is mentioned, it is the 
latter type of well that is referred to 

The third class of drilling activity relates to drilling in a gas field which has 
been discovered some years ago, but either because gas was not then sufficiently 
valuable or because there was no pipeline anywhere near, was not developed 
This is about the only class of drilling activity where the price which the pro- 
ducer will get for his natural gas would be a critical factor in whether or not 
he engages in a drilling program 

There the amounts of gas and the cost of producing it are pretty well known, 
and the economic promise of the venture, therefore, reasonably determinable, 
given the market price for gas. 

Question 5: Is it feasible to distinguish gas production costs from oil produc- 
tion costs? 

Answer: This is a very knotty problem. It would be possible, of course, to take 
wells that had been drilled for gas only, and where gas only or a preponderance 
of gas was discovered, and draw an economic picture for this segment of the whole 
production program. 

However, it would still give only a limited and distorted picture. There would 
not be charged against gas production much of the exploratory work which had 
been undertaken originally; and it would be putting oil in the position of by 
product, if natural gas liquids were credited at their full value, rather than the 
true economic picture of gas as the byproduct. 


} 


The other method of attempting to arrive at gas-production costs, per se, 
would be to prorate to gas a certain proportion of the total production cost. 
The prin ipal difficulty here encountered is the basis for proration. 

To bases suggest themselves: (1) On the basis of the termal value of the 
two products; and (2) on the basis of the present market value. The use of 
the former method is deficient in that thermal content alone is not a true 
measure of value. 

Transportation costs enter into this, as well as the form value of the hydro- 
carbon and its adaptability to various commercial and industrial processes. 
The diiliculty with the second approach, that is, on the basis of the present 
field value of the product, is that such a valuation procedure would be an 
attempt to prove out this very same field value by using it as one of the basic 
factors in arriving at cost. 

It would thus appear that there is no single correct answer to the problem 
of how to prorate costs as between oil and gas production. The conclusion 
would appear to be, therefore, that one must take the overall hydrocarbon 
production and see whether there is overall profitability. 

Question 6: Does not this invalidate any regulatory approach to natural gas? 

Answer: Not necessarily. The only thing it points to is that one cannot 
pinpoint the production cost of gas at any one particular exact figure. In 
our approach to regulation, more fully elaborated in our comments filed with 
the Federal Power Commission in Docket No. R-142, we have pointed out that 
cost and cost trends are but one element in determining just and reasonable 
gas prices 

Furthermore, the fact that there is not one, exactly determinable cost 
for each well does not mean that reasonable ranges if values cannot be found; 
that it is not possible to develop trends in cost; or that, given stability in the 
field of liquid hydrocarbons discovered and produced, it is not possible to find 
general levels of natural-gas pricing in the field which would produce a fair 
and reasonable result. 

Question 7: Is the drilling for oil and gas reasonably compensatory at present 
prices? 

Answer: A quick answer would be that the oil companies are doing very well 
and are among the strongest units in our economy—though this could just as 
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well be because of their success in marketing as because of their success in 
production. 

Unfortunately, figures are not publicly available which would enable one to 
tuke the whole industry, or even one particular company, and analyze the 
suecess of drilling efforts. Despite this relative dearth of information, however, 
certain figures are available as to the total investment in drilling, and the 
success resulting therefrom; and there are thus rough indices which clearly 
point to the fact that present prices for gas and oil and present ratios of success 
produce a favorable economic result for the oil companies. 

It would be much better if a few of the major oil companies would provide 
the committee with actual figures showing the success (or lack of it) of their 
efforts; but failing that, the overall figures are worthy of comment. 

The Oil and Gas Journal reports for the year 1954 capital expenditures in 
drilling and producing at $2,400 million, to drill some 210 million feet of wells 
Some 54,000 wells were drilled, of which approximately 65 percent produced 
either oil or gas, or both. Three and one-half billion barrels of crude oil and 
600 million barrels of natural gas liquids were found, as well as %'% billion 
M. ce. f. of natural gas. 

When the assets of oil companies are adjudged in the market place, taking 
into consideration the fact that many of these reserves will not be produced fou 
many years, liquid hydrocarbons are valued at $1 a barrel, in the well, and 
natural gas at 5 cents per thousand cubic feet. On the basis of these figures, 
drilling costing less than $2% billion produced assets of more than $4% biilion 
Clearly, from this standpoint, the present price structure is amply compensatory 

Another way of looking at it is to attempt to determine the net income from 
the sale resulting from these 1955 discoveries. Here we run up against an 
almost insuperable obstacle in the lack of public information with respect to 
the cost data in the producing end of the oil business. 

The Federal income-tax laws are so protective with respect to the interests 
of those producing oil that it is possible to “expense out” almost all the costs 
of exploring, drilling, and producing gas in the very early years of production, 
leaving the income from later years without any other corresponding burden 
of expense. 

However, a study of the reports of oil companies engaged almost entirely i 
production gives us some clue as to what these figures may be. 

Let us assume that the liquid hydrocarbons discovered in 1954 will be pro 
duced at a rate to exhaust the reserves in 14 years, and natural gas at a 20-yeat 
rate. At these production rates, and at prices of $2.80 a barrel, and 10 cents 
per thousand cubie feet, we find the annual revenue to be $800 million for the 
liquids and $50 million for the gas, or a total of $850 million. 

From this should be deducted production costs, which include royalties 
(usually at one-eighth), the cost of gathering and processing, the year’s propor- 
tionate share of dry-hole expense ($60 million a year), other exploratory ex 
penses, local taxes, et cetera. 

‘he record of the oil companies studied indicates the sum of these figures 
to be in the order of 45 percent of revenues so that we would then have left 
approximately $470 million subject to taxation and other charges. 

The companies are allowed to charge off as expense a great part of their 
productive-drilling costs in any 1 year; and judging by the results, sufficient 
of the intangible drilling cost and depletion is expensed, so that the Federal 
income taxes will be negligible. 

These figures are entirely within the control of the oil companies, so that 
the profits they report are judgment figures. The fact is, however, they do 
expense sufficient of these items to substantially eliminate income taxes, with 
the end result that net profits in the order of 380 to 35 percent are quoted 

We thus have some $300 million left as return on investment. What is this 
investment? Of the original $2,400 million, some $850 million will be expensed 
as dry-hole expense, and much of the remaining $1,550 million will be expensed 
as intangible drilling costs. 

The minimum return would thus be 20 percent, with the probable return on 
capital assets actually put on the books far in excess of this rate. 

All of these figures are of necessity approximations, but the general order of 
magnitude is clear. The minimum 20 percent rate or the more probable much 
higher rates are certainly amply rewarding to those who invest capital in find- 
ing these natural resources. 

The Federal Power Commission, in its files relating to the original Phillips 
case and the most recent investigation, has data which could sharpen up the 
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comparisons above made \lso, any one of the major oil companies could 
bring in its own figures which would establish the correctness or fallacy of this 
general picture 

lo what overall conclusions do the above questions and answers lead? 

1. Under the present economic conditions, the discovery of gas and oil is a 
profitable venture 

2. The threat of Government supervision over certain phases of these under- 
takings has not diminished its intensity. 

3. Therefore, it does not appear that the minimum amount of FPC super- 
vision deemed necessary by the gas consumers to protect the public interest will 
result in any lessening in the search for oil and gas 


1. If this conclusion is considered incorrect by the gas producers, it should 
be entirely up to them to produce evidence, in place of oratory, to substantiate 
their position It seems significant that they have not done so, 


We believe that the present price paid for natural gas newly dedicated to 
interstate commerce is high enough to stimulate healthy drilling activity and 
encourage further and continued interstate sales; and that the threat of Federal 
regulation is not a deterrent. 

Much has been made of the possibility of the additional diversion of gas into 
the intrastate market Naturally, if gas does go into the intrastate market in 
the Southwestern States, there will be less gas available in the other areas of 
the country. 

Nevertheless, it would be a completely untenable position on our part to say 
that the natural gas needs of the Southwestern States should not be fully met. 
And they will be met, regardless of what happens in the interstate market. 

Enough natural gas will be made available for boiler fuel in the Southwest to 
meet that area’s fuel requirements; enough will be available for normal indus- 
trial, commercial and residential uses there, and the existing use of natural gas 
in the field and by the oil refineries will obviously continue and expand. 

Che only major area of use susceptible to any artificial expansion because of 
the threatened embargo of interstate sales would be in the petrochemical in- 
dustry lo be sure this is a rapidly developing field, and will continue to ex- 
the price of natural g: ets too high 

Ilowever, the percentage of use of gas for this particular purpose is very 
small, and is not a consideration which would materially affect the larger issues 


here being discussed 


(d) Any wellhead increase would add no more than a few cents a month to 
consumers’ bills 

This is the most specious argument made by the proponents of the Fulbright 

bill, who say that the cost of gas at the wellhead is only a small part of the cost 

to the consumer; that a little more won’t hurt the consumer and will help the 

producers a lot—especially as there are millions of consumers and only thousands 


Or, put it another way, if each of the gas house-heating customers paid only a 
dollar a month more, he wouldn't even miss it—only 8 cents a day; the net total 
result to the producers, however, would be a couple hundred million dollars. 

The arithmetic is very clear and needs little explanation; the producers’ 
argument, however, is so often presented that it should be forthrightly answered. 

(1) The field-price figures supplied you were misleading, in that they are 
those which existed before the recent marked increase. You may remember dis- 
cussing these as tney relate to Philadelphia, with Mayor Clark. 

The true picture is as follows: The average price paid for gas by our pipeline 
suppliers is in the order of 15 cents (the average price in the field itself is now 
in the order of 12% cents, the difference being in the area of gathering) ; our 
average realization on it is $1.16. This comparison, however, is like comparing 
the cost of wheat on the farm with the cost of a loaf of bread. 

It is true that natural gas can be used in customers’ appliances without a great 
deal of processing. But, this is to overlook completely a most significant point, 
namely, that the rate and time of use by the consumer is entirely dissimilar 
from the rate and time of production 

As Mr. Tippy in his testimony has pointed out in great detail, the customer 
with a gas house-heater needs, on the one cold day of the year, which must be 
planned and prepared for, a vastly disproportionate amount of gas to that which 
he will use annually. 

Instead of producing gas on a daily basis, at around one-three hundredth or 
one-thirty-fifth of the annual supply, the producers, to meet his needs directly, 
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would have to produce 4 times as much on the peak day. If they sold gas in this 
way, their price would have to be vastly higher than the steady load factor price 
which they now receive. 

In order to avoid this, expensive facilities for the storage of gas must be con- 
structed ; and in our case, we must be and we are prepared to supplement ou 
natural gas supply in the winter with large volumes of gas of our own manu 
facture. 

This means that our overall average cost of gas in the holders is in the order of 
18 cents, of which only one-half is the cost of transportation from the fields. 
These are the true costs of gas to us. 

(2) The assumption is then frequently made that, since there is still a 
spread between this 48 cents and the average price at which we sell the gas 
certain hidden profits must exist which could easily absorb the higher price of 
purchased gas. 

This, of course, is nonsense. In the case of Philadelphia Gas Works, as Mayor 
Clark has told you, there are no profits at all, it being a service-at-cost opera- 
tion. In the case of the other divisions of UGI and our sister distributing 
companies, however, any study of their earnings will reveal a few who can earn 
a reasonable 6 percent, but many more at 5 and 4 percent, and even lower. 

The reason for this is that gas service, contrary to what you have heard 
argued, is not a monopoly. While our company is the only one selling gas in 
our community, the gas we sell is in active and continuing competition with 
electricity, coal, and oil, and must be priced competitively. We cannot freely 
nerease our prices, aS costs go up, or our customers will turn to some other forn 
of fuel. 

(3) The argument is advanced, too, by those who should know better, that 
a small increase in the price of gas in the field would be felt to only a minor 
extent in the market. This completely overlooks the fact that the larger part 
of the sales of the gas distribution Companies are so priced as to be in direct 
competition with other fuels. 


\ 


o increase of any substance can be passed along with respect to such sales 
without losing business. If our purchased gas costs go up another 9 cent 
as they have in the last 5 years, it may only be recoverabie from the small 
user, who does not have the ready opportunity of changing fuels, because his 
operating cost is small compared with the cost of new equipment, and he can't 
afford to change. 

Since he represents less than a third of total sales, if we must recover a 9-cent 
increase in our costs from these sales alone, it could mean a 30-cent increase to 
him. who is the least able to bear it. 

The alternative to such an increase, which might well have to be adopted if 
the price of gas gets out of hand, is that the character of the service rendered 
will deteriorate to the point where we will be placed in jeopardy of entering 
into the descending spiral of business which is now plaguing the transit industry 


‘¢) Re agulation iS impossi ble in sO comple fa busine SS 


} 


The last argument of the proponents of this legislation is that the business 
of gas production, with its thousands of producers, is an inappropriate busine 
for regulation, and that the varied and complex ways in which gas productio1 
is associated with oil production makes it impossible to regulate one without 
regulating the other. At this point, the proponents tend to becloud the issue 
in order to make their point. 

In the first place, it is quite clear that the Supreme Court’s interpretation 
of the Natural Gas Act, as set forth in the Phillips decision, does not relat 
to regulation over either the production or gathering of gas as a physical prope 
sition, but solely to the price at which it moves into interstate commerce 

We have heard no suggestion that the Federal Power Commission invade 
proper province of the State conservation commissions in regulating the a 
production of oil and gas, or that it would challenge a lawful regulation by 
State commission clearly intended to prevent waste of that natural resource 

The Court's intent seems clear, that if a producer wishes to sell gas in inte 
state Commerce to a pipeline, the Federal Power Commission has the right an 
duty to determine whether the price at which he sells it is just and reasonable 
und nothing more. 

While there are indeed some who favor so-called utility-type regulation, we 
know of no serious suggestion on the part of the Federal Power Commission 
or those in or familiar with the gas business that a 6-percent return on original 
cost is the answer to pricing natural gas at the wellhead 
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There has been a number of practical proposals presented to the Commission 
in the arguments in Docket R-142, including the one by this company above 
referred to, which point the way to the criteria the Commission could use in 
establishing fair and reasonable prices, still providing the incentive necessary 
to stimulate additional discoveries 

It is completely misleading to argue that since a 6-percent return on original 
cost is not feasible, no regulation is the only alternative; too, it is insulting to 
intelligence of the Federal Power Commission to contend that it can devise no 
middle ground on which to regulate in the public interest. 

Some point out the vast number of producers who would have to be “regu 
lated” if full effect were given to the Phillips decision. In this connection, Sen 
ator Douglas has introduced a bill designed to exempt small producers. 

Che Federal Power Commission itself has made a beginning in this respect, in 
its tentative approach to post-Vhillips decision regulation. This is certainly the 
right approach 

It has been pointed out that most of the gas is under the control of a very 
small number of companies and stabilization of the price charged by those com 
panies will produce the desired result for the consumer. 

We feel that the adoption of such an approach might well enable the pro 
ducers to compete freely and thereby assist the Federal Power Commission in 
its effort to maintain fair and reasonable prices in the field. 

While the arguments above-stated, relating to the complexity of Federal regu- 
lation, are easily demolished, it would be foolish to maintain the other position, 
that is, that this is a simple matter of applying a formula. It is not. 

It is a serious business which will require judgment, intelligence, and a thor- 
ough knowledge of the economies of the gas business. Just because regulation 
will be difficult, however, is no reason for this Congress to assume that the regu 
latory agency it has set up to undertake a task vital to the public interest will 
be unable to perform reasonable regulatory functions. 


POSITIVE VALUES OF LIMITED REGULATION 


It is recognized that regulation of the big interstate pipelines is essential. To 
regulate these lines and the prices at which they sell natural gas, while exempt- 
ing one of the essential and major elements of the cost of their service, that is, 
the price which they pay for natural gas in the field, is to leave the Commission 
severely hampered in protecting the distributing companies and the ultimate 
consumers they serve. 

As long as prices are subject to violent and unpredictable increases in the 
field arising from an absence of competition among sellers and the triggering 
of favored-nation and comparable escalation clauses, and as long as the dis- 
tributing companies are bound to the pipelines by 20-year contracts, the economic 
welfare of the consumers, the distributing Companies, and the pipelines them- 
selves are at the mercy of those who control the natural resources in the field. 

With out 20-year contracts, we are not free to say, “No; we don’t want this 
gas any more at the price you suggest.” Our contracts say we must take it and 
pay whatever price is charged even though we could make gas more cheaply 
ourselves. Here is the antithesis of regulation. 

When we talk about “violent and unpredictable increase,” we mean just 
that. One of our suppliers is in the process of having its gas prices raised 
in Louisiana from 9 cents to 16 cents, “overnight,” and this on nearly one-half 
of the volume it purchases. 

This is the kind of increase against which we seek protection. Either regu- 
lation must be made really effective—-which means review of just such events— 
or we should be free to buy as much or as little as we find in our best interest 
and that of our customers. 


FAVORED NATIONS CLAUSES 


It is worth while noting at this point that the increase we speak of is due 
to the operation of the so-called favored-nation clause, which has many forms. 
But its general effect, whatever its form, is that, regardless of the price origi- 
nally contracted for between the pipeline and the supplier, the original price 
can be raised to equal the price of gas newly entering into interstate com- 
nerce 

In 1949, the pipeline supplier to which we refer undertook to purchase gas 
in Louisiana for some 9 cents per thousand cubic feet. A few years later, 
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because there were those, principally in the Middle West, who were willing 
to pay twice this much, and who contracted for gas at such prices, the overall 


st to our supplier of its Louisiana gas nearly doubled 


Ce 
One producing company alone had its contract raised by $2 million a year. 
No new gas was discovered as a result of this windfall. No increased produc 


tion costs were involved, nor was there any allegation that the price contracted 
for only 5 vears previously was unfair or unreasonable. 

Furthermore, this pipeline supplier cannot purchase gas in Texas, because 
if it does so, and pays even one producer in a new field as much as 15 cents 
for his gas, it would have the effect of nearly doubling the price which it cur 
rently pays to all producers in Texas 

There are those who say they want additional gas, and don’t seem to care 
too much what the price will be While this desire would appear to be more 
one of emotion than of cold business logic, that is their privilege. 

Nevertheless, if in their enthusiasm they bid up the price in the field to 
secure their new supply, we see no reason why favored nation clauses should 
force us to give windfall profits of millions of dollars annually, at our cus 


tomers’ expense, to those who furnish gas to our pipeline suppliers from the 
areas in which the new higher prices will be paid 

Qur position is not that newly discovered reserves, often discovered and 
produced at a much higher cost than prevailed in the 1930's and 1940's, should 


not be dedicated to interstate commerce at higher prices, which may con 
ceivably be in the order of the 12 to 16 cents now being paid, so long as they 


are fair and reasonable in the lig! 


it of circumstances Which relate to those 
particular reserves 

We simply insist that the dedicating of this new gas to interstate service 
should not have the automatic result of inflating the price of gos already com 
mitted to this service, which costs much less to produce, and which its owners 
were willing to dedicate and sell at prices considered fair, reasonable, and, 


must presume, adequately Compensatory as recently as 5 years ago. 
PROTECTION OF THE CONSUMERS’ INVESTMENT 


There have been suggestions made to you, among others by Senator Fulbright 
himself, that if a consumer doesn’t like the price which we may be forced to 
charge lim, in the event of further substantial increases in natural-gas prices, 
he can convert to another fuel. 

We have 150,000 gas-heating customers in Philadelphia alone, in whose homes 
gas is usually the sole fuel. To replace gas with electricity and oil would cost 
each customer in excess of $1,000; and in many homes, because of their construc 
tion, this is not even feasible. 

It is only the wealthy who would have the freedom to change their appliances 
in the event we are forced to raise our prices to the consumers. The average 
man will keep his gas appliances and pay his pro rata share each year of the 
hundreds of millions of dollars which small increases in the field price of gas 
will cost the consuming public. 


CONCLUSION 


The producer has a clear right to seek as much as he can for his product; and 
if the consumer were free to buy or walk away, no regulation would be needed. 
But we have seen that the gas consumer, the distributing company, the pipeline 
and the producer are all welded together in one economic chain, in a business 
truly affected by the public interest. 

In consequence, we and our colleagues in the gas-distribution industry consider 
it essential and the reasonableness of the prices charged by those who wish to 
devote gas to this interstate commerce remain under the surveillance of an impar- 
tial regulatory body. 

With particular reference to S. 1853 now before the committee, we believe that 
the major objectives sought in this legislation can be achieved, but with reason- 
able protection to the gas consumers, by a bill which would incorporate the 
following principles: 

1. Producers and gatherers of natural gas who wish to sell gas in interstate 
commerce should continue to be natural gas companies and, therefore, to this 
extent, be under the jurisdiction of the Federal Power Commission: 

2. If they agree to the elimination of favored-nation and similar price-adjust- 
ment clauses, including abandonment clauses, from both present and future con- 








( 


1064 


regulation 


». Arms’ 


} 


AM! 


should 


including 


length contracts consistent 


NDMENTS 


certainly b 


the filing 


PO THI 


e exempt 


with 


NA’ 


from 


(2) 


rURAL 


the 


above, 
cers and pipeline companies for new gas supplies need not be 
Federal Power Commission, but the pipeline company 


more 





GAS ACT 


burdensome 


of 
of reports, keeping of accounts according to pre- 
bed methods, and the normal procedures of certification ; 


aspects 


entered into between pro- 
reviewed by the 
should continue to have 


the burden of proof as to the fairness and reasonableness of its rates as they may 


t 


relate to the 


14 
194 


+48 
49 


On 


4h 
19 
i 449 
an. 1, 1950 
in. 1, 195 
an. 1, 1952 
1 19 
i l | 
an. 1, 1955 


terms of such contracts 


WELI 


Cos 


Yay 


22, 042 
150) 
453 
1H 





WW 


I 


EXHIBIT I 
{PLETION IN 


Total completions 


UNITED STATES 














Percent 
G er ri Dry Total iry to tot 
complet 
3, 090 2, 237 8,051 29, 229 27 
2, 280 5 33, 122 28.8 
2,89 39, 778 0. 4 
2 88 1 39. 038 2. ¢ 
2, 843 l 43, 279 $4.1 
3, 030 1, 380 16, 653 44.516 37.4 
3, 2 1, 482 17, 618 45,821 8.4 
3 ROK 1, 262 18, 449 49, 279 7.4 
977 1,012 19, 168 53, 930 35. 5 
54, 444 
‘ildcat completions 
Percent 0 
] Gas Dry Total dry to tota 
completions 
635 3, 75 4,518 83. 1 
S64 4 349 5, 461 79.6 
1, 029 5, 602 6, 877 81.5 
1. ORE 6, 012 7, 294 82.4 
1, 29 7. 040 8 554 82.3 
1, 531 8,512 10, 302 82.6 
1. 488 &, 706 10, 552 83.4 
1, 575 9, 120 11, 062 82.4 
1, 598 9, 283 11, 280 $2 
12, 036 
ExuisitT II 
United States reserves of oil and natural gas liquids related to production 
Thousands of barrels] 
ROVEN RESERVES 
. Natural gas 
Crude o “s tal 
rude oil liqui Is 2 I 4 
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24, 834, OOU 
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26, 121, 000 3, 831, 500 29, 952, 500 
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29, 044, 000 4. 691. 000 33, 735, 000 
29, 643, OO 4, 993, 000 4, 636, VOO 
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PRODUCTION 


N) 5 
Date ( 1 ion 
J 1946 1, 71l, 72 
J 1047 1, 748, 772 12.2 
Ja 1, 1948 ROH. O70 
Jan. 1, 1949 2, O51, 46 l 
t 1” 1950 1, 878, 304 13.8 
Ja l 1 1, 950, 592 22 (iM) as OY 8 
Jar l, l 12 “~~ + o 8/2 2h , , 
in. 1, 1953 9 2966, 384 284, OF 
Jan. 1, 1954 2, 25, O82 ll, l 
Jan. 1, 1955 2, 242, 194 IRR, G7 (0), 864 42 
Crude oil, including condensates, Jan. 1, 1946, to Jan. 1, 1950, inclusive rude l from Jan. 1 
Jan. 1, 1955, inclusive 
Includes condensates, natural gasoline, and LP 


Not available 


yuree: Oil and Gas Journal. 


Mr. Frazier. Now, the first question I have asked is, What has been 
the record of overall drilling activity? Has it been slowed up by 
Federal regulation, threats of Federal regulation, interstate cases, 
Phillips cases, Kerr bills, Rizley bills, all the various activities that 
have been going on in Washington here ? 

Senator Pasrorr. And one of the main arguments made by the pro- 
ponents of this Fulbright amendment is to the effect that control 
would mean stunting of initiative for drilling of gas and therefore cut 
down the supply. 

Mr. Frazier. I should think, Senator, they would stop that drilling 
right now, if all this were so. 

So I turn to exhibit 1, and I have there the record of well comple- 
tions in the United States, and you will see that, fortunately for all of 
us, the number of wells is going steadily upward. Each year more 
wells are drilled. The ratio of successes is about the same as the years 
go by. The increase is steady, and the only index that we can find to 
relate this increase in the number of wells drilled to is the requirements 
for oil production. 

Senator Scnorrrer. Might I ask—you say you ask the question 
here whether the drilling has gone down—when was the Phillips 
decision entered ¢ 

re Frazier. The Phillips decision was entered in June of 1954, 

‘, but there has been a great deal of to-do, shall we say, in Washing- 
ey I have been following this natural gas business for 8 years now, 
and I would say that there has not been a year when this question of 
the jurisdiction of the Federal Power Commission over sales in the 
field has not come up and been available for discussion. 

Senator Scnorrren. Now, wait a minute. You say you haven’t seen 
any appreciable falling off of drilling. You put the utility concept 
upon the average independent oil producer , In less than a year since 
the Phillips decision, if that decision stands and it will, because that 
is the United States Supreme Court decision, you are going to find that 
there is not going to be the activity on the part of the individual inde- 
pendent operators in the field. 

That one little short year, let me say this candidly and frankly, 
will never reflect what is going to happen in that type of producer 
area. 
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Not so in your oil companies, because they must continue with their 
leases that they are paying re nt: als on, the offset acreage which must 
pe drilled out, or they are subject to lawsuits and cancellation of their 
leaseholds, aa iia ir right and interests in them. 

There is a distinction to be made between the oil companies that 
produce both oil and gas, but then you put under this decision the 
operations of the gas developers, as such, the inde ‘pendent oil operators 
on a utility basis, ona utility return, you won't find it in any one year, 
but ak out down the line with that type oft oper: itor. 

Mr. Frazier. Yes, Senator, but you will agree with me, will you not, 
that most of the gas has been discovered in conjunction with oil? We 
have heard this testified to by Dr. Boatwright and by General Thom- 
son and Various people. 

I will agree with you that it is possible that there may be a minor 
diminution—and I suspect that would be all—in drilling, which is 
that very small segment which is for gas itself, and most of that 
drilling for gas itself is drilling of development wells, and I do not 
know of anyone who has claimed in the oil industry so far that the 
present prices 1 the held are not compensatory for the drilling of 
development wells—or any drilling, for that matter. 

I would say to you that we will just have to wait and see when 
this comes, not that I am advocating utility type regulation. 

Senator Scuorpren. But that is what the P hillips decision, accord- 
ing to good authority, does; that is what makes it rather fearsome on 
the part of those who do not have themselves alined with large 
corporate interests — can stand the shock by, say, oil production in 
connection with it, or a lot of the other attendant business relation- 
ships that utilities hans ‘ntly go into. 

Mr. Frazier. I can see how a small producer might be frightened, 
Senator Schoeppel, but I will say this. It has not been the gas 
industry—and I think I speak for the gas industry—that has fright- 
ened these people. We have not threatened utility type regulation. 
There has been no threat from the Federal Power Commission that 
they are going to have utility type regulation. The only people that 
are telling these producers that they are going to have utility type 
regulation are the oil companies who are trying to scare them to death. 

Senator Scuorrren. Well. now, let me ask this question. Are you 
familiar with the thousands of forms that were sent out to all of these 
people, asking them to fill in these forms and give them all the data? 

Mr. Frazier. I understand that these applications were sent. 

Senator Scuorrrer. Let us not say as far as the record is concerned 
that they are completely— 

Mr. Frazier. I guess paperwork does scare people, too; but the 
damage to the pocketbook is greater than the damage to the fingers 
working the pencil. 

Senator Pastore. What do you think of the suggestion that has 
been made that the independent producers and gatherers who produce 
up to 2 billion feet annually be exempted from this regulation outside 
of possibly the procedure of listing themselves and their prices? 

Mr. Frazier. I think they should be exempted from all of the sub- 
stantial burdens of the regul: ation in terms of certificate applications, 
the usual redtape. 


aR 
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I find myself in an ambivalent position as to whether this should 
be done by act of Congress, or whether it should be done by regulation 
of the Federal Power Commission. 

Having been concerned with this legislation for some months, now, 
it seems to me that the process of legisiating is a rather cumbersome 
one, perhaps a little burdensome both to the Senators who have to 
listen to the testimony and those who have to give it, and Lam wonder 
ing’ whether the suggestion that this be done by administrative rule 
is not, perhaps, a better way of handling it. 

Senator Pasrorr. Well, regardless of how you do it, as long as you 
accomplish > your objective. 

Are you familiar with the machinations involved in producing and 
gathering eas? 

Mr. Frazrer. Only insofar as I have read, sir. 

Senator Pasrorr. Do you see any great inconvenience or discomfort 
on the part of a small, inde pendent producer ‘if he were allowed merely 
as 2 matter of proced ire to list himself and his prices so that the 
market could be watched ? 


Mr. Frazier. I venture to say it would be only a minor part of the 
regulatory burden that he now bears. and T would mean by that the 
Government regulations burden. Certainly in filling out his income 
fax and all his other taxes, and in « mnformity with the rules of the 
he wee: ie . } 1 : “are Ae ie 
Texas Railroad Commission, and perhaps some relations 1 otnel 
: , titer : ihe es 7 ‘ 
(government commissions, he will know what it is to fill out a form 


and J would not think that that simple kind of a form filling-« if 
woul ld acl | treme ndo usly to his burden. 

Senator Pasrorr. W ell, as amatter of fact, the small oil prospec tol 
isn’t as small as the grocerviman on the cor ner, heisa pre tty substan- 
tial busine ssa , but not as big as the combine of Phillips, but he is 
not that small, is he? 

Mr. Frazter. I am told, I don’t know of my own knowledge, that 
very much of this so called independent drilling is Sj ndicate drilling 
by people who are attracted by the rewards in this activity, and that 
much New York money goes into this as well as Texas money. 

Senator Pasrorr. What do you think of the other discussion we 
had this morning-—if you were here. Do you think there should 
be a congressional or regulatory definition of just what “just and 
reasonable compensation” is insofar as production is concerned 4 

In other words, do you think that fairly you could invoke the same 
formula that has been applied heretofore with relation to public 
utility companies in determining what is just and reasonable insofar 
as producers and gatherers are concerned 4 

Mr. Frazier. No, you are obviously going to have to use different 
standards, and the question again relates itself to your previous ques- 
tion as to whether you do this by law or whether you do it by admin 
istrative regulation. 

I have the same problem with that question that I had with the 
previous one. I do feel that administrative regulation, if you follow 
the administrative practices, is a reasonably good way of arriving at 
& commonsense solution. 

The Federal Power Commission held long hearings in R—142 on 
methods of regulation, and I would like perhaps at this point in the 
record to offer our comments in R-142, because they describe how we 
thought the regulation should be applied. 
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Senator Pasrorr. Without objection, that will be made a part of the 
record at this point. 

(The comments on R—-142 before the FPC referred to above read 
as follows:) 


COMMENTS OF PHILADELPHIA GAS WORKS DIVISION OF THE UNITED GAS IMPROV:E- 
MENT Co. ON F. P. C. Docket No. R-142 


I. INTRODUCTION 


Philadelphia Gas Works Division of the United Gas Improvement Co. (Phila- 
delphia Gas) serves 720 B. t. u. mixed gas to well over a half million customers 
in the city and county of Philadelphia. On a peak day, it purchases some 111,000 
thousand cubic feet, or about three-fourths of its natural gas requirements, from 
Texas Eastern Transmission Corp. and 31,000 thousand cubic feet or about one- 
fourth, from Transcontinental Gas Pipe Line Corp. The balance of its supply is 
made up of coke oven gas which it obtains from the Philadelphia Coke Co., and 
carburetted water gas and high Bb. t. u. oil gas, which are manufactured in its 
own plants. On an annual basis, its natural gas purchases currently amount to 
88 percent of its basic energy requirements; the corresponding figure for the 
peak day being 57 percent 


Il THE ISSUE 


What principles and methods should the Commission apply in its regulation 
of the rates to be charged by independent producers for the transportation or 
sale of natural gas subject to the Commission’s jurisdiction? 


Ill. THE POSITION OF PHILADELPHIA GAS 


It is the position of Philadelphia Gas that no arbitrary, theoretical approach 
to this problem can resolve the many complex, conflicting interests which are 
involved in the exercise of the Commission’s jurisdiction. Any principle or 
method which is evolved must recognize the situation as it has developed to this 
date, both within the industry itself and between this industry and others. It 
should facilitate the development by the industry of even higher standards of 
service. Also, it must not be confiscatory of resources which have already been 
devoted either to the production, transmission, distribution or utilization of gas. 
This is a large order; obviously, there is no one correct solution which can 
ideally perform all these functions. 

In the presentation which follows, Philadelphia Gas advances its observations 
and recommendations with respect to the more essential points which will have 
to be covered in any regulatory method which is adopted. For clarity’s sake, 
these recommendations have been stated definitely, though we realize only too 
well that modifications therein may prove necessary in the development of the 
final regulatory plan. We present these comments in the hope that they may 
suggest a suitable framework about which the Commission may develop its plan 
for equitable and effective regulation. 


IV. ARGUMENT 


(a) Effect of uncontrolled prices 

The notice of the Commission in the instant docket advised parties at interest 
against unnecessary argument with respect to the regulatory powers of the Com- 
mission. Nevertheless, as a background for the proposals hereinafter made, it is 
essential to point out, as we did in our comments in docket R-137, that regula- 
tory protection of the consumer, a major responsibility of the Commission, is 
rendered meaningless when major and unpredictable increases in the cost of gas 
to the consumer can be brought about through like escalations in the field cost of 
natural gas. It was pointed out in this argument that the distribution com- 
panies such as Philadelphia Gas are in a highly competitive situation in virtually 
every phase to which they are devoted ; and that, in consequence, these increases 
in the field cost of natural gas cannot be freely passed on to all consumers alike, 
but, on the contrary, if they continue to be experienced, can have but 1 of 2 
results: either the increased cost can be passed along, in exaggerated form, only 
to a relatively small base load, which increase will, in general, adversely affect 
those least able to bear it; or, in the alternative, it will be impossible to pass 
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along the increase at all, with the result that the character of the service ren 
dered will deteriorate, and the gas-distribution industry will be placed in jeop> 
ardy of entering into the descending spiral of business and quality of service 
now plaguing the transit industry. 

With respect to the customers themselves, thousands of gas customers have 
converted to full gas service for major fuel needs, and have made, for them, 
expensive outlays in the cost of equipment, on the assumption of reasonable and 
stable prices. Assuming arguendo that competition would permit significant 
increases in the cost of gas, these customers would be faced with having this 
equipment rendered economically obsolete early in its useful life. 

We seek, therefore, to achieve predictability and stability in the price struc- 
ture of the interstate natural-gas business, to obviate the risks above enumerated. 
Failing this, our only alternative would appear to be a loosening of the ties by 
which we and other distributing companies are bound by long-term contracts 
with their pipeline suppliers to the ever-ascending spiral of field costs. Distribu- 
tion companies such as Philadelpha Gas have executed such contracts on the 
assumption that they tended to produce stablity. However, if there is no con 
trol over the prices which must be paid, these contracts become in fact meaning 
less. It becomes clearly inequitable and contrary to the public interest for dis- 
tribution companies to continue buying specified volumes of natural gas at ever- 
increasing prices, especially if they can produce substitute gas at a lower cost 
In the absence of some assurance of reasonable stability in natural-gas prices, 
they should not be precluded from protecting themselves through reducing their 
contract volumes. 

If producers and pipeline companies are unprepared for this, then in all 
logic, they must joint us in seeking an orderly field-price structure. Philadelphia 
Gas is agreed that, were a condition to prevail wherein the laws of supply and 
demand could freely operate and free competition and flexibility exist through- 
out the industry, Federal regulation of field prices might be unnecessary and 
therefore undesirable. In the absence of such a condition, however, the public 
interest requires that the Commission, through the exercise of its regulatory 
powers in the area here under consideration, exert the necessary stabilizing in 
fluence over field price essential to our continuing service. 

(b) Existing price structure the base for future regulation 

We turn now specifically to the method to be applied by the Commission to 
achieve this end. First, we must choose a suitable point of departure. This 
point we hold to be the price structure which obtained in various producing 
areas before the recent favored-nations-inspired spiral of escalations took hold 
several years ago. It is recognized that the relatively orderly increase in gas 
prices prior to that time was a natural concomitant of the perfection of trans- 
mission techniques which facilitated the marketing of this commodity at its 
reasonable economic value; as well as a reflection of the increased cost of pro- 
ducing natural gas and the rising commodity price level. However, application 
of the favored-nations principle has, in the last several years, so distorted the 
pattern of pipeline purchasing that an orderly and freely competitive market 
can no longer be said to exist. 

With this exception, we can assume that prices being paid in the field were 
generally satisfactory, nonconfiscatory, and high enough to stimulate continued 
discovery and development of reserves, making gas supplies freely available for 
interstate sale. In the light of the tremendous and spectacular growth of the in- 
dustry during recent years, this certainly seems a reasonable assumption. 


(c) Favored-nation and comparable price redetermination clauses are assumed 
outlawed 

As another incident to finding a satisfactory starting point, it is essential that 
the method adopted not result in any wholesale automatic escalation of existing 
rates. Specifically, we must assume that the Commission will outlaw favored 
nations and comparable, formulary price redetermination clauses, in both exist- 
ing and new contracts. 

While we devoted considerable attention to this matter in our comments and 
argument in docket No. R-137, we must again emphasize that these clauses have 
operated against the public interest to an extent completely unforeseen when 
they first became embedded in the gas purchase contract structure. They result 
in the pricing of gas on a basis often unrelated to the economic worth of the 
commodity. They preclude the achievement of any certainty or stability in 
price structure and are wholly inconsistent with sound public utility ratemaking. 
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In addition, they dire tly and specifically interfere with free competition in 
the field, and deprive pipeline management to a great degree of its opportunity 
to exercise discretion in the purchase of gas. They have impeded normal pipeline 
growth, having distorted the logical pattern of gas purchases, and have brought 
about exaggerated price increases both through their own operation and by the 
creation of false and artificial shortages in the field. Indeed, they are apparently 
proving detrimental even to producers themselves, who are unable to sell gas 
at existing price levels to pipelines saddled with favored-nation-cliuuse contracts. 
While action directed toward the elimination of so-called price-spiral provisions 
and third-party favored-nation Clauses, taken by the Commission in order 174-B, 
is a step in the right direction and may serve to restore to the pipelines some 
greater measure of control over purchases, it will not suffice to achieve field price 
stability nor to restore free competition—both of which are essential to the 
ends we seek to achieve. 

Pipelines already burdened with the restrictions imposed by their own first 


party clauses should be assisted in ridding themselves of commitments so clearly 
incol tent with the utility service they are engaged in rendering. Although 
t ma pose certain regulatory problems, the only satisfactory answer to this 
unhappy situation lies in the outlawing of all favored-nation-contract provisions 
from all contract both old and new. This discussion assumes that this will 
be done and accordingly, our suggestions are based upon his assumption, 
(d) Suggested prici method 

1. Cost-of-productic ipproach We see nothing inherently wrong in conside! 
il a isignini nt elen t in establis ng ra s, the cost of prod i i i ural 
‘ f included in the cost of pros tion is a full recognition of the risks in 
volved in exp! ng for, and producing natural gas, the wasting nature of this 
commodity and the physical circumstances in which the gas is found, frequent] 
in conjunct with petroleum liquids. This type of approach might con- 
ceival enable the Commission to achieve equity in establishing field prices 


for natural gas 


Nevertheless, while we believe that the cost element should enter into the 


Commission’s considerations of any future changes in the general price struc- 
ture, the researches necessary to achieve equity in this respect would be so 
extensive that we cannot, as a practical alternative, suggest that the Commission 
use this method in the establishment of initial area prices. 


While we recognize the force of the argument of those who contend that regu 
lation of any other type is in fact no regulation at all, we say this because the 
task which would face the Commission in so determining the rates for the 
several thousand producers now subject to its jurisdiction would be almost 
impossible of performance. In many instances it would require allocations of 
cost between the production of oil and gas from the same well, which poses 
problems too complicated even to clearly contemplate, let alone fairly and 
effectively to solve. Even were the Commission confronted with no budgetary 
or personnel limitations, this approach would still, in our opinion, prove so time- 
consuming and complex as to defeat its purpose. 

2. Area pricing.—lIt is our suggestion that the method used by the Commission 
be one of area pricing. Specifically, we recommend that the Commission divide 
up the natural-gas producing regions of the United States into areas of size and 
character comparable to the Texas Railroad Commission districts. For each 
such district, we recommend that a price range be established, on a judgment 
basis, with a minimum, or base price, and a maximum price. 

Our definition of these two levels, within which prices would be considered 
to be reasonable, are as follows: we would consider the base price to be closely 
related to the average price paid for pipeline gas in that district during a 
base period, say 1952. It can fairly be considered that such prices would not be 
confiscatory and would represent a reasonable value of gas during a time when 
present general commodity price levels prevailed. The Commission may also 
want to consider, in establishing this base price, minimum price levels establish- 
ed in other producing areas by State action, with recognition of the varying 
distances from the principal markets. 

We believe the maximum price for each such area should be closely related to 
the average of the prices recently contracted for by interstate pipelines. This 
could be the average of the three highest prices contracted for during the period 
immediately preceding June 7, 1954. (In this regard the Conimission should, 
of course, not overlook the fact that price alone should not preclude the consid- 
eration of other contractual provisions related thereto, e. g., pressures, volumes, 
gathering expense, etc.) 
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(e) Application of area pricing 

1. Old contracts; i. e., those in existence on June 7, 1954, or those which the 
Commission has subsequently recognized. 

(a) General: The pricing levels specified in such contracts should not be dis- 
turbed even though they may be above the maximum or below the base. Current 
prices should continue in effect subject to the various provisions discussed below. 

(b) Periodic escalations: Where these contracts provide for periodic escala- 
tions, i. e., of the type calling for relatively minor fixed-price increases at speci- 
fied intervals, these escalations should be filed for and each such filing should be 
accepted by the Commission without suspension, providing it results in a price 
at or under the determined maximum area price. 

In the event that such new price exceeds this maximum, the Commission should 
suspend the filing and set the matter down for hearing. At such hearing, the 
producer in question should have full opportunity to introduce evidence’ show- 
ing that the determined maximum is unfair as applied to him and that there is 
economic justification for the proposed increase. 

At such hearing the Commission should also require a showing on the part of 
the pipeline purchaser of such gas: 

(1) that it desires to keep the contract in force, and 
(2) the precise effect that the payment of the increased price will have 
upon its rate structure. 

(c) Price redetermination and favored-nation clauses: In the case of contracts 
containing price redetermination provisions not outlawed because they are 
comparable to favored-nation clauses, producers should be permitted to file for 
increases agreed upon between themselves and the pipelines, as of the dates 
established in these contracts. If such price redeterminations bring the price 
up to the area base price, they should be permitted without suspension. A com- 
mencing price, agreed upon in redetermination, which Would be in excess of the 
area base price, should only be permitted if the new price is not more than 1 cent 
per thousand cubic feet above the price prevailing for a reasonable period prior 
to redetermination and further, if the resulting pattern of subsequent periodic 
escalation, if any, is that permitted under (b) above, i. e., some 2 mills per year. 
Any other redetermined price should be suspended, with the same proof to be 
required as is called for in the above-maximum price filings mentioned above 
(par. E-1 (b)). 

In the case of clauses outlawed as of the favored-nations type, producers and 
pipeline companies should be permitted to renegotiate as of such dates as the 
outlawed provisions would otherwise have specified, and the renegotiated prices 
so agreed upon should receive equal treatment to the escalation and redeter- 
mination provisions above discussed. 

In the absence of any agreement between the parties, the producers should be 
permitted to file for authorization to abandon service under the provisions of 
sections 7 (b) of the act. At such time they should be allowed to offer evidence 
in support of their contention that the terms offered by the pipeline are unfair 
and confiscatory. 3ased upon the evidence of record, the Commission should 
then either establish the fair and reasonable rates at which their gas may be 
sold, or in the alternative, permit the abandonment, if this meets the tests 
established in section 7 (b). 

2. New contracts.— 

(a) Favored-nation and comparable price redetermination clauses: For rea- 
sons stated above, particularly in section C, these clauses are contrary to the 
public interest and the Commission should refuse certificate authorization for 
any service based upon contracts containing them. This refusal should extend 
beyond that outlined in order 174B, and should be equally applicable to the 
so-called first-party favored-nation clauses and others of like character. 

(0) Prices at or under area maximum: Usually, prices under this heading will 
be filed as part of certificate proceedings. It has been the Commission’s practice 
to concentrate, in these proceedings, on the service aspect of the application. 
Nevertheless, it is obvious that price has an important bearing on proof as to the 
market for natural gas, and in turn upon the determination of overall feasibility 
of any proy sed service. 

We believe, therefore, that the Commission should automatically approve 
prices in such proceedings which fall between the base and maximum prices 





4 diseussion of pertinent evidence is included in the Statement of Consolidated 
Natural Gas System Companies. 
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established for the various areas. It is to be presumed that the effect of these 
prices on the price of the service ultimately rendered will be known and customers 
desiring such service will have taken this into consideration (see G below). 

(c) Any price above area maximum must be carefully scrutinized : For reasons 
stated in (b) above, the Commission should require detailed proof of the reason- 
ableness of a price proposed in any new contract which is in excess of the deter 
mined area maximum. Consistent with our views concerning escalations of old 
contract prices, we suggest that producers in such event should be afforded full 
opportunity to show that, as applied to them, the area maximum is unfair and 
that there is economic justification for allowing them prices in excess of such 
maximum—including evidence of excessive or unusual cost of production and of 
bona fide and comparable markets available in intrastate commerce, etc. 


(f) Reevaluation of price and marimum prices 

Obvious no prices fixed at this time by the Commission can be expected to be 
valid indefinitely. Any order by the Commission should provide for an orderl) 
procedure by which prices so fixed may be amended periodically, although not 
too frequently, in the face of showing as to production cost of gas, and the 
economic value of the gas, including its value in the field and in the ultimate 
markets. 

(gy) Reappraisal of the “rolled-in pipeline rate” 

Notwithstanding the general stabilizing effect which we believe would result 
from the formulation of a ratemaking principle or method incorporating the 
foregoing suggestions, it is entirely possible that natural-gas rates will continue 
to rise above their prevailing level. In view of our grave concern over this 
situation, we suggest that the time has arrived for the Commission to reappraise 
its policy which requires pipelines to distribute on a systemwide basis the 
increased costs of service arising out of expensive major expansion. Recent 
rising trends in both field prices and construction costs raise doubt as to the 
long-range wisdom of continuing this policy and indicate a need for further 
study as to its effect upon consumer rates, especially in areas which have long 
relied on natural gas for a major portion of their fuel requirements. 

While we make no specific recommendation on this matter at this time, we 
suggest that, in cases involving major pipeline expansions, the Commission might 
well require those who benefit by receiving the new service to bear the fuil cost. 
thereof. While this may result in some complications in billing and also in 
determining overall costs of service for ratemaking purposes, it appears to us 
to be a more reasonable and equitable approach, which should not be ignored 
or discarded solely for reasons of administrative convenience. 

Senator Pastore. But you still think there is a difference there that 
ought to be defined by way of regulation 7 

Mr. Fra; eR. I do think so. I think the Federal Power Commis- 
sion definitely has the responsibility of coming up with a set of regu- 
lations w hie h does differentiate between this tvpe of regulation, this 
tvpe of rate finding, value finding, if you will, and the type of rate 
revul: ation which they apply to the long pipelines. 

Senator Pastore. Because they are distine tly different / 

Mr. Frazier. Absolutely, and I will go on in this little question- 
and-answer thing, to point out some of those differences. 

We have discussed the drilling activity, and I would like also to 
call your attention to exhibit 2, which shows in the lower right-hand 
column the ratio of reserves to production of the oil industry. 

Now, we believe that the rate of drilling for oil is the rate which is 
necessary to preserve that kind of a relationship. Certainly it could 
be no mere coincidence that these figures have stayed so constant over, 
I would aay, 30 years. They used to be around 13 to 15 before the 
war, and when the war came along the oil reserves were pulled down 
pretty fast, and they fell down to 12, but now thev are back up to 14, 


and we believe this drilling activity comes largely from an attempt of 


ch 


AMENDMENTS TO THE NATURAL GAS ACT 1075 


the oil industry to keep the blocked-out reserves in reason: able balance 
to the current demand, or certainly the figures would indicate that. 

Now, I have discussed on page i2 the actual difference in various 
types of wells that are drilled. Certainly most of the drilling which is 
more gas, itself, is drilling in areas that have been proved. I think 
most of the wildcats are drilled to find oil. Most of the de velopment 
wells of gas, itself, are in areas that have been proved, so that there is 
not the degree of chance that you have there that applies to the whole 
oil industry. 

But then I ask in question 5: Is it possible to distinguish gas-pro- 
duction costs from oil-production costs, and as an engineer, I just can’t 
find any way that satisfied me of coming up with an exact cost of 
production for gas, which really satisfies the equity. 

How are you going to charge all the finding that has gone into the 
finding of gas—how are you going to value the liquids that may come 
out of the as well how are you going to assess these dr 7 -hole costs ? 

I think all this thing means that it would take a Solomon, and 
perhaps some one even wiser, to be able to determine what gas pro- 
duction cost was in any one situation. 

Senator Pasrore. Is that one of the reasons why you are of the 
opinion that the formula will have to be different / 

Mr. Frazier. That is exactly right, Senator Pastore, and I go on to 
ask myself in question No, 6: Does not this invalidate any regulatory 
approach to natural gas, and I say therein not necessarily. ‘The only 
thing it points to is that one can’t pinpoint the production cost of gas 
at any one particular exact figure. In our approach to regulation we 
have pointed out that cost and cost trends are but one element in de- 
termining just and reasonable prices. 

Furthermore, the fact that there is not one exactly determinable cost 
for each well does not mean that reasonable ranges in values can’t be 
found, that is not possible to develop trends in cost, or that given sta- 
bility in the field of liquid hydroe arbons se dene and produced, it 
is not possible to find genera] levels of natural-gas pricing which would 
produce a fair and reasonable result. 

Senator Pastore. Didn't you say also, that there must be a certain 
flexibility, while it can’t be mathematically perfect, that flexibility is 
more or less controlled by the fact that one-half of this gas pro- 
duction goes in intrastate, which is an open market ¢ 

Mr. Frazier. Yes, sir, and I would like to discuss the intrastate 
business in just a minute, because I think that that is a rather im- 
portant waist that you have brought up, and I think it should be an- 
swered quite fully. 

The $64 question that I have here: Is the drilling for oil and 
gas reasonable compensatory at present prices / 

Now, I would think that people who claimed that the present 
prices for gas were inadequate, or apparently did because they want 
regulation permitting them to go up further, would have brought 
some figures in here, but they haven't, and I have just had to make 
some kind of shots in the dark, if you will, but not too far in the 
dark, because the oil companies do seem to be doing all rieht. 

Now, last year, for instance. the Oil and Gas Journal report that 
32,400 million was spent to drill and produce ot] and gas: 54,000 


wells were drilled. They found 3.0) billion barrels of erud oil and 
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600 million barrels of natural-gas liquids, as well as 9.5 billion 
M ¢. f. of natural, by spending $2,400 million. 

When the financial boys evaluate reserves, they kind of use a horse- 
back of a dollar a barrel and 5 cents per thousand cubic feet. Now, 
those are way below the market prices, but because this gas won’t 
be produced for some time down the road, there is a very substantial 
discount taken, but if you apply those figures you find that by spend- 
ing $2.5 billion, they found $4.5 billion in assets. Now, we think that 

plenty good ratio. If we could do that, we would be happy, all 
of us. 

Now, then, I tried to take the financial reports of the companies 
engaged largely in production. There are about 10 oi] companies 
that have practically no refining. ‘They are producers. To find out 
how they were doing, to try to develop some ratios. 

Here is this reserve that has been found in 1954, and is it going 
to pay out to produce it? I have some figures in here which Dr. 
Boatwright Call analyze and perhaps point out where I was w rong, 
but doing the best I could with them, I came out with the fact that 
the oil companies, who engage in this production phase solely would 
have about $300 million left over of the $850 million that they would 
produce on the 1954 discovery, and that $300 million has to be related 
to the « apital cost. 

Now, in this capital cost of $2.5 billion, there is a lot of dry- hole 
expense, and there is a lot of what they call intangible drilling 
expense, so that a large part of it will have been what they call ex- 
pe hs sed out. 

Certainly all the dry-hole expense will be treated as operating ex- 
pense and not included in capital, so that the 2.4 shrinks to 1.55 
and you have a minimum return of 20 percent. 

Now, I don’t say that is good or bad. However, it is not con- 
fiseatory. It may be just what you cod to make the oil industry keep 
on drilling for oil, which we certainly want them to do, but it isn’t 
confiscatory, and I submit to you, sir, that that is why they didn’t 
come in here and say that the prices were no good. 

One thing I would like to point out in connection with this is that 
the oil-producing companies pay practically no income taxes. I think 
it is erie “like | percent or 2 percent of their total revenue. 
Now, the reason for that is, of course, the de pletion allowance that 
you know about, but also the fact that they can expense out their dry- 
ole expense and all of their “intangible” drilling cost. Now, so far 
as I can make out, intangible drilling cost is pr actically everything 
voing into the drilling of a well except the casing that goes down the 
hole. 

Senator Pasrore. Isn’t that really the incentive for drilling rather 
than whether they are under supervision or not ¢ 

Mr. Frazier. That is the thing. If they stop drilling, they are 
coing to have to pay an income tax, so they would much prefer to drill 
and drill il drill and find more of this, and then they won’t have to 
share the wealth with Uncle Sam. You put your finger on it. They 
have tod Rt oethes would have to pay an income tax. 

They have all this what you might « ‘all tax money to drill with, 
and it is a fine thing. as those of us who want to see them go on drill- 
ne@ shouldn’t criticize that. We are not asking that the income-tax 
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laws be changed, but the effect is that the drilling, as you say, goes 
on and on. 

Senator ScHorrre.. That lends support to the argument that those 
wanting to cut down the depletion allowance, the very thing you men 
tioned, that has spurred them on for future development, because 
they could put that type of money into other exploratory matters, 
which, by and large, according to the history of the deve lopme nt pro 
eTam, by reason of the wells drilled, shows that they are using that 
money for just exactly what the ultimate objective was, and it has 
proven a boon to the entire country, because it has been established 
reserves. 

Mr. Frazier. That is right, that is why they are drilling, they are 
drilling with tax money, and it is money that makes—well, I will skip 
that. 

Senator Pasrorr. But the fact that you have this spur, with which 
1 am not quarreling 

Mr. Frazier. It is not the exact spur; it is the “carrot out in front 
of the donkey.” 

Senator Pasrore. Well, this encourages him, call it by whatever 
name you want, that these depletions of 27.5 percent, and all these 
other things, do you think that would be dulled appreciably by the 
fact that they find they are selling interstate gas / 

Mr. Frazier. The thing is that the gas is such a very small part of 
the total amount of we: $7 which is discovered by this drilling process. 
They drill for oil, and it is fine to have some revenue come in from 
gas, but it is a very set part of the total. JI think when we lose 
sight of that, and when we talk about all these iatural-gas producers, 
und what they are going to do, and what they are not going to do, 
I think we take our eye off the ball. It is the oil indus try which does 
this drilling, by and large, and the considerations which affect the oil 
industry will determine the rate of drilling again, by and large. 

I have heard of gasfields shut in because it wasn’t worthwhile to 
produce the gas. In those cases, when the price of gas gets high 
enough, they are going to open up those wells and produce the 
they are a very small part of the total picture. 

Now, you asked about the intrastate market, and I think that is a 
very important point, and we should cover it. 

I have looked up what happens in the intrastate market, and gotten 
from the Bureau of Mines certain figures which are in their published 
reports. 

By and large, this gas in the intrastate market is used in and around 
the oil industry. It is used for repressuring and recycling of wells 
that is, about 30 percent of the intrastate market. It is used by the 
refineries, themselves, to a great extent. It is used possibly for under- 
firing of stills. 

It is used in the drilling processes and pumping in the field, large 
quantities are used there, and it is used in the manufacture of carbon 
black. That, of course, is not an adjunct to the oil industry, but in 
the old days when there was nothing to do with gas but flare it, the 
carbon black industry did move down to Texas and produce enormous 
quantities of carbon black. 

Now, those uses make up more than half of the intrastate market, 
and those uses will be served no matter what. The oil industry isn’t 
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going to use the gas that it finds, if it wants it for its own purposes, 
and nobody is going to sell them anything different. 

The other large segment of use, and I skip the residential and com- 
mercial use in the producing States, because it is quite small, compared 
to these totals that we are using, and it again is going to be served, 
no matter what you do. 

You are not going to tell the Lone Star Gas Co. that it can’t supply 
its own gas to various cities in Texas, so that what you have left, really, 

sa kind of a swing element, is the use of gas in industry, and largely 
a industries as the petrochemical industry. 

That is a small part of the total, maybe a 0 ‘w thousand cubic feet 
out of the 4 billion in Texas. It is, I would say, about 5 percent, and 
it is a growing segment. 

The petrochemical industry can probably pay more for its gas than 
almost any other user you can think of, because they actually use it 
in chemistry; they don’t just use it to burn, and they will get their 
share of that m: arket, so wh: : it comes down to is this: 

This gas starts, most of it, in those four States in the Southwest. 
The assets, if you will, ae to those States. The people who live 
there, the powerplants, the individuals, the industries that move 
there are going to move there because of the gas being there, and there 
is very little in Philadelphia that we can or want to do to stop that. 

I don’t feel that there is this competition. There is only competition 
as it presses on the existing reserves of gas, but the intrastate market 
Is voing to he served first: it is there. 

The people who want that gas live in those States, and they are go- 
ing to be served first, and if we who live 1,000 or 1,500 miles away 
want gas, we are going to have to take, if you will, what’s left. 

Now, the effect of this, to me, is that it simply decreases the degree 
of competition in the field to supply the interstate pipelines, and makes 
more necessary, therefore, some degree of Federal regulation over 
the price of gas sold in interstate commerce. 

If we have to wait and be served from the second table, and that 
is essentially what I think we do, then we don’t want to be forced right 
back to the wall. I am mixing my metaphors, but you see my point. 

The intrastate market is going to take what supplies it needs, and is 
going to pay what prices it needs to get them, and they can pay very 
large prices, because they are there. There isn’t a powerplant in the 
Southwest that isn’t using verti gas, and why not ¢ 

They can buy it at half the cost that they would have to pay for coal 
down there, and they should; it is a resource of the Southwest. 

Senator Pasrorr. Not only that, but when you realize that natural 
gas, itself, is an attractive commodity all over the country, just imagine 
how much more attractive it is at the source of supply where you can 
get it cheaper 

Mr. Frazier. The only thing that I would add to what I have said, 
Senator, is that I have said I think the picture being drawn of indus- 
try rushing down to Texas because they can get natural gas there 
cheaply is just simply an overdrawn picture. 

For most oe and I except the petrochemical industry, the 
cost of fuel is a very, very small part of their business. W ith the 
declining water tables throughout the country, and particularly in the 
Southwest, the existence of water is perhaps more important than the 
existence of fuel. 





AMENDMENTS TO THE NATURAL GAS ACT 1077 


You can’t make steam without water; you can’t make it without fuel 
either—or perhaps you can, but you have to have water to go into 
steam, and, of course, there are many other industrial needs for water, 
and you aren’t going to find the whole countr vy being denuded of indus- 
try because there is cheap natural gas in Texas. 

As Mayor Clark said when he was before you—and I advised him on 
this point—this is not a matter which gives us concern except to the 
extent that 1 mentioned, that it does increase the pressure on the rela- 
tively limited supplies, and does make more necessary, therefore, regu 
lation by the Federal Power Commission to see that the consumer, 
who is chained to this pipeline, is not gouged. 

I don’t want to go over all this m: aterial much more than I have, 
Senator, but I do want to emphasize one point which Mr. Tippy had 
brought out, and Mr. Heyke, and that is the question of the economics 
of a mixed gas company. 

We have, in Philadelphia, a mixed gas operation. We supply 720 
Lb. t. u. gas, which is halfway between the old standard and the 1,000 
B. t. u. standard. We do that by choice. We think that this is the 
way that we can supply the people of Philadelphia heat at the lowest 
cost—heat and fuel at the lowest cost. 

We don’t do it because we can’t get more natural gas. If we paid 
and this is a startling figure—if we bought natural gas for that seg 
ment of our load curve that we now manufacture eas for, it would 
cost us about $4 million a year more than our present manufacturing 
costs. 

_ it is because it is only relatively few days a year, maybe 50 days 
a year, that this is used, and if we had to pay that demand charge on 
the ae ‘line, and keep the pipeline idle for that part of the year, the 
demand charge would just ruin us, so we don’t do it. It isn’t because 
we can't get more hatur% al gas; it is because we don’t want more natural 
gas at our present level of sales. 

Now, that is not saying that if there is reasonable control over 
natural gas prices that as our business expands, as our city expands 
we won't want gradually increasing segments of natur: al gas, but it is 
only in those Middle Western communities that are nearer to the source 
of gas, and where the _— has not yet—the price increases have not 
yet hit them that there are these waiting lists of thousands of custo 
mers that some people have ts alked about. 

You heard Mr. Allen tell you the situation in New England. They 
have about one-half of the load on the two pipeline stoserve New Eng 
land that they contemplated, and the answer is very simple. The com- 
panies just can’t dispose of it at the rate they thought they could, | 
cause the price has gone up. 

In the Pacific Northwest, at least one of the large cities is balkine 
at signing a contract with the pipeline until they get some assurance, 
either that the price will be fixed, or that they can vary their volume, 
and we would say the same thing, ete we do say the same thing, that 
if these natural gas prices continue to be unregulated in the field, and 
they have been, we will have to agree, up to this point, and continue to 
spiral upward, we then will insist that we can cut back on the quanti 
ties of gas which we are committed to take. 

Now, it is true that we have signed contracts, and we signed then: 
in good faith, but I don’t know what a contract means if the price in 
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it can be changed by some party that is not at the bargaining table, 
ve we think that is very serious, the question as to the v alidity of 
these contracts under current conditions that bind the distributing 
companies to buy fixed amounts of gas for 20 years. 

Suppose the price goes up another 10 cents a thousand? We might 
very well want to only take two-thirds of the gas we are now taking, 
just because we can manufacture it more cheaply in our plants in 
Philadelphia. 

Senator Pasrorr. Well, tell me a little bit about the kind of a con- 
tract that you have with the pipeline. The pipeline has a contract 
vith the producer that provides for a favored nations clause, or a 
spiral clause or escalation clause. 

Now, do your contracts have the same provisions? What is the 
type of your contract with the pipeline ; _ at does it say ¢ 

Mr. Frazier. This contract is called a service agreement, sir. It 
has now gotten down to one page, and it is very simple, and it says that 
we have to continue to buy X thousand M ce. f. per day, or pay for, for 
a period of 20 years at such prices as may be : approved by the Federal 
Power Commission, and it says in the event we can’t use 100 percent of 
this, we at least have to pay for, let’s say, 75 percent in some contracts, 
65 percent in others. 

That is known as the minimum take-or-pay-for. 

Senator Pasrorr. Has the Federal Power Commission, in the past, 
when it was not controlling the producer, allowed the pipeline to pass 
on indiscriminately every increase that came into effect by virtue of 
an escalation clause ? 

Mr. Frazier. This history of escalation is a very recent one, as has 
been pointed out to you. The first big startling escalation was in the 
Texas Eastern contracts, when the first 5-year period had lapsed in 
about the middle of 1953, and then they were hit on the head with a 
6-cent increase from their producers in Texas, and they came in to the 
Federal Power Commission and said they needed to have $35 million 
more a year to stay in business. 

This was quite startling to the purchasers of that gas, and we, in 
that rate case in that vear, got an education in escalation and favored 
nations clauses, and the like. 

I don’t think it is fair to say the Federal Power Commission 
h as indiscriminately passed along increases. There has been a battle, 
but there was never any question but what a good part of that $35 
million was due Texas Eastern. Their contracts in the field said 
they had to meet the higher prices, so up the price went from 6-and- 
some-odd cents, to over 12 cents. 

We knew we had to pay them, and finally we settled for about 
$26 million. There have been many other rate cases since then, but 
in the last analysis, we know that when the production cost to the 
pipeline company goes up, we are going to have to pay it. 

Senator Pasrore. Well, I know, but you are not answering my 
question. The thing that is bothering me at the moment is this: 
You say that you have a one-page contract that will take X number 
of thousand enbie feet from X pipeline company per day for a cer- 
tain period of time at the price that is stipulated by the Federal 
Power Commission. 
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In other words, they stipul ate the price. Now, naturally, of course, 
before the Federal Power C Genainadiia can stipulate that price, when 
it is increased, they have got to look into an escalation clause. 

Has the Federal Power Commission been doing that, or have they 
just been allowing these increases in price without making a thorough 
investigation of the etfect of these escalation clauses and favored 
tion clauses in relation to what it was doing to the consuming public 4 

Mr. Frazier. They have felt, I believe, sir, that until the Phillips 
decision, they had no right to look into the escalation clauses. 

Since the Phillips decision, they have not in any case, yet, investi 
gated the fairness of the escalations that have taken pli ice, 

Now, there is a case that is coming up, or was going to come up, 
on June 6. You heard Mr. Heyke discuss the Union Oil Co. That 
case was scheduled for hearing on June 6, but the Union Oil Co., con 
fident that the Congress would perhaps curtail the powers of the 
Commission, has asked—and I believe that was one of the argument 
they used in their petition—that this case be set ahead, waiting to see 
what you gentlemen a = so they won't have to = lain unnece 
sarily to the Federal Power Commission their price has to go up hrom 
to 16 cents. 

Now, this, J believe, is the first of those cases which was set dow) 
a hearing. ‘The others have all been passed on, many of them wu 

‘bond, but have all been passed on, and we are paying them all. 

T here 1s one thought that hasn’t been touched on ve rv muc h. 

Senator Pasrorr. May I ask you another question’ Under tli 
Kederal Power Commission regulations, if the pipeline company asked 
for an increase only because the price has gone up from 9 cents to 16 
cents at the preducer pot, if the Federal Power Commission does 
not decide that matter for 6 months, does that rate automatically 
take effect 4 

Mr. Frazier. The rate is in effect now. The rate was suspended, 
| believe, for several months, 2 or 3 months, and then was allowed 
to go into effect under bond, so that we are paying the higher price 
to the pipeline and the pipeline is paying the higher price to the 
Union Oil Co. 

Senator Pasrore. In other words, the pipeline gets the increase 
before it is justified by way cf hearing ? 

Mr. Frazier. That is right, sir, but they have to refund any amount 
found in excess, with 6 percent interest, I believe, if there is some future 
hearing. 

Now, it is for that reason that it isn’t so inequitable as you might 
think. I believe, too, that perhaps it was wise for the Commission to 
go slow in hearing these, but it 1s somewhat disappointing after the 
effort that we all put in in December and January to give them our 
views as to how they could begin to pick this thing Up. 

We find that very little progress has been m: ade since that time. 

I want to discuss briefly one aspect of competition which hasn’t 
been touched on so far. 

Senator Pasrore. The staff advises me, and I think it ought to go 
into the record at this time, so Senators reading the record will under- 
stand it, that where a rate increase is applied for by a pipeline, er 
FPC can suspend that increase for a period of 5 months, but if 
deans determine it, then, of course, it goes into effect under aks 
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Mr. Frazier. Yes, sir, and in some cases, and in these cases they have 
shortened that suspension period to 2 or 3 months. I believe the total 
period runs to 6 months. 

The company files, and they have a 1-month, 30-day period in ad- 
vance, and then the Commission can extend it for 5 more months after 
that, but they have not used that maximum suspension period in these 
cases that we are talking about. 

This one little element of competition that I wanted to discuss has 
to do with our position as a kind of a cousin of the oil industry. When 
the oil companies increase the price of gas in the field, or, shall we 
say, place a higher value on it, that forces us to raise our prices to the 
house-heating consumer, and that immediately puts the oil industry, 
itself, which has started this little chain of price raising, in a very 
much better competitive position, because they, in turn, can then raise 
their prices for home-heating oil. 

This is a little twist to this competitive situation which gives us 
some concern. Then there is one other little angle to it that always 
<listresses us considerable, and that is that our defense against very 
much higher natural-gas prices is the manufacture of gas in our own 
plants, and there we have to depend on the oil industry, again, because 
— cheapest form of gas to manufacture now is heavy oil gas, which 

1 be made at not too much greater expense than the purchase of 
ni ioe al gas at the low load factor of the heating load. 

Senator Pastore. Did you ever hear of an instance where one gaso- 
line company raised the price of gasoline by 1 penny that they all 
didn’t do it ¢ 

Mr. Frazier. Well, that has always interested me, how those prices 
were established. 

Senator Pasrore. I will admit it is a great coincidence, because 
there can’t be collusion, but it seems to happen. They all think about 
it at the same time. 

Mr. Frazier. I think in our argument in R-142 there was a great 
deal of reference to arms’ length bargaining, and I believe we said in 
that argument, our counsel did, that that was something like bargain- 
ing with an octopus, that there are just too many arms involved in this 
enterprise that we are competing with. 

Senator Scuorrret. How would you handle it? 

Mr. Frazier. Well, sir, that is where I think the Federal Power 
Commission comes in. I believe if the Federal Power Commission 
is in a position to be umpire at this bargaining table, when these 
field prices are established, that there will be some protection to the 
consumer interest. 

Senator Scuorrret. Would you want them in there on oil prices, 
too, then ? 

Mr. Frazier. No; we are just going to have to take that chance, 
sir. We realize that we have got a competitive job to do. There is 
also coal; it is about 10 cents or 20 cents per thousand more expensive. 
We have that to turn to, but we just would like to see this one little 
element of regulation introduced into the picture. 

There has been a great deal of discussion about the small part that 
field prices play in the total cost to the consumer. We think that 
is relatively beside the point. If we have to pay 9 cents a thousand 
more in Philadelphia for natural gas, the consumer is going to pay it. 
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Nobody else is going to pay it. Thi at $3,500,000 a year that we 
pay has to come out of the consumer's pocket. It comes out either 
in the form of present rate increases, of future rate increases, or of 
rate decreases foregone, but that $3,500,000 is paid by the customer 
There is no Santa Claus, and that point should be ni ailed down. 

Now, it is only a few cents a day; it is only $3,500,000 divided by 
365 days, divided by 500,000 customers, and I think it comes out to 3 
cents a day, or something like that, only a few cents a day. 

It is a very plausible kind of way to describe it, but $3,500,000 
should not be paid by the Philadelphia customers to the producers in 
Texas unless there is some good reason for it, and that reason, we 
believe, should receive the review of the Federal Power Commission. 

I think that I have covered most of the material in my statement. 
I would like to say that our position is not that newly discovered 
reserves often discovered and produced at a much higher cost than 
prevailed in the thirties and forties should not be dedicated to inter- 
state commerce at higher prices which may be in the order of the 
prices now being paid. We simply insist that this dedication of new 
reserves at higher prices should not bring up a price of all the rest 
of the gas that we are now buying, which was freely dedicated to 
interstate commerce 5, 6, and 7 years ago. 

Senator Pastore. And upon which they are making a fair profit 
based upon the original cost. 

Mr. Frazier. We have on page 30 a summary of the principals that 
we believe should apply to regul: ation, and the way those principals 
would apply is elaborated in greater detail in this comment in R—142. 
We subscribe to the thesis that there should be a minimum of regula- 
tion in this case, but we do feel that there has to be an umpire at this 
bargaining table since neither the consumers nor the distributing 
companies getting them are there when these prices are set. 

Senator Scnorrret. The only question I have is if the Senator 
from Texas has not inserted in the reecord—— 

Senator Pasrore. I think he has for Philadelphia, but if he hasn’t, 
you reserve the right to do it. 

Senator ScHorrren. Yes. 

Mr. Frazier. He did ask that I bring the corrected figures from 
Dr. Boatwright’s table, and Dr. Boatwright’s table refers to 1953, 
and refers toa price paid by the distributor of 36 cents. 

The price is now 39 cents. He refers to a field price of 9.5 cents. 
The price is now 12.5 cents. 

These are the changes that we have heard so much about that have 
happened in late 1953, during 1954 and in the early part of 1955. 

Senator Scnorrre.. I think Dr. Boatwright’ s figures, as I recall 
from his testimony, and from what the Senator from Texas cited, 
carry only through 1954. Your figure is more up to date? 

Mr. Frazier. This particular table was 1953, sir. He used the 
period 1945 to 1953 in his comparison. 

It was a fine period to pick, because he took the lower prices in 
the field of 1953, and compared them with the lower coal and oil 
prices in 1945, but I guess it is always our privilege to present statis- 
tics in as favorable a w ay as we can. 

Senator Pastore. Thank you very much, Mr. Frazier. 

Now, we will hear from Mr. Edward G. Boyer. 
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Mr. Boyer, will you come forward. 

If you have an assistant sir, that you would like to have at your 
elbow, you are perfectly free to have him here. 

Mr. Boyer. I don’t think there is any necessity of that. If I need 
him, I will call him. 

Senator Pasrorr. All right, sir, will you identify yourself for the 
record, your interest in this m: tte r, and then proceed to make what- 
ever statement you thing appropr iate ? 

Mr. Boyrr. All right, I will pretty well stick to this text. 


STATEMENT OF EDWARD G. BOYER, ON BEHALF OF PHILADELPHIA 
ELECTRIC CO. 


Mr. Boyer. My name is Edward G,. Boyer. 

I am manager of the gas operations of Philadelphia Electric Co., 
ind my duties are to direct and manage the operations of Philadelphia 
E lectric Co. as re ear the distribution, transmission, production, and 
supply of gas; also » know the production and distribution and 
transmission fac ilities and their costs and also to know the cost of 
supplyil if gus serv ice now and in the future. 

I have held my present position since 1939 and have been employed 
by Philade doh i Electric Co. or its predecessors, since 1924. 

I am a graduate of Lehigh University with a degree of mechanical 
engineer. 

I was president of the Pennsylvania Gas Association in the year 
1930-31. I have been a member of the council of the association for 
about 17 years and headed the production committee for the years 
1928, 1929, 1930, and 1932. I was a director of the American Gas 
Association for 5 years. 

I headed the gas production research of the American Gas Asso- 
ciation and have served on various committees. 

I am a member of the Gas Industry Advisory Council established 
by the Secretary of the Interior. 

I am authorized to appear before this committee and present this 
statement on behalf of Philadelphia Electric Co. 

Philadelphia Electric Co., through its gas operation, serves ap- 
proximately 200,000 gas customers in 5 counties lying outside the 
city of Philade ‘Iphia in southeastern Pennsylvania. 

Approxim: itely 35 percent of the customers have gas house heating. 
The gas service area has a population of 1 million people. 

Gas service has been supplied in this territory for more than 100 
vears by various companies which are now merged into Philadelphia 
Electric Co. 

In 1954, the company purchased approximately 34 billion cubic feet 
of natural gas, 

Philadelphia Electric Co. opposes the exemption of independent 
natural gas producers from Federal Power Commission regulation. 
We are already paying approximately $2 million more per year for 
the same volume of natural gas than we did originally, a substantial 
part of which is due to producer price increases. 

Since natural gas has been distributed for many years in the Appa- 
lachian area, the operations of companies there are rather widely 
known and it may be a natural inference that all distributing com- 
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panies using natural gas operate in that same way. Such an inference 
is Incorrect, 

For you to understand our special problems, I will briefly point 
out that the differences between an east coast gas distributor, such as 
Philadelphia Electric Co., and an Appalachian area company, and 
briefly describe the advent of natural gas in our part of the country. 

It should be realized at the outset that, apart from the matter of 
size, there are several important differences between an east coast gas 
distributor such as Philadelphia Electric Co., and an Appalachian area 
distributor such as a member company of the Consolidated or Colum- 
bia systems. The following table lists some of these differences : 


(The table A follows :) 


TABLE A 
' 1 } I ; 
Point of comparison East coast gas distributor iy oiee “ 
lype of gas distributed Traditionally manufactured gas rraditionally natural ga 
2. Advent of natural gas Very recent Available from beginning 
operations 
3. Distance from Southwest gas sources Great Moderate 
4. Number of natural-gas pipelines from | 2 4 
Southwest 
5. Are nearby supplementary natural- No Ye 
gas sources ay rilable 
6. Is underground natural-gas storage | Limited amount at considerable | Very large amount; nearby 
ivailable distance 
7. Price of competing fuel (oil Relatively low; tidewater de- Higher than on east coast 
liveries 
8. House-heating rate level Above competing fuels Below competing fuels 
), Saturation of gas house heating Traditionally low Traditionally high 


The table clearly indicates that by comparison with the Appalachian 
area company, the east coast company : 

1. Has the relatively high investment per customer of the manufac- 
tured gas company ; 

2. Has less natural gas available, with limited underground storage ; 

3. Must maintain standby manufactured-gas facilities in case of 
pipeline failure; 

4. Has higher natural-gas price due to greater distance from gas 
fields (cost of transporting natural gas is very high per heat unit, about 
6 times as much as the cost of transporting oil by pipeline) ; 

5. Must meet lower-priced competition ; 

6. Must sell natural gas as a premium fuel rather than on price; 

7. Has had a short time to build up its load through the use of 
natural gas. 

Kast coast companies were priced out of 
gas arrived: 

Prior to receiving limited deliveries of natural gas in 1948, Phila- 
delphia Electric Co., like other eastern seaboard manufactured-gas 
companies, was suffering from the results of nearly 20 years of very 
intense competition with other fuels. Existing customers were turn- 
ing to other fuels—domestic customers to electricity for cooking and 
water heating, or to oil for house heating and water heating; com- 
mercial and industrial customers to LP gas and distillate oils. 

Potential new customers, in many cases, were doing likewise, and 
in addition, LP gas was being used for cooking and water heating in 
homes beyond the gas mains. 
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lo offset the high cost of laying mains underground to new markets, 
the gas company had to attract more new revenue than could be ob- 
tained simply by adding new cooking load, and an enormous potential 
ource of such revenue was available in the form of thousands of 
requests for gas house-heating service resulting from growing accept- 
ance of gas heat, spurred by shortages and uncertain deliver ies of coal 
and oll. 

Unfortunately, Philadelphia Electric Co. and other east coast 
manufactured gas companies could not supply this potential heating 
load because existing gas manufacturing and distributing plant was 
of insuflicient capacity and new manufacturing facilities were so ex- 
pensive that to install and operate them, with existing fuel and labor 
costs; would have necessitated increasing house-heating rates far be- 
yond what the customer would be willing to pay. 

Manufactured gas on the east coast was thus effectively priced out 
of the market, with the prospect of sales declining from the attrition 
of other fuels and energy sources, 

First supply of natural gas to east coast—autilization of a waste 
product : 

Limited delive ‘Ty of natural aas to the east coast, north of Was hing- 
ton, D. C., began in the winter of 1948-49 when Texas Eastern Trans- 
mission Corp. began operation of the war emergency pipelines (Big 
Inch and Little Big Inch) which it had purchased from the War Assets 
Administration. 

Of the 420 million cubic feet of initial daily capacity of these lines, 
only 80 million was delivered to the east coast. 

The first large deliveries of natural gas to this east coast area, how- 
ever, came through the Transcontinental Gas Pipeline Corp. whose 
30-inch line with an initial capacity of 505 million cubic feet per day 
commenced operation in the winter of 1950-51. 

Because producers are now talking about having initially sold 
their gas at distress prices, but in anticipation of late higher prices 
when the full value of the gas was realized, it is appropriate to con- 
sider the negotiations which culminated in the construction of this 
largest east coast supply line. 

The enterprisers who eventually built the Transcontinental line 
represented Texas gas producers seeking a market for their gas at the 
then going price. They planned to buy the Inch Lines, but as an al- 
ternative they propos sed to build their own line if their Inch bid was 
tnsuccessful., as it proved to be. 

In 1946 to 1948, they canvassed the east coast manufactured-gas 
companies to determine the size of the market. They negotiated 
price, volumes and conditions of service at great length. 

Hearings on their er ations to construct and oper ate facilities 
and sell gas were held before the Federal Power Commission from 
October 27, 1947 to May 19, 1948 with a certificate being granted May 
299. 1948. 

Several projections of earnings were presented covering up to the 
first 20 years of operation. None of these showed any large increases 
in the price of natural gas beyond an escalation every few years of 
| cent per thousand cubic feet. This increase was expected to be com- 
pletely or almost completely offset by decreasing fixed charges on the 
pipeline (due to rate base decline resulting from accumulating de- 
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preciation reserve) so that the prospect was for a substantially con- 
stant delivered gas price for the life of the project. 

Certain of Tr anscontinental’s 20-year producer contracts provided 
that after 1314 years, which would be about 1964, the then contract 
price of 8 cents should be renegotiated. Transcontinental recog- 
nized this in its standard form of service agreement which provided 
that after 1963, the sales price to the distributing company should be 
increased by one- man the amount by which the field- purchase price 
exceeded the 1963 level, but in no event should this increase in sales 
price exceed 2 cents per thousand cubic feet. This meant that the 
management, which was undoubtedly fully informed as to field-price 
conditions, looking forward as far as 1970, was not anticipating a 
field price of more than 12 cents, at the outside. 

Further insight into the v: wee placed on natural gas by producers 
in 1947 and 1948 is afforded by statements in the ‘application filed 
with the Federal Power Commission by Transcontinental on Septem- 
ber 26, 1947. 

The following statements appear: 

Applicant proposes to make every effort to utilize to the economic maximum 
those quantities of gas along the route of its line which are presently being 
flared. In fact, some of the gas now under contract to applicant would be 
vented to the air or otherwise wasted and lost were it not for the fact that such 
gas will be purchased by applicant * * * The placing of applicant’s proposed 
facilities into operation will create a potential market for flare or waste gas in 
the gulf coast area—thus making valuable, gas which is now being flared and 
wasted * * * 

Now, it is true that the producer contracts had favored-nations pro- 
visions in them, but that is not surprising when it is considered that an 
outlet for this waste gas was just beginning to appear and the pipe- 
line’s projections indicated a downtrend over the years in its cost of 
service (excluding cost of gas purchased). 

The gas produce er might very well have thought that his gas might 
become more valuable to the market to which it was being dedicated 
and that he might be able to get a somewhat higher price as the 
pipeline’s other cost declined. 

But the best picture of the then expected minimum price of ga 
20 years after pipeline operation was to begin, is shown by the provi- 
sions in the pipeline’s gas sales contracts, which contemplated a maxi- 
mum price of no more than 12 cents per thousand cubic feet. Further, 
half of this increase was expected to be borne by the pipeline itself 
as its other costs declined. 

Price of natural gas delivered to the distributing company was an 
extremely important feature of the Transcontinental proceeding since 
there was a limit to the price the distributors were willing to pay. 

Philadelphia Electric Co. was seeking a gas supply adequate for 
its first 5 years’ requirements, that is, 1951 through 1955, but as the 
estimated gas price rose due to higher steel prices for pipe, expiration 
of certain gas contracts, and so forth, during the long hearing, our 
company reduced the volume of firm pipeline gas it was willing to 
contract for, and we have since met our necessary requirements almost 
entirely by contracting for storage service rather than for additional 
firm pipeline gas. 

During the past several years, pipelines serving markets much 
nearer the gas fields than we, have bid up the price of gas on the 
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culf coast, in some cases as high as 20 cents per thousand cubic feet. 

Under favored-nations provisions, certain producers supplying 
Trancontinental, now, after only 4 years’ operation, would be able to 
raise their prices far above anything contemplated, as we have seen, 
at the time the pipeline was certificated. 

The field value of natural gas to an east-coast distributor is simply 
the difference between the price at which the distributor can sell the 
eas in its market and the cost of getting the gas to the market in salable 
condition from the field. 

This cost includes the pipeline’s and the distributing company’s 
operating expenses and fixed charges. 

When the distributor must sell its gas against the keenest compe- 
tition at a price 20 percent above the competing fuel, as we do, it is 
obvious the field value of its natural gas is certainly no more than the 
price it has been paying, through its pipeline supplier. 

Increases in that price will mean not only a shrinkage in potential 
market but a probable loss of some existing customers who will prefer 
to convert to another fuel—oil in most cases. 

Accordingly, in the existing, as well as in the future, producer 
contracts of our pipeline suppliers, we must have protection against 
any automatic price increases not fixed and determinable when the 
| roducer contracts are executed. 

This protection can best be provided by the Federal Power Com- 
mission retaining full jurisdiction over producer prices, which it has 
under the Natural Gas Act. Philadelphia Electric Co. is now con- 
testing increases of 7 cents per thousand cubic feet in certain producer 
contracts, which result from the operation of favored nations clauses. 
Without the existing Federal Power Commission jurisdiction, these 
increases would already be in effect. 

The value of gas reserves which several years ago were dedicated 
to a pipeline serving the east coast cannot now be measured by the 
fair commodity value concept, which is based largely on the price 
offered for such gas by pipelines serving nearby markets, because this 
concept does not take account of the high cost of transporting natural 
gas, which cost increases directly with ‘the distance the gas is carried. 

To so measure their value would nullify consumer protection. 

Regarding this concept of dedication, it is insignificant that the 
Federal Power Commission has very recently recommended legisla- 
tion to increase its control over reserves dedicated to a particular 
market. 

Senator Scnorrren. Might I ask, “isn’t your big problem, as you 
mone pointed out here, these escalator clauses in these gas contracts” ? 

Until that came in, you had no objection, did you? These are the 
things that you are fearing, the rapid increase in prices by reason of 
these escalator and favored-nation clauses? 

Mr. Boyer. That is correct. As far as we are concerned, when we 
signed our contracts with Transcontinental, we knew there were 
escalation clauses in their contracts between the producers and them- 
selves, but our understanding was—as I said—that that price over 20 
years wouldn’t increase over 7 cents, to 20 cents. 

Immediately after the contracts were signed, and the Federal Power 
Commission had certificated the line, they had gotten an O. K. on the 
way the line was going to be financed, they had gotten the market set 
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up. As soon as Transcontinental had to go out and buy more gas, the 
price went up and we were subjected to an increase, and that increase 
now is such that due to the type of sales contract we have on inter 

ruptible gas, if it keeps on going up much higher, we are going to lose 
our interruptible gas customers. It is these escalator clauses we ob- 
ject to. ve ; 

' Asa distributor in the north, up to the time of this Phillips deci- 
sion, we had no chance of getting any information as to what the price 
was going to be from the producer. We would like to be able to sit 
across the table and discuss those prices, and if more gas is to come 
up, we would like to have the option of sitting down with them and 
say, if you have to pay that much for that new gas we can’t afford to 
take it. We don’t want our present gas triggered up to that price, 
because that is just suicide to our customers, and that is the reason we 
object to the escalator clauses, because we feel it is taxation without 
representation, and that is what it is, we have nothing to say. 

The Phillips decision, as far as our company is concerned, that is 
taken up out from behind the eight ball. Until something better is 
made, that is what we would like to see. We want to be able to tell a 
pipeline, if they come along and want to increase this capacity, and 
they have to pay more for the gas, we don’t want to trigger all the gas 
up to that additional price. If that is what they have to pay in the 
field, all right, but we should have the right to say we don’t want it. 

We are not a natural gas company. We are making 800 B. t. u. 
gas, and we don’t buy more than 50 or 60 percent natural gas for our 
peak, because we couldn’t afford to pay the price for the gas on a high 
load factor and high cost basis. 

Does that answer your question ¢ 

Senator Scnorrre.. It does, sir, thank you. 

Mr. Boyer. National security was another important element, in- 
volved behind certification of the Transcontinental line. At a time of 
shortage of steel and line pipe, high priority was granted the pipeline 
because natural gas would replace an enormous amount of oil on the 
east coast. Not only would this oil be released for possible use by the 
armed services, but the oil-tanker tonnage to the coast would be re- 
duced—a critical wartime consideration. Speaking for my own com- 
pany alone, we have added 60,000 gas house-heating customers since 
we first received natural gas and have increased our industrial load 
160 percent. If we did not have natural gas, virtually every one of 
those house-heating customers would be burning oil and that indus- 
trial load would be supplied with petroleum products. Furthermore, 
we would be using much more oil in manufacturing our gas, even the 
smaller volume we would be selling. 

The result of exempting gas producers from Federal Power Com 
mission regulation will be a higher natural-gas price to us and certain 
producer price increases, now suspended or under bond pending hear- 
ing would become effective immediately. These increases would be 
passed on to our customers and would greatly reduce the new business 
we could attract and would jeopardize existing business. This would 
mean consumption of oil instead of natural gas, the very reverse of 
the intent of the Defense Department. 

National security is being done a disservice daily in New England 
where high natural-gas price limits the use of gas and leads prospec- 
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tive gas consumers to burn oil instead. Higher gas prices will mean 
that gas deliveries to the east coast will not increase as they otherwise 
would, and that fewer new facilities to bring gas from the gulf coast 
vill be built and available if a war emergency arises. Instead, the 
country will have the burden of additional tanker haulage and avail- 
able oil will have to be spread thinner among more users. 

Actually, the low east coast natural-gas prices to stimulate displace- 
ment of oil are even more important now than in 1948 because of 
almost complete dieselization of the railroads. This is reflected in the 
recent report of the President’s Cabinet Committee on Transporta- 
tion which, according to press accounts, recommended development 
of a coal-fired gas turbine locomotive in case of possible wartime petro- 
leum shortage. 

When a gas producer has freely contracted to sell gas that has 
already been found, at a certain price, and where his costs to produce 
that gas have not risen, there is absolutely no justification for any 
higher price for that gas simply because nearby consumers are cur- 
rently willing to pay more or because the cost of finding other gas is 
increasing. For any new gas he seat the producer should be able to 
contract at whatever price he can obtain and this may be desirable 
to encourage continued edonitinn and drilling. This is no justifi- 
cation of any higher price pe existing gas, however. In fact, paying 

higher price for palatin g gas is the type of unearned windfall that 
undermines and weakens the recipients whereas in the interest of na- 
tional security the aim should be to strengthen the industry. 

The issue of free enterprise is not involved. The issue is Federal 
reoulat ion or State regulation. The produc ers supporting legisl: ation 
to exempt them from Federal Power Commission regulation are now 
regulated—all Kansas, Texas, and Louisiana producers—as to produc- 
tion, and, at least Kansas producers, as to rates, by their State regu- 
latory bodies. 

The producers object to Federal control but are not objecting to 
State control of rates, and the reason is obvious; any State control 
protects the interests of the producer citizens of that State, even 
iwainst the interests of citizens of ee States. This is clear from 
the action of os Kansas commission in fixing minimum field prices 
for gas which the Federal Power Commission found to be excessive 
and unreasonable. It is also clear from the bill introduced in the 
Texas Legislature requiring the commission to fix field prices high 
enough to prevent economic waste. 

Senator Danret. That bill didn’t pass the Texas Legislature, I 
can give you that information. 

Mr. Borer. Well, that is one hope, anyhow. 

No extension of regulation is involved. The retention of Federal 
regulation now in effect is necessary because only a Federal body 
can fairly. objectively, and effectively balance conflicting interests 
of producer and consumer States. 

Exemption of producers from Federal Power Commission regula- 
tion will make less, rather than more, natural gas available to Phila- 
delphia Electric Co., and other companies remote from the gas fields 
since these companies will be unable to buy as much natural gas at 
the higher price. The mere availability of gas in the ground, if at a 
price the consumer cannot pay, is meaningless. 


AMENDMENTS TO THE NATURAL GAS ACT LOS9 


Producer exemption would be inflationary. It would be infla- 
tionary since it would result in higher prices to producers for gas 
coming from existing fields, which gas costs the producer no more. 
For all practical purposes, the cost to the producer of this gas was 
fixed months or years ago when he drilled his well and found the gas. 
Such gas constitutes virtually all the gas currently being sold 
pipelines to distributing companies under existing contracts. 

Producer exemption would render Federal Power Commission juris- 
—_ of pipelines meaningless. It would render virtually useless 
past or future pipeline certificate hearings, since the Federal Power 
Escalade finding of feasibility or existence of a market is meaning- 
less where producer prices may increase without control. 

Producers can make fair profits without exemption from Federal 
Power Commission regulation. No intent to prevent reasonable pro- 
ducer profits is involved. Everyone, including the Federal Power 
(Commission, recognizes the many special problems faced by pro- 
ducers, as appears conclusively from the record before the Commission 
at docket No. R-142, as well as from every phase of Commission action 
since the Phillips decision. 

All of the large distributor companies would welcome an opportu- 
nity to sit down with producer representatives and discuss these special 
problems and their solutions in a cooperative spirit. Therefore, all 
of the producer contentions can be fully and fairly developed and 
resolved before the Federal Power Commission. 

Producer exemption will mean a resumption of rising gas prices. 
Producer prices rose steadily for years prior to the Phillips decision. 
Since then, many producer increases have been suspe nded while the 
Federal Power Commission awaits clarification. Producer exemp- 
tion would mean a resumption of the steady rise of producer prices. 

Continued regulation of producer prices is not a step toward regu- 
lating other industries. Gas producer regulation will not lead to 
regulation of oil, coal, or other industries. There is absolutely no 
comparison between regulation of gas, and of oil and coal. 

Gas distributors are completely controlled and oil and coal distribu- 
tors are not. Gas distributors have pipes to their customers; oil and 
coal distributors can serve anyone with their trucks. 

Interstate gas pipelines are completely controlled as to facilities, 
rates, volumes, to each customer, and le ngth of contracts, usually 20 
years. The only control on interstate oil or coal transportation is on 
common carrie r rates. 


Control ot gas producers 1 IS only a logic al exte nsion ot regulation 
In an einawiae completely regulated industry, and is essential to 
protect the consumer. There is no analogy in the oil or coal business. 


As a matter of fact, exemption of gas oe from Federal 
Power Commission regulation might lead to oil price regulation. 
Rising gas prices resulting from such exe mption would result in rising 

fuel-oil prices to consumers and that is the most likely cause of con 
sumer pressure for regulation of oil prices. 

Natural PAs delivered to the distributing company is not el ap. 
Some gas producers have sought to create the Impression that the 
price of natural gas is very small compared to the price at which the 
distributor sells gas. That this is entirely misleading is obvious from 
the following: 
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In 1954 our gas load factor was approximate ‘ly 40 percent. That 
is, on the average day of the year, consumption was only 40 percent 
of what it was on the ‘peak day. Accordingly, if natural gas had sup- 
plied our entire load, the natural gas would have been ti aken at only 
40 percent annual load factor. What would the price of natural 
gas be to us delivered at this load factor? From one of our suppliers, 
it would be 66 cents per thousand cubic feet, and from the other, it 
would be 71 cents per thousand cubic feet. 

Senator Danie, You are giving the interstate pipeline prices at 
the city gate / 

Mr. Boyer. That is right. 

Senator Danrev. I understand that you were going to give us the 
figures on producers. 

Mr. Boyer. No, not the producers. Only the figures that we pay 
the pipeline. 

(Supplemental letter of Mr. Boyer’s is as follows :) 


PHILADELPHIA ELECTRIC Co., 
Philadelphia 5, Pa., June 6, 1956. 
lion. JOHN C. PASTORE, 
tcting Chairman, Senate Interstate and Foreign Commerce Committee, 
Room G—16, Capitol Building, Washington, D. C. 

Dear Mr. PASTORE: On May 26, 1955, I testified before your Committee con- 
cerning the position of Philadelphia Electric Co. with regard to pending legisla- 
tion seeking to amend the Natural Gas Act. On page 2312 of the report of the 
proceedings, Senator Daniel asked me to check the “actual cost now paid to 
the producer by the pipeline * * *.” 

Accordingly, | have checked these matters and am informed that the present 
average price being paid producers by Texas Eastern Transmission Corp. is 
12.38 cents per M c. f. and that being paid by the Transcontinental Gas Pipe Line 
Corp. is 10.85 cents per Mc. f. The Texas Eastern figure is from the records of 
that company and the Transcontinental figure is from the FPC rate increase 
filing of Transcontinental at Docket G—S487. These field prices compare, re- 
spectively, to 7.35 cents per M c. f. paid by Texas Eastern in 1949, our first full 
year of service from that company, and 7.28 cents per M ¢. f. paid by Trans- 
continental in 1951, the first year we received service from them. These 1949 
und 1951 figures are derived from Federal Power Commission “Statistics of 
Natural Gas Companies” for those 2 years. Weighing the present prices by 
the volumes we received from each supplier in 1954 gives a present average field 
price of 13.10 cents per M c. f. when stated on the usual 16.7 p. s. i. a. pressure 
base. 

Senator Monroney, from his remarks at pages 1744 through 1748, seems to 
have the impression that only newly purchased gas is being bought at high 
prices. At page 1745 he says— 

“What | am trying to get at, it doesn’t represent the escalation or increase 
in the existing contracts that supply the big volume of gas for those areas, but 
it does represent a new contract made in a new field by the long line? * * * 
But it was for new gas, and didn't represent an upward movement of contracts 
in existence at the time the long line was certificated. * * * But it was a new 
supply so far as the pipeline was concerned, was it not? * * * That is what I 
um getting at We have a difference in these hearings. A great many of the 
mayors think these 15- and 20-cent prices reflect the escalation or increase on 
basic contracts made during the origin of the wells, when we have found most 
of those not being the case, it is going out by 2 or 3 pipelines bidding against 
each other to try and grab for gas without much supply existing.” 

I would like Senator Monroney to know that the increase in price paid by 
Transcontinental from 7.28 cents in 1951 to 10.85 cents today is due largely to 
an increase from 9.59 cents to 16.63 cents per M. f. in the price of virtually 
all its existing Louisiana gas (a substantial part “of its total supply). (These 
prices are all at a pressure base of 14.7 p. s. i. a.) This increase resulted from 
the operation of favored-nations provisions in Transcontinental's basic contracts 
made a number of years ago with the Louisiana producers. The favored-nations 
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provisions were triggered by more recent purchases by new pipelines coming in 
to that are a and paying higher prices. 

At page 2310 of the report, Senator Daniels asked me about producer prices 
cohiesiaaaa to our load factors. I did not supply the figures he wanted at that 
time and am glad to supply them how. For gas we might take at 40 percent 
annual load factor (the actual load factor of our total sendout in 1954) we 
would pay Transcontinental 66 cents per M. ¢. f. and under a 75-percent minimum 
take-or-pay-for provision (common in producer contracts), Transcontinental 
would in turn pay the producer 20.34 cents per M. ¢. f. For gas we might take 
at 30 percent annual load factor to supply our househeating customers, we would 
pay the pipeline 8&8 cents and the pipeline, under the minimum take-or-pay-for 
provision, would in turn pay the producer 27.13 cents per M. ¢. f. If such a 
producer's so-called “field price” rose 1 cent per M. c¢. f., he would collect 2.5 
cents per M. c. f. more for such 30 percent load factor gas. This demonstrates 
the producers’ inconsistency in comparing “field prices” which do not reflect such 
minimum take-or-pay-for provisions with the rates the distributing company 
charges its customers. 

At page 2306, Senator Daniel advised me that the so-called “economic-waste” 
bill did not pass the Texas Legislature. The hope I expressed to the Senator 
when he gave me this information was considerably allayed when I later read 
in the usually well informed Oil and Gas Journal that the chairman of the Oil, 
Gas, and Mining Committee of the Texas House of Representatives gave as one 
reason for his opposition to the bill that it is jeopardizing industry efforts in 
Washington to escape from gas price control by the Federal Power Commission 
I am fearful that if the industry were released from FPC price control by the 
enactment into law of the Fulbright bill, the “economic-waste” measure might 
then be passed by the Texas Legislature. 

Very truly yours, 
E. G. Boyer, Manager, Gas Operations. 


Senator DanteL. You say gas producers have sought to create the 
impression that the price of gas 1s very sms all compared to the price 
at which the distributor sells the gas’ Are you going to give us the 
producer prices. 

Mr. Boyer. No: they made that statement that the producer price 
has gone up a few cents and wouldn't have any effect on our prices. 

Senator Dante. All right, proceed. 

Mr. Boyrr. You understand that we buy our gas from the pipe 
lines on a demand and commodity charge, and a 40-percent load factor 
on our contract price would give us a price of 66 cents per thousand 
cubic feet from one supplier and the other 71. In other words, i 
would be approximately 46 percent of the average revenue of $1.56 
per thousand cubic feet, corrected to 1,000 B. t. u., which we received 
from our customers in 1954. 

Senator Danie. But those figures, where you say you are going to 
show us where it is a mistake to say the producer gets only a small part 
of the amount for which the distributor sells his gas, but when you go 
on there with the figures, you are talking about the Interstate Pipe ‘line 
Co. and not the producer. 

Are you going to give us the producers’ figures ¢ 

Mr. Boyer. No, sir. 

Senator DAntex. Do you have those ? 

Mr. Boyer. Yes; I can give you our cost of gas now, our average 
cost of gas is averaging about 13 cents from the producers, and it pre 
viously used to be about 5 to 6 cents. 

Senator Daniet. Are you talking about the average of ali gas re- 
ceived in Philadelphia ? 

Mr. Boyer. No; in our area outside of Philadelphia. 
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senator DANII LL. The fivures we had from previous witnesses would 
show it was not over 10 cents, so far as the average price being received 
by the producers in the . ld. 

Mr. Boyer. ok ll, we buy gas from Transcontinental, and most of 
the gas we buy ‘Transcontinental Gas. I don’t know what Phila- 
delphia gas wor is by. They may pay more to Texas Eastern, but the 
price that we are being sub jected to now, with hearings before the 
Federal Power Commission, would bring Transcontinental’s gas up 
to about 13 cents. 

Senator Dante. That hasn’t gone into effect ? 

Mr. Boyer. No; but we are paying the bill now under refund. 

Senator Daniet. Would that be the average price ¢ 

Mr. Boyer. That is the average of all our cost of gas. Thev are 
talking about the gas in Louisiana going up to 16 cents. At the pres- 
ent time, our gas is about 13 cents. and that includes Texas Eastern, 
also. 

Senator Danrev. Will you check those figures to see if that is what 
he actual cost now paid to the producer by the pipeline ? 

Mr. Boyer. Yes: I will do that. 

Now. most of the new load we are attaching is in the house heating 
cJassification which constitutes about 55 percent of our annual sales. 

Including the consumption of his gas range and water heater, a 
house heating customer uses Mus at an annual load factor of about 30 
percent. 

In 1954 he paid an average of $1.66 per thousand cubie feet. cor- 
rected to 1,000 B, t. u.. while natural gas delivered to us at this load 
factor would cost 88 cents pel thousand eubie feet from one sup yplier 
and 95 cents per thousand cubic feet from the other, on the basis previ- 
ously described; in other words, 57 percent of what we charge the 
house-heating customer. 

Why is this delivered price ot natural gas so muc ‘h higher than the 
so-called field price? Principally for two reasons: 

First. because of minimum take-or-pay-for provisions in the con- 
tracts of the produce rs with the pipelines which require the pipeline 
to pay for - to (5 percent of the total gas available annually whether 


taken or not. the pipeline passes this e xpense on to us 5 
Second, because of the high cost of transporting natural gas, par- 
ticularly low-load factor. That is why for a distant market, such 


iS ours. 1.500 miles from the gastields, the field value of natural gas 
\\ se always be relatively low as compared with what some producers 
ink they should get. 

a mieht be asked whether, if we bought natural gas. at a 40 percent 
load factor, we could not sell enough gas on an interruptible basis 
to bring our load factor up to n eT 100 percent. While some im- 
provement in load factor can be realized in this w: ay, it is limited for 
these reasons: 

1. A very large volume of natural gas must be disposed of to a 
re] itively few customers because inte rruption, when necessary, must 
iY speedy, and also because it Is economically necessary to minimize 
nn tment in distributing facilities. 

. This means much gas must be sold as boiler fuel in competition 

i coal, with resulting intense opp sition by coal interests, labor, 
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railroads, and coal distributors to any natural-gas supplies sought 
by the gas-distributing company doing this. 

The gas must be sold continuously, at a uniform rate, as it comes 
from the pipeline, and nighttime and weekend industry shutdowns 
and periods of inactivity on the part of interruptible customers coin- 
cide with gas company periods of minimum use and leave such inter- 
1uptible gas that cannot be disposed of. 

!, Large volume boiler fuel use will probably come more and more 
into disfavor, making it imprudent for a gas company to have its 
operations too de spende nt on such sales. One of our suppliers already 
has a contract provision permitting it to limit sales to us of gas to be 
resold for boiler-fuel use. 

5. East coast gas companies have served a traditionally residential 
market, and excessive dependence upon boiler-fuel sales to industry 
makes the gas company more vulnerable to slowdowns in industrial 
activity and impairs the utility’s ability to raise funds at favorable 
rates. 

Because of these factors, it is economic for the east coast gas com- 
pany to manufacture part of its gas requirements. 

Such gas, manufactured principally from petroleum products at 
their east coast delivered price, by processes generally well below 
100 Ps reent in efficiency, and a ing substantial personnel, which 
must be paid even when no gas being made, is naturally many 
times higher in cost than the jooiiieg field price of natural gas. 

This fact, plus our cost of pumping and distributing gas to the 
consumer, keeping accounts, billing, collecting, promoting sales, man 
uging our business, and paying fixed charges on our very large in 
vestment in distributing, storage, pumping, and gas-manuafacturing 

icilities accounts for the difference between the cost of natural gas 
delivered to us and the price paid by our consumers. 


CONCLUSIONS 


Based on initial-producer prices, pipelines have established a large 
jatural-gas market under 20-year contracts on the east coast, and 
distributors and consumers have invested millions of dollars in facil 
ities. Now that the market is established, it is soucht to increase 
producer prices. 

Natural eas is now sold to east coast consumers at or above its 
value as a premium fuel, and its field value to them is no more than 
i was at the date of the Phillips decision. 

The price of existing supplies under existing contracts should be 
frozen at that level except in the very rare case where a producer's 
actual eost of produci Inge his gas rises, This can best be done by the 
Federal Power Commission retaining full regulation, and prohibiting 
wll automatic price increases for all producers. 

A possible alternative would be to amend the Natural Gas Act as 
t now stands so as to: 

(@) exempt from Federal Power Commission regulation, except 
as hereafter provided, all independent produce rs who have no 
price increase or only fixed and predetermined increases of speci- 
fied ame uunts in their contracts: 

(6) give Federal Power Commission full regulatory Prien 
tion over : cae price increase other than those enumer: ited in (a), 
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above, sought by any independent producer for any reason, includ- 
Ing State minimum- price requirements, if any affected pipeline 
r distributor complains to Federal Power Commission about the 
ve ice or other provisions of the producer’s contract; and 
(¢) retain full Federal Power Commission jurisdiction over 
abandonment of facilities by gas producers. 

I appreciate this opportunity to present my views on behalf of 
Philadelphia Electric Co. and thank the committee for its courtesy. 

Senator DANieL. We thank you very much, Mr. Boyer. 

Mr. Frazier. Senator Daniel, I presented my views, but unfor- 
tunately, didn’t have the privilege of being questioned by you. I 
would like to present for the record one comment, which will take 
about 1 minute. 

Senator Dantrex. All right, Mr. Frazier 

Mr. Frazrer. I was asked about our thoughts as to changes in regu- 
lation which might be needed to make regulation of the producers 
u more workable plan, and inasmuch as there is considerable discussion 
about modification of the provisions of the Fulbright bill, I thought 
the record should show at this point that the measure which most 
nearly meets our views as to the type of amendments which could 
be made to the Natural Gas Act to produce the kind of regulation 
we believe possible is H. R. 6211, which has been introduced by Rep- 
resentative Wolverton. There have been a number of other discussions 
of past compromise measures, but we find none of them with the 
substance of the Wolverton bill which would solve some of the prob- 
lems that we believe need solving. 

This Wolverton bill, incidentally, is rather similar to the measures 
proposed by Mr. LeBoeuf yesterday. 

Senator Daniev, Senator Se hoeppel, do you have any questions? 

senator SCHOEPPEL. I have no questions. 

Senator DantreL. Thank you very much. That completes the wit- 
nesses for today. At this point I would like to submit a letter the 
committee recently received from Mr. Errol W. Doebler of the Long 
Island Lighting Co. 

( The letter referred to is as follows :) 

Lone IsiANp LIGHTING Co., 
Mineola, N. Y., June 20, 1955. 
Hon. WARREN G. MAGNUSON, 


Chairman, Senate Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D. C. 


DEAR SENATOR MAGNUSON: In the recent hearings before your committee on the 
Various proposals to amend the Natural Gas Act, Mr. Randall J. LeBoeuf of New 
York, stated that Long Island Lighting Co. endorsed his views. I had also asked 
for time to appear before your committee but after reviewing the testimony of 
Mr. LeBoeuf, Mr. John E. Heyke of Brooklyn Union Gas Co., Mr. Donald C. 
Luce of Public Service Electric & Gas Co. of New Jersey and other executives 
of distributing companies, | felt that my testimony at that time would be merely 
repetitive of what others had said. 

Since these hearings in late May, the House Interstate and Foreign Com- 
merce Committee has approved by a margin of one vote, a bill introduced by 
Congressman Harris of Arkansas, H. R. 6645, and as this bill purports to contain 
provisions protecting consumers against the affect of favored nations, price 
redetermination, and other similar escalation clauses, none of which are in 
any bill now before your committee, I thought it might be helpful if your com 
mittee were to have our views on these matters in the event that an attempt be 
made to incorporate them in a Senate bill. Accordingly copies of this letter 
are being sent to the other members of your committee as well. 
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First, I would like to explain why we believe that the proposed new subsection 
(b) of section 5 of the Natural Gas Act as set forth in both the latest bill by Con 
gressman Harris, H. R. 6645, and the Fulbright bill, S. 1853, affords little protec- 
tion to consumers that they did not have before the Phillips decision. Under the 
Natural Gas Act, a natural gas company can charge to the consumers only such 
expenses as are just and reasonable. Even prior to the Phillips decision, if a 
pipeline company were to enter into a new contract to purchase natural gas and 
the price of that gas was more than the fair market price, the Federal Power 
Commission could disallow the excess. It is difficult to see any difference be 
tween this and the proposed subsection (b) of section 5 of the Natural Gas Act 
as contained in the Harris and Fulbright bills. If a pipeline company were 
required to buy additional natural gas to meet its requirements and the only 
gas available in the areas of its pipeline were at a higher price than the last 
purchase in that area, how could the Federal Power Commission say that this 
was not a reasonable market price? 

Next I would like to explain why the amendments to the Harris bill adopted 
by the House Committee purportedly to control escalation clauses are actually 
no protection at all to the consumer. As was demonstrated many times before 
your committee, one of the chief causes of increase in cost of natural gas over the 
past few years has been favored nations, price redetermination and other similar 
escalation clauses. Prior to the Phillips decision, these clauses operated when 
either the pipeline itself or another pipeline in the same area purchased new 
gas at higher prices than the original contract. The proposal contained in 
H. R. 6645 is that when an escalation clause is triggered, the pipeline shall 
be allowed to treat as an operating expense an amount equivalent to the rea 
sonable market price in the field. But under the proposed subsection 5 (¢) 
the Federal Power Commission will already have determined that the purchase 
price in the new contract causing the increase in the old contract produced a 
reasonable market price. Pretending that the Federal Power Commission is 
exercising an effective control when it makes a second determination that the 
increased price of the old contract is a reasonable market price, is sham. 
Actually all the proposed subsections (d) and (e) to section 5 of the Natura! 
Gas Act do is to write into the law a provision giving congressional blessing 
to favored nations, price redetermination and other similar escalation clauses. 
Just as in the Fulbright and original Harris bills the proposed subsection (b) 
would afford little, if any, more control over the price of new contracts than 
existed prior to the Phillips decision, so in subsections (d) and (e) under H, R. 
6645 there is only fictional control over escalation clauses in existing contracts 

My company does not favor complete regulation of producers, but we must 
oppose such bills as the Harris and Fulbright bills which actually give complete 
exemption to producers and no protection whatsoever to consumers. I believe 
that any legislation proposed by your committee should (a) outlaw all esca- 
lation Clauses in existing and new contracts, except tax and fixed price escalation 
clauses, and (b) prevent abandonment of service under existing and new 
contracts. 

May I express my gratitude for the opportunity of expressing my company’s 
views on this vital matter. 

Very truly yours, 
Kirrot W. DOoEeBLEr. 

‘Lhe committee will stand adjourned until Tuesday, May 31, in this 
room at 10:30 a. m. 

(Whereupon, at 3:42 p. m., the committee adjourned, to reconvene 
on Tuesday, May 31, at 10:30 a.m.) 
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TUESDAY, MAY 31, 1955 


UNrrep STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10:45 a. m., room 
G-15, Capitol Building, Senator John O. Pastore (acting chairman) 
presiding. 

Present: Senators Magnuson (chairman), Pastore (presiding), 
Monroney, Daniel, and Purtell. 

Senator Monroney. The Interstate and Foreign Commerce Com- 
mittee, will be in order. 

The chairman and several members are delayed this morning. He 
has asked that we go ahead and begin to hear the witnesses scheduled 
for today. 

Mr. James O. Watts, Jr., vice president of Commonwealth Natural 
Gas Corp., of Richmond, Va. Will you please come forward ? 

Mr. Watts, you may proceed in your own way. 


STATEMENT OF JAMES 0. WATTS, JR., VICE PRESIDENT, 
COMMONWEALTH NATURAL GAS CORP. 


Mr. Warts. My name is James O. Watts, Jr., vice president, gen- 
eral counsel, and a director of Commonwealth Natural Gas Corp., of 
Richmond, Va. I have been an officer, a director, and general counsel 
of that company since its organization in 1947. I am also a partner 
in the law firm of Caskie, Frost, Davidson & Watts, of Lynchburg, Va. 

I will try to summarize this statement as best I can. It isn’t a long 
statement. 

Senator Monroney. If you will proceed in your own way. 

Mr. Watts. Mr. Le Soeut. who testified for (‘ons solidated Edis son, 
mentioned Commonwealth as one of the companies which endorsed the 
five principles set out in his statement. I reiterate the endorsement of 
his principles, and earnestly recommend to this committee that the 
proposed bill attached to his statement, be adopted. 

Commonwealth is a natural-gas pipeline company which serves the 
distributors supplying the major cities of eastern Virginia, including 
Richmond and Norfolk, and one relatively large industrial customer. 

We serve, through our distributors, more than 150,000 customers. 
The cities which we supply were formerly served with manufactured 
gas, and when the Commonwealth line was completed in 1950 and 
early 1951, these distributors at considerable expense converted their 
manufactured gas plants and appliances of their customers to the use 
of natural gas. 
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The aggregate cost of conversion to all of our distributors, excluding 
our direct industrial customer, was approximately $4 million. Since 
natural gas came in, our distributors have taken on many new cus- 
tomers, particularly for space heating, all of whom were regu to 
purchase relatively expensive equipment for the use of natural ; 

A conservative estimate of the investment in natural gas fac ‘ifties 
by Commonwealth’s customers is $40 million, which does not include 
the cost of Commonwealth’s pipeline or of the gas-fired equipment 
owned by the ultimate consumers. 

Commonwealth buys its natural gas from Atlantic Se: aboard Corp., 
a subsidiary of the Columbia Gas System, Inc., its cost of gas from 
Seaboard in 1954 represe nting ap yproximately SU percent of its total 
revenues, 

As Judge Hooker. se pinge an of the Virginia commission, ee. 
have been permitted t ) pass on to our customers merely the 1 
creases which we have cohaiten in our cost of gas. We buy this gas 
under a 20-year noncancelable contract, paying whatever rate may 

from time to time be fixed by the Federal Power Commission. 

Commonwealth’s customers also buy from Commonwealth on sim- 
ilar noneancelable contracts, the rate in which is regulated by the 
State Corporation Commission of Virginia. These contracts con- 
tain provisions obligating the purchaser to pay over the term of the 
contract, a demand charge based on the previous year’s maximum 
take, with ratchets which prevent the billing demand from falling 
helow 90 percent of the then exist ing contract demand. 

Our contract demand for next winter is approximately 93,000 
Mec. f. Assuming « continuation of the demand charge at which we 
now buy gas, Commonwealth will be obligated until 1970 to pay ap- 
proximately $3 million per year, whether or not it ever sells another 
foot of gas, and its customers are obligated in even greater amounts. 

You may wonder why we and our customers were willing to obli- 
gate ourselves to this extent. The answer is that when natural gas 
was first available, its price was competitive with other fuels, and 1 no 
one of us ever expected increases of the magnitude which we have 
received. 

When Commonwealth first began service in 1950, it paid a demand 
charge of $1.90 per ogee cubic feet of billing demand and a 
commodity charge of cents. It now pays a demand charge of 
$2.85 anda commodity c af ge of 33.68 cents, an increase of 50 percent 
in the demand charge and 60.4 percent in the commodity. 

Assuming a 65-percent load factor, about our average load factor 
in 1954, our average cost per thousand cubic feet has increased from 
about 30.5 cents in 1950 and 1951 to 48 cents at present, or about 
percent in less than 5 years. 

These increases have of necessity been passed on to our customers, 
thereby raising the gas bills of 150,000 Virginians by $3,268,000 
annually. 

Our first increase, which was the result of a change in form of rate 
and the imposition of a heat content adjustment imposed by the FPC, 
did not represent a systemwide increase of our supplier and was not 
the result of field price increases. This increase amounted to about 
2 cents per thousand cubic feet. 
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Of the remaining 15.5 cents increase in average cost since 1950, 
7.59 cents, or approximately 48 percent, has been caused by the in- 
creased cost of gas in the field. 

I have read with interest the statement of Senator Monroney last 
week—lI don’t think it was last week, I think it was the week before, 
but this was prepared with the expectation that I would be on last 
week—during his questioning of Judge Hooker, chairman of the 
Virginia commission, with regard to the price paid in the field for the 
gas to serve Richmond. 

My company serves Richmond, and I would like to introduce a 
tabulation which I personally prepared, showing the changes since 
1950 in the field price of the natural gas which is sold to Common 
wealth and in turn sold to Richmond and our other customers. These 
figures are taken from the annual re “8 of Tennessee Gas Trans 
mission Co., and United Fuel Gas Co., filed with the Federal Power 
Commission, and the current prices are as set out in the latest rate 
increase filings of these two companies. 

References are made to the source of each figure used. 

(Tabulation, “Changes in wellhead price of natural gas purchased 
by Commonwealth Natural Gas Corp., 1950-55,” follows :) 


CHANGES IN WELLHEAD PRICE OF NATURAL GAS PURCHASED BY COMMONWEALTH 
NATURAL GAS Corp., 1950-55 


Field price in 1950 


Tennessee Gas Transmission Co, 1950 annual report, schedule 458: Average cost 
per thousand cubic feet of purchased gas $0. O50 


United Fuel Gas Co, 1950 annual report, schedule 458 


- Phousan otal cost \ 

SOL ’ 

“ cubie feet in field 

Local producers, West Virginia 21, 000, 090 $3. 100, 882 $(). 147 

Loci producers, Kentucky 17, 447, 073 3, 093, 989 1773 

lennessee Gas Transmission 146, 867, 337 7, 343, 367 O50 

Chicago Corp.! 600, 000 41, 700 O605 

Total 185, 914, 500 13, 579, 938 O731 
Estimated at same price as 1955. Annual report does not break down the cost between field cost and 
t 


transmission 
Field price in 1955 
Tennessee Gas Transmission Co., line 12, statement N—5.11 TGT meer ation a 
Nov. 4, 1954: Average cost for 1955 of gas in the field ee aektd ~ $0. 122328; 


United Fuel Gas Co., docket No. G-2451, statement H-1, sheet 29 





Bornes Thousand lotal cost A verage field 

oe cubic feet in field cost 
Local producers 36, 073, 000 $6, 801, 040 80, 1885 
Tennessee Gas Transmission 171, 110, 000 20, 938, 867 12233 
Chicago Corp 13, 140, 000 913, 2 0695 
Gulf Interstate t= 127, 750, 000 23, 075, 55 1806 
Total 348, 073, 000 51, 728, 687 1489 
Current average field cost to Seaboard $0. 1489 
1950 average field cost ' 0731 


Increase since 1950, or almost 104 percent . ‘ . 0758 
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Mr. Warrs. I don’t think it is necessary to read the tabulation. I 
think it can be summarized by saying that the field price of the gas 
which we buy has increased approximately 7.59 cents per thousand 
cubic feet, or 104 percent, and the average price of gas transmitted 
from the Southwest has increased from 5 cents in 1950 to 14.4 cents 
at the present, an increase of 192 percent in less than 5 years. 

Senator Monroney. What was that for Tennessee 4 

Mr. Warts. That isn’t all Tennessee, that is gas transmitted from 
the Southwest. 

Senator Monroney. That is the average / 

Mr. Warts. Yes; I will explain how this tabulation was made up. 

Atlantic Seaboard Corp., which is Commonwealth’s sole supplier, 
buys substantially all of its gas from United Fuel Gas Co., which, 
like Seaboard, is a Columbia subsidiary. 

In 1950, United Fuel bought all of its purchased gas from Ten- 
nessee Gas Transmission Corp., Chicago Corp., and local producers 
in the Ap palachian area. 

At present, United buys all of its purchased gas from the same 
sources, except that it has ade = one an plier, Gulf Interstate Gas Co. 

In woekines up the figures, I began with the annual reports of Ten- 
nessee and United for 1950. Tennessee’s 1950 report shows that in 
that year it paid an average of 5 cents for its purchased gas in the field. 

United’s 1950 annual report showed the average price it paid for 
gas from its local producers. I applied the Tennessee average price 
to United’s purchases from Tennessee as shown in United’s report, 
and I assumed the average field price of the Chicago Corp. to be the 
same as it is at the present. 

[ now understand that the 1950 Chicago Corp. price was substan- 
tially lower than the current price. 

By applying these average pric es to the volumes purchased in each 

‘ategory, [ was able to arrive at an average field price to United. 
Since Seaboard buys from local producers so small a fraction of its 
gas as to be meaningless, I have assumed the average field price of 

eaboard’s purchased gas to be the same as that of United. To ob- 
tain a compar: able figure for the present, I have proceeded in substan- 
tially the same way, using instead of the 1950 annual reports, com- 
parable data contained in the latest FPC rate increase filings of Ten- 
nessee and United, which increases are now in effect under bond. 

There follows a tabulation showing the current cost of competi- 
tive fuels in our area with their equivalent prices per million B. t. u. 

(Tabulation of industrial fuel prices follows :) 


Industrial fuel prices 


OIL—NORFOLK AREA—DELIVERED 


Method of Price per Price per 
delivery gallon million 
B. t. u.’s 
Cents Cents 
No. 2 Tank car 10.2 72 
— do 5.88 39, 2 
- Tanker 3R 


se 


Dian NIE aches 
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Industrial fuel prices—Continued 


OIL—RICHMOND AREA—DELIVERED 
| 


Method of } Pri « p yh ' 
delivery gallon | B.t. u's 
Cents Cents 
No. 2... . lank wagon_.-. 13.2 94. 27 
Do... Tank car 10.5 74.99 
No. 6 (bunker ¢ Tank wagon 7 46, 67 
Do Tank car 6 40) 


COAL—ALL AREAS—DELIVERED 
[14,000 B. t. u.’s per pound] 


Price per 
million 


B.t: u's 
Cents 
Large volume, steam generation 30.9 
Smaller volume . 3 33. 92 
Domestic fuel prices 
ALL AREAS—DELIVERED 

Price per 

Cost million 

B. t. u.’s 
Heating oil (No. 2)- 13.2 cents per gallon $0. 9437 
Coal $18 per ton 643 
Natural gas $1.20 per thousand cubic feet ! 1. 062 


1 Average rate for distributors serving Norfolk and Richmond. 1,130 B. t. u.’s per cubic foot assumed, 


Mr. Warts. I don’t think there is any point in reading that tabu- 
lation. 

Bunker C oil, the chief a, fuel for industrial use, is ap- 
proximately 35 cents per million B. t. u.’s delivered alongside the dock 
from the tanker, and in tank cars the bunker C oil is up, about 39.2 
cents. 

We have to buy gas at 33.8 cents, so that we are not in competition 
with bunker C oil, since we have to make a profit on the sale of our 
gas, too. 

We can compete for smaller volumes, but not for large volumes, and 
I might say that our system has no boiler fuel on it of more than 
500 M ec. f. per day to any 1 customers. 

Senator Monronry. You don’t go in for industrial loads at all? 

Mr. Warts. We do have one large industrial customer, which is an 
ammonia plant of Allied Chemic al & Dye, where gas is used as a raw 
material. It has some form value there. 

Senator Monroney. It is not a fuel at that pare. 

Mr. Warts. It is not a fuel at that price; that is, by the way, a 
firm load rather than an interruptible load. 

Senator Monronry. And you figure that asain the price per 
million B, t. u. on $1.20 per thousand « : ‘ubic feet ? 

Mr. Warrs. Not for industrial. I don’t think that is a fair com- 
parison for industrial rates. 

Senator Monroney. You have got your heating oil figured at 13.2 
cents per gallon, your coal at $18 per ton. 

Is that in the same quantities ? 
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Mr. Warrs. No, sir: those were for domestic rates, and the com- 
parable rate would be $1.20 per thousand cubic feet. 

Senator Monronery. You are speaking of small parcels of coal and 
oil, not the tank-car price 4 

Mr. Warrs. That is right. 

Ilowever, for industrial-fuel prices, I think a more logical com- 
parison would be the distributors’ interruptible rates, which will range 
from around 45 to 60 cents in the areas that we serve, and they are 
able to get some business on those rates, but not the large volume 
high-load-factor business. 

I think the point of the table is that coal is substantially cheaper 
than eas for heating. 

Senator Monronry. You are pretty close to the West Virginia 
coal: aren't you? 

Mr. Warts. That isright. 

Senator Monronry. And the gas has to come from Texas or 
Oklahoma / 

Mr. Warts. Our gas comes a little from everywhere. 


You can see from these figures that we cannot. and have never, 
attempted to compete with coal for firm a li . use in our area. 
We are on the coast. and our area can be ached with ease by oil 
tankers and barges. We cannot eee vn tanker-delivered 


bunker C oil any better than with coal, and fuel oil is just about at 
a break-even point with gas for space heating. We can, however, 
still attract our share of the space-heating customers, because of the 


— liness : and convenience of « ras and the savings in cost and space 
of gas aia ating equipment, and gas still has some premium value in 
certai n industrial processes. But these markets are on the border- 


line now, and I] fea ‘ for our financial stability and that of our cus- 
tomers if the price gets much higher, and when I say much higher 
I mean bya ver few cents. 

Some suggest that a regulated industry can always go to its regu- 
latory commission and have its rates increased. We know, however, 
of no commission which can force a customer to buy the product of 
that regulated industry. As our industrial load falls off, which they 
inevitably will as prices increase, the domestic consumer must take 
up the slack, and after a time, increased rates force the domestic con- 
sumer to convert to other fuels. 

If we, and our distributors, cannot operate profitably under such 
en not only do the holders of our securities lose their invest- 
ments, but the more than 150,000 local users served by our pipeline not 
cnly lose a convenient source of energy at reasonable costs, but must 
buy new equipment for other fuels at great expense. 

I may say at this juncture, that I do not concur with Senator Ful- 
bright when he says that “natural gas is a luxury fuel.” 

In our area, at least, by far the greatest number of heating custo- 
mers are in the low income tax brackets and have invested a substan- 
tial part of their resources in equipment to use gas. 

Only the wealthy can escape the impact of increased gas costs, 
since only they have the cash needed to convert to other fuels. 

You may ask if competition will not prevent such a situation from 
coming about. I think that the answer is, no, so far as the eastern 
seaboard is concerned, because of the tremendous distances over which 


Neservs Eo 
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natural gas must be brought to this and other areas far removed 
from the gas tields. 

Near the fields and in the interior of this country, there still exists 
a great market for natural gas, since transportation costs are not 
large and other competing fuels must be brought long distances by 
overland means. We believe that unrestricted competition on a na- 
tionwide basis will ultimately set a price of gas competitive with 
other fuels, but in the process the distributors of the eastern sea- 
board will be squeezed out of business. 

There is one possible way, however, in which our competitive posi- 
tion may be helped. It has been stated in these hearings, and in 
those before the House committee, that a substantial majority of the 
was reserves are owned and operated by the major oil producers. 
If the regulated retail price of gas seems to be out of line with compet- 
itive prices of oil, it is entirely possible for these major oil com- 
panies to raise the unregulated retail price of oil, thus establishing 
whatever balance between prices of oil and gas, as to them may 
seem desirable, thereby not only having their cake and eating it, too, 
but substantially upgrading the cake. 

Commonwealth does not like to ask for any restrictions on compe- 
tition. It recognizes the validity of the arguments of the producers 
that the business of gas production and exploration is quite different 
from that of its transmission and distribution. 

Like Mr, LeBoeuf, Commonwealth desires to promote free negotia- 
tion between producers and pipelines, but only after the elimination 
of the escalator clauses which we believe throttle competition and 
thwart the public interest. 

We hope and expect that regulation along the lines suggested by 
Mr. LeBoeuf will provide an adequ: ite gas supply at reasonable rates 
lor many years to come. 

Senator Monroney. Thank you, Mr. Watts. 

Senator Purtell ? 

Senator Purret,. Have you run into this spiral situation at all? 

Mr. Warts. No, we have not. 

Senator Purrect, At no time in your purchase of gas have you run 
into it ¢ 

Mr. Warrs. No, sir. 

Senator Purretyt. Thank you. 

Senator Danis. The figures submitted to the committee show that 
there has been a decrease in cost of gas to the ultimate consumer in 
Norfolk in 1954? 

Mr. Warrs. I think that is correct. 

Senator DanteL. Have you accounted for that in your statement ? 

Mr. Warts. I didn’t account for it, but I can explain it. 

When natural gas came in, all of our distributors represented to 
the Federal Power C ommission, in hearings in which the Common- 
wealth line was certificated, that they intended to decrease the retail 
rates for natural gas. 

All of the distributors, I think, did do that, and T don’t know the 
exact amounts, but I think that the average was approximately 15 
percent, 

Since the price of gas has gone up, all of our distributors have gone 
back, again, and raised their rates, so that now they are approximately 
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on a level, possibly slightly below in some categories, with the prices 
in effect when natural gas first came in. 

Senator Danrev. In Norfolk, for instance, we have figures here 
which show a total of $1.67 was about the average price the customer 
had to pay, while in the field the producer was getting only 11 cents 
per thousand cubic feet for the gas. 

Do you think that is about a fair comparison ¢ 

Mr. Warrts. Not at the present time, no. 

Senator DanteL. Well, as of 19534 

Mr. Warts. It might possibly be, as of 1953. You see, our biggest 
increases have been in the last 6 or 8 months. The 1953 figures don’t 
mean very much. 

Senator Danret. Have you covered those increases in your state- 
ment / 

Mr. Warts. Yes. 

The average cost of gas in the field for the gas that we are buying 
at the present time is about 14.89 cents. 

Senator Danrex. Is that the average for the total amount of gas / 

Mr. Warrs. That we buy; yes, sir. 

Now, that is true for ¢€ verything except some local production that 
United Fuel Gas had on its own in the Appalachian area. 

Senator Dantex. It is still less than 10 percent, though, of your 
consumer price per thousand cubic feet ¢ 

Mr. Warts. I would think it is. It would be approximately that. 

Senator Danten. I offer the figures that Dr. Boatwright submitted 
on Newport and Richmond, with the charts. 

Have you had an opportunity to go over these figures for com- 

yarison ¢ 

Mr. Warts. I have seen them. I haven't made any particular 
comparisons, 

Senator Danre.. Would you check to see if you have any correc 
tion to make therein, so we will know whether or not they are ac- 
curate / 

Mr. Warrs. It will be a little difficult for me to do that, because I 
don’t have available the figures from the distributors, since we do 
not distribute natural gas directly. I think I can get them, but it 
will 

Senator Danrev. If you would just point out anything you feel 
might be incorrect in the figures with respect to Norfolk and Rich 
mond. 

Mr. Warts. The only thing ; can say would be incorrect—well, 
wouldn't be incorrect of itself, but the figures of 1953 as to price of 
gas in the field are not representative of the prices that we are paying 
now. They have very little re ‘lation. 

Senator Danrev. Yes, 1] understand. These figures come up to 1954 
in the case of consumers, but do not come up to 1954 on the field price. 

( Additional information submitted as requested by James O. Watts 
follows:) 

CASKIE, Frost, Davipson & Warts, 
Lynchburg, Va., June 238, 1955 
Hon. WARREN MAGNUSON, 
Chairman, Committee on Interstate and Foreiqn Commerce, 
United States Senate. Washinaton. D. ¢ 

DrarR SENATOR Magnuson: On May 31, 1955, I testified before your committee 

on behalf of the Commonwealth Natural Gas Corp., a natural-gas pipeline 
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serving the major cities of eastern Virginia. In the course of my testimony, I 
presented a tabulation entitled “Changes in Well-Head Prices of the Natural Gas 
Purchased by Commonwealth Natural Gas Corp., 1950-55.” In the questioning 
that followed my statement, Senator Daniel asked me to check for accuracy) 
certain figures submitted by Dr. Boatwright, a previous witness, with regard to 
Newport News, Norfolk, and Richmond, Va., all of which are served by distribu 
tors which purchase their entire natural-gas supply from Commonwealth. Dr 
Boatwright’s figures show his computation of the retail prices as of December 
1953 for certain volumes of natural gas delivered during that month in Newport 
News, Norfolk, and Richmond, and allocate certain percentages of such retail 
prices to the costs of distribution, transmission, and production. 

Since Virginia Electric & Power Co., which serves Norfolk and Newport News, 
informs us that it does not have available a breakdown of actual sales by classes 
of customers, it is impossible for us to verify Dr. Boatwright’s computations as 
to those two cities. The figure of $1.53 per M. c. f. as the average retail price 
in Richmond, however, was evidently arrived at by taking the reported dollar 
volume of sales for the month of December 1955 to heating customers in Rich 
mond, and dividing this dollar amount by the average number of heating cus- 
tomers served in that month. As the cost of such gas, Dr. Boatwright uses the 
average cost of all gas sold by Commonwealth to the municipal distributing sys- 
tem of Richmond for the year 1953. 

We believe that it is extremely misleading to attempt to draw any conclusions 
from the relationship between the average cost of all gas purchased during a 
vear and the average sales price to one class of customer during a single month 
of high usage during that year. Therefore, we do not agree with Dr. Boat 
wright’s allocation of revenues as between the pipelines and the distributor, or 
the conclusions which would seem to follow from such allocation. The cost of 
gas sold to a distributor for resale for space heating is substantially higher than 
the cost of gas used for other purposes, because the distributor must pay for 
the cost of pipeline capacity built for a single peak day but idle most of the time. 
Conversely, because of the cost of competitive fuels, the retail rate for heating 
gas must be substantially lower than for other uses. Thus, in a period of rising 
gas prices, the distributor is caught in a squeeze between a disappearing profit 
margin on one hand and a competitive price ceiling on the other. 

Dr. Boatwright’s figures on the cost in the field of gas for Richmond show 
an estimated average field price in 1950 of 10.8 cents, in 1951 of 7.7 cents, in 1952 
of 8.5 cents and in 19538 of 11 cents. I have not attempted to verify any of 
these figures except the average field price for 1950. I differ very materially 
with Dr. Boatwright on the 10.8 cents field price quoted for that year. The 
tabulation I submitted shows that the average field price of gas sold to Com 
monwealth in that year was 7.31 cents per M. ¢. f. (which does not inelude a 
small percentage of local purchases by Atlantic Seaboard Corp., Commonwealth’s 
supplier). I note with interest that Chairman Kuykendall of the Federal Power 
Commission presented a tabulation of Atlantic Seaboard’s field cost of gas in form 
substantially similar to mine in response to a request to the House of Repre 
sentatives Committee on Interstate and Foreign Commerce (which tabulation is 
contained at p. 1699 in part 2 of the printed record of the hearings of that 
committee). 

The chairman’s figure shown an averiuge field price of 7.24 cents for all 
sold by Atlantic Seaboard in 1950, excluding its local purchases 

Dr. Boatwright’s figures are not, however, recent enough to reflect the full 
extent of the increase in current field prices. The current field price of natural 
gas sold by Commonwealth is approximately 14.89 cents per M. ¢. f. according to 
my tabulation, and 14.77 cents as shown by Chairman Kuykendall’s figures pre 
sented to the House committee, an increase of almost 35 percent over Dr. Boat 
wright’s 1953 figure of 11 cents and almost 106 percent over the 1950 figure of 
7.24 cents as shown in Chairman Kuykendall’s report. 

While I have no comment as to the figures presented by Dr. Boatwright with 
regard to cities other than those served by Commonwealth, in my opinion the 
figures related to our customers are so misleading as to be meaningless 

Very truly yours, 


Ais 


JAMES O. WATTS, Jr.. 
Vice Pre sident and General Counse /, 
Commonirealth Natural Gas Corp 
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COMMONWEALTH NATURAL GAS CorpP., 
June 23, 1955. 
Hon. WARREN MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear SENATOR MAGNUSON: On May 31, 1955, I testified before your committee 
on behalf of Commonwealth Natural Gas Corp. in opposition to the Fulbright 
bill, S. 1853, and related bills. Since that date, the Committee on Interstate 
and Foreign Commerce of the House of Representatives, which has been holding 
hearings on the same subject, reported out the Harris bill, H. R. 6645. Since the 
language of the bill reported out by that committee was not available at the 
time of my testimony, I would like to comment on its provisions, and I request 
that this letter be included in the record as a supplement to my statement be.ore 
your Committee. 

Commonwealth Natural Gas Corp. is opposed to the Harris bill as reported 
out of the House committee for the following reasons: 

(1) The provisions with regard to the operation of escalation clauses do not 
furnish any real protection to the distributor or the consumer of natural gas. 

This is the most important objection we have to the Harris bill as reported. 
This bill now provides that increased costs of gas to a pipeline resulting from 
the operation of escalator clauses, other than fixed periodical increases and 
escalation for increased taxes actually paid, must be allowed by the Federal 
Power Commission as operating expense items except to the extent that the 
operation of such clauses causes the cost of such gas to exceed its “reasonable 
market price.” In our opinion, a bill which includes this provision is worse 
than no legislation at all, since we believe that it gives legislative sanction to 
the operation of all escalation clauses. The “reasonable market price” can be 
interpreted, we think, to mean the going market price, which is normally the 
price at which the latest comparable arm’s-length transactions were made. 
Since an escalator clause will usually not operate except as a result of some 
recent comparable arm’s-length transaction, the Harris bill in effect guarantees 
the automatic operation of all types of escalator clauses, except the so-called 
spiral type. 

We would also like to point out that the standard of “reasonable market price” 
gives substantially less protection than did the test used by the Federal Power 
Commission in its recent decision in the Panhandle case, with regard to gas 
produced by pipeline companies. In that case, the criterion established was the 
fair field price, which may be quite different from the reasonable market price. 
Reasonable market price, a very confusing concept, is only vaguely defined in 
the Harris bill. We can foresee an almost hopeless logjam of FPC and court 
proceedings to interpret the term “reasonable market price,” which to the best 
of our knowledge has never before been employed in any regulatory statute and 
consequently has never been interpreted by any court. 

We are also quite worried as to the practical effectiveness of any Commission 
review of escalation clauses in existing contracts where, as it provided in the 
Harris bill, a producer is no longer a “natural gas company,” as defined in the 
Natural Gas Act, and is therefore not subject in any way to regulation under that 
act. Let us assume that a producer has an existing contract containing an 
objectionable escalation clause, which is triggered, and the resulting price is up 
for review. The FPC has no authority to vary the terms of a contract not subject 
to its jurisdiction, the producer can collect the additional price and vet the pipe- 
line cannot recover its added cost in its rates unless the price is not in excess 
of the reasonable market price. It is manifestly inequitable for the pipeline to 
have to pay the added price and not recover it. In order to prevent such in- 
equity, the FPC will be under very strong compulsion in all cases where escalator 
clauses operate in existing contracts to find that the resulting price is the 
reasonable market price. 

(2) The requirement for the allowance of reasonable market price for gas 
produced by a pipeline is inequitable. 

Most of the objections set out above are applicable in principle equally to 
the reasonable market price standard where applied to gas produced by pipelines 
or their affiliates 

(3) The provision which permits pipelines to secure advance clearance for 
rate purposes of new or renegotiated contracts is unsatisfactory and unduly 
burdensome. 

This provision introduces a new concept into regulation, whereby an applicant 
can secure an advance determination as to the reasonableness of the rates in 
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any new or renegotiated contract, which would forever bind the Commission 
nnd all persons affected by any of the rate provisions of the contract, presum 


tbly including escalation clauses. The provision is dangerous because it re 
quires the weighing of matters involving public interest long before such mat 


ters are actually in issue, and while they are stiil speculative. 

It is burdensome, because it will lead to a multiplicity of proceedings, and 
any party who may ever be affected by the operation of the contract must first 
determine whether its interests will be affected at any time in the future, and 
then participate in the proceedings involving each such contract. 

(4) The bill provides no safeguards against the abandonment of service by 
fA producer. 

This very important matter is not touched upon by the bill. Chairman Kuy- 
kendall, of the FPC, in his letter to you dated June 17, 1955, states, “It is essen- 
tial to protect the public interest, by insuring continuation of service, that the 
right of independent producers to abandon interstate sales or transportation 
be limited.” 

We do not see how any effective provision as to abandonment of service can 
be included in any bill which excludes a producer from the definition of a nat- 
ural gas company, Which are all that are regulated by the Natural Gas Act. 
If producers are so excluded, it will be possible for any producer with an escape 
clause in its contract with the pipeline merely to cease service in accordance 
with such contract, thereby rendering useless whatever facilities or equipment 
have been acquired and whatever load has been attached in reliance upon 
such service. Such a result is clearly not in the publie interest 

While Commonwealth strongly opposes the Harris and Fulbright bills for 
the reasons set out above, it has consistently advocated legislation to exempt 
producers from most of the burdensome aspects of regulation, and sincerely 
believes that legislation of this kind is in the public interest. It would actively 
pnd enthusiastically support a bill of the type advocated by Mr. LeBoeuf, who 
testified for Consolidated Edison of New York, a copy of which bill, we under 
stand, has heen furnished your committee, and we would not oppose a bill of 
the tyne introduced in the House of Representatives by Representative Wolver- 
ton (H. R. 6621). 

Very truly yours, 
JAMES QO, Watts, Jr., 
Vice President and General Counsel. 


Mr. Warrs. The figures I have here are the present prices. They 
are based on the latest rate increase filings of Tennessee and United 
Fuel Gas, which are now in effect under bond, and they show that the 
avers eg field cost in 1950 was appreximately 7.31 cents. That is the 
gas that we—when I say “we”, I mean Commonwealth Natural Gas 
buy. ‘ 

I explained before you came in, Senator Daniel, how I arrived at 
those figures, 

Senator Danten. This increase you are talking about has come into 
effect since the Phillips decision; is that right ? 

Mr. Warts. Well, it was filed—the request was filed before the 
Phillips decision, and, if I have my chronology correct, the Phillips 
decision intervened, and the Tennessee rate filing, the first of the 
chain reactions that hit us every time, was dismissed on the theory that 
the prices wouldn’t go up under the Phillips case. 

Then the Commission permitted a very large number of rate in- 
creases filed by the producers to become effective without notice and 
without hearing, and Tennessee immediately refiled its rate increase. 

United Fuel, which was the basic rate increase filing which affected 
our rates, was never dismissed. There were some other factors in- 
volved. particularly the question of who should pay most of the added 
cost of the Gulf Interstate Gas. 

Senator Danret. These 1954 increases, then, in producer prices were 
permitted after the Phillips decision; is that correct ? 
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Mr. Warts. Yes. 

Senator Dante... So therefore the increase we have before us now 
that you are talking about has actually been since regulation, or since 
the Commission took over regulation of the producer ? 

Mr. Warts. But almost entirely as a result of price redetermination 
contracts. 

Senator Daniev. But it has been under regulation ‘ 

Mr. Warts. If you call it regulation. I don’t consider it regulation 
when they are permitted to go into effect without notice, or without 
hearing. 

Senator Daniev. Well, do you know exactly why that happened ¢ 

Mr. Warts. No, sir; I do not. 

Senator DanreL. Weren't some of the increases due to tax increases ? 

Mr. Warts. Relatively minor part of it. I don’t believe any of 
those were, | may be wrong on that, but [ was present in the Tennessee 
hearings as an intervenor, and if I remember correctly, by far the 
majority, or practically all of the increases, were due either to escala 
tion, the operation of favored-nation clauses, but mostly to price 
redetermination clauses which operate periodically in the Tennessee 
contracts. 

Senator Danret. Are you opposing those contracts, too ? 

Do you think price redetermination contracts should be outlawed / 

Mr. Warts. Yes, sir. 

Senator Danie... Here is what the committee has before it. We 
have a situation where a 20-year supply of gas must be guaranteed 
before a line can be built. During a 20-year period, it is only natu- 
ral to assume that costs of production might go up, that the value 
of the dollar might go down, as it has in the last few years. 

Just what kind of contract do you think is fair for the protection 
of a producer who must tie up his reserves with 1 company for 
20 vears ¢ 

Mr. Warts. I think in the first place, the price at which he would 
negotiate his contract would take into consideration some of the 
factors that you have mentioned. However, as I understand Mr. 
LeBoeuf’s proposal, we were one of the companies which endorsed 
the principles that he set out, if at any time the producer felt that he 
was not being treated fairly, that his contract price was too low, he 
could also go to the Commission to have a redetermination of the 
contract price. 

Senator Dantex. In other words, you say just leave it up to the 
Commission ? 

Mr. Warts. No, sir; leave it up to the individuals in negotiation. 
It is, as you well know, an extremely complex and difficult problem. 
We don’t feel that all producer contracts should be regulated by 
the Commission, as some of the people who were here before do, 
but you can see from the figures that we have set out here that we 
are in a position where if something doesn’t happen about the cost 
of natural gas, we are out of business. 

Now, trying to balance the equities, we have come up with the 
suggestion that certainly as a basis for trial, it would be wise to 
outlaw the various types of malignant escalation clauses. 

Senator Danteu. I believe that is all. 

Senator Monronry. What is a malignant ascalation clause? 
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Mr. LeBoeuf used that term the other day. Is that a favored 
nation, a spiral 4 

Mir. Warts. I think they included the spiral, the third-party 
favored nation, the second-party favored nation which applied to 
more than one field or area, the price redetermination clauses. 

{ think what Mr. LeBoeuf was trying to get at, were clauses which 
operated without regard to increases in cost of doing business. 

Senator Monroney. But on a 20-year contract, there will be, of 
course, necessarily costs of dong business, but there will also be the 
inflationary impact, and I think it has been shown by most witnesses 
that gas still has not begun to ke ep up with its preinfl: ees ry cost, 
and the cost today when you add the inflation in the dollar from 1946. 

Mr. Warts. Our cost from 1950, the field price of the gas we buy, 
from 1950 to the present, has gone up 104 percent. 

Senator Monronry. That is not the testimony we have had intro 
duced before this committee on Richmond. In 1950, the average field 
price was given as 10.8 cents. Now, you figure 5 cents from Tennessee 
and an average field cost of only 7.31 with Tennessee averaged in. 

Mr. Warts. That is right. I started with the Tennessee annual re 
port. These are figures on record with the Federal Power Commission, 
and ‘Tennessee’s annual report schedule 458 showed that the average 
cost per thousand cubic feet of purchased gas was 5 cents in 1950. I ap- 
plied that to the volumes that United purchased from Tennessee in 
1950, which I took from the United’s annual report, and I went back 
to the costs that were shown, the average field costs shown for the 
local producers in the United annual report in that year, and from 
the Chicago Corp. I didn’t have that figure, but I just used the same 
figure that was set out in the latest rate increase filing, Tennessee’s 
latest rate increase filing of 6.95 cents, and applied that to the volumes, 
und divided and came out with an average cost in 1950 of 7.51 cents. 

Now, that was the gas, except for the locally produced gas which 
1 didn’*t—the figures were not available in the —— reports, and 
that isn’t a great deal of Uniteds’—probably 17 or 18 percent. 

Then I did ex: actly the same thing, using the data that I got from 
the latest rate-increase filings of both Tennessee and United. I can’t 
vouch for the accuracy of the figures, but I think they are the only 
ones that we could show. 

Senator Danrev. There is such a difference between the figure of 
5 cents that you show for 1950 and the average figures submitted 
here by Dr. Boatwright of 10.8 cents that I wonder if we could have 
any further information 

Mr. Watts. What year was that ? 

Senator Danren. 1950. 

Mr. Warrs. I don’t know where Dr. Boatwright got that figure. 

Senator DanteL. Did you take this from Tennessee Natural Gas 
Co.’s 1950 annual report f d 

Mr. Warts. Yes, sir. 

Senator Dante. Was that based on the 1949 price? 

Mr. Warts. It was the annual report which dealt with the prices 
for 1950. 

Senator Monroney. On the prices, I notice that your price back 
in 1950 in your local producers in West Virginia, and also your 
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Kentucky producers, was extremely high; would you say you were 
close to a market at that time ? 

Mr. Watts. Yes, sir; I think ne is correct. 

Senator Monronry. And the gas from Texas and the Southwest was 
extremely low, because you were far away from the market, and pipe- 
line purchasers were just rela to go there for that gas, and you 
would admit that the 5-cent price obtaining in L950, if such did, would 
be an abnormally low price for a thousand cubic feet of natural gas? 

Mr. Watts. I would. 

Senator Monronry. You were paying three times that for the gas 
near the market in West Virginia, for example? 

Mr. Warrs. I think that 5 cents ia be, it is hard to say. I don’t 
know what went into the makeup of the 5 cent price. 

nator Monronery. It seems to me that your price of gas reflected 
a distress condition, and no market in the period from about 1946 or 
1947 until about 1952 or 1953, when all these demands for the gas 
brought it up toa competitive price condition, 

Mr. Warts. I don’t think [ think the 5-cent price represented 


not that there wasn’t any market for the gas, but represented a 
large percentage of old contracts which were beginning to expire, 
or which was operated on by favored nations and other types of esca- 
lation clauses to bring it up to the present 12.233, which figure came 
from Tennessee’s latest estimate of their field cost of gas for 1955, 
which was contained in their application filed November 4, 1954 

Senator Monronry. This is by far the biggest quantity of gas to 
United, which supplies it to you? 

Mr. Warts. Yes, sir. 

Senator DanteL. Do you agree with others who have appeared 
before us that under the Phillips decision the Federal Power Commis- 
sion now has the power to increase the rates being charged by pro- 
ducers under contracts now in existence, if they find the rates pro- 
vided in the contracts are lower than the fair and reasonable price ¢ 

Mr. Warts. Yes, sir; there is no question about that. 

Senator Dante. Of course, in those instances, under regulation the 
prices being paid producers would be increased rather than decreased ¢ 

Mr. Warts. That might be true, some of them. 

Senator DanteL. Do you also agree that the most important thing 
with respect to price in this overall situation to keep you in business 
is to have an adequate supply of gas? 

Mr. Warts. No, sir. We would much rather have the present 
supp ily that we have at rates we are now paying, or lower rates, than 
have an increased supply at higher rates. 

We can’t take it. We have nowhere to put it 

Senator Dante. You don’t think the supply has anything to do 
with the rates that you are going to ultimately pay 4 

Don’t you agree that if you have a large supply and plenty of 
producers looking for and finding new gas, that ultimately you are 

going to have lower ee ices, or certainly maintain your present prices ¢ 

Mr. Warts. No, sir ve. don’t thin k that. It may ultimately come 
about, but the llabaiies on the eastern seaboard would be out of 
business 

Senator Dantev. It is important to have these producers discovering 
and developing their supplies. 
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Mr. Warts. That is the reason we are not advocating the rate-base 
approach that some of the others are advocating. We want to main 
tain that, but we also want to stay in business. 

Senator DantreL. You recognize that some type of legislation on this 

ubject is necessary, do you not ¢ 

Mr. Watts. We would rather see the legislation that we have sug 
cested, than to have the situation remain the way it is now. 

It is chaotic. No one knows where he stands on gas prices, We can’t 
plan at all. 

Senator Monronry. Do you know when the United Fuel Co. made 
its contract with Gulf Interstate / 

Mr. Warts. | don’t recall the exact date. 

Senator Monronry. About when, approximately / 

Mr. Warts. I would say some time in 1953 

I may be wrong. I think the hearings were in the winter of 1953-54. 

Senator Monroney. That rate seems to be the one that raises the 
average rather high, in the quantity of gas. I mean you are still 
vetting eas for 12 cents from Tennessee, and 6 cents from the Chicago 


Corp., but the 18 cents is the high figure on the new amounts of gas, 
{ presume, that your pipeline went out and shopped to get on a new 
contract: is that correct ? 

Mr. Warts. Our pipeline didn’t. 

Senator Monronry. United Fuel Gas Co., and you have to buy from 
them. 

Mr. Warrs. That is right. 

Senator Monroney, we can live under where we are now, but we are 
right on the borderline—we really are. I think the tabulation of 
competitive fuel costs shows that. 

Senator DANTEL. I think you ought to be able to live where you 
are now, too, with the cost to the producer being less than 10 percent 
of the ultimate price the consumer is paying. 

Mr. Warrs. Senator Daniel, [ can’t quite agree with you on that. 
The few cents up or down right now is what we are worried about. 
Those costs of the distribution companies, the average costs, really 
have very little to do, if 1 or 2 cents—and I think Mr. Tippy brought 
this out the other day—a relatively small increase in cost now where 
you are right on the borderline with competitive fuels can raise the 
average cost way up, and distort the whole rate structure, the whole 
rate pattern of all of the distribution companies. 

Senator Monroney. That is the companies who rely on an industrial 
load. 

Mr. Warts. Industrial or heating load, where the cost is almost at 
a break-even point. 

We had hoped that by the sale of increased volumes of gas, or our 
distributors had hoped that they could absorb some of these rate 
increases, and they have, they have absorbed quite a lot of them, but 
they can’t go on doing it indefinitely. 

Senator Danrer. What I said was that as long as you stay well 
under 10 percent of the consumer’s dollar for gas (the producer gets 
less than 10 percent of it), it seems to me that you will be able to get 
along in the gas business as distributors rather well. 

Mr. Warts. I wish it would work out that way, but I don’t think 
it does. The economics of it, if you will read Mr. Tippy’s report very 
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carefully, I think he explains exactly why that which seenis perfectly 
logical at first blush, just doesn’t work out that way. 

Senator Monroney. It is hard to understand why the price of a 
commodity that goes into the line being 10 percent, and the price added 
to that commodity as it goes to the consumer, being 90 percent, that 
you affectively save the consumers of this country by trying to regulate 
that 10 percent. 

Senator Danret. Especially when there are so many cities of equal 
distance, or further away from the source of supply than Norfolk 
and Richmond in which they are not charging that much difference 
between the producers’ price and the consumers’ price. 

Mr. Warrs. [ think you will find that usually happens where the 
line has been in existence for some time, serving the city. I think 
most of the evidence that has been presented before this, and the 
House committee, will show that cities to the north of us, on the 
average, have a higher retail rate than Richmoud and Norfolk. I 
may be wrong about that, but I think the New York figure was 
$2.30. | , 

Senator Monronry. The Cleveland and Pittsburgh rates show 

Mr. Warrs. That isn’t comparable. hey are closer to the source of 
supply, and also they have large volumes of storage available to the 
distribution company which serves them, and thirdly, the pipelines 
have been in the ground, they were mostly built with prewar dollars 
and, in the fourth place, they are written off their costs of conversion 
to natural gas a long time ago, if they ever had any. 

Most of those companies were straight natural from the start, and I 
don’t think you can compare the retail rates in Cleveland with those of 
Richmond and come out with any similarity. 

Senator Monroney. Are you still writing off your artificial gas? 

Mr. Warrs. Our company is not, but the distributing companies are. 

Senator Monroney. What do they do, Mr. Watts? 

Mr. Warts. The tax authorities will give them a 10-year period to 
write that off, and I think that is a fe airly standard procedure. 

Senator Monroney. In other words, at the original cost ? 

Mr. Warts. At whatever the cost was to make the conversion. The 
distributing companies made the conversions on the appliances which 
were owned by the customers, and as far as I know, that is done in 
every case where natural gas is brought in. It is done by the distrib- 
uting companies. 

| don’t want to give the impression that we are not better off with 
natural gas than we were under manufactured gas. 

Senator Monroney. What was the price of manufactured gas, do 
you remember / 

Mr. Warts. It varied all over the lot. 

Senator Monroney. But higher than they are paying today? 

Mr. Warrs. I would say 40 to 50 percent higher. 

Senator Monroney. So natural gas did offer a substitute fuel of 
a at a much lower rate / 

Mr. Warvs. I think that is right. If natural gas hadn’t come in, I 
think most of our distributors would be out of business, or they would 
be in a constantly shrinking market. 

They might still be hanging on by the skin of their teeth. 

Senator Monroney. Mr. Purtell? 
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Senator Purreti. It would be true, would it not, that it would cost 
a whole lot more to transport a ton of goods from Richmond to Chicago 
by oxcart than it would by railroad, and is there any reason to believe 
we should therefore permit the railroads to charge what it would cost 
by oxcart ¢ 

Mr. Warts. I would certainly hate to have to pay it 

Senator Monroney. Thank you, Mr. Watts. 

The next witness is Mr. Edward ID. Hollander, representing the 
Americans for Democratic Action of Washington, D.C 

We are glad to have you come before the committee, Mr. Hollander, 
and appreciate your appearance. You may proceed in your own way. 


STATEMENT OF EDWARD D. HOLLANDER, ON BEHALF OF 
AMERICANS FOR DEMOCRATIC ACTION 


Mr. Hottanper. Mr. Chairman and members of the committee, my 
name is Edward D. Hollander; [ am national director of Americans 
for Democratic Action. I appreciate your courtesy in giving me this 

pportunity to present A DA’s views on S. 1853. 

For the past 5 years Americans for Democratic Action have consist- 
ently op yposed measures under which the Federal Government would 
waive or severely restrict its authority to regulate the prices of nat- 
ural gas delivered for transmission to interstate pipelines. ADA op- 
posed the Kerr bill in 1950 and urged President Truman to veto it. 
Ever since, we have been consistently on record in opposition to such 
measures. The 1951 national convention of ADA voted “to oppose 
any decrease in the authority of the Federal Power Commission over 
prices and distribution of natural gas,” and this position has been 
repeatedly reaffirmed since. In accordance with this polic; y, I testified 
last month in opposition to the companion bills of S. 1953 in the House. 

I am not a technician on this subject and I do not presume to say 
precisely how the Federal Power Commission should exercise its reg- 
ulatory power or what are fair prices for natural gas delivered to 
pipelines. This is an intricate subject and one whic +h rests with the 
Power Commission under standards established by Congress, But 
since the organization I represent has consistently taken the position 
that the Federal Government should retain and exercise this author- 
ity, I feel it is incumbent on us to explain briefly the reasoning which 
has led us to take this position. 

In one of its decisions upholding the Federal Power Commission’s 
decision regulating the wholesale rates charged to distributing com- 
panies, the Supreme Court of the United States said that— 
the primary aim of this legislation was to protect the consumers against ex- 
ploitation at the hands of natural gas companies. 

[f the act were to be amended to exempt producers of natural gas 
from regulation, or so to restrict the regulation as to render it ineflec- 
tive, presumably it would mean that either 

(1) it was not the policy of Congress to protect consumers 
of natural gas against exploitation at the hands of the natural 
gas companies; or 

(2) effective regulation of prices at which independent pro- 
ducers sell natural gas to interstate pipelines is not necessary to 
prevent such exploitation, because there are factors other than 
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omy, have every right to a fair return on their investment and 
rewards for their enterprise and risk. 

Senator Danrev. If ] may interrupt, on that point, I am glad, of 
course, to see you make that statement, but exactly how would you 
propose that a fair return be arrived at? What would you take into 
consideration on the rewards for their enterprise and risk? 

Mr. Ho.LANp! R. Sir. ] think there is power nh the action of the 
Federal Power ( ‘ommission, as well as other regulatory bodies, which 
permit companies to charge not only the actual cost of equipment, 
but the cost of exploration, the other costs of enterprise and risk, 
including, I believe, unsuccessful explorations. 

Senator Danret. Then it would be your idea that the producer 
should be permitted to have a higher price than just a straight per- 
centage return on the actual cost of his well ? 

Mr. Hounianper. It depends on how you calculate the cost of the 
well, Senator ? 

If I am not mistaken. there are the records of the Power Commis- 
sion deci ions, instances in which these costs were calculated in such 
Ways as I have just mentioned, 

Senator Danie.. To take into consideration the dry holes ? 

Mr. Hotitanver. I believe so, sir. 

Senator Danter. And the possibility of further dry holes of the 
development of a given reservoir / 

Mr. Hoitanper. If I am not mistaken, in a report to the 81st Con- 
gress on S. 1498, which was one of the bills to amend the Natural Gas 
Act, the Power Commission submitted a table showing the cost per 
thousand cubic feet of gas produced by interstate pipeline companies, 
and this iS the as produced by the companies, themselves, and I be- 
lieve these costs include operation and maintenance, royalties, deple- 
tion, taxes, exploration, and development costs. 

Senator DanteLt. You would take into consideration a figure there 
that you think should be allowed the producer that would be a reward 
for the risk he takes ? 

Mr. Ho~tianper. Yes. 

Senator DanreL. It would be something more than taking into con- 
sideration his actual cost ? 

Mr. Hotianper. Yes, and if you don’t mind, I would rather not go 
beyond this, because I am not a technician in the gas industry. 
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Senator DanteL. I am glad to see that you recognize the difference 
there. 

Senator Monroney. I might point out that since x percent of the 
gas is produced in connection with oil, you have got a very difficult 
‘roblem on allocation. You have one that vou — nd to regulate, 
and the other that is in the free and open market, and [just think you 
wind up with a higher cost to the producer by the time you get all the 
nonvariables and things in there than you would have under a com 
vetitive situation. 

Mr. Hotianper. I will try to touch on that later, sir. 

Senator DanieLt, What do you do about a man with good luck whose 
cost is not as much as another producer in the same — Would 
you allow the producer who had the higher cost to get a bigger price 
for his gas in the same field than the producer, say, on the : didening 
lease, who had better luck ¢ 

Mr. HottaAnper. Senator, as I say, | am not prepared to explore all 
these details with you, because I am not as well informed on the 
technical aspects of the industry, but I certainly feel as I have said 
here that the returns to the producers should not exclude, as | say, 
we do not assume this regulation is justified simply to hold down 
prices or that the removal of regulation should be opposed simply be- 
cause it would lead to higher prices. ADA has always maintained 
that the unique success of the United States economy in producing 
and distributing goods and services for the world’s highest standard 
of living derives from vigorous competition in free markets; and if 
the market in natural gas were such a market, we could find no case 
for regulation. 

But it does seem clear to us that there are many reasons why the 
market in natural gas does not and cannot operate as a free competi 
tive market. On the contr: ary, it has many e haracte istic s of a natural 
monopoly in an essential commodity, and, as such, requires regulation 
in the public interest. This is admitted in the case of interstate pipe 
line transmission and distribution to consumers. We believe it is 
clearly evident also in the case of sales to interstate pipelines, effective 
regulation of which must be at the hands of the Federal Government. 

Senator Danien. Are you going into the monopoly features fur 
ther ? 

Mr. Ho._uaAnper. Yes. 

We believe, therefore, that the Federal Government must maintain 
and be prepared to exercise the jurisdiction over such sales, and, 
specifically, over the prices at which the gas is sold. We take this 
position without reference to the circumstances under which the Fed- 
eral regulation should be exercised, or the standards used for deter 
mining equitable prices, We recognize that interests of producers 
must be protected along with interests of consumers, and that equity 
does not preclude the return for enterprise, foresight, skill, and even 
plain luck. But it is clear that some ‘where in the scale of prices there 
is a line that separates the return of enterprise from the return of 
monopoly, and the Federal Government must remain empowered to 
draw that line. 

What factors endow the interstate commerce in natural gas with 
the characteristics of a monopoly-utility and invest it with the public 
interest ¢ 
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First, that it is destined for transmission and distribution through 
a succession of regional and local monopoly-utilities to consumers 
dependent on gas by virtue of their investment in gas-burning equip- 
ment. These utilities are under Federal or State regu ation and, in 
fact, are impelled to pass through—or, at any rate, in practice are 
permitted to pass through—increases in prices they A for natural 
gas at the well. In short, pipeline, distributor, and consumer must buy 
gas; and the Federal “y State regulation of prices for transmission 
and distribution cannot be effective in maintaining equity if the pro- 
ducer’s price is not subject to the constraint either of a competitive 
market or of public regulation. 

Moreover, neither pipeline, distributor, nor consumer has a free 
choice of seller. The consumer must buy from one distributor, the 
distributor from the pipeline; and the pipeline from the producers in 
the gas field where the line originates. It would be nice, as someone 
has remarked, if gas pipelines could be moved about like garden hoses 
to shop for competitive benefits in the purchase of gas; but this 1s 
not the case. 

Senator Monroney. Wouldn’t you say anytime you find a good 
field, and pipelines are needing more gas, they are certainly going to 
build in to those fields? It is the history since this industry has started 
that the lines of gathering run like the root system of a tree. It isn’t 
a static situation that a line is destined for one field, and doesn’t take 
into consideration new fields. Certainly if somebody brings in a 
big new field, they will all build to it. 

Mr. Hotianper. But as markets go, it is a very rigid market, 
Senator, in this sense. 

It is this fact which differentiates the commerce in natural gas from 
ordinary market commodities and specifically from competing fuels, 
such as coal and oil. In fact, in many respects the market in gas more 
nearly resembles the market in electricity. Theoretically, it competes 
with other fuels, but the competition operates only at the point of 
marginal use—at the point where a consumer has the choice between 
installing gas-burning or alternative equipment, or where a pipeline 
has the choice of tapping one gas field or another. Once that choice 
has been made, the producer has a virtual monopoly. 

However, unlike electricity the natural gas that flows through a 
given distribution system does not originate at one or two points of 
production. It isthe product of many wells; and this fact is sometimes 
cited as evidence that there is a free competitive market among the 
producers of natural gas. It does not see to us that the facts substan- 
tiate this conclusion. 

In the first place, while there are many producers, a very few large 
ones own a very large fraction of the reserve and supply a very large 
fraction of the gas in each of the principal producing fields. This 
has been well documented by evidence introduced before the Federal 
Power Commission on various occasions and I will not take the com- 
mittee’s time to repeat the familiar evidence. 

Senator Danrex. Actually, I have never seen the figures broken 
down by each producing field. Have you made any examination, or do 
you have anything that would show that in each producing field a 
majority of the gas is owned by only a few producers? 
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Mr. Hottanper. In the example I was about to give, I have one, 
but I have instances known to you about the Texas field, which is the 
largest and most important. 

Senator Dantev. The Texas field ¢ 

Mr. Hotianper. The State of Texas, which supplies about half of 
all natural gas. I am sure these are familiar to you. I will be glad 
to cite them. 

Senator Danret. I think the figures you have in mind are overall 
figures that so many companies own a certain percentage of the gas 
reserves in the country. Actually, when you go to breaking it down 
by fields, I am sure vou are going to find that the gas in many, many 
fields is owned by many companies and independent. producers. In 
some fields, of course, the majority of the reserves are owned by one or 
a few companies, but they are the exception to the rule, I would say, 
having been in litigation with them as attorney general on the other 
side of the table. In about 17 cases in which we were trying to enforce 
railroad commission orders to stop the flaring of gas, we had many, 
many defendants. Actually, they were plaintiffs suing to enjoin the 
railroad commission order which [ was defending. 

[ was surprised at the many, many producers in those fields, who 
were involved in that litigation. 

Mr. Hottanper. No doubt there are hundreds of producers, but the 
figures I have show a hierarchy, like this, if I am not mistaken, that 
35 large companies—these are from the 1952 records of the Texas 
controller—35 large companies produced more than three-fourths of 
the gas from the 8 great producing areas in Texas: 16 companies 
produced a little over half, 8 companies produced about three-eighths, 
3 companies produced about 20 percent, and 1 company alone produced 
13 percent. 

Senator DanreL. Are you going to introduce those figures? 

Mr. Ho.ttanper. I can. 

Senator Danizt. The figures on which you base your percentage ? 

Mr. Houianver. I would be glad to, Senator. ‘I would have to 
send them in later, I don’t have them with me. 

(The information referred to was subsequently supplied and is as 
follows:) 


‘ 


AMERICANS FOR Democratic ACTION, 
Washington 6, D. C., June 2, 1955. 
Hon. JoHN O. PASTORE, 
Senate Office Building, Washington 25, D. C. 

Dear SENATOR Pastore: I would like to express again my appreciation to you 
for giving me an opportunity to i nt to your subcommittee ADA’s views on 
the proposed amendments to the Natural Gas Act, specifically 8S. 1853. 

In the course of my testimony on May 31, Senator Daniel asked me to submit 
information which I was not in a position to supply at the time. Referring to 
the effects of past price increases on the consumers of natural gas, I testified 
that “the increases from 1950 to 1954 have added between $150 million and $200 
million dollars to the annual gas bills of industrial and household consumers.” 
Senator Daniel asked if this was based on the total production of gas (including 
gas cold direct from preducer to consumer) or only on that part of the production 
which was sold through distributing utility companies. On checking my sources I 


have verified that it includes only the latter. That is to say, the increases in 
the price of gas at the well have added between $150 million and $200 million 
annually to the gas bills of the customers of gas utilities. As Senator Daniel 


pointed out, this averages $6 to $10 per consumer per year: it also enriches 
the producing companies by adding $6 billion to $8 billion to the value 
of their reserves. 
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In supporting my argument that, although there are several thousand producers 
bnatural ga the pl Mluction is concentrated in the hands of relatively few 
mpanies whose contracting and pricing policies dominate the prices, I cited 
the concentration of produ tion in the State of Texas which itself produces half 
our natural ga Senator Daniel asked for further documentation of this 
point The facts | cited were derived from docket K-137, Federal Power Com 
mission, statement of Mid-Continent Oil & Gas Association, the American Petro- 
leum Institute and eight other associations, September 16, 1954. The pertinent 


facts are as follows: 

1. As of 1953 more than SO percent of the gas production in the Texas Pan- 
handle area, more than 65 percent of the production in the west Texas area, and 
69 percent of the production in the east Texas area came from 15 large pro- 
ducers in each area Taking account of duplication, the figures show that 35 
large companies produced about three-fourths of the gas from these 3 areas. 
2. Four companies in the Panhandle area, 8 companies in west Texas and 
S in east Texas produce 50 percent or more of the production in each area. 
Eliminating duplication, 16 companies produce over 50 percent of the gas from 
the 5 areas 

3. One-third or more of the production was in the hands of 2 companies in the 
Panhandle, 4 in west Texas, and 5 in east Texas Eliminating duplication, 
9 companies produced three-eighths of the gas from the 5 areas, 

4. As of 1951, three producers (Phillips, Humble, Stanolind) produced nearly 
one-fifth of all Texas gas 

5. Phillips alone produced more than one-eighth 

I would appreciate your making this a part of the record 

Sincerely yours, 
Evwarp D. Ho_iANper, 
National Director, ADA. 


Senator Monronry. Would you say that is more or less number of 
companies operating in this field than in the automotive field ? 

Mr. Hot anper. Senator, it is clearly more, but I think the analogy 
is not, if you will forgive me, really relevant, because of other aspects 
of this market that [ would like to point out. After all, if there were 
only two automobile companies, we could still shop readily hetween 
the two. 

Senator Monroney. But we hear so much about the monopolistic 
character of this, and when vou examine it there is no extractive in 
dustry, excepting bituminous coal, that is as widely held as natural 
eras 1S, 

Mr. Hotianper. I was trying to point out a number of factors which 
combination seemed to me to endow this business with these charac 
teristics, whereas one alone would not. 

Senator Danien. How about in the steel industry? Would you say 
there are more producers ot steel than there are producers of gas / 

Mr. Hotntanper. I don’t know, Senator, and, as I say, with apol- 
og@les, | don’t think it is r¢ ally relevant, because the market in steel is 
in entirely different kind of market from the market in gas. 

Senator DanieL. It may be after a producer commits his gas to in 


terstate commerce. That is the point that you are talking about here; 
isn’t it? You are not talking about the business of producing gas in 
general. All of what you have said here on page 3 seems to be tied 


into gas production which has been committed to interstate com- 
merce; am | correct in that / 

Mr. Hottanper. Which has been committed ; yes. 

Senator Dante. Which has been committed. Actually, it might 
have been discovered and production started without any commit- 
ment, but you are talking about gas that is committed in interstate 


mmerce, 


L 
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Mr. Honmtanper. Yes. From another point of view, | wanted to cite 
an example of this concentration from the purchaser's point of view, 
the Tennessee Gas ‘Transmission Co., which supplies the natural gas 
to the Mid-Atlantic and Northeastern areas, derives two-thirds of 1 
mndustry oa 10 large producers, and the other ad from 90 po 
producers. Clearly the pric Ine decis ions of the LO) large producers 
x compelling influence on the market. 

This is the point I think is relevant to the concentration. 

Furthermore, the rapid expansion of pipelines and the pipeline 
demands for natural gas since the war has apparently preempted 
most of the known reserves under long-term contracts, so that there 
now exists a strong seller’s market in natural gas. General ‘Thompson, 
of the Texas Railroad Commission, made this fact clear in his testi- 
mony before the House Interstate and Foreign Commerce Committee 
when he testified (hearings, p. 109) : 

Mr. HkESELTON. Do you consider that there is any real competition so far as 
the purchase of natural gas is concerned ? 

Mr. THOMPSON, Oh, ves 

Mr. HESELTON. Competition between whom ? 

Mr. THompson. Between the various purchasers trying to get the gas from 
the various sellers 

The price effects of this sellers’ market are rather sensitively com- 
municated through a system of price escalator clauses to existing long- 
term contracts. The contracts between the producing companies and 
the pipelines are designed to give the producers the benefit of recent 
higher price contracts. The most impelling evidence that producers 
dominate the market is the fact that they have been able to secure the 
inclusion in gas pure ‘hase contracts of these various escalation clauses 
= h may overnight bring about very large increases in the cost of 

gas to the pipeline company. We witnessed a recent example of this 
~ the cost of gas to Tennessee Gas Transmission Co. was hiked 
about $10 million last December 15 through the operation of reneeo- 
tiation and favored-nation clauses. ‘Tennessee has assets over $650 
million and presumably it is not without considerable bargaining 
power as the No. 2 pipeline company in the country; yet it accepted 
in its gas purchase contracts the esc alation clauses which it mvst have 
known would some day operate to bring about a tremendous increase 
in the cost of purchased gas. 

Thus it is hard to escape the conclusion that we are dealing here 
with a market which in essential respects behaves like a monopoly- 
utility market and not like a market in commodity fuels such as coal 
and oil. 

Senator Daniet. Do you think an antitrust suit would lie against 
these produce rs of natural gas? 

Do you think they are a monopoly to the extent that an antitrus 
action could be brought against them now ? 

Mr. Hotianper. I am not a lawyer, and when I use the word “mo- 
nopoly,” I don’t relate it to the antitrust laws. There are antitrust 
actions taken where there is not monopoly in the sense I am talking 
about it. Conspiracies in restraint of trade are not necessarily 
monopolistic. 

This conclusion is strengthened by evidence on price behavior of 
natural gas since the war. There has been a rapid and steady rise. 
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Again, the data are abundant and various from company to company 
and from field to field, but the conclusion is the same. 

While some of the early contracts, without benefit of escalator 
clauses, have continued in effect at low field prices, the later contracts 
have come in at progressively higher prices which, through escalator 
clauses ‘in existing contracts, have had far-reaching influence. There 
are many examples of increases of 50 to 105 percent. 

Senator Monronry. Would that be in the purchase of smaller 
amounts of new gas supply, or would you say that is a general average 
field price ? 

Mr. Hort.anper. Initially, in most cases if I am correctly informed, 
Senator, it is new contracts, but gradually this works its way back to 
effect a great deal of supply through escalation devices. 

Statistics of the Federal Power Commission show an increase of 
50 percent between 1950 and 1953 in the price paid by the interstate 
pipelines for their purchases of gas from the Southwest gasfields. 

The Bureau of Labor Statistics reports that between 1950 and 1954 
the wholesale price of natural gas rose 19 percent whereas the price 
of manufactured gas declined, average prices of coal and electricity 
remained unchanged, and the average price of petroleum products 
rose by 7 percent. 

Senator Monroney. It would be interesting to go back to about 
1946 and check those same figures. 

Mr. Houtanper. I tried to do that, Senator, but the BLS didn’t 
distinguish between manufactured and natural gas until these later 
years. 

Senator Monroney. You did find evidence that natural gas was 
low up to about 1947 or 1948, by 4 and 5 cents a thousand ¢ 

Mr. Hotianver. I found that natural-gas prices started moderately 
high, because so much of it came from the high-cost Appalachian 
fields, and when the Southwest fields were opened, it fell, and there 
were very many low contracts before the war, and even up through 
about 1947 when I think it is fair to say that the evidence we have 
indicates that there was a close correlation between the price of natural 
gas and the cost of natural gas up through the early postwar years. 
It is in these later years that we have seen this very large increase. 
This is one reason why I think the figures from 1950 to 1954 are 
relevant in this connection. 

Senator Monroney. But you will admit that the price of gas in the 
1946-47 period, as these pipelines were just beginning to come in, 
represented also other factors, including a factor there that the dis- 
tress price, lacking a ready market, was below the ordinary going rate, 
as evidenced by your rates in your Appalachian field and other places ? 

Mr. Hotianper. That was, if Iam not mistaken, mostly prewar. 

Senator Monroney. Was gas seldom under 5 cents in any field any- 
where at any time. It may have gone down in some places. 

Mr. Houtanver. I think there are evidences of long-term contracts 
entered into at 2- or 3-and-a-fraction cents dating back, I believe, to 
the late thirties, if I am not mistaken. 

Senator Purrert. At that time was it not true that we were burning 
oil, and had no market for natural gas, and anything you got for it 
was more than you were getting at the time? 
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Senator Monronry. That is the point I was making. It didn't 
represent a nature al value. I don’t think you can take gas and say gas 
is without value whatsoever in this whole picture. It has some in- 
trinsic worth like any other commodity, coal or anything else, and you 
found because you couldn't transport it, as vou used the oxcart illustra- 
tion, you found an unnatural price in these fields where you had bil 
lions or trillions of cubic feet with no market. 

Then as the market opened, you found it more nearly coming up 
with what its intrinsic worth per B. t. u. actually amounted to, 

Senator Danrev. You will agree considering the B. t. u. content, it 
hasn’t yet kept up with the price of other fuels. 

Mr. Ho~tanper. No, sir, this is what we are afraid it will do. 

In response to what you said, Senator Monroney, I agree that say 
through 1947, or a little later, there was evidence that the price rise 
that occurred up to that time to the late forties seemed quite reasonable 
i line with costs and other market factors. 

Senator Monroney. Isn't there also another factor that as a consid- 
eration for these lines building into these fields, at specially low and 
attractive rates while they built their load factor, before the »y had the 
pipeline packed with gas, they were trying to make it possible for these 
companies not to show big deficits in operating at less than the 
maximum # 

Senator Dante... You don’t think it is fair for consumers or for pipe- 
line companies to pay a price based on B. t. u. content. Do you think it 
is fair for the producers to receive, at least, a comparable price with 
other fuels based on B. t. u. content ? 

Mr. Ho.uanper. Senator, as I tried to indicate here, if this were a 
market like other markets that I am familiar with, 1 would expect this 
to happen. 1 would expect that oil and coal, for example, given dif- 
ferentials in convenience and other values beside just the B. t. u. con- 
tent, would tend to this kind of competition, but the point I was trying 
to make was that the market in natural gas is not that kind of market, 
and therefore, I think that it has certain characteristics of a utility 
monopoly which preclude its behaving like a competitive market in 
which we could count on the ordinary competitive forces to operate. 

That is the burden of the argument J am trying to put here. 

Senator Dantev. The fair price based on B. t. u. content, if it isn’t 
offered, the producing supply is going to be cut. 

In other words, a producer who can afford it will hold his gas in 
the ground and wait, knowing that in B. t. u. content he has a much 
more valuable product than what he can get on the market today. 
Isn’t it a natural thing that he will, if he can afford to, hold it in the 
ground until he can get a price more nearly in line with the intrinsic 
value of the fuel? 

Mr. Hotianper. You mean that the regulation of the price will dis- 
courage exploration, or discourage prying into production ¢ 

Senator Dantez. If it is regulated too far below the actual! intrinsic 
value based on B. t. u. content ? 

Mr. Hoxzianper. This, it seems to me, involves a good many o’her 
factors rather than the relation of natural gas to other prices. _ It also 
involves the relationship of opportunities for his capital in this and 
other respects. It is a very expensive business to sit on a big pile of 
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capital for a long time on the chance that the commodity you are 
nowl ling will turn out to be worth a great deal more. 

Senator Danie... But really it is the cheapest storage in the world. 
After you find a gas reserve, say you have to drill a few wells to define 


it, and you cap them in. The cheapest storage in the world is to keep 
it there in the ground, isn’t it ? 

Mr. Hotianprer. After you have paid the exploration cost, the capi- 
tal investment, with no return until you start selling the gas. 

Then there is the question of finding outle ‘ts, and in ge neral this in- 
volves ris! s also. for which L would expect these people would expect 


to be paid : f the \ do sit om it. 

There are, we feel, many inducements to the exploration and sale of 
natural gas, as it is. 

I was giving some examples of price increases in addition to the fig- 
ures of the BLS. The statistics of the American Gas Association 
show a rise of 20 percent in prices of natural gas to consumers between 
1950 and 1953. 

There is no doubt that in the absence of regulation, the prices of 
natural gas have risen very sharply; and because of the expanding de- 
mand, there is no reason to believe that in the absence of regulation 
they will not continue to rise sharply. 

It is estimated that the increases from 1950 to 1954 have added be- 
tween 150 and 200 million dollars to the annual gas bills of industrial 
and household consumers. 

At present rates of consumption, every additional 5 cents in the pro- 
ducers’ price of natural gas will add $250 million or more to the annual 
cost of consumers. With such great sums at stake, it seems incredible 
that the Federal Government woul | waive or cripple its authority to 
scrutinize and, if necessary in the interest of equity, to restrain further 
increases. 

Senator Danie... How many consumers are there; do you know? 

Mr. Hotianper. I think there are 20 million consuming units, 
Senator, which means 60 million people. 

Senator Monroney. That would be half and half; half in the affected 
interstate market and the other half in intrastate ? 

Mr. Hotnanper. I thought there were more—— 

Senator Monroney. Maybe in numbers, greater, but in total con- 
sumption, maybe about the same. 

Mr. Houtianper. If I am not mistaken, a little more than half the 
gas is said to be committed in interstate transmission—of the re- 
serves—and a little less than half to the intrastate. 

S. 1853 would establish a standard of “reasonable market prices,” 
in an industry in which there is no market, in the economic sense 
of the word. Reasonable market price standard as protection for con- 
sumers Is a slippery and ambiguous standard. Regulation by the 
Federal Power Commission under such a standard can only mean 
that the “reasonable market price” is whatever the pipeline company 
and producer agree upon, unless it can be proven that there is ecollu- 
sion or affiliation, or that like quantities of gas equally as accessible to 
buyers’ lines can bi purchased at a lesser price from another producer. 

Arm’s-length bargaining in a sellers’ market can still leave the buyer 
with little choice. 
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at 


‘| he Commission's decision must be based on the evidence; it cannot 


be arbitrary or capricious. It cannot reject evidence of market value 
and substitute therefor its own judgment. The price named in the 
contract between two independent parties would be evidence of “rea 


sonable market price” even if, in fact, no true “market” existed. 

On what basis would the Commission be able to find that such price 
was not “reasonable”? Certainly not by comparing the price with 
the prices other producers are receiving for gas based upon earlier 
negotiated contracts. 

low could the Commission reject the testimon) of experts that the 
market value of these particular gas reserves is not less than the : — 
upon contract price, when no proof is offe red that a like volume of 1 
serves can be purchased in the same area at a lesser price 

What producer would come forward and offer his reserves for less 
when demand exceeds supply anal each hew purchase has resulted 
ie r field prices ¢ 

Thomas C. Buchanan, former Chairman of the Federal Power 
rsceadleikanin sella of the companion bills in the House : 

“Fair field price” or “reasonable market price” means no regulation, which 
is what the industry desires. * * 

The producers of natural gas, in seeking to be relieved of this regu 
lation, have made it clear that it is their objective to raise the price 
of gas, or to permit it to rise, until it is equal to the price of other 
higher cost fuels. It is their contention that when the price of gas 
has risen until it is “competitive” with prices of other fuels for 
a given energy equivalent, there will be a “natural ceiling” on the 
price of natural gas, Even if this ceiling were permitted to operate, 
it is instructive to see where they think it would be reac net Spokes 
men for the gas producers have calculated that natural gas could sell 
for 2 cents or more per thousand cubic feet at the well ‘to be equivi \ 
lent to the current prices ot petrole ‘um and coal in consuming’ cities. 

If this is their objective, and i if gas pr ices were to rise to these le vels, 
the increased cost to the consumers would approximate $800 million 
per year. 

Since the producers have been so candid and have documented 
their objectives so thoroughly, it is more than ever difficult to under 
stand the attitude of the F eer: i| Power Commission in supporting 
the proposal to strip it of its authority to maintain surveillance 
and control over the increases in prices of natural gas. 

For many years, in spite of the clear authority for regulation, 
the prices have remained largely unregulated on the grounds that 
early contracts were made at the depression prices and that rising 
prices were necessary to encourage explorations and making of new 
contracts. 

However this may be, the sharp increases of the past few years and 
the prospects of even sharper increases ahead make it imperative 
that the Federal Government should not at this time relinquish its 
authority for regulation. 

It is questionable whether the Power Cominission has adequately 
served the public interest in failing to assret its jurisdiction for the 
past 5 years or more. It is most difficult to see haw they can serve 
the public interest by relinquishing that authority at t this time. 


623057 be 
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ADA believes that in order to avoid that exploitation of consumers 
by natural gas producers which it was the purpose of the Natural 
Gas Act to prevent, it is imperative that the Federal Government 
continue its authority for effective regulation of field prices and that 
the Power Commission exercise this authority in the public interest. 

Senator Monroney. You were, earlier in your presentation, com- 
paring the gas situation to the situation in the electric fie ‘ld. 

Do you feel that gas, as a commodity, is subject to the same type 
or same comparative regulation that elec ‘tricity is; that you can 
create any given amount of electric ity that you want to, to fill the de- 
mand by more generators and more boilers, and therefore it is and can 
be subject to rather close regulation, with engineering statistics and 
data, but can you consider gas as that kind of a regulatable com- 
modity ¢ 

Mr. Hotianper. Well, as I said here, Senator, it resembles the mar- 
ket in electricity, in some respects, and then I went on to point out, 
as you have just said, that in other respects it does not, and primarily 
in this respect you have cited, the gas in the first place does not come 
from 1 or 2 sources to a given community, but from many, and 
in the second place, the one you have me tioned, that it is not subject 
to the same degree of elasticity of supply, so I recognize there are 
differences. 

I don’t think the case for regulating the price of gas, or the method 
of regulating the price of gas, would follow closely the analogy for 
electricity. 

Senator Monroney. Once a thousand cubic feet of gas, or a trillion, 
are produced out of a field, that gas is gone forever. You are selling 
an irreplaceable and nonmanufactur able c ommodity. 

Now, when you get a public utility price tag on it, you are going into 
something that we have never tried m our history before; 1s that not 
{rue—exc epting under the war days of price control ? 

Mr. Hoitianper. Do you mean that ges is a commodity, and that 
regulating it is like regulating the price of coal or wheat ? 

Senator Monroney. That is right. 

Mr. Hot.anper. I think, for reasons I have stated, it is not such a 
commodity. 

Senator Monroney. It is such a commodity, but its use is of a dif- 
ferent nature. 

Mr. Hotianper. The circumstances of its production, distribution, 
and consumption are quite different, which makes it from a marketing 
point of view quite a different kind of commodity. 

Senator Monroney. But how do you go from a private contract, 
then, in which two independent people arrive at a bargain on how 
much the gas will cost this year, next year, 5 or 10 years from now, as 
to the contract, and then you supersede th: it by declaring that this gas 
producer, because his product goes into a monopolistic situation on the 
line, is going to be bound by an order of the Federal Power Commis- 
sion, or State utility. as to its price ? 

Mr. Hotianver. Well, on the very grounds of the statement of pol- 
icy in the Natural Gas Act, and of the decisions of the Supreme Court 
interpreting the act, that the purpose of it is to prevent—— 

Senator Monroney. It is effected with the public interest. 
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Mr. Hointanprer. And the purpose of regulation aims to prevent 
exploitation, monopolistic exploration of consumers by a compara 
tively small number of producers. 

Now, if the Congress relinquishes the authority to do that, presum 
ably, as I said, it means that they are willing to see this kind of 
exploitation. 

Senator Monroney. But there is a great many millions of people 
on various gas systems waiting, clamoring, agitating to be served with 
gas. Is that not true? 
~ You go into Federal regulation of the producer, you would not. con- 
tend that the Federal Power Commission can make producer A or 
producer B who had never sold in interstate commerce, connect up 
with a pipeline? 

Mr. Hotianper. Of course not. 

Senator Monroney. Then producer A, or producer B, can in an 
unregulated market sell what amounts to about 50 percent of the 
production in the intrastate market. 

We have an Se in Oklahoma, today, where about a trillion 
cubic feet of gas, because of this threat of regulation, is going to be 
arried in ipprokiat ately a 100-mile pipeline from the gas fields inside 

the State to another portion of the State for a huge power-generating 
project by a utility. 

This gas can then be sold on open negotiation, without anybody 
looking over his shoulder, or anything. The electric ity that is gen- 
erated from that gas will be generated on the cost of the energy, as it 
voes up in price the electricity has an escalator clause. That is true, 
| think, in almost all of your electrical contracts. 

Mr. Houtanver. That lies beyond the power of Congress to regu- 
late. of course, so it is outside this discussion, but I certainly wouldn’t 
agree that this was a healthy condition for the producers to be able 
to exploit the consumers in this way, whether it is intrastate or 
interstate. ; 

There are many kinds of escalator clauses. 

Senator Monroney. If they have two markets to serve, one un- 
regulated, and the consumer gets benefits from the electricity, as 
well as the gas, unless you just seize the man’s property, he is going 
to have the right to serve whichever buyer he feels is the best cus- 
tomer. 

Mr. Hotianper. Of course; the Natural Gas Act has been on the 
books for many years. 

Senator Monroney. Since 1938. 

Mr. Hotnanper. Yes, since 1938, and in all this time we have had 
a vast expansion in the development of natural-gas supplies. 

There are many types of escalator clauses, § Senator, and this goes 
back to a question that Senator Daniel asked a little while ago, which 
will protect long-term contractors from devaluation of the dollar, or 
from changes in cost and other unforeseen hazards. ; 

Senator Monroney. Taxes? 

Mr. Hoitanper. Yes; and I have had a good deal of experience 
in working out such escalator clauses, but they are an entirely differ- 
ent type than this, my point being the consumer can get protection 
against these ordinary hazards, without hi: aving to have the type of 
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eseniator clause which gives him the advantage of every high-cost 
Ol high price contract that is written subs seque ntlhy. 

Senator Monronery. Under your theory, if this bill should not pass, 
or legislation somewhat similar to rt, those contracts that have ex- 
isted in the past, will not be valid, excepting to commit the producer 
to supply the gas? 

Mr. Honianper. I am afraid I don’t understand the question. 
Senator Monronery. You are talking about the contracts, but even 
hi a conservative escalation figure, which you accept, that will not 
the price of the gas, will it? 

It will be the price that the Federal Power Commission puts on 
the Was, 

HOLLANDER. was only making the point that there are ways 
of regulating this, including the escalator clauses, which do not re- 
quire an unregul: fed industr. y, or the unregulated use of the escalator 
clauses that are common in this industry today, which would be 
perfectly allowable under a fair system of cost accounting, and set- 
ting an equitable price which I conceive to be quite different from 
this notion of a market price in a commodity which, as I tried to say, 
that is no real market. 

Senator Monroney. Senator Purtell 7 

Senator Purre.n. I have no questions. 

Senator Monroney. Senator Daniel ? 

Senator Dantet. Back on page 5 you say: 


he 


li is estimated that the increases from 1950 to 1954 added between 150 and 
“00 million dollars to the annual gas bills of industrial and household con- 
Summers, 

Hiow much of that do you attribute to industrial consumers 4 

Mr. Hotianper. I am afraid I can’t answer that, Senator. 

Senator Danien. Do you know what the comparative figure be- 
tween Industrial consumers and household consumers would be? 

Mr. Houtianper. These are AGA figures, which are simply in terms 
of total natural-gas sales to ultimate consumers, and I think it in- 
cludes both. 

Senator DanieL. Your statement says it does, and there is no way 
we can find out how much of that is industrial and how much house- 
hold. 

Mr. Hottanper. I will try to get that for you, Senator. 

Senator Dante... If you attributed all of that increase to household 
consumers, it would amount to only $7.50 to $10 a year per outlet; is 
that right? If you don’t even take off the industrial gas which is 
not under regulation, you agree with that, do you not? The price 
that the produce r receives for his gas that goes to industrial users 
is not under regulation, even under the P hillips case, 

Mr. Hotianprer. I misunderstood your question. I thought you 
meant how much is to industrial consumers at the point of consump- 
tion, and how much to household consumers. 

Those are both regulated by State commissions. 

Senator Danrev. If the industrial consumer gets his gas through 
the distributing company ? ? 

Mr. Hottanper. That is what I am talking about. 

Senator Danre.. You are talking only about that type of indus- 
trial consumer ? 
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Mr. Hoinanper. You are talking about the industrial buying in- 
direct. 

Senator Daniei. Are you including in your figure the industrial 
consumers who buy direct from the interstate pipeline / 

Mr. Honvanper. | think not, but I would have to verify that, 
Senator. 

Senator Danre.. Well, you can give us that information. 

Mr. Hotitanper. I am almost certain that is correct. 

Senator Danrev. You are almost certain that includes only indus- 
trial consumers buying from the distributing companies, 

Mr. Houuanper. Yes. 

Senator Dante.. If we don’t even subtract the industrial consum- 

from the total, and if you attribute the total to household con- 
sumers in the country, it would amount to only $7.50 to $10 a year; 
do you agree with that calculation ? 

Mr. Houtuanper. I assume your arithmetic is correct, Senator. 

Senator Danre.. That is all. 

Senator Monroney. Thank you very much for your testimony, Mr. 
Hollander. 

The committee will stand in recess until 2: 30. 

We will resume then. 

Mr. James LL. Bomar, speaker ot the House ot Representatives ot 
the State of Tennessee; Mr. George F. McCanletf, attorney general 
for Tennessee, were unable to arrive, and their testimony will be 
submitted to us at a later date this week. 

The committee will stand in recess until 2: 30. 

(Whereupon, at 12:15 p. m., the committee recessed, to reconvene 
at 2:30 p.m., the same day.) 


AFTERNOON SESSION 


(The Committee on Interstate and Foreign Commerce reconvened 
it 2:30 p. m., room G-—16, Capitol Building, Senator Pastore (act 
ing chairman) presiding) : 

Senator Pasrore. Mr. Montgomery, will you merely identify your- 
self for the record and then proceed in any way you desire. 


Mr. Monreomery. Thank you, Mr. Chairman. 


STATEMENT OF DONALD MONTGOMERY, DIRECTOR, WASHINGTON 
OFFICE, UAW-CIO 


Mr. Monreomery. My name is Donal | Mon itgomery, director of the 
Washington office of the United Automobile Wor kers, CIO. 

I am appearing here this afternoon on behalf of the CLO. 

We oppose the Fulbright bill because that bill will increase the 
annual cost of natural gas to consumers by as much as $800 million. 

It will clear the way for corresponding increases in the cost of fuel 
oll. It will inereas se the cos t of electric ity to consumers In many areas 
and enhance by as much as $30 billion, the value of present natural gas 
reserves; nearly half of which are owned by a few big oil compare S. 

It will confiscate the investment which consumers have made in gas 
heating equipment for their homes. 

We arrive at these conclusions on the basis of the following con 
siderations. 
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If the Fulbright bill is approved, there will be no effective regula 
tion of the prices at which natural gas is sold to interstate pipelines, 
and there will be a substantial increase in the “cost” for ratemaking 
pur poses, of ¢ gas produced by a pipeline or its affiliates. 

This is the purpose of the bill. 

1 would like to call the committee’s attention to hearings held on 
May 24, 1949, on the Kerr bill, numoered S. 1498. 

Mr. Olds, then Commissioner in the Federal Power Commission, 
testifying, said: 

Turning now to the trend in field prices, I believe the chief proponents of 
S. 1498 are interested in higher field prices for natural gas. 

Senator Kerr said: “That will be admitted.” 

And Commissioner Olds said: “Thank you,” and the record notes 
there was laughter in the hearing room at that point. 

The Fulbright bill amends the Natural Gas Act by taking away from 
the Federal Power Commission its jurisdiction over— 
any sale which occurs in or within the vicinity of the field or fields where 
produced 

We state below why we disregard the purported effect of the “rea- 
sonable market price” provision of the bill and of proposals that have 
been made to outlaw certain price-raising contract clauses in gas 
purchase contracts. 

The goal of the oil and gas companies is to raise the price of natural 
gas to a point where it will be as costly in consuming markets, on a 
fuel equivalent basis, as fuel oil and coal. 

We do not state this of our own knowledge, but on the authority of 
statements made time and again by those who speak for the oil and 
gas industry. In exhibit 1, which I shall file with your committee, 
are numerous excerpts from official records which justify our con- 
clusions in this respect. 

For example, the president of Peerless Oil Co. said in the Federal 
Power Commission’s natural gas investigation of 1948: 

It has always been ny opinion in evaluating gas out here: It was worth what 
it could be sold for in western Pennsylvania industrial area, less what it would 
cost to get it there. That would be your well price here. 

In the 1954 FPC hearing on escalator and market price clauses, the 
Mid-Continent Oil & Gas Association said: 

A second factor causing sellers to resist long-term contracts is that they feel 
that gas prices, particularly in the home heating market, are not yet so high as 
they could be and still remain competitive with coal and oil. Under these con- 
ditions sellers feel that it is reasonable to anticipate future increases in retail 
gas prices, apart from changes in demand, to levels competitive with prices of 
other fuels. 

The goal of the oil and gas industry is, in short, to charge for 
natural gas all that the traffic will bear. This is the principle of 
monopoly price. It is the princ iple of taking full advantage of a 
demand that exceeds the supply. It is the reverse of a regulated price. 
[f this principle is to prevail in the pricing of natural gas, Federal 
Power Commission regulation becomes a sham and C ongress should 
terminate it. 

Quite seriously, gentlemen of the committee, I believe that prefer- 
able to the enactment of this or any similar bill, would be a simple 10- 
line bill repealing the Natural Gas Act. 
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If such a bill were recommended to the Congress by this committee, 

any Member of Congress would be quite clear what they are acting 
upon. 
As we will point out later, if this bill, or such a bill as is being pre- 
pared over on the House side, goes to vote in Congress, a great many 
Members are not going to re: alize that they are voting precisely that, 
to repeal the Natural Gas Act. 

One petroleum engineer has calculated how high wellhead prices of 
natural gas will go “if the industry, freed from regulation, achieves 
its price “goal. In exhibit II, filed herewith, we quote from a letter 
addressed to the Federal Power Commission by Thomas D. Bailey of 
Oklahoma City in connection with rule making proceedings of that 
Commission late last year. 

Detailed computations of coal, oil, and natural gas costs in five 
large cities accompany his letter. They show the prices that would be 
received for natural gas in the Kansas-Hugoton field if it were selling 
on a coal equivalent basis in those cities. 

He concludes that natural gas is worth 30 cents per million B. t. u.’s, 
more than 30 cents per M c. f., at the wellhead. But, for reasons not 
made clear in his ape he is willing to settle for a —" price of 25 
cents per million B. t.u.’s, more than 25 cents per Me 

Interstate pipelines are now paying an average le of about 10 
cents per M e, f. in Mid-Continent fields. 

If the oil and gas companies, freed of all regulations or fear of regu 
lation by enactment of the Fulbright bill, ac hieve their price goal and 
reach the figure which engineer Bailey calculates as the industry goal, 
the resulting increase in the field price of natural gas can be as much 
as 15 cents per thousand c¢ “ubic feet. 

To show that a price of 25 cents per M ec. f. as the goal of the indus- 
try is not fantastic, I call your attention to the fact that in the Sheri- 
dan, Texas—no, the Lourie, La., field, the American-Louisiana Pipe 
Line Co., has already contracted to pay 20 cents per M e. f., as its 
initial cost under the contract. 

The United Fuel Gas Co., has contracted to pay 20 cents in another 
Louisiana gas field, and U nited Gas Pipeline has contracted to pay 
20 cents in the Maxi and Pistol Ridge fields. 

One of those has a provision that carries the price at a future date 
up to 24 cents per M ec. f. so that this goal of 25 cents which Mr. 
Bailey says the adnate would shoot at is apparently in sight. 

Exhibit os filed herewith, shows what increases of 5- 10- and 15- 
cents per M. ¢. f., respectively, in the field price of gas would add to 
the annual vid of natural gas to consumers in eac ‘h gas-consuming 
State. This is based on utility sales of natural gas in these States in 
1953. 

If the oil and gas industry achieves its price goal, the increase in 
field price will be ‘15 cents per Mc. f. At that rate the increased annual 
cost to consumers will be $800 million. 

Senator Magnuson. Is exhibit 3 based on a 15-cent price? 

Mr. Monreomery. On a 15-cent increase over present prices, which 
would bring you to a 25-cent price. | 

Senator Magnuson. You have the figures on a 5- 10- and 15-cent 
increase, and this is the 15-cent increase; is it not ? 
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Mr. Monrcomery. That is right. As gas consumption increases, the 
added cost To consumers W il] COl responding|y crease. 

In 12 States represented by members of this committee alone, the 
added annual consumer cost of a 15-cent increase in the field price will 
be $334 will on. Three States represented on this committee do not 
vet have natural gas and two others, Connecticut and Rhode Island. 
are relatively small consumers of it 


Not only the cost of gas, but also the cost of will be in 





creased to consumers if this bill becomes law. 

In exhibit IV we tabulate the consumption of natural gas ne the 
generation of electricity in 1954 in each of the States where it was used 
for that purpose. Whatever the electric utilities have to aa ini 
creased gas costs as a result of this bill, they will pass on to their 
ele frie customers. Increase of the field price to Bh cents per M S. 
would add more than $174 million to the annual consumer cost of 
electricity generated with gas as fuel in these States. 

Nor can there be much question that the oil and was companies will 
not fail to raise the price of fuel oil in the consuming markets as they 
raise the price of gas up to and above what they call “competitive” 
levels with fuel oil. From there on, we can expect gas and fuel oil 
prices to rise together until they approach the fuel equivalent cost of 
coal in consuming markets. 

\s Mr. E, DeGolyer said to the railroad and coal attorney question- 
ing him in the Federal Power Commission natural gas investigation, 
Dox ket G—)RO, back in 1948: 

I don’t know that IT am able to be of very much assistance to you in that diree 
tion, Mr. MeGrath: I just have the same healthy desire most of us have in this 


competitive world, to undercut you just enough to get the business, because we 
need volume as well as price 


In short, I am saying their goal is to get natural gas up just as close 
to the cost of coal as they can without losing their market to coal. 
Present reserves of natural gas in the United States are reported to 


be 211 trillion cubie feet, of which 43 percent is wg on by 1 9 large 


oil ee \n increase in the field price of gas to 25 cents per 
thousand cubie feet. would enhance the value of hae reserves by more 
than $30 billion. It would add $13 billion to the wealth of the 19 


large companies. For just 2 companies—the largest owners of gas 
reserves—Phillips Petroleum and Humble Oil & Refining—it would 
prov ide a windfall of $5 billion. 

Future contributions ot vas consumers would provide these billions 
that the Fulbright bil! would add to the wealth of oil and gas 


companies. 
Senator Pastore. Mr. Montgomery, isn’t it your understanding that 


insofar as those States that have not vet received any supply of natural 
Ba are concerned, that the V will be p laced at a disadvant: age unless this 
is federally controlled for the reason that the highest price now will 


be { 08 minimum starting point for them / 

Mr. Monreomery. That is right, and as I understand it, up in your 
State, and in Massachusetts, while they have got gas in there, they are 
already pl icing themselves out of the market. 

Senator Pasrore. Well, let’s take a new State like Maine, for in- 
stance. They have no natural gas up there now. Unless you control 
this by Federal regulation, the prospects of Maine ever getting gas 
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will be at a price at least on the same level as the highest in any 
existing State now. 

Mr. MonTGOMERY. Certainly the price would be so high to the 
residential consumer that, starting with present prices, they couldn't 
persuade very many householders to invest in the equipment of a gas 
furnace, because the advantage over coal would not be great enough. 

I don’t believe they can get into Maine at the kind of prices they 
are getting in the field now for natural gas. 

Senator Pastore. You say it would have to be higher than the 
existing prices now to get into Maine? 

Mr. Monrcomery. No; they would have to be lower to get a market 
there. 

Sanator Pasrorr. What chance would there be of Maine getting 
gas cheaper now, for instance, than gas going to Rhode Island? 

Mr. Montcomery. None whatever. What I am saying is I don’t 
think Maine is going to get natural gas. 

Senator Dante. May Task a question there? Don’t you think that 
the best chance for Maine to get natural gas, and for us to have more 
gas for these other places would be for us to do something that would 
cause the producers who are now worrying about the matter, and some 
of them who are not developing their reserves, to feel like they, too, 
would have some protection as far as their 20-year contracts are 
concerned? Don’t you believe they will deve lop more, and that a 
supply will be available to interstate markets that is not now available 
to interstate markets ? 

Mr. Monteaomery. I don’t believe the latter; no,sir. Iam not at all 
convinced by this argument of the oil industry that unless they can 
charge all the traffic will bear that they will not continue to look for 
and find gas and sell gas in interstate commerce. I think the argu- 
ment is preposterous. 

Senator Danie. They are not saying they will not do that unless 
they will charge all the market will bear. What I have heard some 
of them say to me, personally, is that they do not feel like putting 
the amount of money into developing present reserves that they have 
discovered until they know just what they can expect as an income 
from their gas that they might produce in the future. 

Mr. Monrcomery. I am sure, Senator, the oil people don’t call it 
charging all the traflic will bear. That is our description of what 
they are doing. They call it getting a competitive price for gas. I] 
have read a lot of literature and ar guments on the subject, and I will 
have some testimony directly to illustrate what they seem to mean by 
« competitive price for gas. 

What they mean is described in our language as getting all the 
traffic will bear, taking advantage of the enormous demand for natural 
gas and the excess of demand over supply. 

Senator Pasrore. Let’s follow Mr. Daniel’s questioning a litth 
further. 

We are being told here constantly that unless the Federal Power 
Commission leaves this whole producer-gatherer field alone, there isn’t 
going to be the initiative on the part of the producer to search for gas. 

We have also had the testimony here that the searching charts for 
oil, and gas is merely a byproduct of what they find. 
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Now, to expect any stoppage of the search for gas, you would actu- 
ally have to anticipate stoppage in the way of looking for oil. 

Mr. Monrcomery. That is right, Senator, and I have some refer- 
ence to that in my testimony further on. 

Senator Dantev. Let me make clear that I was speaking of devel- 
oping the gas field after it is discovered in the search for oil. In other 
words, it is one thing to find a gas well in your search for oil, but after 
you have found that there is a gas reservoir rather than an oil reser- 
voir, you have the big expense of de veloping the gas reservoir. 

Senator Pasrore. Do you mean it is going to be easier to burn it off 
than to sell it for 10 cents per thousand ¢ ubic feet ? 

Senator Danie. No; I am saying that is what is being done now 
by many producers who feel that as long as they can do somethi ng 
else, such as continuing to explore for new fields, it is not to their 
benefit to develop the presently known gas reserve that they might 
have discovered in the search for oil until this whole matter is settled. 

Senator Pasrorrt. Would you comment on that, Mr. Montgomery ? 

Mr. Monteomery. That might well be. They think they are going 
to get this bill through Congress, and naturally, they are going to 
act as though they won't let us have any gas unless they get it through. 
If Congress makes the decision they are not going to get this bill, 
then they are not only going to develop these gas fields, but they are 
going to sell the gas. 

I don’t think anybody can contend that at the price they are getting 
for gas, they are not making a profit for it, and that they won’t make 
a sufficient profit to justify their developing reserves. ‘To me, it is 
just a preposterous argument. I can’t prove what the oil industry 
will or will not do in the future, but it just doesn’t stand to reason 
these people are going to throw money away, because they can’t get 
this very high price that they are aiming at through this legislation. 

Senator Monroney. How are the producers going to know at what 
price they will eventually be allowed to produce? They are asked to 
go out and develop the field and spend millions of dollars, yet they 
have no assurance that the gas is going into the line at the old con- 
tract, a new contract, or at some figure arrived at on a public-utility 
base that will allow maybe a 6-percent return on investment. 

Mr. Montgomery. Would they have that assurance under this bill ? 
This bill purports to regulate the price the pipelines can pay for 
this gas. 

Senator Monroney. On new or renegotiated contracts. 

Mr. Montgomery. And the companies you are speaking of now 
would not have any assurance under this bill. Actually, that purport 
in this bill, in my judgment, is meaningless, as I shall try to point 
out later on, and the oil companies know that if this bill passes, they 
will be able to get whatever the market price is at the time they make 
their deal. But under regulation they will have the assurance that 
they will certainly recover their costs, and they will get such a return 
on investment as Is necessary to attract capits al to the business of find- 
ing, discovering, developing, producing, and delivering gas. 

! don’t think anybody can contend that the Federal Power Com- 
mission, or any other Commission regulating under the Natural Gas 
Act is going to sit there and destroy the gas ‘industry. We have had 
no example of that in history, and there is absolutely no basis to 





AMENDMENTS TO THE NATURAL GAS ACT 1133 


assume that this Commission or any other Commission will do that, 
or even if it tried nse be permitted by the courts to destroy the 
natural-gas industry, or put such a price on natural gas that nobody 
would find and anaane and produce and deliver the gas. 

Senator Monronry. Now, do you know of any case in history where 
by legislation or regulation of return you can develop natural re- 
sources to their maximum? Isn’t it- 

Mr. Montcomery. We have had regulation of the electric industry 
from the beginning. 

Senator Monroney. I am talking about natural resources. 

Mr. Monrcomery. That is a natural resource. 

Senator Monroney. You don’t contend electricity is in the same 
category of commodity as gas? 

Mr. Monrcomery. I don’t see the difference. 

Senator Magnuson. Hyvydroelectricity is. 

Senator Monronry. But you continue to make all the electricity 
that you want, it is transferrence of energy from coal, oil, or gas into 
electric power. 

Senator Magnuson. But hydroelectricity comes from a natural re- 
source, and that is the distinction I am trying to make, as we have 
regulated that from the beginning. 

Senator Monronry. But gas is an a commodity. For 
every thousand cubic feet of gas produced in the Texas, Oklahoma 
fields, or otherwise, there is a thousand sohin feet less there, and so 
you are not only regulating the price of a commodity, you are regulat- 
ing in the withdrawal, the using up of a man’s capital reserve that are 
deep in the earth. 

Senator Pasrorr. Well, is that exactly so? Isn’t all that this law 
says that once you sell it for interstate commerce, it is to be supervised 
by the Feder: al Power C ommission 

The Federal Power Commission, in your understanding of the Phil- 
lips case, isn’t to go in and regulate the man on the development of a 
well or exploration for gas. All it says is when you make a contract 
to take what comes out of that well and put it in interstate commerce, 
then you are in interstate commerce and you have got to be regulated. 

Senator Monronry. He was put under utility regulation by a 
Supreme Court decision. : 

Senator Pasrore. Only on sales in interstate commerce. 

Senator Monroney. He is se lling. His contracts that supply every 
one of these cities with 25 million consumers are on contracts that 
have been privately negotiated, and now this guy suddenly finds he is 
a public utility. 

Mr. Montcomery. I want to point out, Senator, that the Federal 
Power Commission sees to it, and always has, before issuing a certifi- 
cate to a pipeline to serve certain areas, made sure that they have 
enough supply contracted for so that they can deliver service. That 
is because the pipeline and the people to whom the *v sell are a public 
utility. 

Senator Macnuson. The people who contract for it make big invest- 
ments, and they want to be sure they have the gas coming. 

Mr. Montcomery. The consumers then invest in gas heating equip- 
ment on the assumption that this is a public utility and will be regu- 








1134 AMENDMENTS TO THE NATURAL GAS ACT 


lated, like electricity, and they have that assurance from Congress 
which legislated it a public aiitr. and I say if the Federal Power 
Commission rightly at consumers’ future supply, they must also 
protect the consumers against pr ce exploit ition after investing money 

their equipment, for that is What Congress would be doing to the 
consumer if it passes this law, having created a public utility now 


saying that it isn’t a public utility any more. 

I am voing to reiterate, the right way for Congress to do this, if 
that is the purpose of Congress, is to repeal the Natural Gas Act and 
stop fooling around with all the funny language in this bill. That 
is what it does, and let’s have Congress vote on it as such. 

I am going to address myself to some of that funny language before 
I get through. ; 

Senator Pastore. On that point, and I think you are perfectly 
right in that deduction, if we argue that the control of the pipeline 
itself is suflicient protection to the consuming public, why not take the 
pipeline out of control and say the local authority controlling the 
distributor is sufficient protection 

Mr. Montcomery. You can’t control the price at the receiving end 
if the price going into the pipeline is not controlled. The Supreme 
Court made that very short and clear in the Interstate Natural Gas 
Co. decision way back in 1947, and it was quoted in the Phillips case 
last year. The Court there said: 

Unreasonable charges exacted at this stage of the interstate movement-become 
perpetuated in large part in fixed items of cost which must be recovered by rates 
charged subsequent purchasers of the gas, including the ultimate consumer. It 
was to avoid such situations that the Natural Gas Act was passed. 

I think the Supreme Court would support the logic of our position. 
if you are not going to control the price of gas when it goes into the 
pipeline, then repeal the Natural Gas Act, because its purpose has been 
destroyed. 

Supporters of the Fulbright bill say field prices of natural gas 
should not be regulated because they are arrived at in an open com- 
petitive market just like others fuels. 

If that were true, consumers might be able to do something about 
the increased costs which the bill would impose on them. But a con- 
sumer can do nothing about the price of gas. His home is hooked 
up to the local gas company’s pipe. The gas company is hooked up 
to the pipeline. The pipeline is hooked up to one or more gas fields 
on all of which it must depend to get enough gas to serve its ¢ ustomers. 

Neither the homeowner nor the gas company nor the pipeline can 
pick up their pipes and shop around for cheaper gas somewhere else, 
or switch to an alternative fuel at will. 

A market in which buyers have no alternative is not a competitive 
market. Congress recognized that elemental fact when it passed the 
Natural Gas Act in 1938 and provided for regulation of natural gas 
in interstate commerce as a public utility. The Fulbright bill does 
not propose to repeal that decision of Congress; it simply destroys it 
by making the Federal Power Commission powerless to regul: ate the 
price of gas as it goes into the pipeline. 

Senator Monroney. You wouldn’t contend that an interstate pipe- 
line is dependent on one source of gas. If you study a map from 
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which this gas originates, you will find it comes from a dozen different 
fields. 

Mr. Montcomery. They are hooked up to enough places to assure 
their source of supply, but they are not free to refuse any of that gas 
they have contracted for. You know they are hungry to get all the 
gas they can get, and wherever they are hooked up, they are taking gas. 

Senator Monroney. And any new field that comes in is going to 

e tapped by these pipelines, na urally, and if you get a big field, you 
are going to find your price going down. 

Mr. Montcomery. Well, if you can find any prices going down re- 
cently, I would like to see it. I dare say there may have been some, 
but they are very few. 

Furthermore, the Fulbright bill gives pipelines an incentive to 
pay higher prices for gas. It does this by requiring the Federal 
Power Commission to reflect increases in the price of purchased gas 
in the cost allowed for gas which the pipeline company takes out of 
its own fields. Thus consumers are totally divorced from the so- 
called competitive transaction that takes place in the gas fields. 

Senator Magnuson. Let me ask this question for information. Are 
there may of those cases where the pipelines own their own fields ? 

Mr. Montcomery. Some 22 percent of the gas moving today 

Senator Magnuson. Where the pipeline company have their own 
fields ¢ 

Senator Monroney. _ their own fields, but I think they have 
their own production. I don’t know of any pipeline company own- 
ing a whole field. In each field they are competitive with a great 
many other producers. They may own a bigger portion of acreage. 
They may dominate it up. to 50 percent or something like that, but 
you have other producers in each one of those fields. Then they are 
connected up with maybe a dozen different fields. 

Senator Magnuson. Thank you. 

Mr. Montcomery. I think in 1953, 2114 percent of the gas mov- 
ing in interstate commerce was from pipelines’ own production, or 
production of an affiliate—that is about the figure. 

Down there where prices are made that will determine the prices 
consumers pay, both sides want “up.” We note that two pipeline offi- 
cials are listed as members of the Natural Gas and Oil Resources 
Committee that is spending 114 million dollars on the campaign for 
this legislation. 

But neither consumers nor the local gas companies can have any 
say in the bargaining that sets prices at the gas fields. Randal 
LeBoeuf. counsel for Consolidated Edison of New York stated 
Federal Power Commission proceeding last year, Docket No. F-142: 

Con Edison has no direct relationship with these producers. The interpo- 
sition of the pipelines deprives it of a voice to accept or reject the mounting 
producer prices. The pinelines’ interest has been in getting more gas, not in 
its cost. In their sheltered position, they have been allowed to pass price 
increases onto the consumer companies, which has removed the normal economic 
pressure to hold such prices down. 

If the Fulbright bill is enacted, consumers will be its victims with- 
out recourse. 

Just to illustrate the kinds of price increase that we have been hav- 
ing, and presumably will continue to have, I want to cite you these 
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figures from a statement filed by Mid-Continent Oil & Gas Associa- 
tion September 16, 1954, in Federal Power Commission Docket No. 
R-137 entitled “In the matter of hearing on escalator and market 
price clauses in contracts between gas producers and interstate pipe- 
lines.” 

These show ior six Texas fields the high and low prices paid in 
current contracts between 1947 and 1954, and the top prices paid in 
those Texas fields increased by the following amounts, between 1947 
and 1954. 

In the Panhandle field, the increase was 216 percent. 

These are not the average prices, they are not the low prices, they 
are the top prices that some people h: ad to pay to get gas, and they 
show how rapidly that top price is rising, and, as 1 say, give us an 
indication of what is coming our way on the consumer end of the line 
as the old contracts run out, and these top prices become more nearly 
representative of the average price. 

In the Panhandle field, as I said, the increase in these 7 years was 216 
percent. In the west Texas field, 220. 

Senator Monronrey. Do you have the starting point and finishing 
point on the price ¢ 

Mr. Monrcomery. In the Panhandle field the top price in 1947 was 
3.80 cents per thousand cubic feet, and in 1954, 12 cents, even. 

Senator Monroniy. Would ycu say the 3.80 represented a price that 
Was an economic price for gas, or the worth of the gas? 

Mr. Monrcomery. I wouldn't know. It is just reported by this oil 
association as being the high price paid during that year in some 
contract. 

In the west Texas field, the top price in 1947 was 3.27 cents. In 
1954, 10.52 cents, an increase of 222 percent. 

In the east Texas field, it was 4.39 cents in 1947, went up to 12.70 
cents, an increase of 190 percent. 

In the upper gulf coast field- 

Senator Monroney. This is the going price in the field # 

Mr. Montcomery. That is the top contract price in that year. 

In the upper gulf coast field, 4.39 cents in 1947, 15 cents even in 
1954, an increase of 242 percent. 

Middle gulf coast, 4.39 cents in 1947, 12.70 cents in 1954, an increase 
of 190 percent. 

Senator Pasrorr. Now, on that very point, the argument has been 
made 

Mr. Monreomery. If I may finish, the lower gulf coast area, 3.51 
cents in 1947, 12.5 cents in 1954, an increase of 256 percent. 

A simple average of those top prices for the 6 fields comes out at a 
217 percent increase in the 7 years. 

Senator Pasrorr. The argument has been made here that up until the 
Phillips case this was without regulation on the part of the FPC, and 
for secage nenson the prices have been held down more or less. 


Now, the fact of the matter is that in most of these contracts that 
have an ese ot ation clause, which is not based upon any increase in cost 
of operation. It is merely because they come in, and a new buyer is 
willing ) pay a larger price, and that automatically escalates the 


price in ihe field. 








AMENDMENTS TO THE NATURAL GAS ACT 1137 


Mr. Montcomery. If I may ask you to use our phrase, “it repre 
sents what the traflic will bear.” 

Senator Pasrorr. We haven't yet seen the end of this under these 
escalation clauses; don’t you agree with that / 

Mr. Monrecomery. That is right. 

Senator Pasrorr. As new demand comes in from other States to get 
more ot this natural gas, unless we do find some large reserves, we 
are up against the proposition that this price might well go up to 25 
cents. 

Mr. Monrcomery. | hope the Senators will read some of these 
various quotes we have put into exhibit I with this statement, because 
it is all out of the mouths of oi] industry representatives saying what 
they ought to get for gas. 

It is perfectly clear if this Natural Gas Act is made helpless with 
respect to them, they are going to get it. I think this brings out what 
you are saying, Mr. Chairman. 

Senator Monroney. Isn’t it a fact, you picked the highest prices, 
which is all right, 1947 to 1954, but still the increase for the maximum 
is about 11 cents a thousand cubic feet, and when you look at the table 
of increase that the consumer has had, that is just a fraction of what 
he has to pay when he buys it from the utility / 

In other words, there is a dollar spread in many of these place 
between the pipeline and the consumer. 

Mr. Monrcomery. Senator, I haven’t been able to find any figures 
that show what the consumer is paying for natural gas for space heat 
ing, that is, for heating their houses. 

[ am aware of the prices reported by the Bureau of Labor Statistics 
for quantities of gas that would only be sufficient for cooking and 
perhaps water heating. 

The volume of gas on which they have got price quotations in the 
BLS reports is a quantity that would not permit space heating. 

1 haven’t heen able to find anywhere how much the price of gas to 
the consumer for space heating has gone up. 

Senator Pasrore. I guess we got some kind of indication with regard 
to that from the president of Brooklyn Union, who claims they are 
giving a very special rate to persons using this gas for heating pur- 
poses, but so far as the consumer of gas for cooking purposes Is con- 
cerned, his rate has gone up. 

Senator Monroney. In some of the latest figures we have in evidence 
introduced by the oil and gas people in their presentation of the case, 
taking the average from 1950 to 1954, the difference is considerable 
when you get into the price for residential consumers for typical cook- 
ing, water heating, and home heating use. It runs out at $1.15 a 
thousand in Albany, for example, but the price to the residential con 
sumer for cooking and water heating use only, $2.04, and the rate 
incidentally shows it was $1.14 in 1950, and that it is $1.15 now. 

Mr. Monvrcomery. What is the basis of the information, from 
schedules of the local utility companies? 

Senator Monroney. From Federal Power Commission statistic 
The rate per thousand cubic feet, I am sure, is from the local utility 
company. They all have different steps, and it is hard to compare 
them. 
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Mr. Mon PGOMERY. J he fact we have already had large increases in 
fhe cost of &a sn t yong to make If any nicer to have the increases 
contemplated by this bill added on top of it. 

Senator DanieLt. You haven't had increases in many of the cities 
that have been before us. 

Just today we had Norfolk and Richmond before us, and the attor- 
ney showed a decrease in 1954 over 1953, and there are quite a few 
others where there have been decreases in consumer prices despite 
increases in the field because today the produc ers’ price in the fie ‘ld IS 
far less than 10 percent of the consumers’ price in Norfolk and 
R ehmond. 

Mr. Monvecomery. I want to address myself to that question before 
I finish, as to that 10 percent point. I think you will find a difference 
in the retail price behavior in different areas. I can well imagine that 
if gas is being brought into the area, they will put in a very low ached- 
ule for heating gas to encourage people to make the investment. A 
few years later, as the local gas company S cost keeps voing up, and 
it can’t do anything about it, it is going to have to raise the price on 
us just as far as they can, up to the point where they force large num- 
bers of us to scrap our gas heaters and put in coal or oil, and we can 
be pushed pretty far in that direction, of course, because the consumer 
has an neni there Oo he doesn’t want to have to throw away. 

They have got us; we are hooked to the pipeline. We have got our 
investment. and how far ios go is just a question of how hard you 
can beat a donkey before it dies, that is about all. 

Senator Magnuson. I think you would be interested in this case. 
We are just starting in the Pacific Northwest now. we haven’t the in- 
vestment. Perhaps we can have the committee staff find out what 
they intend to charge in our Pacific Northwest, for the record. 

(The letter Is as follows:) 

EDERAL POWER COMMISSION, 
Washington 25, June 8, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washinaton 25, D. ¢ 

DEAR CHAIRMAN MAGNUSON: In response to your inquiry as to the approxi- 
mate price for natural gas in the Pacific Northwest from (a) New Mevico, and 
(b) Canada, as to natural gas from the New Mexico fie'ds, it appears from 
exhibits en file with the Commission in Docket No. G—996, et al., that the average 
cost to Pacific Northwest Pipeline Corp. of such gas in the fields would be ap- 
proximately 16 cents per M ec. f. initially, with an increase of 0.98 cents each 
5 years, less approximately 4 cents per M ec. f. for byproducts sales. As to 
Canadian gas, under an agreement between Pacific Northwest. and Westcoast 
Transmission Co., Ine., the former’s supvlier of such gas, Pacific Northwest, 
will pay 22.25 cents per M c. f. for such gas until January 1, 1959, and after that 
22.4) cents per M ec, f 

The rates to be charged by Pacific Northwest Pipeline Corp. to utility cus- 
tomers in the Pacific Northwest are estimated as follows: 

Distributing system service, large volume (9,000 M ec. f. per day or greater) : 
Demand charge, $3.21 per month per M ec. f. of billing demand. 
Commodity charge, $0.20 per M c. f 

This will result in an average charge of approximately 30.55 cents per M ec. f, 
for gas purchased at a 100 percent load factor. Pacific estimates that it will 
received for all sales in this class 33.5 cents per M c. f. of natural gas. 

Distributing system service, intermediate volume (between 1,000 and 9,000 

M c. f. per day): 
$0.45 per M c¢. f. per month up to the number of M ec. f. equal to 12 
times the billing demand 
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$0.20 per M c¢. f. for all additional 


gas delivered to buyer during tl 
month 


his will result in an average charge of approximately 30 cents per M ec. f 
purchased at a 100 percent load factor, Pacific 


estimates that it will 

e for all sales in this class 34.8 cents per M ce. f. of natural gas. 

Distributing systems service, small volume (1,000 M ¢, f 
$0.48 per M c. f 

Interruptible industrial service: $0.25 M ¢. f 

Seasonal industrial service: $0.32 per M ec. f. 


The rates to be charged by Pacific for direct sales to industrials, over which 
this Commission has no control, are as follows: 


. per day or less 


Firm sales, $0.54 per M c. f 
Interruptible sales, $0.28 per M ec. f. 
I hope that this sufficiently answers your inquiry 
Sincerely yours, 
JEROME K. KUYKENDALL, 
Chairman, 

Mr. Monréomery. It may be much less when they start than when 
they get vou hooked up. 

Senator Pasrore. You might find out if they have one of those super 
duper escalation clauses, becat 
with you. 

Senator Magnuson. We nueht be a eumea 
fresh. 

Maine. | hope, Comes along Soon. 

Senator Purret.. We hope to have it. 

M ¢ Montrocomery. We have seen it stated that consumers have In 
vested $10 billion in gas-burning equipment. 
that. is correct or not, but I am sure it 


ise those are the things that cateh up 


pig: we are starting 


I don’t know whether 
isa large investment. Ido get 
some figures from this same docket, the Mid-Continent Oil & Gas 
Association docket R-137, that automatic central heating units burn 
ing natural eas have increased 324 percent since 1945 for domestic use. 

Senator Magnuson. You say you note the pipeline officials are cited 
as members of the National Coal and Research Committee that is 
spending money on that investigation. 

Do veu have anything further on that / 

Mr. Monrcomery. I will go into that later. There was a story in 
the Wall Street Journal—last winter—-which described this campaign’s 
plans to spend $1,500,000 as “initial cost.” 

\pparently there was to be other money contributed for local 
purposes. 

Senator Magnuson. Was that for the edueation of the public 4 
Where are they spending it? 

Mr. Monrcomery. It isa cultural matter, Senator. They are spend 
Ing this money just like some people olve it to universities, to en 
lighten the public as to the value of natural gas. 

Actually it is beime spent to vet the constmMerls TO 
asking them to pass this bill. 

Senator Magnuson. It is in the form of edueatt 
ads. or things of that kind / 

Mr. Monroomery. That is right That 
they are doing 


write to ¢ OngTess 


4°79 
ynal processes like 


statement there tells VW if 


Thev have visited practically all the editors of newspapers to trv to 
They ha ly tically all t lit trv t 
vet favorable ren {ion, and they ure putting 1!) Ty¥ ania radio show 
vetting into auiz shows, and so on. 
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It is not unlawful. But I have been in Washington 25 years, seg 
I don’t think I have ever heard it said on any other bill, that the initia 
cost of trying to get it through Congress is a million and a half dollars. 
It seems to me, so far as my experience goes, it is a top figure to be 
spent on any one bill. 

I think it illustrates that this bill must be worth a great deal to the 
oil industry, as of course we know it a 

Senator Magnuson. You may proceed. 

Mr. Monreomery. In the past, the Federal Power Commission has 
sought to protect this investment of consumers by requiring pipelines 
to contract for a 20-year supply of gas before being certified to serve 
the public. Here is how the Mid-Continent Oil & Gas Association 
stated this point to the Federal Power Commission last year. Docket 
R—-137 : 

The FPC insists that any transmission company seeking permission to build 
a new line must be able to promise both its distributing customers and their 
customers that it will actually be able to provide gas for a long period of years. 
Otherwise, the customers might make costly investments for useless facilities 
for distributing and burning natural gas which never materialized in their area. 


If the obligation is imposed on these pipeline companies to protect 
their customers’ investments against confiscation through failure of 
supply, why should they not be equally obligated to protect them 
against confiscation of investment through such increases in the cost 

of gas as are permitted by this bill ? 

Consumers invested in gas-heating equipment for their homes on 
the understanding given ile by Congress in the Natural Gas Act 
of 1938 that natural gas would be regulated as a public-utility service. 
Knactment of the Fulbright bill will quickly make them realize that 
natural gas is no longer regulated but is being priced as high as the 
traflic will bear. Their investment in natural-gas equipment will, 
in effect, be confiscated. 

Senator Monroney. Isn’t it a fact that beginning in 1938 up to the 
Phillips case, there was no such regulation in fact as a public-utility 
service ¢ 

Mr. Monreomery. That is correct. 

Senator Monronery. All of the customers who did go to gas had no 
definite assurance that it was a regulated utility at the well? 

Mr. Monrcomery. Not at the well: that is correct. After 1948, 
the supply of gas was such as compared with demand that the field 
price was quite reasonable and the Federal Power Commission saw 
no reason for regulation. 

Asa matter of fact, average field prices—— 

Senator Monroney. It is a matter of scarcity of the gas. Is that 
the basis? ; 

Mr. Monteomery. It is the scarcity of gas which makes regulation 
necessary so Congress can keep faith with the consumers who have 
hooked up to these pipelines. 

Senator Monroney. There is no scarcity of electric power, or any- 
thing regulated as utilities, but because gas at the moment appears 
to be scarce, that is the justification ? 

Mr. Montcomery. Not at all. You are putting words in my mouth, 
or you are not understanding my argument. 








AMENDMENTS TO THE NATURAL GAS AC1 114] 


The price of gas on sales for resale was regulated all those years. 
Phe een Power Commission found no need to regulate the price 
being paid by the pipelines in the field, because it was staying down 
very close—I can give you some tab los that show that the prices in 
1947. average prices in the field, were just about what would have 
heen a regulated price, that is, allowing for costs of development, 
discovery, and so on, and a return on investment. 

Senator DanieL. You don’t contend that is why the Federal Power 
(‘ommission did not regulate the price ¢ 

Mr. Monvrcomery. I think that is a very good reason. 

Senator Daniev. Didn't they have hearings in which the Federal 
ower Commission not once, but several times, held it did not have 
the power to regulate the price of the producer ¢ 

Mr. Monveomery. The Supreme Court had the Jast say on the 
question of power. 

Senator Daniet. You are saying the Federal Power Commission 
hadn't regulated the price because there had been no scarcity. 

isn’t the truth of the matter the fact that the Commission did 
not regulate the price because it found, after several hearings, that 
it did not have the authority under the Natural Gas Act to do so? 

Mr. Monteomery. That may be correct. It was, of course, wrong 
in that finding. 

Senator Dantev. Later on the Supreme Court said it was wrong. 

Mr. Montreomery. In 1947, and several times since. 

Senator Danie... Don’t you think it is fair to say until the Supreme 
Court decision, the Commission did not regulate the prices of pro- 
ducers because it thought it did not have the authority to do so4 

Mr. Montoeomery. I think that is correct, sir. 

Senator Pastore. Perhaps that should be modified. 

We have testimony here to the effect that in the Columbian ease 
in Pennsylvania, in 1940, where the Federal Power Commission actu- 
ally went to court to enforce its right to regulate on the part of 
producers and gatherers, in Pennsylvania. 

Senator MoNRONEY. Not the inde pendent producers. 

I think that case dealt with a pipeline producing its own gas. 

Senator Pastore. Well, it was a producer. 

Senator Danier. The pipeline which is producing its own gas has 
been under regulation from the beginning, sir, and cert: ainly is distin 
cuishable from the independent producer who has no affiliation with 
the pipeline. 

Mr. Monetromery. There was one Federal Power Commission deci 
sion, certainly, in which they said they didn’t—I think they said they 
didn’t have authority to regulate the price. 

I know they deci ded not to regulate the field price. 

Senator Pasrore. That Commission changes from time to time. 

Mr. Montroomery. That is correct, and the court told the Commis 
sion it was wrong, it has told them so several times now. 

We understand that the author of the Fulbright bill, if correctly 
quoted in the press, told the consumers precisely that, that their invest- 
ment in gas-burning equipment will be confiscated. If they can’t 
pay what ‘this luxury fuel is worth, we understood him to say, let them 
go back to coal- or oil-burning equipment. In other words. se rap 
their investment, write it off, charge it off to the 84th Congress, if not 
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on a dollar basis, then by whatever means they can find to square 


their accounts. 
The pretense that competition among oil and gas companies will 


protect consumers, | without foundation. 

The upward trend of gas prices in recent years, due to refusal of 
the Federal Power Commission, to exercise the powers which the 
} 


pat 


as now several times ruled that it possesses, is eV1- 


1] 


Supreme Court 
dence enough to prove that what the oil companies call competition 


is a competition among producers to see which of them can be first 
with a new and higher price. 

This is inevitable with the demand greatly exceeding supply. It 
will continue to be true right on up to the ceilings imposed first by 
fuel oil prices and later by the price of coal, if regulation is withheld. 

Because this word “competitive” is so heavily used by the oil in 
dustry in its arguments on this bill, I want to ask permission to read 
you 3 or 4 sentences here from this statement filed by Mid-Continent 
Oil & Gas Association in docket R-137 last year. It is describing 
the price behavior in the Panola County, Tex., Carthage field, and it 
comes down through the years, and I will just read this excerpt: 


By June 1951, the production in the field reached a peak not equaled in any 
subsequent January despite increased demand. As a result, competition among 
the six large buyers became so active that, as noted above, the older com- 
panies began to pay higher prices in an attempt to keep their gas supplies which 
were committed only under short-term arrangements, and in an attempt to keep 
the good will of suppliers who were selling under long-term contracts. 

Some flat-rate contracts were actually renegotiated in this field, and no 
prices now being paid there are so low as in earlier years. This field is to this 
extent not completely typical of Texas as a whole, since prices around 3 
cents are still being paid on contracts in other areas. Here, however, older com 
panies felt the good will of suppliers was sufficiently important, should the 
transmission line want more gas, to renegotiate even flat-rate contracts. 

The entrance of the new large company, then, led to price increases on the 
part of the three companies already in the field. This led Texas Gas [that is, one 
of the transmission companies] to raise its prices and this increase in turn led to 
further price increases on the part of some of the other large buyers in order to 
secure the supplies needed, 

Texas Eastern succeeded in taking the business of an important producer 
away from Tennessee by paying 11.7 cents. 


My point in reading all that is this: The next sentence Says: 

This reaction to the entrance of Texas Gas is an almost ideal textbook 
example of the dynamic process of adjustment of prices in a free competitive 
market which is subjected to changes in demand. 


Tt ? 


[ say that shows that the kind of competition we have in the pro- 
ducing fields on natural gas is all in one direction. As we say, it isa 
ition among sellers to see which can be first to raise the price 

to a new high, and the urgency on the part of the buyers is such that 


they have to pay the prices in order to meet their commitments at the 
de] very end. 

When we hear al out competitive pricing, I think it ought to be kept 
in mind that it is competition on the way up, in every case, apparently. 

Oil company advertisements tell us about the thousands of little 
cas producers competing mightily to sell us their gas. 

Phat picture of thousands of little independents is more heart warm- 
ing than home warming. All these thousands of little ones and the 
100 or so big ones, who hide behind them, are competing with each 


] 


other to see who an soak us soonest with the highest price yet. 
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One of these advertisements asked consumers this presumably un 
answerable question, “Why scrap free competition in the production 
of natural gas or any other product ?” 

This is one of the advertisements in this campaigi we were talking 
ibout earlier. 

Gas producers, the ad said, have 

een singled out for Federal controls and price fixing 

It then said 

This is a step without peacetime precedent—to price fix a consumer product 

t itS source. 

Senator Monronry. You know the Supreme Court charged that 
nonconstitutional in interstate commerce ¢ 

Mr. Monreomery. I know there is debate whether the Supreme 
Court knocks out the law as a whole or only on the contracts challenged. 
At any rate, the law was passed at the insistence of the oil and gas 
industry, and they tried to get the price fixed even though the Supreme 
Court may have said they were unsuccessful. 

As I understand it in Oklahoma, the Hugoton field has a minimum 
price of 9.8262 price. 

Senator Monroney. It had a minimum price in the Hugoton field 
where that test came about. 

Mr. Montrcomery. The Kansas part of the field was 11 cents per 
thousand cubic feet. This was price fixing the oil industry wanted, 
and got the legislatures down there to give it. 

Senator Monroney. I don’t know where the dollars and cents figure 
is, but there is a point where conservation as to price becomes im- 
portant. 

Mr. Monrcomery. It may be. 

Senator Monronery. If you are going to shoot all the gas at 1 cent 
or 2 cents across the country to put under big boilers, you are going to 
destroy the eventual chance of having enough gas to put under the 
cooking stoves of the State in which that gas is produced. 

Mr. Monrcomery. The way I hear it today, I don’t see any chance 
of gas shooting out at 1 or 2 cents per thousand cubic feet, Senator. 

Senator Monroney. Of course we think gas is worth more to the 
producer in the oil and gas country than the people in the East seem 
to think it is. 

Mr. Monrcomery. You think it is all right to fix a floor, but not a 
ceiling. This ad said this is a step without peacetime precedent to fix 
a price at its source. 

It didn’t say to fix a ceiling, but to fix a price at all. 

Senator Dantet. Some of them have been busy opposing it. 

The bill in Texas was defeated. 

Mr. Monrcomery. I read that that wasn’t unanimous. 

Senator Danre.. As I understand it, there was quite a split in the 
industry over that bill. 

Senator Monronry. It was passed by the State legislature, and | 
think some of it was accompanied by a tax. 

Senator Dante... In our State, the bill was defeated. 

Mr. Monrcomery. I have just a ramor—of course I don’t know the 
oil and gas business—but I understand those proration orders on oil, 
too, are pretty helpful in giving a little encouragement or support to 
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the price of oil as we go along, and of course that may just be a vicious 
rumor. 

Senator DanieL. It works both ways. I am sure you have a pretty 
fixed opinion on it, = I assure you it works both ways. 

When you are under a proration order today that allows you to 
produce only 15 days a anh it hurts the producers, too. 

Mr. Monrcomery. Apparently they prefer that to having the price 
go down. 

I am sure if the oil industry didn’t like it, they could get the legisla 
ture to change it any time. 

Senator Dante.. There has been testimony here by the best author- 
ity on oil and gas in this country, and T am sure you wouldn’t chal- 
lenge the man’s honesty or sincerity. General Thompson said he 
knew of no independent producers of oil and gas who do not use 
borrowed money for their operations, and if they borrowed the money 
from the bank at a certain price, I am sure the producers and the bank, 
would not like to see the price go down and then lose money that they 
put in the ground to produce it. 

Just like you don’t want to see wages go down. 

Mr. Monteomery. That is right, but we don’t put ads in the papers 
saying it is terrible to price-fix a commodity at the source, when it is 
being done already by the industry. 

Senator Dantev. You fix wages. 

Mr. Monreomery. Most certainly, we are trying to get wages out 
of competition. We don’t come around and say it is competitive like 
the oi] industry does. We describe it for what it is. We are trying 
to keep wages out of competition. 

Senator Danre.. Do I understand that you think that the prora- 
tion program or conservation program that most all the States now 
have, is a bad thing for the country and for the national security- 
in other words, testing it in that way ? 

You think it ends up helping the producers. What about the laws 
so far as the country is concerned, the consumers and the national 
security ¢ 

Do you think our conservation laws are good, or not? 

Mr. Monrcomery. I don’t know enough about it to express an 
opinion. I have just heard rumors, which may be baseless, that the 
administration of these conservation laws goes beyond the require- 
ments, the beneficial requirements of conservation, and also serve to 
pr 2 e-fix the market to some extent. 

I don’t assert that as true. I say it is just something I hear, and 
some of us think that is wrong. We may be quite wrong. 

Certainly in the case of gas, they are not opposed to price fixing. 
They tried to get the price fixed in two parts of the Hugoton field. 
As Senator Monroney says, the courts knoe ‘ked it out, but that wasn’t 
the doings of the oil industry. They put it in. 

[ just say they ought not to come and tell us poor jerks out in the 
consumer market that it is an awful thing to talk about fixing a price 
on gas without telling us that the oil industry had been trying to do 
that very thing itself. 

Senator Dante... Not all of the industry in every State—you will 
accept that modification ? 
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Mr. Monrcomery. Yes, sir; I remember reading the story from 
lexas that there was some dispute there, that some groups wanted 
t and some groups didn’t. 

Section 2 of the Fulbright bill purports to give back to the Federal 
Power Commission some part of the power to regulate gas prices which 
section 1 takes away from it. 

In setting the rates which an interstate pipeline may charge, it is 
directed to consider whether the price it pays for natural gas ina new 
or re negotiate «<d contract “is the reasonable market pr ice thereof 
the field where produced,” and to disallow as an operating ane 
of the pipeline that part of the price which is in excess of a reasonable 
market price. 

We can see a prosperous future for pipeline attorneys in this sec 
tion, but no assurance whatever for gas consumers. It raises more 
questions than it answers. It does not even purport to hold field 
prices of gas to any reasonable relatio nship to the cost of finding and 
producing the gas. We doubt that it establishes any other deter- 
minable or enforceable standard for such prices. We find it hard to 
believe that it is intended to doso. 

1 would like to enlarge on that. I find over in the House some 
people begin to think that this means real regulation of the price of 
gas. I see reports in the papers that the House committee is putting 
regulation back in the bill, because they have this reasonable market 
price gimmick in that bill over there. I think it would be a great 
shame if Congress votes on this bill on the theory that this reasonable 
market price is any control whatever of the price of gas, and I would 
like nin any tote furthe r things about it. 

enator Pastore. Why do you say that, because you don’t think i 
isa saat s market, that it isa seller’s market ? 

Mr. Monroomery. It is a seller’s market, of course, but how is the 
Power Commission supposed to carry this out / 

What is better evidence of a reasonable market price than an arm’s- 
length contract between a producer and a seller—and that is what 
would be brought to it for consideration, whether or not that con- 
tract is above a reasonable market price. 

What is better evidence than the contract itself that it is a reason- 
able market price ? 

This is not a standard; this is a joker. 

What producer could the Federal Power Commission get to come 
in and give evidence that the price in that contract, that some other 
producer has made with a pipeline, is too high ? 

In other words, the price is agreed on between the producer and the 
pipeline and will by definition be the reasonable market price. 

Senator Pasrore. Do you feel that the Federal Power Commission 
could control this under the formula of “just and reasonable”? 

Mr. Montcomery. Certainly. That is a very different thing, as it 
has been applied by the Commission in the past. Let me talk some 
more about this reasonable market price. 

There are three factors in the bill that the Federal Power Commis- 
sion is supposed to consider when determining that a price is a reason- 
able market pric e. 

One of them is, is it competitively arrived at? Well, aren't all these 
prices competitively arrived at? I have just read you a description 
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of the ot] industry idea of competition, all of it competition on the 
wav up.,andas far as possible. 

The buve rs are competing WV th each other to tie up the Gas they 
need, the producers are competing with each other to see who ca 


establish the new hich price. 

Phat is “competitively arrived at.” 

Of course there might be a contract im collusion, that is the « ne 
ease where the Federal Power Commission might disngree with the 


] 
pr ce arrived at by the parties. 


The second factor is effect on: urance of supply. 

Surely that would be no basis for the FP¢ saving that a lowe 
price than has been agreed on in the contract is a reasonable market 
price, because a lower price would not give greater assurance of 
supply. 

Then it to consider “reasonableness of the contract pr ce us 1 


lating to existing or future market prices.” With prices rising steadily 
in the > past and if they are continuing to rise, can the Federal Power 
(Commission rely on future market prices to rule for a lower price in 
the present contract / 

If it did, how is it vO Ine to est van what the future price will be? 

Now, just suppose the Federal Power Commission, despite these 
disabilities in the provision of the act, found that a contract price is 
above reasonable market P rice. Then, according to the way the bill 
is worded, the pipeline could charge as operating expense only that 
part of the price that is a reasonable market price. 

Hlow can a pipeline be prevented from preserving its contract 

iahts ¢ It has made the contract and the FPC says vou Can only use 
some of if as cost. Section 1 of the bill says this sale is not in inter 
state commerce, that is what section 1 of the bill does. It knocks that 
sale out of Federal jurisdiction. Now, can it come back in section 2 
and say in spite of the fact that the sale is not in interstate commerce, 
it can take away the contract rights of the pipeline company which has 
agreed to pay this price, or any part of those rights ? 

[ am not a lawyer, but I don’t think I have to be to know that that 
isn’t going to stand up. 

In the fourth place, the bill does not even pretend, in the case of 
past contracts, to apply this standard. How about all the cases pend- 
ine before the FPC now for approve al of rate increases? The reason- 
able-market-price standard doesn’t even pretend to apply to them. 

Finally, as to the value of gas taken from the pipeline company’s 
own ao bill as it is worded will not hold the cost of gas down, 
but will increase it over present figures claimed by pipelines. 

Now, if you doubt that, I ask you to get the Federal Power Com- 
mission to come in here and bring you the facts and the arguments in 
the pending Colorado Interstate Gas Co. case, which relates, among 
other things, to how much they should be allowed to charge as operat 
ing expense on the gas they are taking out of their own reserves. This 
is under the Panhandle decision, I suppose. They are claiming that 
they should get the weighted-average market price for the gas taken 
out of their own reserves. That is 9.19 cents per thousand cubic feet. 
But recent transactions, market transactions in that same field are 15 
cents per thousand cubie feet, so while Interstate is before the FPC 
now asking the right to charge 9 cents for its own gas, this bill would 
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ome along and say the reasonable market price is 15 cents. It nof 
‘ \ doesn't hold the price down, it raises it 6 cents per thousand 
cubre feet. 


All of the three considerations in this bill for determining reason 
able market price are just paraphrases of the oil industry’s arguments 
why they should have higher primes. It is more of a cartoon than 
legislation. It is Just the words to the oil industry’s tune. 


The Important thing is that this reasonable market price is no regu 
lation. Its unply nie: ans the ¢ ‘ommissit ) will vo through : a lot of formal 
hocus-pocus and put its official approval on the prices that are being 


j 


determined by the ability of the producers to force the pipelines to 


pav highes it d higher prices, I say, again, far better than to present 
that kind of a bill to Congress, vou ought to give them a 10 line bill 


repealing se Sadek al Gas ie ‘t. Then no Senator or Representative 

1] be deceived as to what he is voting on. To bring in this bill wit] 
this make-believe regulation in here, that obviously is not regulation 
at all and is not intended to he, 1s just not de aling fair ly with the Mem 
bers of Congress, in my judgment. 

Nor do we accept as a substitute for the regulation of field prices 
the proposal that has been made to outlaw escalator ane favored-nation 
clauses in gas purchase contracts. With demand for gas in excess of 
supply, other devices for stepping up prices asileiie ‘ally would be 
negotia al to replace the proscribed clauses. The steed may be changed 
from a mustang to a mule, but consumers will still be taken for a ride. 

The House bill, by the way, the one they are now considering in 
the committee with its amendments, apparently approves these step- 
up provisions by inference, because it excludes them from the amend- 
ment they have adopted with respect to escalator clauses. I don’t 
think it makes much difference as to why the price goes up, it is the 
fact it does go up. 

Senator Monronry. Under your theory of this thing, when the 
contracts now existing between the gas utilities, the long lines, and 
the producers expire, what happens then? Does the Federal Power 
Commission, which has the right to regulate rates, have the right to 
force them to continue on the line? 

Mr. Monreomery. I don’t think so. In our opinion, the only 
regulation they would need or would use would be, in the first place, 
over the price, and they would test that against a just and reasonable 
standard, which standard, let me add, would have to be high enough to 
attract capital and keep the supply of gas coming, just as far as that 
can possibly be done by the industry, and, in the second place, I sup- 
pose they would exercise the power in the act to prevent abandon 
ment. If a producer had committed a volume of gas to interstate 
commerce under a contract, I presume the Federal Power Commis- 
sion would—I know it could and I presume that it would—require that 
that contract be carried out. 

Senator Monroney. For the duration of the contract ? 

Mr. Montcomery. That is right. 

Senator Monroney. After the contract expires ¢ 

Mr. Monvrcomery. I doubt they could or would. Maybe they could 
but I donbt they would as a prac tical matter require anybody to devote 
a given amount of gas to interstate commerce unless it had already 
heen contracted. 


Se 
1 
tN 
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Senator Monronry. Do you recognize the danger of increased uses 
in manufacturing production of natural gas in the States in which the 
gas originates / 

Mr. Montcomery. I don’t think that necessarily follows. You are 
assuming again that the prices that the Federal Power Commission is 
going to fix under regulation are going to be so terrifically bad that 
producers will do anything they can to use their gas in some other 
way. I don’t think th at has been established. I don’t think there is 
reason to presume it. 

Senator Monroney. It hasn’t been disestablished, and no one knows 
exactly how far back the price will be rolled. If they allow a utility 
return, we definitely know some of this gas will be rolled back to 1 and 
2 cents. 

Mr. Montgomery. The pipelines have been under regulation under 
this act all along. I haven’t looked at their profit statements, but | 
assume they are pretty good, bec: ause people are surely scaring up a 
lot of new capit al to get into the pipeline business as fast as they can. 
The pipe ‘line indus stry doesn’t look or act like one driven to the wall 
by regulation, yet it is under this same act. 

Senator Monroney. There is no real danger in the pipeline. It 
has got the steel, the route, and the customers at the other end. The 
only danger is finally running out of gas, and the supply of gas that 
they can sell to the distributors on the other end. 

Mr. Monrcomery. The Federal Power Commission has been apply- 
ing the standards in this act to pipeline business, and far from driving 
che pipelines out and chasing them off to find other uses for their 
capital, they are getting capital into that industry as fast as they can 
find gas. 

Senator Monronrey. The supply of gas is the only thing that holds 
up the construction of these long lines. 

Mr. Monrcomery. That is right, and this terrific regulation by the 
Federal Power Commission certainly has not been holding them back. 

Senator Monroney. Actually, no one in the gas business for 50 
years that the ‘vy have been selling gas, feels that there is anything new, 
different, novel, or unfair in the regulation of the utility property. It 
is the new turn of the regulation of the producer, and putting him 
under the regulation that has never been done until the Supreme Court 
decision in the Phillips case. 

Mr. Monrcomery. You don’t like the fact that the only way natural 
gas can be got to the consumers is through a setup which is a utility. 
by its very nature, and must be a utility. 

Now, maybe that is just unfortunate— 

Senator Monroney. I certainly say the distribution of it is bound 
to be a utility by its very nature, but the raw product that goes into 
the line, whether it is going to be a private enterprise matter, or is 
going to be a return on capital investment matter, I don’t think you 
are going to get the supply. 

Mr. Monrcomery. It is the distribution and the final selling price 
IT am talking about, and if you don’t regulate the price that the pipe- 
lines are charged for this gas, then you might as well throw away the 
rest. Then you have got a L utility in the sense that consumers are tied 
to the line and can’t do anything about it, shop around or move else- 
where, and they are just going to have to pay through the nose, which 
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is why we think Congress should continue to carry out the decision it 
made when it declared this a utility industry in 1938 

Senator Pasrore. What is your feeling with re ference to exempt 
ing—let me put it this way, let me give a preface to my question: 

The argument has been made here that there are a lot of small inde 
pendent producers who would find it very inconvenient to adopt the 
cumbersome accounting procedures that might be necessary with rela- 
tion to distributing company or other public utilities, and it might well 
be in the public interest if the small independent producers were 
exempt, to the extent that they would be freed from this cumbersome 
procedure, and for that reason, apart from filing an application with 
the FPC together with a statement of their contracts or their prices 
from time to time, that they would be relieved of this by granting 
exemption under the law that any independent producers who produce 
more than, say 2 billion cubic feet per year would not have to file cer 
tain cumbersome statements. Do you think that that would be ob 
jectionable in any way / 

Mr. Monreomery. My understanding of the situation, Senator, is 
that a provision in this bill is not necessary to do that. 

Senator Pasrorr. I agree with you on that. 

Mr. Monrcomery. The Federal Power Commission has discretion 
and power to classify customers and to require no regulation of or re 
porting by these small producers, if it wishes to, but I think it is quite 
desirable that the amendment be put in the bill before it goes to the 
floor, for this reason. 

In the first place- 

Senator Pastore. What do you think of the amendment, to begin 
with? 

Mr. rae. I think it is a good idea. As I understand it, 
there are nearly 4,200 producers who would be exempt under that 2 
billion cubic fe a year limit, and that they sell only 10 percent of 
all the gas moving in interstate commerce. The other 174 producers, 
the larger ones, would be under regulation, and that would not be a 
great burden on the Federal Power Commission. 

The chief virtue of putting the limitation in the bill, as I see it, is 
to dispose of the argument that it is impractical to regulate all these 
little fellows. It wouldn’t make any difference in the average price 
of gas to leave those little people out since they have only 10 percent 
of the gas, not enough to put in your hat, and I think just for pur- 
poses of clarifying the situation a little bit, it ought to be in there. 

Senator Pastore. But it is your understanding that about 90 per- 
cent of all this gas is produced by less than 100 companies, and cer- 
tainly they can’t be classified as small independents. 

Mr. Montcomery. The figure I heard was 174 companies selling 
90 percent. You see different figures from different sources, 

Our fears as to the purpose “and effect of the F ulbright bill are 
reinforced by what we read in the trade press about the campaign of 
the oil companies to put this legislation ae 

Attached hereto as exhibit A is a photostat of the most extensive 
account of this campaign that we have ever seen. It was a front- 
page story in the Wall Street Journal of January 12, 1955. 

Initial costs of the campaign, the story says, were set. at $1,500,000. 
Apparently this was to be supplemented by expenditures of local com- 
mittees throughout the country. 
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|: very public relations dey ice in the hook seems to have been used 
tot to persuade consumers to pe) uade Congress to raise gas prices. 
There’s nothing unlawful about this, as far as we know, but it is 


powel fully enlightening as to the value of this legislation to the oll 
companies. 

We asked the House committee. and we ask your committee, to get 
these people in and find out how much they have spent, how much 
of the money came from the thousands of little independent producers 


and how much from the bio companies, and how SuUCCE ssful they think 


they have been in scaring the consuming knee Your committee’s 
stud) of these matters would contribute mue » public understand- 
ing as to the merits of this le@islation. 

Oil SpmaTARen:s are telling the public that regulation of gas prices 
will reduce the ga Sup ply, implying, without proving, that field prices 
approved by the Feder: al Power Commission would not provide suf- 
ficient u icentive tor oll companies to drill for oil. And, 1 might add, 


tod VE lop ¢ (AS fie Ids when the \ fi nd the Mm. 

John W. Boatwright, e ‘onomist for the Standard Oil Co.,. Indiana, 
adopts some of this scare technique in the pre pared statement he pre- 
ented on the Harris bill in the House committee. He had a tabula- 
tion showing how the new supply of gas each vear ranged from 12 
to 21 trillion cubie feet between 1945 and 1953 ve then suddenly 
dropped to 9.7 trillion cubic feet in 1954. Note the conclusions he 
seems to draw from this. He showed this sudden drop in the new 
supply of GAS in 1954 and he is roing tot ry to see why that Was, 

This is a most interesting and disconcerting tabulation During the first 
> years following the war, the industry was pre 2 up new supply at an average 
rate of almost 3 trillion eubic feet for each trillion produced. During the last 

years we have increased supply by less than 2 trillion cubic feet for each tril- 
lion produced. Even this would not be too disturbing were it not for the 
showing during the last vear. 

Lut the results during the first year of uncertainty regarding the future of 

competitive incentive are disturbing. The court of appeals’ decision in the 

*hillips case was handed down May 22, 1953 (205 I. 2d 706). The uncertainty 
continued throughout 1953 as efforts were made to secure a review of this 
decision. The case was argued before the Supreme Court in April 1954. This 
Court’s decision was rendered June 7, 1954 (347 U. 8S. 672). Has this period of 
1S months’ uncertainty brought about the diminution in the ratio of discovery 
to current demand revealed by the 1954 data? 

Up to this point he leads us to believe that oil companies just quit 
looking for oil and therefore didn’t find any gas either. But he 
answers his question : 

I do not know. I do know that the industry drilled more wells. Maybe our 
luck was just not up to normal last year. I also know that the industry cannot 
long continue this experience without eating into its bank account of reserves. 

We underscore the sentence, “I do know that the industry drilled 
more wells.” We gather that it is the considered view of the Standard 
Oil Co., Indiana, that less gas was found in more wells last 
year than in earlier years because of uncertainty over the outcome 

Phillips case. We would like to hear the mere ’s geologist 
explain this interesting behavior of natural gas. Could it be that 
the political pressure building up in the oil country was so great that 
the gas in the wells was driven out of sight ? 

Frankly, we don’t believe the oil companies will stop prospecting 
for oil and finding both oil and gas because the field price of gas going 
into interstate pipelines is regulated. 
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There is one other contention of the million-dollar plus campaign 
that we wish to reply to. Consumers are told that the field price of 
vas amounts to only 10 percent of the prices they pay. Therefore, a 
little rise in that pl ice Will not affect them much. 

For our reply to this we rely upon the statement on the Harris bill 
before the House committee by James R. Durfee, chairman of the 
Public Service Commission of Wisconsin. He points out that the 
local gas company pays the pipeline a lower or higher average price 
depending upon its success in holding up its sales during the off-peak 

eason. Even small increases in field prices, he says, may well result 
ia loss of large volumes of this industrial off-season load, bringing 
about an immediate and sharp increase in the cost of gas at the city 
gate, an increase in average cost he says, that can be as great as 50 
percent. To recover this increased cost the local gas company will 
have to impose on domestic consumers an increase much greater th: an 
the increase in field pr ices Which gave rise to the loss of inte rruptible 
summer business and increased cost. 

This seems to us to provide a very convincing answer to the argu- 
ment that consumers have little to worry about if field prices continue 
to rise. Indeed a disproportionate share of the possible $800 million 
added annual cost may be loaded on domestic consumers who have 
equipped their homes for heating with natural gas. It will be for 
the oil companies to guess how far they can push consumers before 
they go to the expense of scrapping their heating equipment and 
swite hing to oil or coal. 

We conclude our statement by quoting from an editorial in the New 
York Times a paragraph whic h seems to sum up the case admir: ably. 
More than 5 years old, it is as good as new. 

The crucial point is whether these ioe spendents, large or smill, are so closely 
linked with that part of the natural gas industry which already is indisputably 
subject to regulation that Federal ri ite control will become meaningless unless 
they, too, are regulated. To state the problem in this way is almost to answer it. 
For under conditions as they actually exist in the industry once a pipeline, the 
only practicable cheap method of traisporting natural gas, is laid to a field, 
competition at the source virtually ceises. Pipelines are too expensive to be 
laid down and picked up at will, so that a field and a line which it feeds are 
rather permanently joined. Since it has been found necessary for the Govern 
ment to regulate rates of the pipeline companies, it seems inese¢apable that the 
Government also be at Jeast in position to control the rates on gas production 
with which the pipelines are indissolubly linked. Dominating the Nation’s out 
put as they do, obviously the independents must be subject to Federal regula 
tion if there is to be any elfective Federal regulation at all. We therefore be 
lieve that President Truman should veto the Kerr bill—New York Times, April 9, 
1950. 

I said that that was 5 years old and as good as new. Iam sorry that, 
in one respect, the last sentence isn’t quite up to date. We don’t feel 
so hopeful of a veto this year, for reasons you can well imagine. 

Senator Pasrore. Do you have any questions, Senator Monroney 

Senator Monronry. Is there any other basis for your assumption of 
this $800 million increase other th: an the statement by this engineer 
that he thought gas on a basis in competition with other fields were 
worth that at the wellhead ? 

Mr. Montcomery. What they call a competitive price on a fuel 
equivalent basis is what they have been aimime for. As to whether 
his calculation is right or wrong, | wouldn’t know. It is the only 
evidence I have seen on the subject. It is a very exhaustive piece of 
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work. it looks very businesslike as far as I can tell. It has all kinds 
of data. He goes into these five markets, and finds out the kind of 
coal that is predomin untly used, what It costs, its British thermal unit 
value, and then he makes allowance for the efficiency in the burning of 
the coal and the was, and assuming the natural FAs sold on a coal 
equivalent basis in each of those markets, he comes back, by deducting 
transportation cost, to what the gas would be worth at the wellhead. 

I can put this in the record, if you wish. 

Senator Monronry. I wondered if there was other testimony than 
this letter. 

Mr. Monrcomery. As to the amount, no. 

Senator Monroney. The 25 figure comes largely from that one let- 
ter and document that you quote. 

Mr. Monreomery. I have told you already there is 1 contract in 
Louisiana that escalates to 24 cents, that is in effect right now, and I 
referred to 3 contracts made at a present starting price of 20 cents, so 
that 25 cents doesn’t seem to be far out of the picture. 

Senator Monroney. You wouldn't say that is the average price for 
the field, that is the new price for perhaps a smal] amount of the gas 
that goes into the line. You depend on other contracts to keep the 
average lower. 

Mr. Montcomery. It looks like a portent of things to come. 

Senator Pastore. You want your exhibits to be made a part of your 
statement ¢ 

Mr. Montgomery. If you please, Senator. 

(The exhibits are as follows: ) 


ExHIsiT | 


STATEMENTS ON BEHALF OF THE OIL AND GAS INDUSTRY IN SUPPORT OF THE 
CONTENTION THAT A Farr AND REASONABLE PRICE FoR NATURAL GAS IS A 
Price APPROXIMATING ITS FUEL VALUE EQUIVALENT OF PRICES OF COAL AND OIL 
IN CONSUMING MARKETS 


FPC docket No. G—5S80: Natural gas investigation, report of Commissioner 
Leland Olds and Commissioner Claude L. Draper, 1948. 

Vernon F. Taylor, president, Peerless Oil Co.: 

“It has always been my opinion in evaluating gas out here: It was worth 
what it could be sold for in western Vennsylvania industrial area, less what 
it would cost to get it there. That would be your well price here (p. 137). 

Texas Commissioner Thompson 

“In regulating the price for which gas is sold in interstate commerce for 
resale, the Federal Power Commission, because of the possible effect on conserva- 
tion, must be required to recognize (@) in arm’s-length transactions, the price 
paid for the gas delivered to the natural gas company, and (0b) in case the 
natural gas company produces the gas or secures it from an affiliated or sub- 
sidiary company, the fair market value of the gas as a commodity taking into 
consideration the going market price existing where the gas is produced and 
all other factors relating to the value of such gas as a commodity at the point 
of delivery into the interstate transportation line” (p. 141). 

i firmly believe that if left alone to economic forces, the price of coal and 
the price of gas will eventually fairly and justly settle on a reasonable competi- 
tive basis between these two fuels, for the welfare of all” (p. 142). 

ki. De Golyer’s reply to attorney for railroad and coals interests: “I don't 
know that I am able to be of very much assistance to you in that direction, 
Mr. MeGrath; 1 just have the same healthy desire most of us have in this com- 
petitive world, to undercut you just enough to get the business, because we need 
volume as well as price” (p. 144). 
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EPC docket R-1537: In the matter of hearing on escalator and market price 


auses in contracts between gas producers and interstate pipelines, 1954. 
Statement of Mid-Continent Oil & Gas Association et al.: 
Some contracts provide that the price will be stepped up at stated intervals, 
frequently at the end of each 5 years during the contract. These provisions 
sually result from the fact that the initia! price may be less than the true 


competitive Iarket value of gas in relation to other fuels at the time of the sale. 
The buyer and seller believe that subsequent developments will move the market 
price of gas toward its competitive level and agree on some upward revision with 
time” (p. 4). 

“Some contracts provide that the buyer will pay to the seller a price equal to 
that which he pays to any other seller in the same area during the term of 
the agreement. Again, the agreement to pay the higher price may be contingent 
upon stated time intervals. The purpose of this provision is to reflect the cur- 
rent commodity value of gas at the time it is delivered. Both the buyer and 
the seller recognize that such price should enable gas to continue to compete 
with other fuels and to develop as large a market as can reasonable be sup- 
plied” (p. 5). 

“If the Commission undertook to regulate the use and effectiveness of gas 
price adjustment clauses, it would be undertaking to regulate the price of gas 
sold by the producer to the interstate pipeline company. There is no occasion 
to take this step, since competition between gas producers and between gas and 
other fuels has operated to hold the field prices of gas at reasonable levels, and 
may conlidently be depended on to do so in the future” (p. 8). 

“The price of competing fuels will inevitably operate as a ceiling on the price 
of gas in the field and will thus hold it at a reasonable level” (p. 10). 

“Insofar as society and the consumer are concerned, the value of the gas does 
not depend on the amounts spent by the producer to acquire it or on who pro- 
duces it. Thus any system of regulation which would accord to the producer 
less than the current market value of gas to the consumer is unsound” (p. 11). 

“A second factor causing sellers to resist long-term contracts is that they feel 
that gas prices, particularly in the home heating market, are not yet so high 
as they could be and still remain competitive with coal and oil. Under these con- 
ditions sellers feel that it is reasonable to anticipate future increases in retail 
gas prices (apart from changes in demand) to levels competitive with prices 
of other fuels. If the seller in the field is tied to a current spot price for 20 
years, he cannot participate in the benefits of these price increases. He there- 
fore resists long-term contracts at constant current prices” (p. 71). 

FPC docket R-142. In the matter of the fixing of rates to be charged by in- 
dependent producers for natural gas sold in interstate commerce for resale, 1954. 

Statement of Mid-Continental Oil & Gas Association et al.: 

“The price of competing fuels will inevitably operate as a ceiling upon the 
price of gas in the field, and would hold it to a reasonable level even if there were 
no regulation” (p. 12). 

“Except for the responsibility of the Commission under the Natural Gas Act 
to regulate the price of some gas sold in interstate commerce for resale, there 
would be no reason and no occasion for regulation of any kind. Statistics show 
that in 1958 the average price of natural gas at the wellhead was 8.5 cents per 
thousand cubie feet. A thousand cubic feet of gas contains more than 1 million 
B. t. u.’s of energy. In 1953 light heating oil costs 62 cents per million B. t. u.’s 
at the refinery; residual fuel oil—the cheapest liquid fuel available—cost 26% 
cents for the same amount of heat energy; and coal, at the mines, cost 19 cents 
per million B. t. u.’s. From the standpoint of fuel energy, gas is more than twice 
as cheap as coal and several times as cheap as fuel oils” (p. 12). 

“7. Commodity values.—We have already discussed (p. 12) the relative energy 
values of gas, fuel oil, and coal. It was there shown that, from the standpoint 
of the fuel or energy value of these products, gas is more than twice as cheap 
as coal and several times as cheap as fuel oils. The intrinsic value of any com 
modity offered for sale in comparison with other commodities having the same 
use should be a prime factor in determining whether that commodity is over- 
priced. Where a unit of one commodity will do the work of several units of a 
rival commodity, and is vastly superior to its rivals from the standpoint of 
cleanliness and convenience, such facts should be taken into serious considera- 
tion if the price is to be fixed by a regulatory body” (p. 20). 
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STAT vt THAT A FAIR AND REASONABLE PRICE FOR NATURAL GAS BASED UPON 
Irs Fue, VALUE EQUIVALENT WirH COAL AND OIL Is 25 CENTS OF MORE PER 
Moc. F. AT THE WELLHEAD 


Letter dated December 8, 1954, from Petroleum Engineer Thomas D. Bailey, 
Oklahoma City, Okla., to Secretary, Federal Power Commission, in response to 
notice of proposed rulemaking, dated November 14, 1954: 

* * On the other hand, if natural gus had been on a free, open, and com- 
petitive market during the period of years depicted on this graph, my considered 
opinion as a professional engineer and based upon my detailed studies and anal 
vsis is that the source cost curve of natural gas would in all likelihood have occu- 
pied a position approximately halfway between the source costs shown for coal 
and crude oil, the two other basic forms of energy. That is, on January 1, 1939, 
the source cost of natural gas would have been about 12 cents per million B. t. u.’s; 
the cost would have increased gradually to about 14 cents by July 1, 1941; during 
the period of price controls on some fuels, source cost would have increased grad- 
ually to about 16 cents by March 1946; during the next 2 years with natural gas 
and all other fuels again on a free, open, and competitive market the cost would 
have risen rather rapidly to about 30 cents by March 1948; and since that time 
would have remained relatively constant with a present source cost of very near 
to 30 cents per million B. t. u.’s. * * * 

“In table 10 is shown a calculation of wellhead value of Kansas Hugoton Field 
natural gas based on delivered wholesale cost of competive coals in five large 
cities which obtain natural gas from the Kansas Hugoton gas field. * * * 

“In these calculations, using an overall efficiency-of-coal-use factor of 62.5 per- 
cent and an overall efficiency-of-natural-gas-use factor of 77.5 percent, figures 
now commonly being accepted by the engineering profession, we arrive at a well- 
head value of about 30 cents per million B. t. u.’s for natural gas in the Kansas 
Hugoton field. 

“Speaking as an engineer, it appears to me that, if the Federal Power Com- 
mission undertakes to set the wellhead price to be received by independent pro- 
ducers for natural gas sold in interstate commerce for resale, the only apparent 
logical workable method would be to base this price on comparative prices of 
other fuels. Of course, this would necessitate the increasing of present field 
prices to 25 cents or more per million B. t. u.’s (approximately 1,000 cubie feet) 
at the present time, which amounts to almost tripling the present average 
price being received at the wellhead for natural gas produced in the United 
States, * ' 

“T believe that even with a minimum United States field price of 25 cents per 
million B. t. u.’s, existing pipelines would still be operated at their full capacity 
and that inroads into reducing their operation at capacity would appear only 
when the price gets up to around 30 cents per million B. t. u.’s.” 
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Exuipir IT] 


Effect of increased field prices hu States based on 1953 utilitu sales of natural 
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Mr. Daniel ? 

I have no questions. 

Montgomery. 

Mr. Chairman, I would like to have included in 
f Mr. A. P. King. Jr.. president of the 


endent Producers & Royalty Owner: 
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wh particular story. The legal aspects of this issue calling for an appropriate 
nnendment to the Natural Gas Act, we believe, have been adequately covered 
Vv Witnesses appearing previously before you We are best qualified to discuss 

imarily some of the economic consequences of continued Federal control of 


' 
is production and gathering. There is no doubt in our minds that if we ca 


explain the plight in which the small producers and royalty owners will find 
hemselves should present Federal controls be allowed to remnin, then the Con 
rress of the United States will take corrective steps without further delay. 

The fact is, gentlemen, that the small producer will not, because he cannot, 
continue to find and produce gas adequate to meet growing demands undet 
Federal price fixing Already many operators are choosing short-terin con 
acts with local consumers whenever possible to avoid the responsibilities and 
threatened economic loss attendant with their idea of Federal control 

We believe we are capable of understanding, just as you who are necessarily 
responsive to public opinion must be, the so-called consumer viewpoint which 
has risen to confuse what we think is a clear responsibility of Congress to halt 
the encroachment of wholly unjustified Federal price fixing. Consumers who 
are remote from the source of supply are simply opposed to any increase in their 
gas bills. Having in the past acquired access to the premium fuel at a price 
considerably below the cost of less desirable competing fuels, these consumers 
think they see in the fight of producers to free themselves of unintended Federal 
contro] an opportunity to stabilize permanently the cost of this finest of all fuels 

What these highly vocal and well-organized consumer groups fail to com 
prehend, however, is that: 

(1) The supply of natural gas available in years past—at least in large 
part—-was priced artificially low at the well and will rapidly fall short of 
growing demand unless allowed to reach normal competitive levels; 

(2) Cost increases for natural gas to consumers in the North and East 
are attributable only in relatively small part to rises in wellhead prices, 
with transportation and distribution costs—both of which have been and 
will remain under Federal control—accounting for most of the increases ; 

(3) In asking for Federal control of one product they unknowingly are 
asking for future controls on all minerals. Today natural gas is no more 
essential to our way of life than are automobiles, refrigerators, radios, T\ 
sets, clothing, and typewriters, the production of which belong as rightfully 
under Federal control as does the production of natural gas. 


BACKGROUND 


rhe big expansion in markets for natural gas came at a time when subnormal) 
prices prevailed at the wellhead. Such condition is attributable initially to the 
fact that vast amounts of natural gas were discovered incident to the search for 
oil, creating a serious oversupply in relation to effective market. Pipeline com 
panies thus found themselves in a position to obtain a premium fuel at virtual 
giveaway prices 

Since if is required that natural gas be dedicated for long periods of time at 
fixed prices, purchase contracts between independent producers and gas pipe 
line companies were made often for the lifetime of the lease at prices which in 
no sense reflected the replacement cost of this product at the well. Inasmuch 
as most areas are served by only one pipeline, these companies were able 
through this means to stabilize what were seriously subnormal prices. As 
more and more pipelines sprang into existence to take this vast oversupply of 
natural gas to hungry markets the Nation over, independent producers found 
ever greater quantities of their gas being taken but were helpless to realize a 
reasonable or competitive price for it. The result is that even today this best 
of-all fuels sells for approximately one-fourth the field cost of less-desirable 
competing fuels. 

It was logical. therefore, that seemingly insatiable markets should appear t 
halance demand with supply at gradually increasing costs. It was more o1 
less logical also that some consumers of this unnaturally low-cost fuel should 
resort to Government channels in a shortsighted effort to deny the corrective 
forces of supply and demand. 

The average field cost for natural gas for the Nation increased between 1948 
and 1953 frown 6.5 to 9.2 cents per thousand cubic feet. (In Texas the increase 
for the same period was from 5.17 to 7.82 cents.) This 2.7 cents increase during 


a period of mushrooming markets was matched by an increase in the price paid 
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by residential consumers from 65.3 to 86.5 cents. It is unfortunate that the im 
ession abounds that most if not all the increased cost to consumer is the result 
creases j ‘ paid to the producer 
CONSERVATION 
Contrary to populi linpression, natural gas is vented or flared in iarge 
quantities in the felds not because of an oversupply of gas in relation to available 
murkets Rather is this waste of an irre placeable resource attributable directly 
t the lack of a elihead price adequate to exercise maximum conservation 
There is simply io way for any governmental body, State or Federal, to require 


the conservation of a product when the cost of doing so clearly exceeds the 
price available for the product 

Too little understood is the relation of an adequate price to the conserva 
tion of this great natural resource. Without exception, conservation authori- 


it 
+i 


ties are agreed that price is a necessary and indeed the best agent for pre- 


venting waste. Experts have testified that wells are today being abandoned 
in sections of the great Panhandle field of Texas where the remaining gas re 
serves are Calculated to equal approximately 1 million cubic feet of recoverable 
gas per acre. If this is to be continued, the final result for the entire field is 
that there will be left in the ground—never to be produced—something near 
1.5 trillion cubic feet 

Before the Federal Power Commission, competent engineers have testified 
concerning the relation between field) price and conservation. It has been 
shown conclusively that whenever the price of gas in the field has been al 
lowed to rise in response to increased demand, fewer wells are abandoned, 
and indeed new wells are drilled in fields theretofore Considered hear the point 
of depletion For example, the reserves in some fields have been increased 
from 15 to 100 percent concurrent with an approximate one-third increase in 
the average wellhead price. Development in some fields theretofore thought 
near depletion has reached an alltime high, with increases in wellhead price 
from 5 to 9 cents 

Whenever the pressure of a gas well declines to a point it can no longer feed 
naturally into the pipeline, that well is either abandoned or a compressor is 
installed Compressors are expensive, ranging from 820,000 to 330,000 for 
each well. Unless the price of gas will justify this additional expense, wells are 
necessarily abandoned prematurely 

An illustration of this was cited by W. H. Echols, a petroleum engineer, in 
testimony recently before the FPC. Said Echols: 

“There were 16 wells abandoned in the Carthage field during the period of 
low gas prices preceding 1949, having an average bottom hole pressure of 
2.335 pounds per square inch at the time of abandonment, which means that 
75 percent of the gas originally in place was left in the reservoir. 

“Subsequent to 1949, there have been only 6 wells abandoned, all being 
the result of water encroachment. Gas from approximately 30 percent of 
the Carthage field wells is now being compressed and most of the wells have 
bottom hole pressures less than 1,200 pounds per square inch. One well is con- 
tinuing on production with a pressure of only 421 pounds per square inch. 
This simply means that 30 percent of the Carthage Field would have been 
abandoned as of this date, had not the price of gas been adequate to afford 
the installation of compressors.” 

It is our considered judgment that should Congress fail to act this session 
to remove unwarranted Federal price fixing at the production level, the in 
evitable consequence will be the premature dissipation of a valuable resource 
and economic ruin to many of our independent producers, There is no possi- 
bility that discoveries can keep pace with demand unless the price at the point 
of production is adequate to encourage future exploration and development of 
proved reserves. It is a matter of record that discoveries throughout the post- 
war period of unnaturally high markets expansion has failed to keep pace with 
withdrawals. While production in the years since the war has doubled, our 
proved reserves increased by only about 40 percent. 

Natural gas, the supply of which only a few years ago greatly exceeded 
effective demand, is today becoming a scarce commodity no matter how great 
the rate of discovery \ balance between supply and demand in time to prevent 
a premature dissipation of this resource can be reached only if its field price 
is adequate to sustain the necessary rate of exploration In a competitive 
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irket—that is, one in which price is allowed to perform its normal function 
scoveries of natural gas can keep pace with the growth of demand 
Phere are other sources of supply which can be made available in a free 


upetitive market For example, there are large quantities of gas now being 
fared from oil wells, and that which can be produced from low-pressure ga 
wells. We continue to flare today some 9 percent of our total gas output for 


ack of a more adequate field price. We estimate that recovery from this 
one source alone will be increased by at least 2.5 billion cubic feet per day unless 

iere is imposed an arbitrary price freeze. Under such conditions this quantity 
of tl resource will be forever lost. 


CONSUMER COST VERSUS FIELD PRIC! 


fas 

ansported from 1,000 miles away still undersells coal and fuel oil. Even so, 
most of the increase in cost of natural gas to consumers is necessitated by the 
enormous cost of expanding service in almost every State of the Union. Trans 
portation and distribution services account for about 90 percent of the resi 
dential price. ‘That means that only about 10 percent of the cost paid by the 
consumers goes to the producers for finding and producing this resource 

Exports from the few gas producing States—with Texas alone accounting for 
more than half the Nation’s gas production—have increased between 1945 and 
1953 from 1.1 to about 4 trillion cubic feet yearly. Residential consumers pay 


on the average over the Nation about 86.5 cents per thousand cubic feet, of which 


Bureau of Labor Statistics show that in most areas of the Nation natura 


only an average of about 7.82 cents goes to the producer in Texas. The larger 
ncreases in cost have occurred in areas recently opened to service and far re 
moved from the source of supply, with areas of long established substantial use 
experiencing an advance averaging less than 10 percent between 1948 and 19538 

Until about 1933, the depression vear when gas supply began vastly to exceed 
effective demand, bituminous coal and natural gas sold at about the same level 
Chereafter both crude oil and coal experienced gradual price increases along with 
most other commodities. Natural gas, on the other hand, was not allowed to 
respond in price to normal forces of supply and demand, primarily because 


¢ 


of the long-term dedication requirements. The result is that natural gas in 


1953 had a retail price index of 99.6, based on 1955-39 averages, whereas anthra 





cite coal’s index was 233.4, bituminous coal was 212.9 and No. 2 fuel oil was 
205.5. The overall cost-of-living index for 1953 on the same lasis was 191.3. 


Now that the corrective forces of supply and demand have tended slightly to 
elevate wel-head prices for wellhead gas, some 10 years after other commodities 
hegan experiencing sharp increases, some consumers are seeking to sustain Fed 
eral price fixing. 

Among the resultS of Government-monopoly interference in the normal ad- 
justment of gas vrices are: 

(1) The thwarting of the full development of-.an industry which poten 
tially could become second to none in contribution to the national welfare ; 

(2) The compelling of some States and some citizens in effect to subsidize 
a portion of fuel requirements of other States and citizens; 

(3) The displacing of competing fuels from markets through the unfair 
competition of artificially depressed gas prices; and 

(4) The threat of Federal price control on all other industries 

In the interest of consumer protection, the Federal Power Commission is 
charged under the Natural Gas Act with the regulation of prices which interstate 
pipelines may charge for this commodity. This regulation, combined with the 
ready availability of competing fuels, constitutes effective protection to the 
consuming public without the necessity of dictating prices which independent 
producers may charge for their gas. Without being empowered to regulate field 
prices, the Commission has ample power to correct any unjustified price increase 
through denial of rate increases requested by pipeline companies. The Commis 
sion likewise can deny permits for expanding pipelines facilities to service 
additional areas should it feel that consumers will be subjected to exorbitant 
pricing practices. It is not necessary, and certainly it is not desirable, for the 
Commission to assume jurisdiction over contractual relationships between 
interstate pipelines and independent producers 

Whatever the intention, we believe that some of the pressure from consumer 
groups to effect unjustified Federal regulation of field prices results from the 
tendency of pipeline companies to attribute the request for increased rates to 
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increasing field prices when actually such increases at the field level account 
for but a small fraction of the total increases requested by them. At the request 
of Congressman Oren Harris, the Federal Power Commission has recently 
repared data showing that increased prices to gas producers account for only 

il] portion of the rate increases requested by interstate pipeline companies. 


FEDERAL CONTROL AND CONSUMER BENEFITS 


For many reasons the consumer, however remote from the source of supply, 
has as much reason as the producer to be wary of Federal regulation at the pro- 
duction level. Aside from the fact that such regulation will measurably reduce 


the supply by making it impossible for small operators to remain in business, 
Federal regulation does not always bring with it great efficiency at lower cost, 
even for the quantity already discovered and available for market. 

Interstate pipeline companies, themselves under Federal Power Commission 
regulation since the Natural Gas Act was passed in 1938, buy natural gas at 
approximately one-fourth the field cost of competing fuels, but charge the con- 
sumers a price approximating that of competing fuels to them. This may or may 
not be attributable to the fact that pipeline companies under Federal control op- 
erate on something approaching a cost-plus basis which is hardly conducive to 
maximum efficiency in operation. At a meeting last October of the American 
Society of Civil Engineers in New York, papers were delivered pointing out 
that natural-gas pipeline companies “for the first time are having to give certain 
economic factors top consideration heretofore not given them in designing trans- 
mission facilities.” 

It seems to us manifestly unfair to ask the producers to accept an arbitrarily 
Government-fixed price for natural gas when it sells at the field level for one- 
fourth the cost of competing fuels. This amounts to handing pipeline companies 
an enormous margin between cost to themselves and price available at the con- 
sumption level—all at the expense of the producer. This would truly give en- 
couragement to enterprises which might prove uneconomic and in any case add 
to the total cost of the product to the consumer at the expense of the producer. 
Certain types of gas storage projects probably provide an example of this. 

There is yet another reason why the consumer, along with the producer, has 
reason to view with suspicion the granting of unlimited Federal controls over gas 
production. Any agency of the Federal Government having jurisdiction over 
gas production, is as obligated to the preservation of the interest of producers as 
of consumers. That is to say, it does now have under the Natural Gas Act as 
interpreted in the Phillips decision the right and duty to raise inordinately low 
wellhead prices along with its power to restrict increases. Should it undertake 
to do something about the seriously inequitable wellhead prices in many areas of 
Texas, for example, the effect would be to increase the wellhead price of natural 

Under the Natural Gas Act, the Federal Power Commission is obligated to elimi- 
nate discrimination to the extent of its jurisdiction. Were it given control over 
gas producers, therefore, it would be dutybound to do something about the vast 
quantities of Texas gas selling for as little as 2 and 3 cents per thousand cubic 
feet for which there is no logical explanation. As evidence that the Commission 
itself is aware of this obligation, I cite you the transcript of hearings before FPC 
on November 4 in which General Counsel Willard Gatchell expressed amaze- 
ment that independent producers were not appearing before the Commission to 
request that this discrimination be eliminated. Said he in part: 

“Now they tell you in their arguments here that they are seeking to protect 
these producers. Well, I think that is true, but it is only a portion of the pro- 
ducers. They do not come to you seeking to give any protection or any assistance 
to these producers who entered into long-term contracts at those low rates.” 

I think there is an almost complete lack of understanding of this point: 

The effect of Federal price control as promulgated by the so-called Phillips 
decision is not to halt the upward advance of prices paid for newly discovered 
gas. That is because the Federal Power Commission can prevent this type of 
increased cost at the wellhead only be denying the right of a pipeline company 
to purchase such gas, which action would almost certainly be repudiated by the 
very consumers it thus would be seeking to protect. Consequently, price regu 
ation as authorized under the Phillips decision is limited at most to preventing 
increased payments to producers of gas heretofore committed which in large 
part is seriously underpriced both in relation to its realistic competitive value 
and to comparative prices for newly discovered gas. 
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In other words, the consumer would be the certain victim of continued Federal 
controls. He not only would have the supply of his gas seriously jeopardized 
hut would find such control actually had the effect of increasing the extreme!s 
low wellhead prices which are inequitable. That would be the natural result 
of efforts on the part of the FPC to bring equity in the prices paid to all pro 
ducers. Furthermore, Federal control of production cannot halt the advance in 
cost of newly discovered gas except by denying the right of pipeline companies 
to take it at all. 

If these facts were understood, we believe there is no doubt that realistic con 
sumers would quickly lose their enthusiasm for what seems to them a good thing 
in Federal control. 


Furthermore, even the United States Supreme Court, in upholding the richt 
of a State to establish minimum wellhead prices for natural gas, said 

“The wellhead price of gas is but a small fraction of the price paid by domestic 
consumers at the burner tip, so that the field price would have little or no 


effect on domestic or delivered price.” 
RECOMMENDATIONS 


We recommend that Congress in amending the Natural Gas Act at this time 
legislate a national policy which will prevent any industry or Government force 
from denying field or consumer cost adjustments for fuels currently underpriced 
on a B. t. u. competitive value basis. So long as natural gas continues to sell for 
approximately one-fourth the cost of competing fuels at the field level, and re 
mains in many areas so low as to deny producers a return necessary to replenish 
the supply, it seems to us the responsibility of Congress to restrain any force 
having the tendency of fixing those prices arbitrarily. 

For Congress to decline at this time to reaflirm its desire to free natural-gas 
production from Federal price fixing would constitute an endorsement of the 
dangerous doctrine that some citizens by virtue of their being present consumers 
of a natural resource have a vested right in it exceeding the right of the owners 
of that resource to sell it in a free and competitive market. 

It is important always for Congress to preserve an industry from destruction 
whenever possible, but far more important is another issue here involved—that 
of preserving a principle upon which rests all our Nation's industries and indeed 
our national greatness. There is 1 argument and 1 argument alone for continued 
Iederal price fixing of natural gas at the wellhead. That is the simple desire 
of growing numbers of consumers to prevent increases in their fuel bills. Fed 
eral price regulation will not accomplish this, but on the contrary will create 
relative scarcity in a short time—a scarcity so great as to confront the Federal 
regulatory body with a decision as to whether to allow sharply increased prices 
or to deny this valuable resource to untold millions of Consumers of the future 

We are here endorsing specifically legislation necessary to a restoration of 
the Natural Gas Act as originally enacted and intended. Under this act, as 
so amended, it will remain entirely proper for the Federal Power Commission to 
conduct factual studies of field prices in order to measure their effect upon 
those phases of the industry over which it has rightful jurisdiction. Upon 
determining that, in its judgment, price increases are unreasonable, it has had 
and will have the authority to deny pipeline companies the right to charge as 
operating expense the cost of natural gas so purchased. This would constitute 
umple protection for consumers against the possibility of monopoly-dictated 
prices, while at the same time restraining Federal agencies from exercising 
direct control over contractual relationships at the producer level. 


ESCALATION CLAUSES 


With respect to the various types of escalation agreements, including the 
so-called favored-nation agreements, the Commission likewise is not without 
adequate power to deny “unreasonable increases.” 

So long as natural-gas producers are required to dedicate their product for 
long periods, usually 20 years, it seems to us absolutely essential that the escala- 
tion type of contract be permitted to continue in force. In consideration of the 
long-term dedication requirement of this sales contract, the producer is com- 
pelled to accept an escalator and/or favored-nation clause arrangement as his 
only hope of future increases in income as production costs climb. 

It is important to recognize that gas producers are not free to sell at market 
value, required as they are to contract for long periods and often compelled to 
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avorable circumstances resulting from a local pipeling 
onop Unless the Federal Power Commission is willing to relinquish 
i ledication requirements leaving producers free to seek true market 
ie under contracts of short duration, producers must insist upon the only 
form of meager protection left to them: escalator and related clauses. 
Most producers simply won’t willingly accept a flat price for 20 years—except 
high as to assure them a proper return for their product. It is 
ur considered judgment that, should a Federal body be allowed to nullify con 
by disallowing escalation provisions, a large volume of previously dedi 
ted gas would be released under escape Clauses to seek new markets, 


rates so 


Under the dedication requirements cf the Federal Power Commission a 
producer would be denied a fundamental bargaining right were he required 
contract his gas for 20 years at prices he knows now to be inadequate to 
ustain his search for new discoveries. An equal or greater injustice would 
es from any denial of the operation of escalator or favored-nation clauses 
idjustiuents in contracts previously negotiated. Such action in either 

se has the effect of governmental expropriation of property. <A certain result 


uuld be the widespread efforts among independent producers to consider their 
free of any committment and to renew negotiation for its disposition on 

competitive market. 

Wherever possible they will seek to sell it within the State and deny it for 
terstate transmission. 

We of this association have endorsed as acceptable to independent producers 
in amendment adopted May 18 by the House Committee on Interstate and For- 
g to escalation. This amendment provides that the 
Commission can deny pipeline companies the right to charge as an operating 
eX) : wellhend prices in¢ reased through some types of escalation clauses 
he effect of which is to increase those prices above what the Commission finds 
o be the reasonable market price. We believe the Commission should have 


eign ¢ ime res retathl 


he authority to regulate the price which natural-gas companies can charge 
msumers in this way, but it is vital that this authority not be extended to con- 
tr: elationships between interstate pipeline Companies and the producer 


SMALI PRODUCER 


It seems extremely important to us that the Congress recognize the significant 
listinction between interstate pipeline companies and the vastly differing cate 
gories of independent producers, the latter having none of the characteristics of 

nopoly which require regulation. 

Che small operator can’t exist under Pederal regulation if for no other reason 
than the extensive redtape connected with utility operation. It is virtually 
mpossible for the vast majority of independent gas producers to cope with the 
almost complete confusion of Federal regulation. 

| n report factually to you, gentlemen, that some independent producers have 
declared flatly that they will not undertake to remain active in the industry if 
Federal regulation of the type now in operation is sustained. I believe this atti 
tude is not one of disrespect in any sense nor is it the result of peevishness on the 
part of these individuals. On the contrary, it is my opinion that this is an all 
too realistic attitude based on the personal knowledge that they cannot deal 
successfully with such controls in Washington. 

I could cite you in detail if time allowed, the experience of one of our more 
successful small operators with the Federal Power Commission of recent date. 
\fter spending money far out of proportion to anticipated benefits, he reached 
the conclusion that he was simply unable to carry on the obligation and an- 
nounced that irrespective of consequences and whatever the circumstances, he 
would decline thereafter to appear again or have a representative appear before 
the Federal Power Commission. He simply can’t continue the interminable 
hearings He cannot justify any further expenditure of time or money, 

In addition to his cost of drilling and maintaining shut-in wells, a legal staff 
n ‘Texas and in Washington, innumerable geological and engineering reports, 
nterminable delays have caused him to refinance his entire operation twice. Some 
of his partners have been forced to sell at a fraction of their property value. One 
little item will illustrate this case. His cost of merely purchasing a copy of 
all the testimony already exceeds $10,000—and they are still talking. 

The small operator stays in business by virtue of keeping overhead costs to a 
minimum, and dealing with a Federal bureau is not conducive to this type of 
operation. Large numbers of them will go out of business as soon as they can, 
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leaving to an inadequate number of larger colipanies the obligation of meeting 
demand which is unrealistically high because of unrealistically low-wellhead 
prices frozen arbitrarily by federal edict. 

This, I realize, is by no means a complete presentation of the independent 
producer’s case against the current type of Federal gas regulation. Inasmucl 
us others have done an excellent job, utilizing research facilities which we do 
not have, I wish to conclude by saying with all the emphasis at my Command that 
we cannot fulfill our responsibilities to the Nation as gas producers unless this 
Congress acts to restore the interpretation placed upon the Natural Gas Act by 
the Congress and our industry before the disastrous Phillips decision rendered 
by the United States Supreme Court. 

Thank you 


lor release Friday, May 27, 1955] 
TEXAS INDEPENDENT Propucrers & ROYALTY OWNERS ASSOCIATION 
AUSTIN, TEX. 


WASHINGTON, May 27.—Texas gas independents have warned that the con 
sumers of natural gas, however remote from the source of supply, have as much 
reason as producers to view with suspicion the granting of unlimited Federal 
controls over natural-gas production. 

In testimony prepared for presentation to the Senate Committee on Interstate 
und Foreign Commerce Friday, A. P. King, Jr., president of the Texas Inde 
pendent Producers & Royalty Owners Association, declared that Federal Power 
Commission control over field gas prices will assure greater cost to the con 
sumer than would be the case under free, competitive Operation at the production 
level, 

“Aside from the fact that such regulation will measurably reduce the supply 
by making it impossible for small operators to remain in business,” said King, 
“Federal regulation does not always bring with it greater efficiency or lower 
cost even for the ous already discovered and available for market.” To illus- 
trate that Federal control is not conducive to efficiency, he pointed out that 
interstate pipeline coimpanies—which have been under Federal control since 
1938—buy natural gas in the field for approximately one-fourth the field cost 
of competing fuels and yet often sell it at prices approximating that of competing 
fuels. Increased cost to consumers, he said, is attributable only in small part 
to increased cost at the wellhead level. 

“There is vet another reason why the consumer along with the producer has 
reason to view with suspicion the granting of unlimited Federal controls over 
gas production. The Federal Power Commission does now have under the 
Natural Gas Act as interpreted in the Phillips decision the right and duty to 
raise inordinately low wellhead prices along with its power to restrict increases 
Should it undertake to do something about the seriously inadequate wellhead 
prices in many areas of Texas, for example, the effect would be to increase the 
average wellhead price of natural gas. 

“Under the Natural Gas Act, the Federal Power Commission is obligated to 
eliminate discrimination to the extent of its jurisdiction. Were it given control 
over gas producers, therefore, it would be dutybound to do something about the 
vast quantities of Texas gas selling for as little as 2 and 8 cents per thousand 
cubic feet for which there is no logical explanation. 

“The effect of Federal price control as promulgated by the so-called Phillips 
decision is not to halt the upward advance of prices paid for newly discovered 
gas. That is because the Federal Power Commission can prevent this type 
of increased cost at the wellhead only by denying the right of a pipeline company 
to purchase such gas, Which action would almost certainly be repudiated by the 
very consumers it would thus be seeking to protect. Consequently, price 
regulation as authorized under the Phillips decision is limited at most to 
preventing increased payments to producers of gas heretofore committed. 
This in large part is the seriously underpriced gas which the Commission would 
be obligated to increase in order to assure equity among producers. 

“In short, the consumer would be the certain victim of continued Federal] 
control. He not only would have the supply of his gas seriously jeopardized, 
but would find such control actually had the effect of increasing the extremely 
low wellhead prices which are inequitable. This would be the natural result of 
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efforts on the part of the FPC to bring equity in the prices paid to all producers. 
Furthermore, Federal control of production can’t halt the advance in cost of 
newly discovered gas except by denying the right of pipeline companies to take 

‘If these facts were understood, we believe there is no doubt that the con- 
sumers would quickly lose their enthusiasm for what seems to them a good 
thing in Federal] control.” 

Senator Danrer. Mr. Chairman, I asked at a previous session for 
nformation concerning Dr. Boatwright’s figures which were chal- 
enged, about the number of wells that turned out to be producers, 

so forth, and I asked for the basis for his figures he had given 
to the committee, and he has prepared that in a letter. I ask that 
it be made a part of the record. 
jator Pasrore. Without objection, it is so ordered. 
The letter referred to follows:) 
M AY 19, 1955. 
hi Prick DANIEL, 

l nited States Ne nator, 

Senate Office Buiding, Washington, D. C. 
lsKAR SENATOR DANIEL: In response to your request I have read the testimony 
Congressman Vanik and your questions concerning the inter- and intra-state 
consumption of natural gas. The testimony bearing on this question starts on 


page 907 of the record 


¢ 
of 


‘i'he evidence that I presented in my statement concerning the breakdown of 
inter- and intra-state consumption, starting on page 25, was based upon the 
following figures 

Trillion 


cubic feet 


Utility sales in nonproducing States 1953 . * - 3. 4 
Losses and use in transmission ; - ay 
Subtotal, moved to other States vn 4.2 
Utility sales in State of production wi 2.0 
Direct sales by producers : ‘ ee ‘ 7 
Field use in oil- and gas-field operations (but not including repressuring ) - 1.5 
Subtotal, intrastate uses of marketed gas_- veers ‘ 4.2 
Subtotal, marketed production of natural gas is 8. 4 


Vented and wasted cannes : Ss 
Repressuring 





Total natural gas production, 1953 pony ee 


You will note that the 50-50 division of natural gas between intrastate and 
interstate recognizes only that portion of natural gas marketed. The amount of 
natural gas vented and wasted and the amount of gas used in repressuring work 
was not included 

The above breakdown was based upon data published by the United States 
Bureau of Mines and the American Gas Association. 

[ would appreciate your introducing this letter in the record of the hearings 
before the Senate Interstate and Foreign Commerce Committee. 

Yours truly, 
JOHN W. BoATWRIGHT. 

Senator Pasrorr. We will recess until 10 o'clock, tomorrow morn- 
Ing. 

(Whereupon, at 4:03 p. m., the committee adjourned, to reconvene 
it 10 a. m., Wednesday, June 1, 1955.) 
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WEDNESDAY, JUNE 1, 1955 


UNrrep STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, i... 

The committee met, pursuant to adjournment, at LO a. m., room G—16, 
Capitol Building, Senator John O. Pastore (acting chairman) pre- 
siding. 

Present: Senators Pastore, Monroney, Daniel, Bricker, and Duff. 

Senator Pastore. The hearing will please come to order. 

Our first witness this morning is Mr. Jerome K. Kuykendall, 
(hairman of the Federal Power Commission. 

We are pleased to have you here this morning, and to see the 
other members of the Commission here about you. 

Will vou identify yourself and then proceed. 


STATEMENT OF JEROME K. KUYKENDALL, CHAIRMAN, FEDERAL 
POWER COMMISSION 


Commissioner KoyKenpatt. My name is Jerome K. Kuykendall, 
and Tam Chairmar of the Federal Power Commission. On my left is 
Commissioner S. L. Digby, of Louisiana. On my immediate right 
is Commissioner Fred Stueck, of Missouri, and next to him is Com 
missioner Claude Draper, of Wyoming. 

Commissioner Nelson Lee Smith, of New Hampshire, will be here 
shortly. He had either a dentist or doctor’s appointment this morn 
ing. 

The Commission has reported, I believe, on all bills pertaining to 
natural gas which are before this cominittee, with the exception of 
Senator Magnuson’s bill, which is S. 1880. Our written report on 
that bill will be here, I believe, by noon today. Due to the holiday 
were were late in getting it reproduced. 

Senator Pasrorre. At this point in the record, we will have these 
reports made a part of the record, with reference to each of the bills 
upon which they may comment. 

(The reports of the Federal Power Commission on S. 712, S. 1248, 
S. 1493, S. 1853, S. 1880, S. 1926, and S. 2001, read as follows :) 


REPORT OF THE FEDERAL POWER COM MISSION ON 8S. 712, Situ CONGRESS, 18ST SESSION 


S. 712 is a bill to amend section 7 (h) of the Natural Gas Act (61 Stat. 459, 
15 U.S. C. 717f (h)), which in its present form provides : 

“(h) When any holder of a certificate of public convenience and necessity 
cannot acquire by contract, or is unable to agree with the owner of property 
to the compensation to be paid for, the necessary right-of-way to construct, oper- 
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and maintain a pipeline or pipelines for the transportation of natural gas, and 


he necessary land or other property, in addition to right-of-way, for the location 
i i . 

compress stations, pressure apparatus, or other stations or equipment 

essary to the proper operation of such pipeline or pipelines, it May acquire 


the same by the exercise of the right of eminent domain in the district court 


of the United States for the district in which such property may be located, or 
n the State courts. The practice and procedure in any action or proceeding for 
that purpose in the distriet court of the United States shall conform as nearly 
as may be with the practice and procedure in similar action or proceeding in 
the courts of the State where the property is situated: Provided, That the United 
States district courts shall only have jurisdiction of cases when the amount 
claimed Dy the vie of the property to be condemned exceeds $3,000." 
S. 712 would amend the foregoing section in two particulars 
1) Any holder of a certifcate of public convenience and necessity would have 
e authority to acquire “the necessary land or interest in land, or other proyp 


ert Che italicized phrase would be added by S. 712 
») Any holder of a certificate of public convenience and necessity would have 
he anthority to acquire the necessary right-of-way for the pipeline and other 


property necessary “Jo the storage of gas, oO for the loeation of compressor 
stations, pressure apparatus Ol other stations or equ pment necessurs LO the 
proper operations of such pipeline * The italicized provision would he 


ndded by the proposed amendment. 

The first change, the addition to the property subject to acquisition of the 
lecessary “interest in land,” would give the holder of a certificate the explicit 
power under section 7 (h) to acquire interest in land through the exercise of 
the right of eminent domain. This would presumably include the right to 
acquire subsurface interest in land in addition to, or apart from, surface rights. 

The second change, the addition of “the storage of gas” to the purposes upon 
which acquisition would be based, would provide that “interest in land” or 
other property could be acquired by the holder of a certificate. 

The reasons underlying enactment of section 7 (h) are set forth in Senate 
Report 429, 8Oth Congress, Ist session, accompanying S. 1028, which later became 
section 7 (h) of the Natural Gas Act. As there pointed out, under the law of 
several States, the right of eminent domain is generally limited to use for the 
public of the particular State conferring the right. Thus, the right of eminent 
domain as to the property for use in interstate Commerce—not as use solely for 
the public of a particular State-—-would not be available to natural-gas- ¢om 
panies in some States. This reason is likewise applicable to the changes proposed 
by 8S. 712. 

However, the Commission recommends, consistent with the apparent purpose 
of the bill, three modifications in 8.712. First, 8S. 712 in the form proposed would 
provide the right to acquire property “for the storage of gas,” not limiting this 
purpose to underground storage. It has been the Commission‘s general experi- 
ence that the operations of natural-gas companies do not entail the use of surface 
storage, but that underground storage is becoming increasingly important to in- 
sure a more efficient use of pipeline systems as well as of natural gas itself 
Second, it would be in conformity with the apparent purpose and with other pro 
visions of the Natural Gas Act to limit the amendment to the storage of natural 
gas 

The third recommended modification of S. 712 requires more explanation. Se« 
tion 7 (h) as it is now constituted grants the right of eminent domain to holders 
of certificates of public convenience and necessity which have been granted under 


section 7 (¢) After the Commission has issued such a certificente, the holder 
may, under section 7 (h), exercise the right of eminent domain to acquire “neces 
sary right-of-way * * * or other property * * * necessary to the proper opera 


tion” of the pipeline. 

With the addition of “underground storage” to the stated purposes for which 
the foregoing right of eminent domain may be exercised, the Commission believes 
it desirable that the proposed legislation make it expressly clear that snch right 
may be exercised only with respect to matters covered by a certificate of public 

nvenience and necessity issved by the Connnission pursuant to section 7 of the 
act In other words, no possible basis should be left for a contention that the 
right of eminent domain may be exercised in acquiring property for the stated 
purposes, such as underground storage, when not covered by a certificate of public 
convenience and necessity issued by the Commission, even though it is “necessary 
‘ t} 


0 the proper operation” of the pipeline as now provided in section 7 (h) 
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In summary, the Commission recommends that S. 712 be amended to read as 
ows, and that it be enacted as so amended: 

Re it enacted bu the Senate and House of Re prescutatives of the United States 
of America in Congress asscnrbled, That the tirst sentence of subsection (h) of 
7 of the Natural Gas Act, as mended (15 U.S. C. 717f ¢(h)), is amended 
by striking out ‘and the necessary land or other property’ and inserting in lieu 
thereof ‘and the necessary land or interest in land, or other property,’ and by 
striking out ‘for the location of compressor stations, pressure apparatus, or othe? 
stations or equipment’ and inserting in lieu thereof ‘for the wnderground storage 
of natural gas or for the location of Compressor stations, pressure apparatus o 
other stations or equipment which is covered by a certificate issued by the Com 


mon 
l 


mission and which is’.” 
(Excepting the preamble, the italicized portions are those suggested by the 
Commission. } 
Respectfully submitted 
EDERAL POWER COMMISSION 


FEDERAL POWER COMMISSION REPORT ON S. 1248, Strut CONGRESS 


{ BILL To amend the Natural Gas Act to require that the rates and charges of natural 
is companies be determined on the basis of the actual legitimate cost of the companies 


property, less depreciation 


This bill would amend section 6 (a) of the Natural Gas Act (52 Stat. S21, 824 
(19388) :15 U.S.C. 717 (e)) to read as follows: 

‘(a) In determining the just and reasonable rates or charge to be observed 
by a natural-gas company in connection with the transportation or sale of natural 
vas, the Commission shall investigate and ascertain the actual legitimate costs 
of the property in question, and shall use the costs so ascertained as a basis for 
determining such just and reasonable rates and charges. Such costs shall also 
be used, where relevant, in determining just and reasonable classifications, rules, 
regulations, practices, and contracts.” 

There is at present no formula prescribed by Congress in the Natural Gas Act 
upon the basis of which the Commission must fix the rates charged by companies 
subject to Commission jurisdiction under that statute. Under the rate provi 
sions of the act, the statutory guide to the Commission in exercising its rate 


making powers is the requirement that rates shall be “just and reasonable.’ 


Thus section 4 (a) of the act provides that “All rates * * shall be just and 
reasonable, and any such rate * * that is not just and reasonable is hereby 
declared to be unlawful.” And section 5 (a) provides that the Commission shall 


determine and fix “the just and reasonable rate” to be thereafter observed and 
may order a decrease where existing rates are not the “lowest reasonable rates.” 
But by neither section has Congress prescribed any formula by which the ‘just 
und reasonable rate” is to be determined. 

While in determining the rate base of interstate natural-gas companies and 
interstate electric utilities the Commission for many years has used the cost 
basis, less depreciation, it has not regarded this as the only possible basis to 
be used. The first time it expressly refused to receive evidence of the fair 
value of utility property and confined the rate base evidence to cost, less depre 
ciation, was in Chicago District Generating Corp. (2 FPC 412, 417 (1941)) 
When a similar exclusion under the Natural Gas Act was taken to court, the 
Commission’s practice Was held to be within its authority by reason of the 
circumstances presented in these situations, Cities Service Gas Co. (8 FP 
159, 472 (1943) ; 155 F. 2d 694 (C. A. 10, 1946) certiorari denied 329 U, S. 8382 

But the Supreme Court has more than once held that in these regulatory 
statutes Congress hus entrusted the Commission with discretionary authority 
to select that formula or combination of formulas which will best serve the 
various interests committed to its keeping in carrying out the provisions of the 
statutes. while insuring that the rates fixed thereunder will be just and reason 
able and not confiseatory (Federal Power Commission v. Natural Gas Pipeline 
Company, 315 U. S. 4575 584-586; Federal Power Commission v. Hope Natural 
Gas Company, 320 U. 8S. 591, 600-601; Colorado Interstate Gas Company 
Federal Power Commission, 824, U.S. 581, 601, 603-604 ) 

For the purpose of giving the Commission the information required for rate 
determinations, Congress provided in section 6 (a) that the Commission could 
ascertain the actual cost of properties of natural-gas companies, “and other 


; 
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facts” which bear upon the cost and fair value of such property. but even 
this section, which comes the closest of any to supplying a definite criterion for 

ates, does not bind the Commission to the use of any singie formula, 
as the Supreme Court held in the Hope Natural Gas Co. cuse, supra, pages 
601-602. 

The language in section 6 (a) of the Natural Gas Act follows the language 
which had been used in corresponding section 208 of the Federal Power Act. 
The purpose of section 208 of the Federal Power Act, therefore, has a bearing 
upon the present proposal. When the bill which became the Federal Power Act 
(S. 2696, 74th Cong.) was passed by the Senate in 1935, it contained in sub 
section 208 (c) a provision limiting the Commission to the actual legitimute 
cost, less depreciation, in determining the rate base of electric public utility 
properties. This subsection (c) was stricken from the bill in the House Com- 
mittee on Interstate and Foreign Commerce (H. Rept. 1318, p. 30). Chairman 
Lea of that committee on June 28, 1935, made the following statement during 
the debate on the bill (79 Congressional Record 10378) : 

“This bill also involves the question as to the rate base that should apply 
in governing the rates for public utilities. The bill contains the general rule 
that rates be just and reasonable. The committee would like to have been able 
to provide a better standard of valuation as a rate-making base, but after 
considering the question fully we determined it would be a futile thing to 
do * * * it is practically a futile thing, in my judgment for any legislative 
body to try to write up a rate-muaking base.” 

It is the Commission’s view that, now as then, it is impractical and undesir- 
able, from the standpoint of a proper execution of the rate-making function, for 
the legislative body to determine in advance any fixed standard of valuation 
to be used in all cases as a basis for fixing rates. For many years regulatory 
agencies were considered as being bound by the “fair value” formula laid down 
by the Supreme Court in 1898 in Smyth v. Ames (169 U, S. 466), and it was 
not until recent years that the true objective of rate fixing, the award of just 
compensation in accord with due process of law, was given its proper emphasis 
unencumbered by a particular formula in any individual case. Thus, in 1942, 
in the Natural Gas Pipeline Company case, supra, the Supreme Court said that 
(p. 586) “The Constitution does not bind rate-making bodies to the service 
of any single formula or combination of formulas” and that Congress had left 
the Commission free, for rate-making purposes, “to make the pragmatic ad- 
justments which may be called for by particular circumstances.” Following, in 
1949, in the Hope Natural Gas Company case, supra, the Supreme Court sub- 
stantially repeated this language, saying (p. 600) : 

“Congress, however, has provided no formula by which the just and 
reasonable rate is to be determined. It has not expressed in a specific rule 
the fixed principle of ‘just and reasonable’.” 

and that “the Commission was not bound to the use of any single formula or com- 
bination of formulas in determining rates,” but that its rate-making functions 
“involve the making of ‘pragmatic adjustments’.” (It said also, on the facts 
there presented, that the rate-imaking process under the act (p. 66), “involves 
a balancing of the investor and the consumer interests” and held that the 
standard of “just and reasonable rates” required that p. 6038: 

the return to the equity owner should be commensurate with returns 
on investments in other enterprises having corresponding risks. That return, 
moreover, should be suflicient to assure confidence in the financial integrity of 
the enterprise, so as to maintain its credit and to attract capital.” 

Congress has heretofore recognized the necessity for considering the circum- 
stances presented in each case in fixing rates. It is the Commission’s view that 
varying circumstances may still call for the application of varying principles 
or formulas. Existing provisions of the act and judicial decisions thereunder 
recognize and make provision for this necessary degree of administrative flexi- 
bility It is the Commission’s belief that the change proposed by the bill under 
consideration would be a step backward in the development of principles of 
public utility regulation and would tend to defeat the true objectives of rate- 
making. It is the Commission’s view that no rigid formula should be pre- 
scribed by Congress, but that the Commission should be left free to determine 
those rates which are fair both to consumers and investors, in accordance with 
existing provisions of the act and decisions of the Supreme Court. 

For these reasons the Commission recommends against enactment of the bill. 


FEDERAL Power COMMISSION, 
By Jerome K. KuyKeENDALL, Chairman, 
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EDERAL PoWwrR COMMISSION, 
Washington 25, Mareh 380, 1955 
Re S. 1498, S4th Congress. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
lUnited States Senate, Washington 25, D.C 


DEAR CHAIRMAN MAGNUSON: Receipt is acknowledged of your request for the 
views of the Federal Power Commission on the bill S. 1498 to amend the Natural 
Gas Act. The views of the Commission generally support the approach con 
tained in the bill (H. R. 4560) introduced in the House by Mr. Harris and the 
companion bill (H. R. 4675) introduced by Mr. Hinshaw. No similar bill having 
been introduced in the Senate, we will direct our Comment to these House bills 

The members of the Federal Power Commission consider that, as an arm of 
the legislative branch of the Federal Government, its first responsibility has 
been, and is, to construe, administer, and apply the several acts under which the 
Commission functions in strict accordance with the congressional intent. 

Because of its close association with the legislative Considerations and events 
preceding the enactment of the Natural Gas Act and its singular interest in and 
relationship to the act thereafter, this Commission has felt itself peculiarly able 
to interpret the intent of Congress with respect thereto. Thus, when in about 
2 years after the passage of the act, there was presented to it for decision the 
first case involving the issue, namely, Columbian Fuel Corp. (docket No. G—145, 
June 29, 1940, 2 F. P. C. 200), the Commission, with one member dissenting, had 
no difficulty in choosing between an interpretation of its authority based upon 
its so recent knowledge and experience and a purely legalistic rationalization of 
a much broader jurisdiction. It was then, and it continued to be, the Com 
mission’s conviction that it was not the intention of the Congress to subject to 
regulation under the Natural Gas Act all persons whose only sales of natura! 
gas in interstate commerce are made during, or as an incident, to and imme 
diately upon completion of, such person’s production and gathering of said 
natural gas and who are not otherwise subject to the jurisdiction of the 
Commission. 

It was then, and it continued to be, the opinion of the Commission that in the 
act Congress had carefully and deliberately restricted the powers of the Com 
mission so as to prohibit the exercise of authority over the production and 
gathering of natural gas including sales of gas made as an incident to such 
production and gathering. Even then we recognized that, because of the inter 
relationship between the natural gas and oil industries, to make regulation of 
producers and gatherers of natural gas effective would require statutory au 
thority of much wider scope than that afforded by the Natural Gas Act Phe 
course of the Commission thereafter has been completely consistent with that 
view. 

However, because of apparent doubts in the minds of many as to the position 
of the courts on the question, in 1947, following the Supreme Court’s decision 
in the Interstate Natural Gas Company, Incorporated (331 U. 8S. 682), the Com 
mission unanimously, Commissioners Draper, Olds, Smith, and Wimberly, urged 
the enactment of legislation H. R. 4099, the so-called Priest bill, in the SOth 
Congress to reaffirm what to it was the clear congressional intent. Soon, there 
after, the Commission reiterated its position in its Order No. 139. Although 
that order was subsequently revoked, no decision of the Commission incon 
sistent with its position in the Columbian Fuel case, supra, has ever been issued 
‘Thus, when the question was again presented to us in the matter of Phillips Petro 
jeum Company (10 F. P. C. 246, 1951), having found that Phillips was an 
independent producer of natural gas, that the sales involved were sales in 
interstate commerce of natural gas for resale for ultimate public consumption, 
und that such sales were made after the completion of production and that 
gathering, but that they were incidental to production and gathering, the 
Commission found and concluded that such sales were excluded from the opera 
tion of the Natural Gas Act. 

But, as you are aware, upon review the United States Supreme Court refused 
to concur in the Commission’s conclusion. That Court’s decision in the Phillips 
case, supra, rendered on June 7, 1954, held that the Federal Power Commission 
must exercise jurisdiction over companies, even though not otherwise natura! 
gas companies, who are engaged in the sale in interstate commerce of natural 
gas for resale made after the completion of production and gathering, whether 
or not incidental thereto. In the light of that decision, it has become the duty 
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facts” which bear upon the cost and fair value of such property. But evel 
this section, which comes the closest of any to supplying a definite criterion for 
fixing rates, does not bind the Commission to the use of any single formula, 
as the Supreme Court held in the Hope Natural Gas Co. case, supra, pages 
601-602. 

The language in section 6 (a) of the Natural Gas Act follows the language 
which had been used in corresponding section 208 of the Federal Power Act. 
The purpose of section 208 of the Federal Power Act, therefore, has a bearing 
upon the present proposal. When the bill which became the Federal Power Act 
(S. 2696, 74th Cong.) was passed by the Senate in 1935, it contained in sub 
section 208 (c) a provision limiting the Commission to the actual legitimate 
cost, less depreciation, in determining the rate base of electric public utility 
properties. This subsection (c) was stricken from the bill in the House Com- 
mittee on Interstate and Foreign Commerce (H. Rept. 1318, p. 30). Chairman 
Lea of that committee on June 28, 1935, made the following statement during 
the debate on the bill (79 Congressional Record 10378) : 

“This bill also involves the question as to the rate base that should apply 
in governing the rates for public utilities. The bill contains the general rule 
that rates be just and reasonable. The committee would like to have been able 
to provide a better standard of valuation as a rate-making base, but after 
considering the question fully we determined it would be a futile thing to 
do * * * it is practically a futile thing, in my judgment for any legislative 
body to try to write up a rate-making base.” 

It is the Commission’s view that, now as then, it is impractical and undesir- 
able, from the standpoint of a proper execution of the rate-making function, for 
the legislative body to determine in advance any fixed standard of valuation 
to be used in all cases as a basis for fixing rates. For many years regulatory 
agencies were considered as being bound by the “fair value” formula laid down 
by the Supreme Court in 1898 in Smyth v. Ames (169 U. S. 466), and it was 
not until recent years that the true objective of rate fixing, the award of just 
compensation in accord with due process of law, was given its proper emphasis 
unencumbered by a particular formula in any individual case. Thus, in 1942, 
in the Natural Gas Pipeline Company case, supra, the Supreme Court said that 
(p. 586) “The Constitution does not bind rate-making bodies to the service 
of any single formula or combination of formulas” and that Congress had left 
the Commission free, for rate-making purposes, “to make the pragmatic ad- 
justments which may be called for by particular circumstances.” Following, in 
1949, in the Hope Natural Gas Company case, supra, the Supreme Court sub- 
stantially repeated this language, saying (p. 600): 

“Congress, however, has provided no formula by which the just and 
reasonable rate is to be determined. It has not expressed in a specific rule 
the fixed principle of ‘just and reasonable’.” 

and that “the Commission was not bound to the use of any single formula or com- 
bination of formulas in determining rates,” but that its rate-making functions 
“involve the making of ‘pragmatic adjustments’.” (It said also, on the facts 
there presented, that the rate-making process under the act (p. 66), “involves 
a balancing of the investor and the consumer interests” and held that the 
standard of “just and reasonable rates” required that p. 608: 

the return to the equity owner should be commensurate with returns 
on investments in other enterprises having corresponding risks. That return, 
moreover, should be sufficient to assure confidence in the financial integrity of 
the enterprise, so as to maintain its credit and to attract capital.” 

Congress has heretofore recognized the necessity for considering the circum- 
stances presented in each case in fixing rates. It is the Commission’s view that 
varying circumstances may still call for the application of varying principles 
or formulas. Existing provisions of the act and judicial decisions thereunder 
recognize and make provision for this necessary degree of administrative flexi- 
bility. It is the Commission’s belief that the change proposed by the bill under 
consideration would be a step backward in the development of principles of 
public utility regulation and would tend to defeat the true objectives of rate- 
making It is the Commission’s view that no rigid formula should be pre- 
scribed by Congress, but that the Commission should be left free to determine 
those rates which are fair both to consumers and investors, in accordance with 
existing provisions of the act and decisions of the Supreme Court. 

For these reasons the Commission recommends against enactment of the bill. 

FEDERAL POWER COMMISSION, 
By Jerome K. KvyKeNDALL, Chairman 
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FEDERAL PoWwrR COMMISSION, 
Washington 25, Mareh 30, 1955 
Re S. 1498, S4th Congress. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D.C. 

DEAR CHAIRMAN MAGNUSON: Receipt is acknowledged of your request for the 
views of the Federal Power Commission on the bill S. 1498 to amend the Natural 
Gas Act. The views of the Commission generally support the approach con 
tained in the bill (H. R. 4560) introduced in the House by Mr. Harris and the 
companion bill (H. R. 4675) introduced by Mr. Hinshaw. No similar bill having 
been introduced in the Senate, we will direct our Comment to these House bills 

The members of the Federal Power Commission consider that, as an arm of 
the legislative branch of the Federal Government, its first responsibility has 
been, and is, to construe, administer, and apply the several acts under which the 
Commission functions in strict accordance with the congressional intent. 

secause of its close association with the legislative Considerations and events 
preceding the enactment of the Natural Gas Act and its singular interest in and 
relationship to the act thereafter, this Commission has felt itself peculiarly able 
to interpret the intent of Congress with respect thereto. Thus, when in about 
2 years after the passage of the act, there was presented to it for decision the 
first Case involving the issue, namely, Columbian Fuel Corp. (docket No. G—145, 
June 29, 1940, 2 F. P. C. 200), the Commission, with one member dissenting, had 
no difficulty in choosing between an interpretation of its authority based upon 
its so recent knowledge and experience and a purely legalistic rationalization of 
a much broader jurisdiction. It was then, and it continued to be, the Com 
mission’s conviction that it was not the intention of the Congress to subject to 
regulation under the Natural Gas Act all persons whose only sales of natural 
gas in interstate commerce are made during, or as an incident, to and imme 
diately upon completion of, such person’s production and gathering of 
natural gas and who are not otherwise subject to the jurisdiction of 
Commission. 

It was then, and it continued to be, the opinion of the Commission that in the 
act Congress had carefully and deliberately restricted the powers of the Com 
mission so as to prohibit the exercise of authority over the production and 
gathering of natural gas including sales of gas made as an incident to such 
production and gathering. Even then we recognized that, because of the inte 
relationship between the natural gas and oil industries, to make regulation of 
producers and gatherers of natural gas effective would require statutory au 
thority of much wider scope than that afforded by the Natural Gas Act Phe 
course of the Commission thereafter has been completely consistent with that 
view. 

However, because of apparent doubts in the minds of many as to the position 
of the courts on the question, in 1947, following the Supreme Court’s decision 
in the Interstate Natural Gas Company, Incorporated (331 U. 8. 682), the Com- 
mission unanimously, Commissioners Draper, Olds, Smith, and Wimberly, urged 
ihe enactment of legislation H. R. 4099, the so-called Priest bill, in the SOth 
Congress to reaffirm what to it was the clear congressional intent. Soon, there 
after, the Commission reiterated its position in its Order No. 139. Although 
that order was subsequently revoked, no decision of the Commission incon 
sistent with its position in the Columbian Fuel case, supra, has ever been issued 
Thus, when the question was again presented to us in the matter of Phillips Petro 
jeum Company (10 F. P. C. 246, 1951), having found that Phillips was an 
independent producer of natural gas, that the sales involved were sales in 
interstate commerce of natural gas for resale for ultimate public consumption, 
and that such sales were made after the completion of production and that 
gathering, but that they were incidental to production and gathering, the 
Commission found and concluded that such sales were excluded from the opera 
tion of the Natural Gas Act. 

But, as you are aware, upon review the United States Supreme Court refused 
to concur in the Commission’s conclusion. That Court’s decision in the Phillips 
case, supra, rendered on June 7, 1954, held that the Federal Power Commission 
must exercise jurisdiction over companies, even though not otherwise natura] 
gas companies, who are engaged in the sale in interstate commerce of natural! 
cas for resale made after the completion of production and gathering, whether 
or not incidental thereto. In the light of that decision, it has become the duty 
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Federal Power Commission to include such independent producers within 
| cope of its regulation. 

Consequently, when we received the mandate from the Court in the Phillips 
e issued an order prescribing regulations governing the filing of rate 
ched) ind applications for certificates of public convenience and necessity 
producers and gatherers of natural gas which sell gas in interstate commerce 
esnie and nee those rules have become effective we have undertaken to 
bring unde ur regulation the thousands of companies which are so engaged. 
As of February 28, 1955, 5,673 certificate applications and 10,042 rate filings 

ad been submitted to the Commission by so-called independent producers, 


Our experience with the application of the provisions of the Natural Gas Act 
to such producers and gatherers has demonstrated the difficulties which are 
nvolved Many suits have been filed to test the validity of such rules, and it 
is clear that the Commission may expect to be involved for many years in legal 
proceedings on those and numerous other questions which have arisen and which 
will arise However, we have not yet reached the point of really coming to 
grips with all the detailed problems which are involved 
The question remains, however, whether the Supreme Court’s decision in the 
Phillips case, supra, reflects the true public interest, or whether legislation 
amendatory to the Natural Gas Act is needed for that purpose. It is the con 
sidered opinion of the majority of this Commission that legislation should be 
enacted which will exempt from the operations of the Natural Gas Act inde 
pendent producers and gatherers of natural gas who sell gas at wholesale 
io pipeline companies engaged in the transportation and sale in interstate com 
merce of natural gas for resale, but who do not themselves engage in interstate 
transportation or subsequent sale of such gas. 


It is our understanding that H. R. 4560 and H. R. 4675 are intended to accom 
plish that purpose, and upon that basis we recommend passage of such legisla- 
tion. We support this proposed legislation because we firmly believe that such 


legislation will in the long run result in the greatest good to the largest number 
of people of this country 

\We shall endeavor to state the reason for our belief as briefly as possible. 

The production of crude oil and its products, which include natural gas, is 
essentially a mining operation. When the crude oil reaches the surface of the 
earth and is thus reduced to possession it is treated as a commodity in all 
respects similar to coal, iron, copper, and other products of the mine. No rea- 
son can be seen why natural gas should be so classified and thus regulated while 
leaving coal or oil completely free of regulation. If one of those fuels is to be 
subjected to regulation, they all should be 

It is obvious that, if the use of an original cost rate base method of pricing 
natural gas results in fixing the price of natural gas at a price lower than the 
equivalent price of other fuels, then natural gas will, if it remains available for 
interstate commerce, inevitably drive competing fuels from the markets, and 
thus hasten the exhaustion of this irreplaceable natural resource. 

We are firmly convinced, from every aspect of public interest and particularly 
that of national defense, that Congress should not single out natural gas as the 
uly one among those fuels over which an artificial ceiling should be placed. 

If it be true that the business of producing natural gas is a service which is 
of competitive, and is a monopoly, or at least has many monopolistic charac 
eristics, as does the electric industry, the telephone industry, and the gas 
distribution industries, then we would readily agree that the 
gas-production industry should he regulated. Even then, however, we believe 
that the effect of such regulation on the oil and coal industries would be a mat 
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{ f grave concern and something that would have to be taken into considera 
n in fixing gas producers’ prices 
We have heard no demand that the oil production industry should be regu 
ited as a publie utility, and do not understand why natural gas production 


should be so regulated, and oil production should remain unregulated 

Publ utility reguiation controls monopolies, but at the same time, it must 
ecessarily protect them, and it supersedes to a great extent, if not completely. 
the f: r of competition. Such regulation has never been able to supply the 
neentive for economy which adequate competition provides in unregulated 
ndustries 

Pefore all the advantages of competition are discarded, it should be definitely 


1 


scertained that competition in the natural-gas industry is inadequate, and can 
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not be made adequate by any legal means. We are of the opinion that the gas 
producing industry does not have the characteristics of public utilities which 
must and should be monopolies, and is the type of industry in which competi- 
tion may flourish, and that any lack of competition or any unfair competition 
if any, should and can be dealt with by proper application of our antitrust 
laws. 

In recent vears there has been a tremendous increase in demand by domestic 
customers for the relatively cheap and yet clean and highly efficient fuel, natural 
gas. At the same time, the evolution of industrial techniques has also created 
constantly increasing markets for this fuel. Natural gas is now served or author 
ized to be served ir every State of the Union except Vermont. In 1953 some 5514 
billion therms of natural and mixed gas were sold to nearly 24 million customers 
of gas utilities in the United States. There has resulted from the conjuncture of 
those economic factors some increase in the price of natural gas from the pro- 
ducer to the pipeline company—in 1953 the average price paid by natural gas 
companies for gas purchased from others was 91 cents per thousand cubic feet 
and this, despite the fact that proven reserves of natural gas have continued to 
increase at a fmore rapid rate than annual production. Proved recoverable 
natural gas reserves have risen from 147.8 billion cubic feet at the end of 1945 
to 211.7 billion cubic feet at the end of 1954. In 1954, however, the increase in 
reserves was vasily smaller than during any previous year for which reliable 
estimates are availiable. 

There is good reason to believe, however, that even prior to the Phillips 
lecision, large amounts of natural gas chiefly produced by oil companies in con 
junction with their production of oil, their primary interest, had been withheld 
from the market served by interstate pipeline companies because of the un- 
certainty of the law and, to them, the risk of regulation. We believe that the 
passage of the proposed bill would release large amounts of gas to consumer 
markets in interstate commerce and at the same time, as has been indicated, 
provide sufficient restraint upon the price of such gas as to eliminate the danger 
of exorbitant rates. In fact the release of such gas would itself, we be.i ve 
act in great measure as such a restraint. 

It would permit also, it is believed, the execution of contracts between pro- 
ducer and pipeline company which would assure to the producer reasonable 
adjustments in the price of his product over a period of time sufficient to justify 
the expenditure of the large sums of money required for pipeline projects. With 
out such long-term contracts such projects could not be financed on favorable 
terms, nor would the Commission feel justified in authorizing their construction 
and operation. On the other hand, we have serious doubts whether facing the 
prospect of continuous regulation of their rates, possibly on a cost basis, many 
producers not presently selling their gas in interstate commerce, and having 
available other large intrastate markets, would be willing to enter into such 
long-term contracts. 

We are aware, also, that the availability of large quantities of gas which have 
been withheld by the producers from interstate markets because of the threat of 
that type of limitation on prices has resulted, and will, we believe, continue to re- 
sult in the establishment in the areas where natural gas is produced, in prefer- 
ence to other areas, of petro-chemical and other plants using large volumes of 
natural gas, as well as the movement of industries from points outside of and 
remote from them into areas in which such intrastate gas is available. It is 
certainly not beyond the bounds of reason that, without some legislation such as 
that here proposed, remote domestic and other natural-gas consumers may find 
themselves facing not only a diminishing supply of such gas but the fact that 
some of the industries upon which the economy of their communities depend may 
have removed from their midst. 

In the process of ratemaking the Commission, prior to its decision In the Mat- 
fer of Panhandle Eastern Pipe Line Conipany, opinion No. 269, issued April 15, 
1954, had treated the producing facilities of the pipeline company in the same 
manner as all of its other facilities; namely as a part of the net investment rate 
hase to which was applied a reasonable return. That treatment resulted in 
indefensible discrimination between the pipeline company and the independent 
producer from which the pipeline company had purchased part of its required 
supply. In its opinion in the Panhandle case, supra, the Commission pointed 
to the decline of Panhandle’s own production from 52.4 percent of its sales in 
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1942 to 22.6 percent in 1952, and explained why it is in the public interest for 
pipeline systems to have production of their own, rather than being wholly 
dependent upon purchases from nonaffiliated producers (opinion No. 269, mimeo. 
ed., pp. 31-35). Similarly, in 1940 8 major pipelines produced more than 47 
percent of the natural gas they transported and sold, whereas in 1952 only 1814 
percent of their total requirements were produced by 15 major systems then 
operating in interstate commerce. It had resulted, as was inevitable, in the dis- 
posal by some pipeline companies of such properties and the avoidance by others 
of the ownership and operation of gas-producing properties and facilities. Fur- 
thermore, the treatment bad given scant attention to the economic aspect of the 
problem involved in the gas supply or the long-run economic consequences of the 
application of that treatment. We believe that the proposed legislation would 
clearly sanction the course which we there took, would result in equal treatment 
of producers of gas, whether pipeline companies or independent producers, 
would encourage the owenrship and operation and would definitely and con- 
clusively contribute to the soundness and the security of the sources of gas 
supply, and the maintenance of adequate service. Those results would, inevi- 
tably, redound to the benefit of the domestic as well as other customers, and, it 
is our belief, would achieve in the long run, lower rates for natural gas. While 
we are interested in reasonable rates, we must be equally concerned with the 
financial stability of the utilities under our jurisdiction, the safety of the in- 
vestments which have been made in them, and, of equal or greater importance, 
the continued maintenance of adequate gas service to all of the ultimate cu tomers 
who have invested many millions of dollars in gas furnaces and other gas-using 
equipment. Lesidential, commercial, and industrial consumers throughout the 
United States have come to rely increasingly upon this premium fuel, which in 
1920 provided less than 4 percent of our total energy requirements, as compared 
with over 23 percent in 1953. 

Only time can tell just what effect Federal regulation of rates charged by 
producers and gatherers, for gas which they sell in interstate commerce, will 
lave upon the exploration and discovery of natural gas. It has been generally 
recogn’z d that regulation to «ffectuate the conservation of gas and oil as natural 
resources is a function which should be performed by the several States involved. 

In the Interstate cuse to which reference has been made, the Supreme Court 
stated that the jurisdiction of the Commission under the Natural Gas Act does 
not attach where rate regulation by the Commission would be inconsistent or a 
substantial interference with the exercise by the State of its regulatory function. 
In our decision in the Phillips case, supra, we found that our regulation of 
sales made in the process of preduction and gathering would, by its very nature, 
be inconsistent or constitute a substantial interference with such regulation of 
producers and gatherers by the States. But the answer of the Court to that 
finding was “that the jurisdiction ef the Federal Power Commission was not 
intended to vary from State to State, depending upon the degree of State regu- 
lation and State opposition to Federal control.” 

The fact remains that the fixing of rates of producers for gas sold in inter- 
state commerce for resale will inevitably conflict with the recognized power of 
the States to regulate producers for purposes of conservation. While the latter 
process must, under such circumstances, yield to the authority of the Federal 
Government, the effect upon the expleration and development of natural-gas 
resources must be, it is believed, far reaching. 

We believe that a sound fuel policy is essential to a robust and expanding 
internal economy and to the successful development of the national defense. 
We believe that no sound fuel policy can be erected upon such discrimination as 
presently exists against natural gas and in favor of other competitive fuels. 
We believe further that such a policy requires the exploration and development 
of our oil and natural gas resources against a background of free competitive 
enterprise, restricted only by appropriate State conservation regulation. Conse- 
quently, we believe that the Federal Government should not undertake the control 
or the regulation of rates of those engaged in the production, gatherin’. process- 
ing, or the selling of natural gas prior to its entry into an interstate transmission 
pipeline ; and that the Natural Gas Act should be amended accordingly. 

Commissioner Draper does not concur in this report. 

Respectfully submitted, 

FEDERAL POWER COMMISSION, 
By JEROME K. KUYKENDALL, Chairman. 
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epERAL PowrerR COMMISSION Report on §S. 1853, 84rH ConGress, MAy 6, 1955, 
A Britt To AMEND THE NATURAL GAS ACT 


This bill, introduced by Senator Fullbright, would amend the Natural Gas Act 
along the lines of the bill H. R. 4560 introduced by Congressman Harris and upon 
which hearings have just been concluded before the House Committee on Inter- 
state and Foreign Commerce. The Senate bill, however, contains several amend- 
ments which were proposed by representatives of the natural-gas industry 

Throughout its administration of the Natural Gas Act, the Commission had 
up to last year regarded independent producers of natural gas moving in inter- 
state commerce as exempt from the regulation therein provided. However, on 
June 7, 1954, the Supreme Court in Phillips Petroleum Company vy. Wisconsin 
(347 U. S. 672), reversed the Commission’s decision that the act did not apply 
to independent producers. Recognizing our fist responsibility as an arm of the 
legislative branch of the Federal Government to carry out the congressional 
intent in administering the several statutes under which we function, we will 
confine our comments to the basic principles embraced in this proposed levislation 

It is the view of the Commission that the Natural Gas Act should be amended 
to relieve independent producers of the public-utility status to which they were 
held to be subject by the Phillips decision. The purposes of the bill, in addition 
to relieving producers of Federal regulation as pulic utilities, are to protect 
consumers against unreasonable producer rates and at the same time to insure 
continuity in the supply of natural gas sold or transported in interstate commerce 
There dces not appear to be any public necessity for the regulation as public 
utilities of producers of natural gas who sell or transport gas in interstate com 
merce but who are not primarily engaged in the business of an interstate pipeline 

The bill apparently seeks to control practices which may be contrary to public 
interests. However, it would omit the requirement that producers obtain certifi 
cates of public convenience and necessity before envaging in interstate transport 
tation or sale. The Commission is in agreement and can see no reason for requir 
ing certificates. Under the present act the issuance and holding of certificates 
of public convenience is made the vehicle for requiring Commission apnroval 
before interstate sales or transportation may be abandoned. Nevertheless, it is 
believed that continuity of service can be assured without the use of certificates 
for producers. 

There is active competition at the producer end of the natural gas industry 
and the bill quite properly gives recognition to this factor which does not exist 
in the same manner among the interstate transportation or distribut’on com 
panies. Furthermore, the commodity itself, natural gas, is at the outset made 
available by the producers, whereas the pipeline and distribution companies 
merely supply the service of transporting and distributing the gas which is 
sold initially by the producers. Consequently, it does not appear desirable 
or equitable to apply to producer prices or to production operation of inter- 
state pipeline companies the net investment or cost principle upon which 
the Commission bases its regulation of rates for interstate pipeline operations 
of interstate transmission companies. The Commission, of course, should not 
be bound to any single formula in fixing rates, although consideration should be 
ziven to the competitive conditions in the producer fields. 

One of the reasons urged as a ground for Federal regulation of producers is 
said to be the desirability of protecting consumer rates against undue increases 
occasioned at the start of the interstate journey by the operation of so-called 
escalation clauses in the contracts between producers and interstate pipeline 
companies by means of which the prices paid to the producers are raised. The 
Commission sees no objection to periodic or automatic escalation clauses which 
provide that the price being paid to producers shall be increased by specific 
amounts at certain definite times in the future, where the total contract price 
and the unpaid balance due at any particular time can be readily computed. 
Nor is there objection to tax adjustment clauses which provide that in addition 
to the price currently paid under a producer contract the buyer will reimburse 
the producer for a certain percentage of any increase in specific taxes levied 
upon a producer after a certain date. 

As to other escalation clauses, such as favored nation, spiral, commodity 
index adjustment, and other blind escalation provisions where the amount of 
any increase is left to indefinite factors, there may be some point to Federal 
regulation, and apparently the bill may need clarification in this regard. We 
helieve that control over escalation in new and renegotiated contracts would 
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have a tendency to prevent activation of favored-nation clauses in existing 
contracts However, to avoid any possibility of unforeseen and unexpected 
price escalations occurring under existing contracts, we would have no objec- 
tion to a provision giving the Commission control over escalation clauses in 
existing contracts similar to the authority given over new contracts. 

While the bill seeks to prevent unreasonable payments to producers, it does 
not seek to insure that producers shall earn any particular return on their 
production operations, nor should it attempt to do so, Also, Congress should 
not attempt to limit the allowance for payments by an interstate pipeline com- 
pany ior gas purchased from a producer if at the same time it does not relieve 
that company from its contract obligation to pay higher prices to that pro..ucer. 

The phrase used in the bill for the Commission to consider in fixing the allow- 
ance of payments by interstate pipeline companies to producers is that the pay- 
ments to producers shall not be in excess of the “market price” or the “reason- 


able market price.” This seems to be less definite than the phrase “just and 
reasonubie price,” and the latter appears to be proper. 

The principles outlined above seein to be embodied in this bill, although some 
amendments may be necessary for clarification. 

Commissioner Draper does not concur in this report and will file a statement. 


FEDERAL POWER COMMISSION, 
By JEROME K. KUYKENDALL, Chairman. 





FEDERAL PowreR COMMISSION Report on S. 1880, 84TH CONGRESS, A BILL To 
AMEND THE NATURAL GAS AC1 


This bill would amend several sections of the Natural Gas Act and appears 
to have been introduced for the purpose, except in one respect, of carrying out 
the recommendations made by the Commission in its 34th annual report, 1954. 
The recommendations so made were not intended to apply to independent pro- 
ducers. Likewise, this bill should not, in the opinion of the Commission, have 
auy application to independent producers and sheuld not be enacted unless it is 
made clear, either in this bill, or in other legislation, that these amendments 
have no application to independent producers. 

It should be pointed out that the text of the bill. with one exception, en 
deavors to accomplish the legislative recommendations contained in the Com 
mission's last annual report. The text was originally drafted by the staff of 
the Federal Power Commission, and with very little change was used to con- 
stitute this bill. This work was done rather hurriedly, and in fairness to our 
staff. it should be recognized that changes and improvements of language may 
be found to be desirable or necessary. The Commission favors enactment of 
legislation of this character, which will carry out its recommendations, but, at 
this time, for the reason above stated, cannot state that textual changes may not 
be necessary or advisable. 

The Commission wishes to express its appreciation to this committee and to 
its staff for the interest shown in the Commissicn’s recommendations and 
wishes to take this opportunity to thank the chairman of this committee for 
introducing this bill. 

The bill would amend the Natural Gas Act in the following specific respects: 

1. Amend sections 1 (b), 2 (6), and 2 (7), to include “foreign,” as well as 
interstate commerce, within the coverage of the act and to define persons en- 
gaged in the exportation or importation of natural gas to or from a foreign 
country as “natural-gas companies” subject to the jurisdiction of the Commis- 
sion. 

2. Amend section 1 (b) by striking out the words “for resale” with the ap- 
parent intention of giving the Commission jurisdiction over direct industrial 
sales of natural gas. 

3. Delete the proviso in section 4 (e) thereby permitting the Commission to 
suspend all rate schedules subject to its jurisdiction, including those covering 
sales of natural gas for resale for industrial use only. 

4. Amend section 5 (a) by adding to the proviso thereof language to per- 
mit the Commission to order an increase in rates where necessary to correct 
undue discrimination. 

5. Amend both the rates and certificate sections of the act, sections 5 (a) 
and 7 (e), by the addition of language authorizing the Commission to allocate 
the supply of gas in a pipeline system under certain conditions. 
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6. Amend subsections (b) and (¢) of section 7 so as to eliminate the manda 
tory hearing requirements in connection with applications for abandonment and 
for certificates of public convenience and necessity and substituting in lieu 
thereof a requirement for notice and opportunity for hearing. 

7. Amend section 7 (b) in two other respects, viz, to make it clear that cut 
tnilment, as well as abandonment, of sale, service, or transportation, requires 
Commission authorization; and to prohibit disposal without authorization of 
eas reserves, Which have provided part of the basis for a certificate of public 
convenience and necessity. 

8. Amend section 7 (c) in two other respects, viz, to require a certificate 
for the construction of facilities subject to the jurisdiction of the Commission 
whether or not the constructor will become a “natural-gas company”; and 
to enlarge the Commission’s authority to grant temporary certificates in certain 
emergency situations. 

9. Substitute for the existing section 7 (f), relating to the Commission’s 
determination of service areas, a new provision authorizing the prescription 
of rules and regulations under which a certificate holder may enlarge existing 
facilities to serve present customers without the issuance of another certificate 
therefor. 

10. A new subsection (i) is added to section 7 authorizing the Commission 
to prescribe safety regulations with respect to the operations of interstate 
natural-gas pipelines. 

11. A new subsection (j) is added to section 7 authorizing the Commission 
to require natural-gas companies to make temporary connections and extensions 
of facilities in emergency situations and to deliver, interchange or transport 
gas thereby. The new subsection would also permit voluntary interconnections 
of natural gas facilities and their maintenance on a permanent basis for emer- 
gency use only. 

12. Section 12 is expanded into eight subsections giving the Commission com- 
prehensive authority with respect to approval of the security issues of natural- 
gas companies. The existing section 12 is retained as subsection (g) of the 
amendment. 

13. A new paragraph is added to section 14 (a) giving the Commission broad 
investigatory powers with respect to the natural-gas industry. 

14. Section 5, relating to rate fixing, is further amended by the addition of 
new subsections (c) through (f) giving the Commission authority to award 
reparations under any rate which.is subject to the Commission’s regulatory 
jurisdiction. 

The Commission’s views with respect to each of these amendments is set forth 
in detail hereafter 

1. We recommend the enactment of the various amendments in subsections (a) 
and (b) of section 1 of the bill relating to the inclusion of “foreign” commerce 
within the coverage of the act. These amendments are consistent with recom 
mendation 5 of the Commission’s 34th annual report, 1954, page 169. 

2. The bill, in lines 5 and 6 of page 1, would strike the words “for resale’ 
from section 1 (b) of the act. This amendment would enlarge the jurisdiction 
of the Commission to include all sales in interstate commerce made by natural- 
gas companies. The amendment was not included among those recommended 
by the Commission and its enactment is not favored. The amendment would 
change entirely the basis for Commission jurisdiction. Each sale of natural gas 
which has been or is moving in interstate commerce would be within the act. 
Such enlargement of jurisdiction does not appear warranted. 

If the amendment seeks merely to gain to the Commission jurisdiction over 
direct industrial sales, the Commission again does not recommend enactment. 
Such jurisdiction does not appear warranted. 

Competitive relationships between fuels depend largely upon price and other 
conditions in particular localities, and in the national picture the variations 
are numerous and complex. In many vital aspects the competitive relationships 
of the fuels are basically influenced by geophysical considerations as reflected 
in their comparative prices in different consuming markets 


Interfuel competition is keener on the industrial level than in either the 
residential o mmercial bracket. Where the form of the fuel i relatively 
unimportant, small differences in price per unit of available heat energy may 
decide the selection of one fuel rather than another. Thus, in open competition 


for the industrial market one can reasonably expect to find the competitive posi 
tions of the various fnels determined by a free operating economie law of sup 
Ply and demand In such a situation, the most efficient and convenient fuel 
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would be selling for the highest price, and those of lower quality for a lower 
price. In 1953, there were approximately 2,150 direct industrial sales and the 
fixing of rates for this large number of individual sales would be a burden- 
some administrative task, for the Commission would be charged with responsi 
bilities of fixing industrial rates that would not be unduly discriminatory. 
Moreover, the Commission wou!d be disrupting a successful pattern where now 
neither of the two parties is able to take undue advantage of the other. Con- 
sequently, it is a matter where regulation does not seem to be required, and the 
economy of the country would be better served by permitting companies to con- 
tinue to negotiate their own price. 

Commissioner Smith is of the opinion that the Commission should endorse 
the proposal to extend the Commission’s rate regulatory jurisdiction so as to 
include direct sales made in interstate commerce by pipelines to industrial cus- 
tomers He points out thit this has hitherto been included in the Commis- 
sion’s Legislative Recommendations, 1952 Annual Report, page 152, and 1953 
Annual Report, page 154, and is also consistent with recommendation No. 2 of the 


President’s Advisory Committee on Energy Supplies and Resources Policy. 
In t view of Commissioner Smith, such extensions of the Commission’s rate 
authority is desirable: 


(1) to fully implement its ability to prevent undue discrimination, prej- 
udice, and preference: 

(2) to simpiuty ratemaking procedures generally by avoiding the ne- 
cessity of allocating costs of service between jurisdictional and nonjuris 
dictional sales; 

(3) to eliminate any incentive now afforded pipelines to raid the mar- 


1 


kets of their local distributors by reason of the opportunity to thereby 


make more profitable, unregulated direct sales. 

Comm mer Smith wishes it to be clear that he would not regard the pro- 
posed rate regulatory jurisdiction over direct sales as a device to afford arti- 
ficial protection, either to coal markets against natural gas or to gas markets 
against coal and other competitive fuels. On the contrary, he holds, with the 
President’s Advisory Committee that “the use of alternative energy sources 
should be as far as possible [a maiter] of free choice by the consumer and 


free and fair competition among suppliers. This, it is contidently thought, will 
provide most effectively for the assurance and flexibility of energy supply both 
for economic growth and strong security readiness.” He would not, however, 
endorse enactment of the proposed ratemaking formula, believing that it would 
be sufficient to provide that all rates and charges should be “compensatory.” 
This could serve as a more flexible yardstick, since it would avoid any implica- 
tion that all sales must yield the same proportionate contribution to overhead, 
over and above their direct costs. 

Commissioner Smith wonders why, if, as it has been asserted, dump sales 
of natural gas at depressed prices are few and far between and direct sales 
are generally made at prices which compare favorably with the rates for resale 
industrial gas, the pipelines should greatly fear, or their competitors expect 
greatly to benefit from, what would appear to be a rational completion of regu- 
latory authority to prevent or correct discrimination. 

8. The Commission should have authority to suspend all rate schedules in- 
cluding those covering sales for resale for industrial use. It therefore favors 
the deletion of the proviso from section 4 (e) of the act as set out in section 1 (c) 
of the bill. The Commission now has authority under section 4 (e) to suspend 
new schedules of rates or charges for a maximum period of 5 months beyond 
the time when the new schedule would otherwise be effective, but Congress has 
withhe'd authority to suspend new schedules or rates or charges for the sale of 
natural gas for resale for industrial use only. The pertinent industrial use 
provision of section 4 (e) reads as follows: 

“Provided, That the Commission shall not have authority to suspend the rate 
charge, classification, or service for the sale of natural gas for resale for indus- 
trial use only: * * *” 

The Commission has consistently favored proposals to remove the proviso. 
On numerous occasions the Commission has pointed out to Congress and to 
committees thereof that the lack of authority to suspend changes in rates for the 
sale of gas for resale for industrial use only is a defect in its authority under the 
Natural Gas Act. 

The absence of the power to suspend new rate schedules covering sales for 
resale for industrial use only makes impossible timely action for the prevention 


AMENDMENTS TO THE NATURAL GAS ACT 1177 


of unduly preferential or discriminatory rates. Under section 4 (e) of the act, 
changes in rates or changes for the sales of natural gas for resale are subject 
to suspension for a maximum period of 5 months. At the end of that time, if the 
proceeding initiated by the suspension has not been concluded and an order issued 
by the Commission disposing of the issues, the proposed change rate or charge 
may be made effective on motion of the natural-gas company. At the conclu- 
sion of the procevedings, the Commission may deal with the rate from the date 
when it became etfective on motion since section 4 (e) provides that— 

“Where increased rates or charges are thus made effective, the Commission 
may * * * upon completion of the hearing and decision, * * * order such 
natural-gas company to refund, with interest, the portion of such increased 
rates or charges by its decision found not justified.” 

With respect to changes in rates or charges for sales for resale for industrial 
use only, however, the decision of the Commission, upon completion of the 
hearing, may have only prospective «ffect. The Commission may do nothing 
about the period preceding the decision when such rates or charges were effective 
even if it appears that during that period the rates or charges were unreasonably 
high, unduly discriminatory, or preferential. The Commission, therefore, favors, 
as it always has, the deletion of the prohibition as proposed by the bill. 

4. The Commission is in agreement with the proposal that it be given au- 
thority to increase rates where necessary to correct undue discrimination, 
The authority is deemed necessary to implement the Commission’s present 
ratemaking authority. There are occasions where a natural-gas company 
favors one purchasing community or company as against another that it would 
be more appropriate in order to avoid discrimination to order an increase in one 
rate rather than a decrease in several and at the same time permit the natural- 
gas company a reasonable rate of return. The Commission’s recommendation 
that it be given authority raise rates to remove discrimination is necessary if 
the Commission is to effectively regulate a rate structure based on zones and 
otherwise remove inequities. 

5. With respect to the allocation of the supply of natural gas in a pipeline 
system, the Commission is of the opinion that its general authority to regulate 
services provided in section 5 (a) of the act and its authority in section 7 (d) 
to attach conditions to the issuance of a certi:icate of public convenience and 
necessity is sufficiently broad to include—in both rate and service, and certifi- 
cate proceedings—the control of the supply of gas during periods of shortage 
or when the public convenience and necessity so requires. The Commission 
has exercised such control in the past and has had judicial approval thereof but 
is of the view that it would be advisable to secure express statutory authority 
therefor. 

6. Subsections (b) and (c) of section 7 of the act require a hearing on 
every application for abandonment for a certificate of public convenience and 
necessity. Experience has disclosed that this requirement for a formal hearing 
in every case is entirely unnecessary and often operates to cause unnecessary 
delay. Admittedly, a hearing should be held where protests of a material na- 
ture are received or when the Commission deems a hearing necessary in the 
public interest. Some of the burden of mandatory hearings has been miti- 
gated by the use of a “shortened procedure” and by defining the word “facili- 
ties” by rule (18 C. F. R., 1954 Supp., 2.55) so as to exclude from the require 
ments for certification auxiliary installations, replacements, and facilities for 
new delivery points on an existing system, but the Commission believes that 
it has gone as far as it legally may in this regard and strongly urges that the 
mandatory hearing requirements of these sections be removed. The substi- 
tuted provisions in the bill (p. 3, line 15, and p. 4, line 18) are sufficient to 
protect the interest of the public or of possible protestants in particular purposes. 

7. The Commission also recommends approval of the other amendments to 
section 7 (b). It must be pointed out that with respect to the abandonment or 
curtailment of any service, sale, or transportation of natural gas or all or any 
portion of its facilities subject to the jurisdiction of the Commission, the bill 
provides (p. 3, sec. 2, lines 7-10). 

“No natural-gas company shall abandon or curtail any service, sale, or trans 
portation of natural gas or all or any portion of its facilities subject to the juris- 
diction of the Commission * * *,.” 

This language would replace the following language now appearing in the 
Natural Gas Act: 

“No natural gas company shall abandon all or any portion of its facilities 
subject to the jurisdiction of the Commission, or any service rendered by means 
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of such facilities, without the permission and approval of the Commission first 
had and obtained * * *. 

The reason for the recommended change arises out of the fact that under 
the present wording it is oftentimes claimed that the natural-gas company in 
question, neither owns nor operates facilities subject to the jurisdiction of the 
Commission. ‘The real prohibition is against abandonment or curtailment of 
service, sales, or transportation, and the amendment could make it clear that 
the prohibition is so directed, regardless of whether facilities sul ject to the 
Commission’s jurisdiction are involved. The prohibition against abandonment 
of facilities then, under the proposal of the bill, becomes independent and stands 
on its own 
Even more important, however, is the amendment (p. 3, lines 10-15) requiring 
wnmission approval of the disposal of certain natural-gas reserve properties. 
Under the decision of the Supreme Court in 1949 in Federal Power Commission v. 
Panhandle Eastern Pipe Line Company (337 U. 8S. 498), it was held that the 
Commission has no authority to prevent the transfer of natural gas reserves by 
a natural gas company even though such reserves were presented to the Com- 
mission as dedicated to an interstate market by the company applying to the 
Commission for a certificate of public convenience and necessity to serve such 
market and even though the reserves had been included in the company’s rate 
base. The construction of interstate gas pipelines involves large capital expend- 
itures, and is largely financed by the sale of securities to the public or to insur- 
ance companies. In reliance upon the services undertaken by the companies 
operating these pipelines, their utility customer companies make substantial 
capital expenditures, not to mention the expenditures by thousands of gas 
consumers foi appliances in expectation of gas service. The investment by the 
publie upon the strength of continued service by the interstate pipeline com- 
panies runs into hundreds of millions of dollars. Consumers, investors, and 
the public generally expect to and do rely upon the Commission, in issuing 
certificates of convenience and necessity, to issue certificates only to companies 
clearly showing ability to perform the services proposed. The Commission 
should have the power to protect the public’s interest in having the interstate 
companies maintain adequate gas reserves. 

8. Section 7 (c) has also been amended by striking from the first line thereof 
the words, “natural-gas company” and “which will be a natural-gas company 
upon the completion of any proposed construction or extension” so the sub- 
section, as amended, would read “no person shall engage in the transportation 
or sale of natural gas, or undertake the construction or extension of any facili- 
ties” without obtaining a certificate therefor. The purpose of this amendment, 
which the Commission favors, is to require a certificate when the person merely 
constructing the facilities will not become a “natural-gas company” subject to 
the Commission’s jurisdiction. This is to prevent a reeurrenee of situations 
where the Commission has been asked to authorize the operation by lessee or 
purchaser of already constructed but uncertificated facilities subject to the 
Commission’s jurisdiction. This, in effect, presents a fait accompli and compels 
the Commission to consider authorizing the operation of facilities over the 
construction of which it has had no control. Since the basic purpose of the 
act is to give the Commission jurisdiction over such construction, as well as 
operation, the amendment is necessary to carry out that purpose. 


C's 


The bill would also enlarge the Commission’s authority to issue temporary 
certificates, page 4, line 25, to page 5, line 10; from time to time in the opera- 
tion of interstate natural-gas pipelines, emergencies occur which require the 
emergency construction and operation of facilifies. The nature of these emer- 
gencies may be very grave, requiring substantial construction of facilities; or 
very small, requiring relatively minor construction. 

The Commission has already some authority of this nature but it is too 
limited. Subsection (e) of section 7 of the act provides that the Commission 
may issue a temporary certificate without hearing in cases of emergency to assure 
maintenance of adequate service or to serve narticnlar ecustoners. pending the 
determination of an application for a certificate. 

Therefore, in administering the Natural Gas Act, we have limited by rule 
the filing of such applications to cases of emergency involving minor extensions 
of existing facilities and such interconnection of pipeline systems as may be 
required to assure maintenance of adequate service or to serve particular cus- 
To create further flexibility in the industry we also have provided by 
rule that it is unnecessary for natural-gas companies to obtain authorization 
for emergency acts of less than 60 days’ duration. 


e 
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Authority of the Commission to issue temporary certificates should be freed 
from its present restraints and it should be enlarged to cover any emergency 
and the construction and operation of major facilities, provided, of course, that 
there is no objection to the issuance of a permanent certificate therefor 

9. As provided in section 2 (d) of the bill, section 7 (f) of the act would be 
umended to eliminate the service area provision, and to provide for the enlarge 
ment of existing facilities to serve present customers under such rules and 
conditions as the Commission in the public interest may prescribe. It is believed 
that the combination of these two proposals will result in a better effectuation 
of the intent of section 7 (f) than is possible in its present form, This amend- 
ment would give the Commission the mersure of control which a commission 
cought to have in dealing with an industry selling a wasting asset. It would 
permit the Commission to classify enlargements which could be made without 
formal proceedings, but by requiring such notice as to permit the Commission 
to determine initially whether a proposed enlargement appeared not to be 
in the public interest. 

10. Section 2 (e) of the bill would add a new subsection (i) to section 7 of 
the act authorizing the Commission to prescribe safety regulations. The pro- 
posed language is identical with that in H. R. 483, 84th Congress, enactment 
of which bill was recommended by the Commission. 

At the present time there are no Federal or general regulations governing 
the construction or operation of interstate natural gas transmission facilities. 
Some States have enacted rules and regulations, in the nature of police regula 
tions, applicable to interstate pipelines. But scattered and nonuniform regula- 
tion of segments of large-scale interstate operations cannot be effectual or 
satisfactory. Comprehensive and uniform regulations are required. , 

The only standard guide now generally available for construction and operation 
of natural gas transmission facilities in the Code of Pressure Piping which was 
published in 1942 and revised in 1955 under the sponsorship of the American 
Society of Mechanical Engineers, and approved by the American Standards 
Association. It does provide adequate standards for modern high-pressure 
transmission pipelines. Its observance is not compulsory. The proposed bill 
would enable the Commission by rule to adopt the ASA Code as part of its 
regulations. 

The Commission believes that substantial benefit will result if it is delegated 
specific authority to prescribe safety requirements for natural-gas companies, 
as provided by section 2 (e) of the bill. 

11. The Commission is in favor of the addition of a new subsection (j) to 
section 7 of the act as proposed by section 2 (f) of the bill. The language of 
the new subsection is based upon similar provisions of section 202 of the Federal 
Power Act. 

Under the provisions of the Natural Gas Act the Federal Power Commission 
has no authority to require specific interconnections, although generally a great 
number of such connections are maintained. What is required is a thorough 
and comprehensive study in cooneration with the gas industry to determine 
what interconnections are desirable and order their construction, so that under 
emergency conditions, which might arise, a flow of gas could be maintained 
to the fullest extent possible. It would be too late in case of a disaster to 
ther, begin ficuring out where an interconnection should be made or how gas 
might be diverted from one area to another to meet essential requirements. 

In order to meet emergencies which are likely to oceur in the future and 
which can be more serious than those thus far encountered, the Commission 
believes it should be given authority to require natural-gas companies to estab- 
lish and maintain physical interconnections between gas companies engaged 
in the transmission or distribution of natural gas and to require them to sell 
or exchange gas when the situation requires such interchange or sale by reason 
of an emergency. 

As a corollary to the foregoing, any person as defined in the act should be 
authorized to make emergency interconnections for the exchange of natural 
gas without becoming subject to the provisions of the Natural Gas Act. This 
is provided for in lines 11-24 of page 7 of the bill by which such exemption 
from jurisdiction may be had upon anproval by the Commission. A similar 
provision with respect to the electrie facilities is found in section 202 (d) of 
the Federal Power Act. 

12. For some years in the past the Commission has been advocating that it be 
given authority to regulate the security issnes of natural-gas companies. It 
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therefore favors enactment of section 3 of the bill which is textually similar to 
a bill introduced by Senator Johnson on October 19, 1949, S. 2746, 81st Congress. 
Section 12 of the Natural Gas Act which the bill would amend makes it unlawful 
for officials of natural-gas companies to obtain any personal benefit from the 
sale or issuance of company securities. This section is substantially similar to 
section 305 (a) of the Federal Power Act, and is retained, in an amplified form, 
as subsection (g) of the instant bill. 

Subsections (a) to (f) of section 3 of the bill would simply put, confer upon 
the Commission authority over the issuance of securities of natural-gas com- 
panies similar to that it now has—in section 204 of the Power Act—over the 
security issues of public utilities. There is one main difference, however. Not 
only are the issues of natural-gas companies subjected to control, but also those 
of persons not yet natural-gas companies but wishing to issue securities to raise 
funds to acquire or construct facilities for which a certificate would be required. 
This would enable the Commission to regulate financing by persons who “will 
become a natural-gas company.” 

Subsections (b), (c), (d), (e), and (f) of the bill have requirements identical 
to the parallel subsections of section 204 of the Power Act except for one minor 
difference. Subsection (e) would base the exemption for short-term financing 
upon book value rather than the par value as provided in the parallel section 
of the Power Act. 

Subsection (g), as stated above, is an amplification of the existing section 12 
of the Natural Ges Act to include officials of other companies whose securities 
must be approved by the Commission and extends, not only to the actual receipt, 
but also to any agreement so to receive money or other things of value. 

Subsection (h) exempts transactions which would be subject to sections 6 (a) 
and (b) of the Public Utility Holding Company Act of 1935 or requires the 
approval of the Securities and Exchange Commission under section 11 of that act. 

The natural gas industry has been growing at an unprecedented pace in recent 
years. As a corollary, large amounts of natural-gas securities are being issued 
by natural-gas companies and are in considerable demand. It is important that 
there be no manipulation or other unsound practice in respect of such security 
issues. It is far easier to prevent unsound financial practices, with their attend- 
ant public detriments, through the control of securities at the time of issuance 
than it is to correct therefor after the securities are outstanding. It is for 
these reasons that the Commission believes it desirable, in the public interest, 
that this amendment, or a similar one, be adopted in the near future. 

13. The new text proposed to be added to section 14 (a) of the act by section 
4 of the bill begins on line 4 of page 18. The Commission does not, at the present 
time, have authority to secure information relating to any segments of the 
industry other than from companies classified as natural gas companies under 
the act except that the Commission may, under section 14 (a) of the Natural 
Gas Act, obtain information for the purpose of serving as a basis for recom- 
mendations for legislation to Congress. The Commission receives many requests 
for information pertaining to the natural gas industry and in connection with 
its regulation of natural gas companies is in constant need of information con- 
cerning other segments of the industry. The Federal Government, the natural 
gas industry, and the consuming public are devoid alike of any single agency 
which could be the source of statistical information of the natural gas business, 
although the trade association of the industry, the American Gas Association, 
compiles some statistical information on the industry as a whole. This informa- 
tion is inadequate to meet the Commission’s requirements and does not afford 
the detailed information desired by members of Congress, other Government 
agencies, and the general public. 

Under section 311 of the Federal Power Act, the Commission is directed to 
secure comprehensive information concerning the entire electric utility industry, 
whether public or private, and without regard to the limits of the Commission’s 
jurisdiction over particular utility companies. Based upon this directive the 
Commission, over the years, obtained and disseminated information over a wide 
range of subjects related to the electric utility industry which has proved to be 
of tremendous value to the Congress, Government agencies, utility management, 
and the general public. 

The Commission is of the firm opinion that similar types of information 
should be gathered by the Commission with respect to the natural gas industry. 

14. Section 5 of the bill would authorize the Commission to order reparations. 
The Commission has, in its 1954 annual report and previously, recommended 
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amendment of the Natural Gas Act to authorize it to award reparations under 
any rate subject to its jurisdiction upon a finding that the rate has been unrea- 
sonably high or unduly discriminatory. However, further consideration has 
been given to this problem and the recommendation is now withdrawn. Accord- 
ingly, section 5 of the bill should be stricken and we so recommend. 

Commissioner Draper favors Commission jurisdiction over direct industrial 
sales and favors the enactinent of an amendment providing for reparations. He 
is in agreement with the other recommendations above. 

FrepDERAL POWER COMMISSION, 
By JEROME K. KUYKENDALL, 
Chairman 


FEDERAL POWER COMMISSION, 
Washington, D. C 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Drar Mr. CHAIRMAN: In response to your request the Commission has 
examined the bill, S. 1926, a bill to amend the Natural Gas Act, introduced by 
Senator Douglas. The Commission has already expressed its views on this 
general subject and has recommended legislation along the lines of the Fulbright 
bill, S. 1853. 

The bill, S. 1926, would provide a breaking point for Federal control of in- 
dependent producers of natural gas moving in interstate commerce, the breaking 
point to be based on the annual volumes of natural gas sold in interstate 
commerce by the independent producers. This standard would be administra- 
tively difficult, if not unworkable, and would of necessity be uncertain. 

For one thing, the volume of interstate sales upon which current jurisdictional 
status would depend would in turn be dependent upon the volume of allowable 
production—ordinarily fixed by the States under their conservation laws— 
and the sales actually made which, under typical contracts, might conflict 
widely between the stated maximum and minimum quantities, usually at the 
option of the purchasers. 

The exemption provided in this bill could not be applied in the numerous 
cases where the gas field is unitized either by agreement of the owners of all 
interests therein or by operation of law. In those situations, the unit operator 
makes the sale not only on his own behalf but for all other persons having an 
interest in the gas. 

It would, we believe, be impossible to exempt the small owners who sold less 
than 2 billion cubie feet per calendar year and yet regulate those owners who 
sold a greater amount. 

A similar situation exists in relation to wet natural gas which is fed into 
a processing plant where it is dehydrited and liquid hydrocarbons are 
extracted. 

In both situations, the owner of the gas almost invariably has the right to 
take his gas back in kind if he does not wish the operator to sell it for him. 
If the many small owners elected to do this and each sold the gas on his own 
behalf, the pipeline companies would have a greater number of contracts to 
negotiate than they now do. 

The bill seems designed to be drawn upon the premise that there is a com 
centration of control of natural gas reserves constituting a monopolistic threat 
of such nature and importance as to now warrant or require that Federal regula- 
tory jurisdiction be established over, and a public utility status be conferred 
upon, independent producers and gatherers selling such gas in the open market 
to interstate pipelines. 

Commissioner Claude L. Draper does not concur. 

Sincerely yours, 
By JEROME K. KUYKENDALL, Chairman 


FEDERAL POWER COMMISSION REPORT ON 8, 2001, 84TH ConGrRess, A Brut To AMEND 
THE NATURAL GAs AcT 


This bill sets out the declaration of legislative policy that the Commission, 
in the administration of the Natural Gas Act, shall be required to give considera- 
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tion to the productive capacity of other domestic fuels in relation to current and 
long-range effects on national defense and the domestic economy, and also to give 
consideration to the conservation of natural-gas resources, including conserva 
tion policies and regulations of the gas-producing States 


In order to implement such a policy, the bill proposes to amend section 1 of the 


act and to incorporate appropriate language by reference in the various certifi 


ernie and rate mia! me provisi 1s Tl og } 11 Vou dl imme id the * atur: | (TAS Act in 
the following specific respects: 

1. Modify section 1 (b) by striking o the word “resale” and redefine “natural 
gas compan " in section 2 (6) to vive the Commissio jurisdiction over direct 
industrial sales of natural gas 

2. Strike out the proviso in section 4 (e) hich presently denies the authority 
of the Commission to suspend rate schedules covering resales of natural gus for 
ind rial use only 

3. Amend section 3 to make the certificate requirements and standards of 


section 7 of the act, including the above-discussed policy considerations, appli 
cable to persons seeking authorization to import or export natural gas. 

(Sec. 2 (7) would be amended to inelude foreign commerce within the 
coverage of the act 

+, Amend section 4 (a) to prescribe a ratemaking formula which requires 
natural-gas rates, whether for resale or for direct consumption. to be at not less 
than cost, including the “cost of transportation and sale, and a fair proportion 
of the fixed charges.” 

5. Amend sections 4 (e) and 5 (a) to permit the suspension of any new rate 
schedule or the investigation of rates upon complaint of a “fuel competitor or fuel 
transporter.” 

6. Strike out the proviso in section 5 (a) which at present denies the Com- 
mission the power to order a rate increuse without regard to the currently effee- 
tive or filed rate schedule. 

Insofar as this bill would amend the Natural Gas Act to give the Commission 
jurisdiction over direct industrial sales, the Commission does not favor its enact- 
ment. There has been no demand for such regulation by any industrial user, 
and as far as the Commission can determine the interests of such users appear 
to be adequately safeguarded consistently with the public interest under the 
present system of independently negotiated sales. 

However, the Commission does recommend, as it has previously, that it be 
given authority to suspend rate schedules covering resales of natural gas for 
industrial use only. 

Competitive relationships between fuels depend largely upon price and other 
conditions in particular localities, and in the national picture the variations are 
numerous and complex. In many vital aspects the competitive relationships 
of the fuels are basically influenced by geophysical considerations as reflected 
in their comparative prices in different consuming markets. 

Interfuel competition is keener on the industrial level than in either the resi- 
dential or Commercial bracket. Where the form of the fuel is relatively unim- 
portant, small differences in price per unit of available heat energy may decide 
the selection of one fuel rather than another. Thus, in open competition pos‘tions 
of the various fuels are determined by a free operating economic law of supply 
and demand. 

In such a situation, the most efficient and convenient fuel would be selling for 
the highest price, and those of lower quality for a lower price 

In 1953 there were approximately 2,000 direct industrial sales by pipeline 
companies. The fixing of rates for this large number of individual sales would 
be a burdensome administrative task, for the Commission would be charged with 
responsibilities of fixing industrial rates that would not be unduly discriminatory. 

Moreover, the Commission would be disrupting a suecessful pattern where now 
neither of the two parties is able to take undue advantage of the other. Conse- 
quently, it is a matter where regulation does not seem to be required and the 
economy of the country would be better served by permitting companies to con- 
tinue to negotiate their own price. We believe that the free play of competitive 
forces within this area adequately safeguards the public interest. 

The Commission is opposed to the proposed amendment which would enable 
fuel competitors or fuel transporters to intervene in rate cases. The Commission 
does not believe that such fuel competitors or fuel transporters who are operating 
essentially in other industries should be allowed to come in as a matter of right 
and make rate cases and seek to inflvlence the rates of their compe titors. 
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The Commission would favor any measure which specifically prescribes that 
any rate must be compensatory, although the new standard prescribed in this 
bill as pointed out below offers considerable difficulty. 

In effect, the Commission would be required to undertake to provide a fixed 
return to all segments of the fuel industry. The Natural Gas Act directs the 
Commission to determine and establish just and reasonable rates. 

It has been held that in so doing the effect of rates on competing fuel is not 
controlling (Alston Coal Co. v. Federal Power Commission, 137 F. 2d 740 (1948, 
©. A. 10) }. 

In that case the Court, in upholding an order of the Commission denying the 
petition to intervene, said (p. 742): 

‘“* * * Nowhere in the act is there a suggestion which would justify the Com- 
mission in fixing higher rates in order to prevent economic injury to competing 
fuel. The effect of a gas rate upon a competing fuel industry is not a factor 
which under the act the Commission may consider in a proceeding for the estab- 
lishment of a gas rate. It follows that the petitioners did not have the right 
under the act to intervene for the purpose of establishing the economic effect a 
reduction in gas rates would have upon the coal industry. 

“The intervention section of the act, section 717n, has not been amended since 
its original enactment. 


It provides that ‘in any proceeding before it, the Com- 
missic 


min accordance with such rules and regulations as it may prescribe, may 
admit as a party any interested State, State commission, municipality, or any 
representative of interested consumers or security holders, or any competitor 
of a party to such proceeding, or any other person whose participation in the 
proceedings may be in the public interest.’ Intervention under this section is 
perinissive and rests in the sound discretion of the Commission.” 

The Commission is in agreement with the proposal that it be given authority 
to increase rates where necessary to correct undue discrimination, although it 
should be emphasized that the purpose of such suggestion is not to be to raise 
industrial rates to deprive pipelines of business, but rather to implement the 
Commission’s present ratemaking authority. The Commission’s recommendation 
that it be given authority to raise rates to remove discrimination is necessary 
if the Commission is to effectively zone a system as ti 


» rates and otherwise to 
remove inequities. 


As to the proposal in section 6 (a) of the bill that the Commission fix rates at 
not less than the cost of gas plus the cost of transportation and sale, the 
Commission is of the opinion that this would be administratively and 
unnecessarily difficult of application. Rates are fixed upon the operations 
of a company as a whole, with the “end result” giving the company the fair 
return to which it is entitled. To attempt to single one rate out of a rate 
schedule for the purpose of determining that it was equal to or greater than 
the cost of the applicable service would impose almost insuperable difficulties. 

Moreover, the Supreme Court has more than once held that in regulatory 
statutes Congress has entrusted the Commission with discretionary authority 
to select that formula or combination of formulas which will best serve the 
various interests committed to its keeping in carrying out the provisions of 
the statutes, while insuring that the rates thereunder will be just and reasonable 
and not confiscatory (Federal Power Commission v. Natural Gas Pipeline Com- 
pany, 815 U.S. 575, A84-586: Federal Power Commission v. Hope Natural Gas 
Company, 820 U. 8. 591, 600-601: Colorado Interstate Gas Company v. Federal 
Power Commission, 324 U. S. 581, 601, 608-604). 

Furthermore, a regulated company is entitled to rates which are not confisea- 
tory and judicial review of rate regulation is always available where confiscation 
is alleged (Los Angeles Gas Company v. Railroad Commission, 289 U. S. 287, 
304-306 (1981)). Therefore, costs or value must be considered in addition to 
other elements. 

It is the Commission's view, therefore, that it is neither necessary nor desir 
able, from the standpoint of proper execution of the ratemaking function, for 
the legislative body to determine in advance a formula or criterion to be used 
for ratemaking such as that proposed by these bills 

Commissioner Smith is of the opinion that, in addition to the forevoin’, the 
Commission should endorse the proposed amendment of section 1 (b) of the 
act to extend the Commission’s rate regulatory jurisdiction so as to include 
direct sales made in interstate commerce by nipelines to industrial customers 

He points out that this provision of the Staggers and related bills has here 


tofare heen included in the Commission's Legislative Recommendations (1952 
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Annual Report, p. 152, and 1958 Annual Report, p. 154) and is also consistent 
with recommendation No. 2 of the President's Advisory Committeee on Energy 
Supplies and Resources Policy. 

iu the view of Commissioner Smith, such extension of the Commission's rate 
authority is desirable: (1) To fully implement its ability to prevent undue 
discrimination, prejudice, and preference; (2) to simplify ratemaking pro- 
dures generally by avoiding the necessity of allocating costs of service be- 
tween jurisdictional and nonjurisdictional sales; and (3) to eliminate any 
incentive now afforded pipelines to raid the markets of their local distributors 
by reason of the opportunity to thereby make more profitable, unregulated 
direct AilCsS 

Commissioner Smith wishes it to be clear that he would not regard the 
proposed rate-regulatory jurisdiction over direct sales as a device to afford 
artiticial protection, either to coal markets against natural gas or to gas 
markets against coal and other competitive fuels. 

Ou the contrary, he holds, with the President’s Advisory Committee, that 

the use of alternative energy sources should be as far as possible—a matter— 
of free choice by the consumer and free and fair competition among suppliers. 

“This, it is confidently thought, will provide most effectively for the assur- 
ance and flexibility of energy supply, both for economic growth and strong 
security readiness.” 

Lie would not, however, endorse enactment of the proposed ratemaking for- 
that it would be sufficient to provide that all rates and charges 
should be compensatory. 

This could serve as a more flexible yardstick, since it would avoid any im- 
plication that all sales must yield the same proportionate contribution to 
overhead, over and above their direct costs 

Commissioner Smith wonders why, if, as has been asserted, dump sales of 
natural gas at depressed prices are few and far between and direct sales are 
venerally made at prices which compare favorably with the rates for resale 
industrial gas, the pipelines should greatly fear, or their competitors expect 
greatly to benefit, from what would appear to be a rational completion of 
reculatory authority to prevent or correct discrimination. 

The Commission recommends that sections 1 (b) and 2 of the Natural Gas 
Act be amended so as to include foreign commerce within the coverage of the 
act and to define persons engaged in the importation and exportation of natural 
gas as natural-gas companies so far as their operations in the United States 
ire concerned, 


mula, bellevin 


Chairman Kuykendall would limit this proposal to companies engaged in 
the importation of natural gas. 
Commissioner Draper is not in accord with the foregoing report 
FEDERAL POWER COMMISSION, 
By JEROME K, KUYKENDALL, Chairman. 


Commissioner KUYKENDALL. From following this hearing at a dis 


tance, we have observed that there has been some discussion and con- 

sideration of the Commission’s opinion in the Panhandle Eastern 

l’ipeline case, and I wonder if it would be appropriate that that 
? 


portion of our opinion No. 269, issued on April 14, 1954, in our 
docket No, G-1116 et al., wherein the Commission gives its reasoning 


for adoption of the we ahted average field price, would be useful to 
the committee, and if so, I would suggest that that part of it be 
placea in the record, 

Senator Pastore. Without objection, it is so ordered. 


(‘The portion of opinion No. 269 referred to above reads as follows:) 
TREATMENT OF PANHANDLE’S GAS SUPPLY 


At the outset we take up what is perhaps the most basic and controversial 
+? ’ 


issue in this cas¢ ely, the treatment which should be given for ratemaking 
purposes to the commodity which Panhandle transports and sells. Because of 


importance of this matter and m sconceptions re arding it which have been 
widespread, we shall go into the subject at some length, so that our analysis 


1@ problem and our conclusions concerning its relations to the public interest 
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Of the total supply of natural gas available to Panhandle for interstate trans- 
mission and sale during the test year (1952), less than one-fourth came from 
its own production, about one-fourth was purchased under a cost-of-service 
formula prescribed by this Commission from its subsidiary, Trunkline, which 
in turn bought all of its requirements from unafliliated suppliers in the gulf 
coast area, and more than half was purchased by Panhandle from independent 
producers at the wellhead or the outlet of gasoline plants in the Panhandle and 
Hugoton fields of Texas, Oklahoma, and Kansas. The figures are as follows 
(exhibit 550) : 


aia oil lhovsand Percent of 
. cubic feet ! | total 
Gas produced 73, 2)4,6 | 22 6 
ras pure! di 1 trunkline 81, 882, 4 25 3 
Gas | sed from ota 68, 743, 780 | 52 1 
- {— es = 
otal . 323, 830, 910 100. 0 
1 At 16.4%, except for small producticn in Michigan at 15,02.% 


Neither Trunkline’s rates to Panhandle nor its gas-purchase payments to its 
suppliers are at issue in these proceedings. Likewise, no one in these proceed 
ings has questioned the reasonableness of Panhandle’s arin’s-length gas-purchase 
contracts; in accordance with the custom in such circumstances, the staff pro 
poses to allow, and we include, the full amounts of the payments estimated to 
be made by Panhandle for such purcha_ed gas (amounting to $13,070,446, or 


7.7457 cents per thousand cubic feet) (exhibit 550, schedule Kb—2-a—Kh as adjusted 
for Kansas gas-measurement order, infra, p. 81) among Panhandle’s operating 
expenses which enter into its recoverable cost of service 

It is regarding the gas which Panhandle itself produces—comprising less than 
one-fourth of the total which it transports and sells—that dilierences arise be- 
tween the method of valuation proposed by Panhandle and that contended for 
by the staff and certain interveners. 

In valuing the natural gas which Panhandle itself produces, the staff would 
have us adhere to the method which the Commission has traditionally followed 
in treating pipeline-produced gas for rate-making purposes, and which fer con- 
venience may be termed the “rate base” approach. Under this method, the 
natural gas in place and the properties and equipment utilized in producing it 
are included in the rate base, along with the transmission, compression, and 
other facilities employed in transporting and selling it to the customers, at the 
net investment which they represent, i. e., their original cost less the reserves 
which have been accrued to cover their depletion and depreciation. In addition 
to a return thereon equal to the rate of return found reasonable for the pipeline 
operation overall, there are included in the recoverable costs of service, upon 
which the charges to jurisdictional customers are based, all operating expenses 
chargeable to production, including such uncapitalized exploratory and develop- 
mental outlays as delay rentals, geological surveys, and the expenses of drilling 
dry holes. Thus all of the costs and risks incurred in the search for gas by a 
pipeline are shifted from the stockholders to th> customers of the pineline. In 
addition, all expenses associated with the extraction of liquid hydrocarbons, 
such as natural gasoline, are also included among the allowable operating e 
penses, but corresponding production credits are made of the revenues from the 
sale of such products. Thus the cost of the natural gas varies inversely with 
the fluctuating and unregulated prices of such products as natural gasoline, 
which in this case in taken as 6.4 cents per gallon. Finally, under the rate-base 
approach allowances for taxes on the production property are made in accord 
ance with the actual payments made, thus transferring to the ratepayer all the 
savings of Federal income taxes permitted by statute to be enjoyed by gas pro 
ducers through the allowances made for depletion (Revenue Act of 1926; Internal 
Revenue Code, secs. 23 (a) and 114 (b) (38) and (4)) and dintangible i] 


drilling expense. (Treasury Department, regulations III, sec. 29.23 (m)-16.) 
In this case, which is the first in which this issue has been sharpl* contested, th 
staff’s calculation of Panhandle’s Federal income tax proposes fhe total disal 
lowance of deductions of $1,571,000 for depletion and $850,000 for intangible 
well drilling. To follow this course would, as we see it, clearly contravene the 


congressional policy and intent. 
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Panhandle, on the other hand, although it raises no objection to the valua- 
tion of its pipeline facilities on our usual net investment basis, contends that 
the natural gas which it produces should be accorded its value as a commodity, 
rather than being treated as a mechanical facility employed in furnishing a 
conventional utility service to the public. It argues that such gas should be 
treated just the same as the similar gas which it purchases from others, both 
produced and purchased gas sometimes coming, through partnership arrange- 
ments, from the very same wells. To effect this result Panhandle proposes 
that all of its gas reserves and production property be excluded from the rate 
hase, that all production expenses be eliminated from the operating accounts 
for purposes of ratemaking, and that it both assume the costs involved and 
enjoy the tax advantages provided for by law in connection with the explora- 
tion development, and production of natural gas. 

Panhandle contends—and its evidence is not contradicted by any facts on 
this record—that the staff's approach would allow its investors less than nothing 
at the wellhead for each thousand cubic feet of the natural gas which it pro- 
duced in the Southwest. At the wellhead the staff shows total cost of service 
of $3,399,165, operating expenses of $1,957,817, depreciation, depletion, and 
amortization totaling $548,263, and taxes of $269,799, or total operating revenue 
deductions of $2,775,879, and a return of $623,286, or 0.85 cent per thousand 
cubie feet. (Exhibit 551, schedule B-1—R, basis IV, p. 14.) For purposes of 
this computation, the staff used a rate of return of 6 percent on the production 
property of Panhandle, rather than the 5.5 percent for which the staff contended 
on brief or the 5.75 percent overall which we determine herein to be fair and 
reasonable under all the circumstances of this case. This difference between 
475 percent ard 6 percent on production and other excluded property represent- 
ing a net investment of $15,205,789 (exhibit 531) would amount to an adjust- 
ment of $88,014.48, or about 0.012 cent per thousand cubic feet on Panhandle’s 
1952 sales. Further inconsequential adjustments would also have to be made to 
reflect the minor changes in income-tux calculations occasioned by this dis- 
crepancy. With the elimination of the tax benefit on account of the depletion 
allowance, amounting to $537,524, deleted by the staff, however, the net return 
is reduced to $85,762, or 0.12 cent per thousand cubic feet (exhibit 578). And, 
with the further deduction of $993,306 for extraction or production credits pro- 
posed by the staff, this figure is converted into a deficit of $907,544, or minus 
1.24 cents per thousand cubic feet (exhibit 578). Thus, on this basis it might 
le said that. rather than earning a fair return on its production properties, 
Panhandle would incur a penalty for owning and operating them. This 
penalty would tend to increase with the passage of time as its reserves for de- 
preciation and depletion are built up or if its net revenues from the extraction 
of hvdrocarbons should rise. 

In lien of the staff approach, Panhandle would have us apply to its produc- 
tion the weichted average arm’s-length prices of gas at the wellhead in the fields 
where this gas is produced. According to the uncontroverted evidence of record, 
these prices, at a pressure base of 16.4 pounds, were 7 cents in the Panhandle 
field of Texas and in the Huguton field, 8.4843 cents in Kansas, and 11 cents in 
Oklahoma, before giving effect to escalator provisions in the contracts. We have 
adjusted the 8.4848 cents base for Kansas to reflect the effect of the change in 
the gus-measurement price ordered by the Kansas Corporation Commission. 
The revised price is 9.4978 cents (infra, p. 82). Using these averages, the total 
amount applicable to Panhandle’s 70,827,431 thousand cubic feet of Southwestern 
natural-gas production is $5,977,712, or &4398 cents per thousand cubic feet, 
computed as follows in staff brief, appendix IT: 





| Thousand Price pet 


creer sot oa 


Produced gas ! cubie feet thousand Amount 
at 16.4# cubic feet 
Cents 
Panhandle field, Tex 35, 373, O15 7 $2, 476, 111 
Hugoton field, Kansa 26, 520, 091 28. 4843 2, 250, 044 
Hugoton field, Oklahoma 8, 934. 325 11 982, 776 
OR Na no : 70. 827. 431 8. 0603 5, 708, 934 


! Michigan production of 2,177,936 M f. excluded 


2 Before a tment for Kansas gas measurement ord 
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While this is slightly in excess of the weighted average price (7.7457 cents per 
thousand cubic feet) estimated to be paid by Panhandle during the test year 
1952 under its outstanding contracts for gas purchases (analysis of Panhandle’s 
reports to this Commission discloses that much of the gas purchased by it from 
other producers in 1952 was bought under old contracts at prices well below this 
average, while that bought under contracts made in 1951 averaged 11.1 cents) 
it is well below the rates of royalties concurrently paid by Panhandle to its 
lessors on its own production, which the record shows to be 8 cents in Texas, 
9 cents in Kansas, and 11 cents in Oklahoma. Furthermore, it is well below 
the 9.4-15 cents and 12-13 cents at which more recent gas purchase contracts 
have been negotiated in the Hugoton field in Texas and Kansas, respectively, and 
the reported recent ranges of price from 11.5 cents to 15 cents and 20 cents per 
thousand cubic feet, respectively, in the Panhandle field of Texas and in the gulf 
coast area, both at a pressure base of 14.65 pounds, as shown on this record. 

To this conservative measure of the commodity value of the gas which Pan 
handle produces, adjustments must be made to permit a valid comparison between 
the results of this method and those of that advocated by the staff. These in 
clude the deduction of wellhead production costs, amounting to $1,681,494, depre- 
ciation, depletion, and amortization in the amount of $492,196, taxes other than 
Federal income tax applicable to wellhead, $259,134; credit for loss on B. t. u. 
through extraction of gasoline and liquefied petroleum gas, $123,779, and that 
portion of the 5.75 percent fair return which would otherwise be applicable to 
production, $592,845. Offsetting items are an increase in Federal income tax 
amounting to $1,534,709 and $256,987 to adjust for the effects of escalator clauses 
in certain gas purchase contracts. (See table 1, appendix III.) These adjust- 
ments bring the total difference between the methods proposed by the staff and by 
Panhandle to $4,169,052, of which 85.66 percent, or $3,571,448, is attributable to 
jurisdictional sales totaling 275,052,339 thousand eubie feet. On this basis the 
method proposed by Panhandle yields an overall result which is 1.3 cents per 
thousand cubic feet higher than a rate based on the “cost” of its own produced 
gas as computed by the staff—a differential of less than 5.3 percent of the esti 
mated average wholesale price per jurisdictional thousand cubic feet to be paid 
under the rates herein prescribed for Panhandle as just and reasonable. If the 
comparison were limited to the difference between the two methods of pricing 
the gas, without the further adjustments for tax benefits, which is really a sepa- 
rate question, this differential would be only about 0.6 cents per thousand cubic 
feet. 

(If this entire differential were to be exactly reflected to residential customers, 
in say the city of Detroit, at the extreme end of Panhandle’s pipeline transpor- 
tation system in the United States, the difference in cost to the typical house- 
holder, who uses an annual average of 18.7 thousand cubic feet of natural gas 
monthly for cooking, water heating, and space heating, would he but 24.33 cents 
per month, or 1.6 percent of his gas bill.) 

In arguing strenuously that we should follow its rate-base approach in pricing 
the gas which Panhandle produces, the staff gives but scant attention to the 
economic aspects of the question or to the long-run economic consequences of 
the course which it advocates. Rather, it seems to stand primarily on the fact 
that this has been the Commission's long-established policy, which has been sanc- 
tioned by the courts, including the Supreme Court of the United States. That 
such has been the Commission's practice is not disputed, although it may be 
pointed out that here for the first time we have before us in a rate case a com- 
plete record which fully sets forth the results of the two methods of gas pricing 
now at issue. 

(In the first rate case to reach the Supreme Court under the Natural Gas 
Act, when the practice was first employed by the Commission, the company had 
not protested the nse of the rate-base method, so long as it was limited to re- 
production cost, although it did take issue with some of the elements which 
were not allowed, Natural Gas Pipeline Co. of America and Texoma Natural 
Gas Co., 2 FPC 218 (1940): FPC v. Natural Gas Pipeline Co. (815 U. S. 575 
(1942)). In the Hope case the company contended that all its properties should 
be taken into the rate base at their “reproduction cost” or a “trended original 
cost estimate,” but did not object to the inclusion of its production property 
therein, Hope Natural Gas Co. (3 FPC 150 (1942)); FPC v. Hope Natural Gas 
Co., (820 U.S. 591 (1944)). The Commission considered only evidence as to the 
original cost of production property in determining the rate base in the Colorado 
Interstate-Canadian River case, Canadian River Gas Co., et ab, (8 FPC 32 
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(1942) ) ; Colorado Interstate Gas Co. v. FPC and Canadian River Gas Co. v. FPC, 
(524 I S.5S1 (1945) ). 

(The Commission has sustained an examiner’s ruling excluding all evidence 
as to field prices in Panhandle Eastern Pipeline Co., (38 FPC 273 (1942)); Pan- 
handle Eastern Pipeline Co. v. FPC (324 U. 8. 635 (1945)) and in City of Pitts- 
burgh v. Pittsburgh and West Virginia Gas Co. (7 FPC 112 (1948)). Ina recent 
rate case the company contended, not for a current commodity valuation of all 
the natural gas which is produced, but that this Commission was bound, as a 

atter of law, to follow the minimum “attribution” price fixed by the Kansas 
Corporation Commission, opinion No, 228, Northern Natural Gas Co., issued June 
11, 1952. In its rejection of this unsound contention the Commission was sus- 
tained by the Court of Appeals for the 8th Circuit, Fed. 2d (July 20, 1953) ; cer- 
tiorari denied January 4, 1954.) 

(In the instant case the Commission sustained rulings by the examiner admit- 
ting into this record comprehensive evidence relating to the question now under 
discussion. ) 

To urge this as an adequate reason to continue the practice in the face of 

hat is to us a convincing showing that it should be abandoned, however, 
upproaches the contention that the doctrines of stare decisis or res adjudicata 

» application in the field of administrative ratemaking. sut this is far from 
ing the case. As Mr. Justice Frankfurter, speaking for the Supreime Court, 


s said 


ha 

he 

ha 

lhe process of ratemaking is essentially empiric. ‘The stuff of the process 

is fluid and changing—the resultant of factors which must be valued as well as 
weighted” (Board of Trade v. United States (314 U. S. 534, 546 (1942) ). 

We ourselves have recently pointed to the importance and desirability of a 


continuing effort on our part “to develop, and improve, methods of allocation 
which would most properly apply to the natural-gas industry activities subject 
to our jurisdiction in the matter of rates. * * * Further experience and knowl- 


edge gainel since the time of our (earlier) decision * * * continuing study of 
this troublesome question—and the facts in evidence in this proceeding disclose 
the need for further departure from methods of allocation previously applied if 
results are to be obtained which are equitable * * *” (Opinion No. 225, Atlantic 
Seaboard Corporation, issued April 25, 1952 (mimeo. ed., p. 18) ). 

Surely we should be no less willing to continually study the problem and strive 
to improve our handling of it in any other important phase of ratemaking. 

It is a fact also that the Commission’s use of the rate-base method of pricing 
pipeline-produced gas has received judicial sanction, in the sense that it has been 
held by the Supreme Court not to constitute an abuse of administrative discre- 
tion; although, when the circumstances and language next discussed are fully 
understood, it is an overstatement to contend that it has been given unqualified 
judicial approval. 

In the first rate case to reach the Supreme Court of the United States under 
the Natural Gas Act, the Commission had included production properties located 
n the Southwest at their “present value” in the rate base of a pipeline company 
or the purpose of fixing interim rates. The company had not objected to this, 

though it did take issue with the refusal of the Commission to include certain 
elements therein, such as its claim of $8,500,000 for going-concern value (F'PC vy. 


Vatural Gas Pipeline Co., 315 U. S. 575 (1942)). The case turned essentially on 


the constitutionality of the act, the validity of the interim order, and the scope 
of judicial review, as was made abundantly clear in the concurring opinion of 


Mr. Justice Frankfurter, when he said: 

“But while this historic controversy over the constitutional limitations upon 
the power of courts in rate cases is not presented here, if it be deemed that 
courts have nothing to do with ratemaking because that task was committed 
exclusively to the Commission, surely it is a usurpation of the Commission’s 
function to tell it how it should discharge this task and how it should protect 


the various interests that are deemed to be in its, and not in our keeping.” 

Ihid., 815 U. S. 575, 609, at p. 610) 

The question was involved somewhat more directly in the Hope case, where 
the company had adduced evidence as to the reproduction cost and trended 
original cost of all its physical property, upon which the Commission had re- 
fused to place any reliance or to give it any probative value, using instead a 
ate-base computation based on actual legitimate cost. Here again, however, 
t ompany had not ol jected to the inclusion of its relatively high-cost pro- 
di IT T 


hn properties in the rate base. In sustaining the Commission’s order, the 
] ng through Mr. Justice Douglas said: 
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“It is suggested that the Commission has failed to perform its duty under 
the act in that it has not allowed a return for gas production that will be 
enough to induce private enterprise to perform completely and efliciently its 
functions for the public. The Commission, however, was not oblivious of those 
matters, It considered them. It allowed, for example, delay rentals and 
exploration and development costs in operating expenses. No serious attempt 
has been made here to show that they are inadequate. We certainly cannot say 
that they are, unless we are to substitute our opinions for the expert judgment 
of the administrators to whom Congress entrusted the decision. Moreover, if in 
light of experience they turn out to be inadequate for development of new sources 
of supply, the doors of the Commission are open for increased allowances. This 
is not an order for all time. The act contains machinery for obtaining rate 
adjustments” (FPC v. Hope Natural Gas Co., 320 U. S. 591, 615 (1944)). 
[Italics supplied. | 

The opinion pointed out that: 

“Congress has provided no formula by which the just and reasonable rate is 
to be determined. It has not filled in the details of the general prescription of 
section 4 (a) and section 5 (a). It has not expressed in a specific rule the 
fixed principle of ‘just and reasonable’.” (Ibid. at pp. 600-601.) 

Several dissents to that opinion were filed, including Mr. Justice Jackson's 
extended analysis of the economic issues involved in the application of the 
rate-base approach to the pricing of pipeline-produced gas. He disclaimed 
“this imputed approval with some particularity because (he) attach(ed) im- 
portance at the very beginning of Federal regulation of the natural-gas industry 
to approaching it as the performance of economic functions, not as the per 
formance of legalistic rituals” (Ibid. 320 U. 8. 591, 628, at pp. 628-629). He 
made it clear that he took no issue with the application of the prudent inve 
ment rate base to facilities employed in furnishing public utility or transporta 
tion service, but pointed to its shortcomings when applied to the “elusive, ex- 
haustible, and irreplaceable” natural gas itself. And he explained that: 

“Hope’s business has two components of quite divergent character. One, 
while not a conventional common-carrier undertaking, is essentially ¢ 
portation enterprise consisting of conveying gas from where it is produced to 
point of delivery to the buyer. * * * A rate base calculated on the prudent 
investment formula would seem a reasonably satisfactory measure for fixing a 
return from that branch of the business whose service is roughly proportionate 
to the capital invested. * * * 

“The other part of the business—to reduce to possession an adequate supply 
of natural gas—is of opposite character, being more erratic and irregular and 
unpredictable in relation to investment than any phase of any other utility 
business. A thousand feet of gas captured and severed from real es ate for 
delivery to consumers is recognized under our law as property of much the same 
nature as a ton of coal, a barrel of oil, or a yard of sand, * * * 

“* * * But gas fields turn this (rate base) method topsy-turvy. Gas itself 
is tangible, possessable, and does have a market price in the field. * * * Gas 
is what Hope sells and it can be directly priced more reasonably and easily 
and accurately than the components of a rate base can be valued. Hence the 
reason for resort to a roundabout way of rate-hase price fixing does not exist 
in the case of gas in the field” (ibid., at pp. 647-648). 

Recognizing the economic functions of price as a tool of conservation or 
means of encouraging or discouraging both production and consumption (ibid., 
pp. 652-656), he concluded that, while the Commission “is entitled to its own 
notion of the ‘public interest’ and its judgment of policy must prevail,” never- 
theless 

“The Commission is free to face up realistically to the nature and peculiarity 
of the resources in its control, to foster their duration in fixing price, and to 
consider future interests in addition to those of investors and present con- 
sumers, * * This problem presents the Commission an unprecedented oppor- 
tunity if it will boldly make sound economic considcrations, instead of legal and 
accounting theories, the foundation of Federal policy I would return the case 
to the Commission and thereby be clearly quit of what now may appear to be 
suine responsibility for perpetuating a short-sighted pattern of natural-gas 
regulation” (ibid., at p. 660). [Italics supplied. ] 

Similarly, Mr. Justice Frank‘urter, dissenting, referred with approval to 
the pertinent analysis of Mr. Justice Jackson and concluded that “the objeec- 


i trans 


on to the Commission’s action is not that the rates it granted were too low 
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ut that the range of its vision was too narrow” (ibid., 320 U. 8S. 591, 624, at 
p 627 ) 

The issue between the rate-base approach and a different method of pricing 
pipeline-produced vas was squarely presented to the Supreme Court in the 
Colorado Interstate-Canadian River case, and again the Commission’s rate order 
was sustained rhe language of the opinion by Mr. Justice Douglas is, however, 
particularly significant: 

“Congress, of course, might have provided that producing or gathering facilities 
be excluded from the rate base and that an allowance be made in operating 
expenses for the fair field price of the gas as a commodity. Some have thought 
that to be the wiser course. But we search the act in vain for any such 
mandate. * * * We do not say that the Commission lacks the authority to 
depart irom the rate-base method. We only hold that the Commission is not 
preclude from using it’ (Colorado Interstate Gas Co. v. FPC, and Canadian 
River Gas Co. v. FPC (324 U. S. 581, 601 (1945)). [Italics supplied. ] 

And again: 

“Hence, we cannot say as a matter of law that the Commission erred in includ- 
ing the production properties in the rate base at actual legitimate cost. That 
could be determined only on consideration of the end result of the rate order, 
ii question not here under the limited review granted the case” (ibid., at pp. 
605-606). [Italics supplied.] 

Justices Roberts, Reed, and Frankfurter joined with Chief Justice Stone in 
the view that: 

“* * * the Federal Power Commission, in making the rate order here under 
attack, exceeded its jurisdiction and reached a result which must be rejected 
because unauthorized by the applicable statute” (ibid., 324 U. S. 581, 615). 

They argued that the Commission’s rate-base approach- 

“thus subjected petitioner’s production and gathering property to the same regu- 
lation as that which the statute imposes upon petitioner’s property used and 
useful in the interstate transportation and sale of gas for resale. This, we think, 
the Natural Gas Act in plain terms prohibits” (ibid., at p. 616). 

In these expressions the four dissenting members of the Court closely ap- 
proached the analysis of Mr. Justice Jackson in his dissent in the Hope case. 
He, however, pointing out that, although still adhering to that dissent, the 
principles laid down in that case are “the law of this Court, and I do not under- 
stand that any majority is ready to reconsider it” (ibid., 324 U. S. 581, 608, 609), 
saw no alternative than to concur in what, by his action, became the position 
of the majority. Continuing he stated that: 

“IT cannot fairly say that the Commission exceeded its jurisdiction in obtain- 
ing this evidence and making these calculations, even though the evidence related 
to production and gathering of gas. But I do think it is a fantastic method 
of firing a ‘just and reasonable’ price for gas” (ibid., at p. 611). [Emphasis 
supplied. ] 

And, after pointing out that “These cases vividly demonstrate the delirious 
results produced by the rate-base method” (ibid, at p. 610) he concluded: 

“T should like to reverse this case, not because I think the rate reduction is 
wrong, but because J think the real inwardness of the gas business as affects 
the future has been obscured by the Commission’s preoccupation with hook- 
keeping and historical matter. Such considerations may be relevant to rate- 
base theories, but will not be very satisfying to a coming generation that will 
look back and judge our present regulatory method in the light of an exhausted 
and largely wasted gas supply” (ibid., at p. 615). [Emphasis supplied.] 

Thus, it will be seen, five members of the Court effectively questioned either 
the lawfulness or the wisdom of the Commission’s rate-base approach to the 
pricing of pipeline-produced gas, while the opinion of the court sustaining the 
Commission's action was careful to point out that under the statute the Com 
mission was free to depart from that method, holding only that it was not 
precluded from employing it. In the Panhandle case, decided on the same day, 
although the point was raised by the company on appeal, it had not been included 
in the application for rehearing before the Commission and hence was not within 
the scope of the review permitted by section 19 (b) of the act (Panhandle Rastern 
Pipeline Company v. Federal Power Commission, 324 U. S. 635, 1945) 

It was on this point solely that Chief Justice Stone and Justices Roberts, Reed, 
and Frankfurter coneurred (ibid.. 224. U. S. 685, 650) The majority again 
emphasized that: 
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‘hederal Pat r Commission V Hapa Natural Gas Con pa 320 | s ) 
holds that the Commission is not bound to use any single formula for the fixing 
of rates. It is not precluded from using actual legitimate cost as it did here 
(ibid., 324 U.S. 635, 640 

In the light of all these statements emanating from the Supreme Court it is 
clear that the questicon has always been an open one to be disposed of by the 
Commission in the exercise of its administrative discretion under the Natm 
Gas Act The issue is not a legal one: the Commission is plainly free, as 1 


matter of law, to deal with this economic matter in accordance with its e 





rience and best Judgment as to what constitutes sound public polices Nor is i 
hey roblem It has been repeatedly recognized by various members of the 
Supreme Court: it was explored extensively in the Commission’s Natu G 
Investigation, docket No. G—5S0, 1945-48. The question here presented is what 
method of pricing pipeline-produced gas will, under present day realities .nd in 
the light of the facts of record in this case, best serve the ultimate public intere 
It is to this phase of the matter that we shall next turn our attention 

It may not be surprising that, with its background of actual legitimate original 


eost determinations for licenses under the Federal Water Power Act and ol 
efforts to regulate interstate wholesale electric rates under part Il of the Federal 
Power Act (e. g.. Brief of Federal Power Commission, Amicus Curiae, in Rail 


4 ‘ 


road Commission Vv. Pacifie jas and HNlectric ¢ ymipany, 302 U. S. 3888 (1988) ), 
the Commission should at the outset of its regulation of rates under the Natural 
Gas Act have followed a similar approach. And, in view of certain misinterpre 
tations which have been given currency (e. g., Senate Committee on Interstate 
and Foreign Commerce, hearings on H. R. 4051, 80th Cong., 2d sess. p. 153 ff. 
1948, G-2O85, Northern Natural Gas Company, dissent to opinion No. 247. mimeo 
edition, p. 22, issued Apr. 28, 1953), it should be emphasized that we do not here 
propose, or even consider, any departure from that standard of valuation for the 
property and facilities employed by pipeline systems in that part of their business 
which Mr. Justice Jackson likened in the Hope case to a transportation enter 
prise. In respect of the ratemaking treatment of natural gas produced by such 
pipeline systems, however, we are convinced that the time has come when the 
practice heretofore followed by the Commission shonld be reexamined in the 
light of its economic impacts and our experience with it 

Some of these impacts were foreseen with clarity and vision by Mr. Justice 
Jackson in his opinion in the Hope case, when he wrote : 

“* * * Let us assume that Doe and Roe each produces in West Virginia for 
delivery to Cleveland the same quantity of natural gas per day. Doe, however, 
through luck or foresight or whatever it takes, gets his gus from investing $50,000 
in leases and drilling. Roe drilled poorer territory, got smaller wells, and has 
invested $250,000. Does anybody imagine that Roe can get or ought to get for 
his gas five times as much as Doe because he has spent five times as much’? 
The service one renders to society in the gas business is measured by what he 
gets out of the ground, not by what he puts into it, and there is little more relation 
hetween the investment and the results than in a game of poker. 

“To regulate such an enterprise by undiscriminatingly transplanting any body 
of rate doctrine conceived and adapted to the ordinary utility business can serve 
the ‘public interest’ as the Natural Gas Act requires, if at all, only by accident. 
Mr. Justice Brandeis, the pioneer juristic advocate of the prudent irfwestment 
theory for man-made utilities, never, so far as I am able to discover, proposed 
its application to a natural gas case. On the other hand, dissenting in Pennsyl- 
vania Vv. West Virginia, he reviewed the problems of gas supply and said, ‘In no 
other field of public service regulation is the controlling body confronted with 
factrs so baffling as in the natural gas industry; and in none is continuous super 
vision and control required in so high a degree’ (262 U. 8.553, 621). Jf natural 
gas rates are intelligently to be regulated, we must fit our legal principles to the 
economy of the industry and not try to fit the industry to our books” (supra, 
220 U. S. 591, 628, at pp. 649-650). [Emphasis supplied. ] 





Va 

We are aware that this, like some of the other passages quoted above, are from 
minority opinions of the Supreme Court. We are aware also, however, of the 
fact that the famous opinion of Mr. Justice Brandeis in the Southwestern Bell 
case has come to be regarded as the classic defense of the net investment rate 
base now used for the valuation of true public utility property in most Federal 
and State jurisdictions, was likewise at that time a dissent. (Southicestern 
Sell Telephone Company v. Public Service Commission of Missouri, 262 U. S. 276, 
289 (1923).) Furthermore, in the light of the views expressed by the several 











1192 AMENDMENTS TO THE NATURAL GAS ACT 


members of the Court in the Canadian River case (supra, 324 U.S. 581), it is by 
no means clear that a majority of the Court really approved the results of the 
Commission’s traditional approach to the pricing of pipeline-produced gas in that 
instance. What would be its position were we to use the same method itmthe 
case now before us is something which, of course, we would not presume toe pre- 
dict. But the prophetic character of Mr. Justice Jackson’s opinion appears very 
strikingly in the following passage from his dissent in the Hope case: 

“Two-thirds of the gas Hope handles it buys from about 340 independent pro- 
ducers. It is obvious that the principle of ratemaking applied to Hope’s own 
gas cannot be applied, and has not been applied, to the bulk of the gas Hope 
delivers. It is not probable that the investment of any two of these producers 
will bear the same ratio to their investments. The gas, however, all goes to 
the same use, has the same utilization value and the same ultimate price (supra, 
820 U. S. 591, 628, at p. 649). 

And again in the Colorado Interstate Canadian River cases: 

‘To let rate-base figures, compiled on any of the conventional theories of rate- 
making, govern a rate for natural gas seems to me little better than to draw 
figures out of the hat. These cases confirm and strengthen me in the view I 
stated in the Hope case: That the entire rate-base method should be rejected 
in pricing natural gas, though it might be used to determine transporation costs. 
These cases vividly demonstrate the delirious results produced by the rate-base 
method. These orders in some instances result in three different prices for gas 
from the same well. The regulated company is a part owner, an unregulated 
company is a part owner, and the landowner has a royalty share of the production 
from certain wells. The regulated company buys all of the gas for its interstate 
business. It is allowed to pay as operating expenses an unregulated contract 
price for its co-owner’s share and a different unregulated contract price for the 
royalty owner’s share, but for its own share it is allowed substantially less than 
either. Any method of ratemaking by which an identical product from a single 
wel going to the same consumers has three prices—dcpending on who owns it 
does not make sense to me. 

“These cases furnish another example of the capricious results of the rate-base 
method in this kind of case.” (Supra, 324 U. S. 581, 608, at p. 610.) [Italic 
supplied. ] 

The facts of record in the instant proceeding fit precisely into the situation 
above described as producing a “delirious” and “capricious” result. Not only 
is it contended by Panhandle, as pointed out earlier, that the rate-base approach 
would produce a minus valuation of 1.24 cents per thousand cubic feet at the 
wellhead on the natural gas produced by it, but in certain instances Panhadle’s 
partners in particular wells earn—after all expenses and taxes—from 5 to 5.6 
cents, receiving a price of 8 to 9.8 cents; while lessors and royalty owners are 
paid for gas produced from the same well at the rate of 9 cents per thousand 
cubic feet. 


(Exhibit No. 578; tr., pp. 18947-13948. Specific illustrations from 
exhibits Nos. 569 and 570 are as follows:) 


a“ 


Panbandle’s partner in the Phillips No. 1-16 well earns 5.102 cents per thou- 
sand cubie feet net, compared with minus 1.337 cents for Panhandle; in the 
Parson's No. 1-4 the comparable figures are 4.952 cents and minus 1.336 cents, 
respectively ; in the two Dunn and Hoffman wells they are 5.446 and 5.639 cents, 
respectively, as compared with minus 1.24 cents and minues 0.83 cent, respec- 
tively, for Panhandle (Tr., pp. 13915-13921). 

In a well, owned 81.25 percent by Panhandle and 18.75 percent by a partner, 
Panhandle pays its partner 9.8 cents per thousand cubic feet for his share of the 
production, which yields hjm a net income of 5.497 cents per thousand cubic feet, 
while Panhandle, under the staff’s theory, would receive net income of minus 
$415 or minus 0.1626 cent per thousand cubic feet for its share of the gas pro- 
duced (Tr., pp. 13921-13924). 

To us this is a situation of multiple pricing of gas from the same wells and 
going to the same consumers, which just does not make economic sense. 

Even if we were to adopt the staff's contention—which we reject—that Pan 
handle’s calculations showing that the staff’s method results in a valuation of 
minus 1.24 cents per thousand cubic feet on that portion of its gas supply which 
Panhandle itself produces is a false claim based on mere “figure juggling” (staff 
brief, p. 56), the fact still remains undenied that the staff’s own “cost” approach 
results in valuing such gas at a maximum of 0.85 cent per thousand cubic feet 
(exhibit No. 551, schedule*B-1-R, bases TV), as compared with the-average of 
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7.7457 cents per thousand cubic feet estimated to be paid by Panhandle for gas 
purchased from others in 1952, and the 8.4898 cents per weighted thousand cubic 
feet average price applying in the same fields. With Panhandle’s more recent 
gas-purchase contracts carrying still higher prices, it is manifestly clear that the 
basis contended for by Panhandle is conservatively below the costs incurred by 
it for gas purchased under recent contracts. 

These differentials and price relationships are shown graphically in the charts 
below. Although some price differentials will undoubtedly remain under any 
arm’s-length contracts negotiated at different times and places and under vary- 
ing circumstances, we see no sound reason why we should arbitrarily treat the 
natural gas of some producers according to a completely different method from 
that used in the case of natural gas produced by others. 

Apart from the economic incongruity of such a price situation, there is the 
fundamental and paramount question, whether such result would be in the public 
interest, and whether it would even be in the ultimate interest of the consumers 
who have come to rely increasingly upon natural gas as a major source of their 
expanding energy requirements. 

(In the past 30 years natural gas has risen from a position where it supplied 
only about 4 percent of the total energy requirements of the United States—and 
then largely on the local or regional basis—to its present use in all but 5 States 
of the Union, meeting more than one-fifth of our very much larger national 
energy needs. Based on data published by the United States Bureau of Mines.) 

Obviously an arbitrarily depressed price, related to what may truly turn out 
to be a “vanishing rate base,” would tend to both accelerate the consumption 
and fail to encourage the discovery and development of this limited and irre- 
placeable natural resource. In other words, it does not promote that conserva- 
tion in both the production and the use of natural gas which is in the national 
interest. 

Finally, as we see it, the interest of the public definitely lies in the direction 
of natural-gas production by pipeline systems themselves, as distinguished from 
their complete dependence for gas supply upon purchases from other producers. 
There are several reasons why, in our judgment, it is very much in the interest 
of pipelines, and of the public served by them, that such systems produce them- 
selves a substantial portion of the natural gas which they transport and sell. 
In the first place, such production strengthens their bargaining position in 
negotiating gas-purchase contracts with independent producers. While this 
record does not contain the data which would be necessary to permit spevilie 
comparisons on this score, we are convinced that companies not wholly dependent 
upon arm’s-length purchases for their entire supplies are generally able to buy 
gas more advantageously. This advantage must ultimately redound to the 
benefit of their customers through lower gas-purchase prices and cost of service 
than would otherwise obtain. Secondly, by utilizing their own production to 
take the swings of pipeline, throughout response to seasonal and other fluc 
tuations of consumer demand, such pipeline systems are able to take their 
purchased gas at relatively uniform volumes and high-load factors which, under 
the usual provisions of gas-purchase contracts having minimum take clauses, 
likewise ordinarily results in lower purchased gas and service Costs, with con- 
comitant rate advantages to their customers. And thirdly, it seems too obvious 
to require demonstration that it is much more ii the interest of consumers in 
interstate markets, remote from the major areas of natural-gas production, 
that the pipelines serving them continue to control supplies adequate to give 
them service reasonably adequate to meet their needs, than that low rates be 
available to them on paper or in theory without the gas supply being actually 
present for purchase by them thereunder. No policy which, while immediately 
leading to somewhat lower rates, fails to create an atmosphere favorable to 
the exploration for natural gas by pipeline systems and the minimization of its 
flaring in production or waste in its utilization, promotes the sound conserva- 
tion of this irreplaceable natural resource, which is in the long-run interest of 
the Nation. 

Yet it is an established fact that this Commission cannot compel natural-gas 
companies subject to its jurisdiction to engage in exploration, drilling, and 
related developmental activities or to acquire and attach gas reserves discovered 
by others; indeed, it is at least doubtful that the Commission can require pipe- 
line systems to retain reserves which they already own, although under certain 
circumstances it has endeavored, unsuccessfully, to do so (Federal Power Com- 
mission v. Panhandle Eastern Pipeline Company, 337 U. S. 498 (1949), docket 
No. G—1618, Northern Natural Gas Company, Opinion No. 230 issued June 24, 
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be natural gas exploration, developinent, and production by 
is themselves, therefore—with resultant benefits to the public 
follows that this must result from regulatory policies designed to 
urage, rather than to penalize, such activities 

In support of its contention—that the Commission’s practice of pricing for 
ratemaking purposes pipeline-produced gas, with no regard whatever for the 
worth of such natural gas as a , has had the effect of discouraging 
the pipelines from engaging in the search for and attachment of gas supplies 
of their own—Panhandle introduced in this case considerable evidence pointing 
to the marked decline in the ratio of pipeline-produced gas to the total trans- 
ported and sold by interstate pipelines since the effective date of the Natural 
Gas Act, as amended. <A considerable portion of the staff brief is devoted to an 
effort—in our view largely unsuccessful—to refine and modify this statistical 
approach, and thus diminish the weight of this evidence. 

When we look to the overall situation, we cannot but be struck by the fact 
thet no new major pipeline which has been certificated since the Commission’s 

ricing practice was first established, including some of the largest systems 
erving enormous new markets, produces any significant portion of its total 
supply That the ratio of pipeline produced to total gas transported and sold 
in interstate commerce has declined markedly is clearly apparent from the facts 
of reeord, This trend is the important thing; the precise amount is a relatively 
unimportant detail. For Panhandle itself this record shows that the ratio has 
fallen from 52.4 percent in 1942 to about 30.6 percent in 1951. 

(Exhibit No. 542. In 1952 this figure fell to 22.6.) 

And we are unable to adopt the position taken in the staff brief that there 
is no validity in the claim that the rate regulatory policies of this Commission 
have been a factor contributing to this undesirable result. 

For all the foregoing reasons, we have coneluded that, as a matter of sound 
publie policy, we should reexamine at this time the treatment which the Com- 
mission has heretofore accorded pipeline-produced gas in ratemaking. We are 
convinced, from our analysis of all the facts of record, that the ultimate public 
interest will be better served by permitting the pipeline to receive for the gas 
which it produces a price reflecting the weighted average arm’s-length payments 
for identical natural gas in the fields—and sometimes from the very same wells— 
where it is produced than through the application of the “rate base” method 
to this commodity. We find that the uncontradicted evidence introduced by 
Panhandle in this proceeding represents a reasonable basis for such pricing. 
Obviously, to so treat for ratemaking purposes the gas produced by Panhandle 
will require no bookkeeping entries or revisions of the figures shown on its books 
of account. In this respect, the item is no different from any other adjustment, 
such as the volume of sales, which we have made in computing the rates pre- 
seribed herein. Since this conclusion logically carries with it, as pointed out 
above, the adiustments for giving full effect to the statutory tax provisions 
regarding depletion and intangible well-drilling expense relating to natural-gas 
production, it will not be necessary for us to give further or separate considera- 
tion of those factors herein. 

We are of course not unaware of the fact that since its inception in 1930 
Panhandle has charged to operating expenses, for abandoned leases, delay 
rentals, and nonproductive drilling, a total of $7,110,779.10, of which slightly 
more than $5,600,000 has been expended since 1938, when the rate provisions of 
the Natural Gas Act became effective. It might be argued with some plausi- 
hility that a substantial portion of such sum has been recovered from its juris 
dictional customers who might, therefore, be said to have underwritten to that 
extent this phase of Panhandle’s operations, and for which they will now receive 
no credit. Similarly, Panhandle’s rate base has heretofore included, in plant held 
for future use, undeveloped gas reserves which, between 1930 and 1952 have been 
earried on its books at an average annual balance of $1,082,578, and which will 
now, of course, be excluded from the rate base (the amount excluded from the 
rate base is $1,216,775), on which a fair return on the jurisdictional business 
of the system is to be allowed 

Strictly speaking, and to achieve complete theoretical equity, Panhandle’s 
customers might be said to be entitled to some slight downward adjustment of 
the rates herein prescribed on account of these past items. To do so, however, 
would require a retroactive determination of the fairness of past net earnings 


} 1 


under rates prescribed by this Commission as well as an assumption of precise 
I ) I I 
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accuracy in ratemaking which would be widely contrary to fact. Even if we 
were to attempt an adjustment of such doubtful character, any impact which it 
would have on present rates would be insignificant. 

(If, for example, the entire $5,600,000 of exploratory costs which have in the 
past been charged to “operating expenses” were to be treated as customer con- 
tributions and credited in its entirety to Panhandle’s jurisdictional business, the 
resulting adjustment on the basis of a 5*%4-percent return would be only $322,000, 
or less than 0.1 cent per thousand cubic feet on Panhandle s 1952 sales.) 

In the circumstances this must be regarded as an incidental consequence of the 
Commission’s transition to a more realistic approach to the pricing of pipeline- 
produced gas than it has taken in the past. 

Senator Pastore. There is one further matter that should be cleared 
for the record with respect to the Panhandle case. 

At what point are we now in that case? What is the status of it? 

Commissioner KUYKENDALL. It is oe an examiner, that is one 
phase of it. The Commissioner issued its decision. 

Commissioner Dicsy. It has been appeale ‘d to the court. 

Commissioner KuyKrenpbaLL. I guess the phase of it you are inter 
ested in is the same phases we dealt with here, which 1s to bs argued 
this week before the circuit court of appeals—-I believe tomorrow, 
Senator. 

Senator Pastore. Well, now, there is a mre ion that 
bling me for a long time, inasmuch as you have broug! 
handle case. 

What is the distinction between ther: , ni that 1s used in the 
Panhandle case, by decree or edict t} wer Commission, 
and the formula prescribed in clause | o-called Fulbright 
amendment‘! Are they the same; are they ‘rent; and what will be 
the result insofar as the producer is concerned, 2nd insofar as ¢ 
consumer is concerned ? 

Commissioner KUYKENDALL. I think the language of the Fulbright 
bill, of reasonable market price, would be broader than the formula 
which we used in the Panhandle case, which was the weighted average 
field price. 

In the Panhandle case we simply dealt with what evidence was 
before us, and we found in that case the weighted average field price 
was a proper figure to use. My own construction would be that reason- 
able:market price would not limit the Commission to use of weighted 
average field price, and I think it isa broader term. 

Senator Pastore. As a matter of fact, it would allow the producer 
to secure more money for his gas. 

Commissioner KuykENpDALL. The Fulbright bill / 

Senator Pastore. Yes, the Fulbright formula. 

Commissioner KUYKENDALL. I don’t know whether it would or not. 
I have heard it contended that use of the phrase “reasonable market 
price” would require taking the last or highest price. I don’t so con 
strue that, and I so testified in the House. 

Senator Pastore. Well, let me put it categorically for you. 

We had a Mr. Montgomery, representing the CIO, who testified 
here yesterds 1y and said that if the Panhandle decision were substan- 

tiated in the Supreme Court, they would be allowed 9.5 cents per 
‘moun und cubic feet—that is what they are asking for. Yet if the Ful- 
bright-bill. were passed by the.Congress,.those same people would be 
allowed 15 cents per thousand cubic feet. 
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What have you to say W ith reference to that ? 
Commissioner KUYKENDALL. I can only say that I can’s agree with 
I don’t know where his figures came from, and it would all 
depend, of course, on what the Commission found to be the reasonable 


market price inthe Panhandle-Hugoton field. 

[ certainly couldn’t commit myself to say it would be 15 cents. I 
hink aa re are all kinds of considerations that would have to be dealt 
vith in arriving at what we thought was the reasonable market price, 
including other prices in the area, all prices which were then in effect, 
vhether or not we thought the price was ample to provide incentive 
for further exploration and production and discovery, whether or 
not we thought the price was fair to the pipeline companies, and to 
their customers, and to the ultimate consumers 

I think we would have to consider the effects of that price on the 
pipeline companies, the distributing companies, and the consumers. 

[ wouldn’t be able to simplify it to the extent that this witness 
apparently did. 

Senator Pasrorr. But you do admit it would be broader in scone ? 

(‘commissioner KuykKrENDALL. The language “reasonable market 
price” ¢ 

Senator Pastore. No, I mean the formula. The workability of the 
formula would be broader, in other words, it would be more gen- 

erous toward the producer, wouldn’t it? 

Commissioner KuykEeNDALL. | don’t know whether it would be 
more generous. 

Senator Pastore. That is a fair question. 

(‘commissioner KuyKENDALL. I think it is. I don’t think it neces- 
sarily would be more generous. Suppose we found that there was a 
trend downward in a given field, that the most recent sales were at a 
lower price than some of the others. 

If you adopt the philosophy of some of these witnesses to whom you 
have referred—— 

Senator Pastore. I am talking now between the distinction of the 
formula that was decreed by the Federal Power Commission in the 
Panhandle ease. That is the only distinction I am making so far, 
because if we go too broad here, we will get. confused. 

I want to make a distinction between what the Federal Power 
Commission said should be the formula, and what the Fulbright 
amendment says ought to be the formula. I am trying to get the dis- 

inction between those two, insofar as they affect the producer and 
the consumer, because I think that is very essential. 

If you begin to use these phrases and words, they mean nothing 
until you begin to explain them and apply them. That is where you 
vet the effect. 

Now, maybe I am confusing you, too, Mr. Kuykendall. At this 
point this is what I would | ike to ask: 

Insofar as the producer ts concerned. which 1 of the 2 formulas 
Is more generous, insofar as price, the formula that was decreed in 
the Panhandle case by the Federal Power Commission, or the formula 
that is prescribed under the Fulbright amendment ? 

Commissioner Kuykenpatr. I think I explained that I couldn’t 

which one would be more generous, because one might be more 
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generous in 1 situation, or 1 field, and one might be more generous to 
the producer in another. 

If we take the reasoning that has been advanced by some of the 
witnesses to whom you have listened, which is that prices have been 
going up continually, and that the most recent prices would deter 
mine the market price, and if we followed that reasoning, and I don’t 
say we would, and I would not feel obligated to, it would result, | 
believe, then in what they are saying being true, namely that the 
standards in the Fulbright bill would probably preeeee a higher 
price than the standard that we used in the Panhandle case 

Senator Pasrore. How does the formula which was seeeeeied in 
the decision of the FPC in the Panhandle case work out? Can you 
give us a simple description of it on the record so that the Members of 
(Congress, reading the record, will know the distinction as to the opera- 
tion of these two formulas? 

How do you apply the formula prescribed in your decision in the 
Panhandle case, and how would you apply the formula in the so-called 
Fulbright bill ? 

In other words, what is the Commission’s understanding of the 
workability in operation of these two formulas? 

Commissioner KuykKeNpDALL. The weighted average field price which 
we used in the Panhandle case was determined by analysis of the sales, 
that is, comparable sales uns vy various producers in the Panhandle- 
Hugoton field. Those prices were averaged along with the volumes, 
so that we got a weighted average price which was Just what the words 
imply, and that is what we used in the Panhandle case, which, inci- 
dentally, was higher th: an prices which Panhandle itself was paying 
in the field. 

However, we nevertheless took the weighted average price of all 
producers, rather than the price which Panh: indle was paying, itself, 
even though Panhandle’s costs were a little bit lower, because we felt 
that that was a better and more stable standard to use, and would tend 
to reduce the incentive for a pipeline company to jack up its purchase 
prices. 

So much for the Panhandle weighted average field price formula, 

We have never yet, of course, applied this standard of reasonable 
market value in a particular rate case. I believe I have given pretty 
much, my conception of it, which would require us to t: ake into con- 
sideration any and all factors which were pertinent. 

I think we would want to know the prices that other producers were 
paying in the field. We would want to know when their contracts 
were executed. We would probably want to determine the weighted 
average field price at that time. We would want all the information 
we could get on what price would seem to be required to provide an 
incentive for further exploration. 

We would want to know what effect that cost to the pipeline com- 
pany would have on the pipeline company’s customers and the dis- 
iributing companies. We would want to know whether that price was 
low enough to be feasible, so that the markets of the distributing com- 
panies would not be jeopardized. In other words, we would want to 
ascertain that the consumers would not find that they could not afford 
to buy the gas because some other fuel was cheaper. 
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Those are a few of the elements, and I imagine there are a nuinber 
of othe rs which would crop up that we would want to consider. I 
think we would be free to consider anything that was pertinent to the 
problem. 

Senator Pasrore. And under what authority in the law do you give 
yourself that discretion ¢ 

Do you do that under “just and reasonable return” ? 

Commissioner KuyKENDALL. Well, we have not done it. The Ful- 
bright bill proposes th: at we do it. 

senator Pasrore. The Fulbright bill is not the law, yet; it is merely 
an introduced amendment to the law. It hasn’t been passed by the 
Congress, 

Under what authority in the law do you invoke the formula that is 
prescribed in your decision in the P anhandle case? I am not being 
critical, now, I am searching for information, because there has been 
quite a bit of discussion at these hearings that the formula to be in- 
voked under the existing law of just and reasonable price is pretty 
rigid, and can’t be made flexible. 

Apparently your commission doesn’t think it is so rigid. As a 
matter of fact, you have given it a new construction ; haven’t you ¢ 

Commissioner KuykENDALL. Just and reasonable rate is the phrase. 
Yes, we gave that phrase a new construction, and I think the Hope 
Natural Gas Co. case, decided by the Supreme Court of the United 
States, made it clear that we had that authority, that we were not 
confined to any one rigid formula. 

In that case, although the Court supported the Commission’s action 
in using original cost in evaluating gas reserves, nevertheless 4 judges 
thought we did not have the power to do it, and 1 judge, though he 
thought we had the power, thought it was unwise, so there were 5 
judges in the Court who said they thought we were free to use other 
methods. 

Senator Pastore. In other words, the formula used in the Panhandle 
case, if it is the proper formula and can be invoked under the existing 
law, then we don’t need further authority under the Fulbright amend- 
ment to invoke that authority, unless we want to change it and make it 
broader 

Commissioner Kuykenpau.. Senator, we have a different legal 
situation since the Phillips decision. 

The Panhandle case was decided before the Supreme Court passed 
on the Phillips case. In the Panhandle case, as I understand it, we, in 
effect, said that the law did not require us to regulate the price, or fix 
the price of a pipeline company’s own produced ¢ ras on an original 
cost-rate-base formula, and we could use another method, which we did. 

We found a standard, which was, as I see it, not a regulated stand- 
ard. It was a standard comprised of unregulated transactions. We 
adopted that standard, which I am confident we had a perfect right 
to do at the time we did it. 

Senator Pasrore. I am not questioning that at all. 

Commissioner KuyKkenpauu. The difference in the legal situation; 
or the possible difference is that now, under the Phillips case, we have 
a duty to regulate those same independent producers whose unregu- 
lated weighted- average prices were used as a standard in the Pan- 
handle case. 
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Senator Pasrorr. Therefore, if you apply this new formula that you 
have prescribed in the Panhandle case, which is a deviation from the 
formula used heretofore under just and reasonable rates, which 1s 
broader than what is generally accepted under just and reasonable 
rates, you feel that the formula that you have invoked in the Pan- 
handle case is fair, you don’t need this new formula in the Fulbright 
amendment; do you ¢ 

Commissioner KuykeENDALL. Well, we may, because it will be con 
tended, and perhaps with some logic, that since we now have the duty 
to regulate all the producers’ prices, that if we use the weighted-aver- 
age field price, all of which have been unregulated prices and use that 
average, the question is, Are we regulating when we do that, or are we 
merely adopting the average of unregulated prices? 

I think there 1s a legal problem there. I wouldn’t endeavor to give 
you the answer , because there is a wide divergence of opinion among 
lawyers, but I can see the logic of the contention that since we now have 
to regulate all producers’ prices, we can’t use an average of unregulated 
produc ers’ prices as a so-called regulated price for a particular pipe 
line company. 

Senator Pastorr. And what is your conception of the Fulbright 
amendment with respect to that legal problem ¢ 

Commissioner KuyKEnpaLu. My conception is that the Fulbright 
amendment would correct that legal question. 

Senator Pasrorr. Do all the Commissioners agree on that answer? 

Commissioner Diesy. I certainly do. 

Senator Pasrorr. How about the other Commissioners ? 

Commissioner Draper. Well, I haven’t given it detailed thought. I 
haven't been following this. I set out everything I had to say on the 
situation. 

I might say I have been a member of a regulatory body for 36 years 
as of last March 1, and about all I know is the principles of regulation, 
and I stick to them. The Congress of the United States said that 
the transportation and sale of gas in interstate commerce was affected 
with at public interest, and that matters pertaining to the sale and 
transportation should be under Federal regulation, and I have seen 
nothing to change my mind since. 

Senator Pasrore. All right, Mr. Draper. I was just directing my 
attention to this one phasse of it with reference to weighted market 

value. 

Do I understand your position now that as between the formula 
adopted in the Panhandle case and the Fulbright suggested formula, 
the Commission feels now that of the two, they would prefer the 
formula prescribed in the Fulbright amendment ? 

Commissioner KvyKEnpat.. I believe fe I would, and I believe 
the majority of the Commission would. I don’t think it is as rigid as 
the Panhandle formula. 

I might add this: I suggested, testifying in the House, that perhaps 
the reasonable market price, or just and reasonable price, would be a 
phrase which might overcome some of the fears or objections of those 
who didn’t like the phrase “reasonable market value,” but I wouldn’t 
want to belabor the point. In my mind, they mean the same thing. 
I don’t see any different between the two. 








1202 AMENDMENTS TO THE NATURAL GAS ACT 


Senator Pasrorr. Reasonable market value is the product of a com- 
petitive market, where the supply and the demand are on an even keel, 
where it is no longer a buyer’s market or a seller’s market, but it is an 
open market, and there is competition in the free fluid market, where 
the market, itself, establishes a price. We believe in that philosophy 
and that concept. 

Now, if you are going to adopt this as a formula, as a regulation, 
why do we need regulation at all? Why do we need any kind of reg- 
ulation if we are going to adopt a formula that we say is the product 
of a free and open market ? 

Commissioner KUYKENDALL. Obviously, if you have a free and open 
market, that is the best regulator that there is. 

Senator Pasrore. Do you believe that the production and gathering 
of gas, insofar as it is sold in interstate commerce to pipeline com- 
panies, is a free and open market where the buyer has the same 
( pportunity as the seller / 

Commissioner KtuykKENDALL. I believe that it isa highly competitive 
market. Conditions change from month to month or year to year, and 
from field to field, and there has been a seller’s market in recent years, 
postwar. 

I can’t say that that would continue forever. It depends on how 
much new gas is discovered, of course. 

We don't like these favored-nation clauses. The Commission has 
expressed disapproval of them previously. 

Senator Pasrore. Is there anything in the Fulbright amendment 
that corrects that? 

Commissioner KuyKENDALL. It would only correct it so far as new 
contracts are concerned. 

Senator Pastore. New or renegotiated contracts. Yet the Commis- 
sion took a position endorsing the Fulbright amendment in its entirety, 
isn’t that so, before the House committee? Am I right or wrong? 

Commissioner KuyKenpaAy. We took the position that we felt that 
utility type regulation was not applicable and workable insofar as 
producers of natural gas are concerned. 

We said that if any type of regulation or control were needed, we 
felt it should be along the lines of our antitrust laws, and not a com- 
plete wiping out of competition, but some kind of legislation to control 
or encourage competition. 

Our position, in which we approve control ever favored-nation 
clauses, is, I believe, consistent with the position we took in the House. 
It would still leave all the competitive forces that there are to work. 
However, it would provide a ceiling or a method of protection in any 
cases where it was found that the seller had an undue advantage. 

Senator Pastore. Do you think it would be in the public interest if 
the authority of the Federal Power Commission be retained insofar as 
all contracts that have been negotiated since the passage of the Natural 
Gas Act in 1938 until the present moment, and partic cul: arly up to the 
decision of the Phillips case, that you should maintain jurisdiction to 
supers ise and review all of those contracts? 

Commissioner KuyKENDALL. Yes; we have no objection at all to 
doing that, and it is hard logically to draw a distinction between the 
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new contracts and the old ones. Of course, on legal bases you can 
see a distinction. 

Senator Pasrorr. Is it your understanding of the Fulbright amend 
ment, S. 1853, that it deprives you of the authority to review those 

xisting contracts ? 

Commissioner KuyKENDALL. I would construe that as it is now 
drawn as depriving us of any authority to review existing contrac ts. 
Senator Pasrore. Do you agree if anything happens at all to t] 
Fulbright amendment it ought to be ame nded with re spect to reti uning 

n the Commission the authority to review existing contracts? 

Commissioner KuyKENDALL. Yes: I would agree with that. 

Senator Bricker. Are there any contracts that antedate the passage 
of the Natural Gas Act? 

Commissioner KtuyKENDALL. I imagine there are, Senator, but | 
don’t think there would be very many. 

Senator Bricker. There wouldn’t be any that contained favored- 
nation clauses ? 

Commissioner Kuykenpatu. I think that is the point. Most of 
those peculiar types of escalation clauses, which have caused the diffi 
culty, were invented later. 

Senator Pasrorr. I doubt, too, as a matter of law, whether they 
would have the authority. 

Senator Bricker. No; the ‘vy couldn’t go back of the passage of the 
Natural Gas Act, but they could go back to that time. 

Senator Pasrorr. That is why I said since the passage of the Natural 
Gas Act, because the Supreme Court said we then had the authority. 
I doubt that we could go back of the Natural Gas Act. 

Here is another question, Mr. Kuykendall. What is the compara- 
tive consumption of natural gas between the year of 1947 and 1954? 

Does anybody know that? 

Commissioner KuyKenpaL. Offhand, I don’t. Do you mean the 
annual volumes consumed ? 

Senator Pastore We have been receiving here statistical compari- 
sons as to prices, and for most, the base of the price was set in 1947, 
and the termination in 1954. Now, I would like to get a comparison 
as to the use t ae was being made of natural gas when the price was 
down around 3.5 cents per thousand cubic feet in 1947, and the use 
of natural gas in 1954 when, under those contracts, it went up to about 
15 cents per thousand cubic feet. 

Senator Monroney. You don’t mean the average? 

Senator Pastore. I mean the average. 

Senator Monroney. 15? 

Senator Pasrorr. 12 to 15. The thing that is bothering me is how 
much is this a buyer’s market or a seller’s market, and where is the 
competition? Is it the competition among the pipeline companies 
who are trying to reach out to grab these reserves, or is the compe 
tition in the field that a buyer can go wherever he pleases and buy 
gas pretty cheap. 

Any competition is between the buyer and the seller, not « compe- 
tition among a lot of buyers, or a competition among a lot of sellers, 
and I think that ought to be made clear in the public minds. Is the 
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competition we are talking about, people reaching out for gas, or is 
there competition in the open market that would give you a fair mar- 
ket price? 

Senator Danre.. Mr. Chairman. 

Senator Pastore. Mr. Daniel? 

Senator DanteL. May I ask if the witness knows the average price 
producers are receiving for the gas is somewhat lower than the chair- 
man indicated. 

Commissioner KuyKENDALL. I am sure it is, Mr, Chairman, 

Senator Dantret. Do you know what the average price is that the 
producers are receiving for gas today? 

Commissioner KuyKEeNnpALL, You mean throughout the whole 
country ¢ 

Senator Danre.. Yes. 

Commissioner KvuyKEenpDALL. I don’t remember offhand, but we can 
furnish that. 

Commissioner Dicry. It is less than 10 cents; it is 9, somethir 

Senator Pasrorr. What was it in 1947? 

Commissioner KuykENDALL. It was probably half that much. 

Senator Pastore. Probably half? 

It wouldn’t be less than half? What was it; give mea figure. You 
gave me 9 cents; now give me a figure in 1947. 

Commissioner KuyKENDALL. We will be glad to get that from our 
staff and submit it. 

Senator Pastore. And I would like to know, too, the comparative 
use of gas between those two dates. 

Commissioner KuyKENDALL. In volumes? 

Senator Dantet. Now, Mr. Chairman, would it be fair for me to 
ask at this time if the Commission could give us a comparison with 
other heating fuels, and how they have increased in price from 1947? 

Do you have such figures available, or not ? 

Commissioner KuyKenbau. I think we do, Senator. I think we 
could give you some comparison on that, going back to 1947. 

Senator Danrex. Yes; for the same period of time. 

Commissioner KuyKenpa. All right; I think we can supply that. 

Senator Pastors. I think it would be very important. 

Senator Monroney. The figure in 1947 would not reveal very much 
interstate transportation, shipment, and consumption of natural gas, 
would it? The load has grown to probably double in that period of 
time. 

Commissioner KvuyKenpatu. I would rather not speculate on what 
the figures were. There were lots of interstate sales in 1947. There 
are a lot more now, undoubtedly. 


a 
ig. 
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Senator Pastorr. Mr. Kuykendall, assuming that the Phillips de 
cision stands, and these other amendments do not become law, would 
you say that it is administratively impossible to carry out the edict 
of the Phillips case uncer the Natural Gas Act? 

Commissioner KuyKEeNDALL. I don’t think I would use the word 
“impossible,” but I would say it is extremely difficult. 

Senator Pastore. I don’t think people are concerned with whether 
it is difficult or not. We are concerned here with the possibilities of 
administering the law. 

Let’s assume Congress takes the position that producers and gath- 
erers are to be included in control, and let’s assume the Supreme 
Court decision stands—which is the Supreme Court decision of the 
United States. 

Do you stand before me now and say that no Commission can ad 
minister that law, according to law ? 

Commissioner KuyKenpDALL. No; I don’t say that. I would like to 
point out to you a few of the difficulties that are involved. 

Senator Pastrorr. All right. 

Commissioner KuykENDALL. First, we have the problem we were 
discussing a while ago. What standard can we use, or does the law 
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require is to use, 1n determining whether a producer's price is al fair 


pl ce? | iat ha p zzled us ever since the Supreme Court decided 
Last vear we asked for suggest ons from everyone interested pipe- 
line ¢ol pane , producers, distributing companies, and all interests 
to give us written suggestions on what kind of a standard should 
a. Ther ve held oral argument and wave those people an 
opportunity to exp; in to us how they thought we should approach 
problem. I might say that out of all that, nothing developed 
which is clear, or to my mind, is satisfactory. 


There are two main schools ot thought. There are those who say 


we 3] oO) ld mply use the original cost method as we do in regulating 
the transportation cost of gas. The majority of us think that is not 

ork ble. We think the Panhandle opinion demonstrates it. whe re 
the use of that method brought the cost of gas down to point 85 cents 
per thousand cubic feet. In that case—to make a valid comparison 
beween what the pipeline producer was getting as compared to an 
independ nt producer we considered the production credits whieh 
had been applied and we considered that Panhandle was entitled 
to de} letion allowance, which the independent producers 20T to keep 
tor themselves, and we found, on that basis, that the pipeline pro 
ducer wa putting his gas into the line at less than nothing at a 
negative hgure. 

I feel that the use of original cost would make us slaves to mathe- 
matical formulas which simply don’t work in the producing industry. 
I think that costs, and the question of whether or not a price is com- 
pensatory, are certainly a consideration, but they can’t be the sole 
cuide. 

Then the only other guide that was suggested to us was to recog- 
nize arm’s length contracts, competitively arrived at. 

The question is: If we do that, are we doing what the Supreme Court 
said we ought to do in the Phillips case? 

The Supreme Court seemingly has said that the producers are in a 
business which is affected with a public interest and which requires 
regulation to offset, or to prevent the working, in the ordinary way, of 
the economic laws of supply and demand, and that we are to control 
and restrain those laws. 

It seems to me we are not controlling and restraining them when we 
simply recognize prices arrived at by negotiation, so we have the legal 
problem whether, if we do that, our action will stand up in court. 

Now, any other standards, if there have been any others suggested 
to us—I don’t know what they are, and there weren't any. 

Senator Pasrore. May I interrupt you for a question at this point ¢ 

(‘Commissioner KUYKENDALL. Yes. 

Senator Pastore. You have had about 2,200 cases since the Phillips 
case was decided and you have determined all except 68 or 70 of them. 

Now, what formula did you use in those cases 4 

Commissioner KuyYKENDALL. Senator, the Commission has not yet 
determined any producers’ price to be a fair price, or to be a just and 
reasonable price. We are still at that problem. We have a number of 
hearings set in various producer cases. 

What we did do was to allow those increased rates which the pro- 
ducers filed in many cases to take effect without suspension, and they 
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became the effective rates, but under the law that does not mean that 
we found those rates to be ju t and reasonable. 

We simply exercised our discretion as to what ones we should sus 
pend and what ones we should not suspend. Frankly, last year these 
things were coming at us so fast our mail room was so bogged down 
with filings that the Commission received those matters just at the 
very last minute. We had 30 days to act on them. We simp ly had to 
act pretty much lke a baseball umprice acts, and s ay ‘Yes.” or say 
“No.” 

Senator Pasrorr. Are you actually saying that unless your position 
is preserved by the Supreme Court in the Panhandle case, which would 
compe | you, if you were n’t sustained in the supreme Court, to revert 
Lack to your just and reasonable, strict formula, without any flexi- 
bility, that then you would be m oe trouble unless the ¢ OnNGTess 
spelled « out a new definition of “just and reasonable” insofar as the 
pro ducers and o% atherers are conce rned ¢ 

Commissioner Kuykenpaut. Yes, I would say we are in great difli 
culty. 

Senator Monroney. Do you have to go to a cost basis then 7 

Commissioner KtuyKENDALL. I don’t think we do, and I wouldn’t 
say we do, but we don’t really know where to go. I think possibly 
we might be able to make some economic studies, and studies of com 
parative fuel costs, and all the pertinent economic factors, and 1f a 
sufficient record were made in a case which showed we considered all 
these things, pe rhs aps ine luding cost. we might be able to arrive at a 
decisi on whi h the courts woul cd uphol 1. but it is voing to be a very 
ar process. 

senator Pasrorr. Of course I am looking at the two extremes, and 
f am trying to find the middle path which might be the solution to the 
whole prob lem. 

I am perfectly willing to agree with you that this is not of easy 
solution, it is a delicate, sensitive situation. I am perfectly willing to 
agree With you on that, but the one thing that disturbs me, and I think 
you have more or less confirmed it, you do agree this is a seller’s mar- 
ket, insofar as natural gas is concerned, between the pipeline and the 
producer. Do you agree with that statement ? 

Commissioner KuykENDALL. Yes. 

Senator Pastore. I think fundamentally that is the crux of the 
entire problem. 

Now, if this is not a buyer’s market, and this is still a seller’s market, 
and the seller has the right to make the market, because it is a seller’s 
market, and he makes a reasonable market, price because he is a seller, 
then how are you going to protect the public interest or the consumer 
interest under the formula set out in the Fulbright bill? 

Commissioner KuyKENDALL. I think that word “reasonable” 
does it. The sellers, if there is a seller’s market, make a market price. 
[f it is wholly a seller’s market, I don’t believe that is a reasonable mar- 
ket price. 

Senator Pasrorr. How would you determine it ? 

Commissioner KuykeNnpDALL. By analysis of the facts. 

Senator Pasrorr. They tell you here on the last page of the Ful 
bright amendment that you have got to take into account the effect of 
any contract upon the assurance of supply. 


s what 
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That is like shooting in the dark; isn’t it? You will never deter- 
mine that. 

How are you going to know how much natural gas is in the ground, 
how is anybody ever going to know that, and that is where the supply 
is? 

You will have to take a lot of people’s word for it. 

Commissioner KuyKENDALL. We would have to use our judgment. 
Of course we would never know whether the gas was there or not, but I 
think we might be able to determine whether or not the price we had 
fixed was adequate to encourage further drilling, which I think is what 
really is intended there. 

Senator Pastore. You know that all the drilling for natural gas 
starts with drilling for oil; isn’t that so? 

Commissioner KuyKENDALL. That is true, most of it, or much of it. 

Senator Pastore. How are you going to determine that? 

Commissioner KvuyKENDALL. I don’t know, and that is another diffi- 
culty of trying to regulate the producers on a cost basis, when he is 
really drilling for and producing oil, and gets gas out of the same well. 

We would have, IT think, endless allocation problems. Every time 
a producer drilled a dry hole, he might be inclined to contend that he 
was drilling for gas, and want that cost allocated to gas. 

We would have, I think, tremendous problems and disputes over 
allocating between the oil costs and the gas costs. 

Senator Monronry. In the same field, wouldn’t vou have wide dif- 
ferentials between various wells as to their cost and as to their differ- 
ence in production out of the same well? 

Commissioner KtykenpDALL. Oh, yes, and we pointed that out in 
the Panhandle decision, which is now in the record here, and quoted 
from Justice Jackson, who pointed out that under the cost formula 
there could be as many as three different prices for gas coming out 
of the same well. 

Senator MonoronNey. What you have established in the Panhandle 
case has been to consider the general value of gas as established in the 
field by the way it averages. 

Commissioner KuyKENDALL. As a commodity. 

Senator Monronry. Instead of as a public utility. 

Commissioner KUYKENDALL. Yes. 

Senator Monroney. When you try to put a public utility yardstick 
on the production of a commodity as volatile and difficult and ex- 
haustible as gas, you have got an entirely different basis of regulation ; 
have you not? 

Commissioner KvykenpDALL. I think so, Senator. 

Senator Monroney. On electricity, that is replenishable, it is a 
manufacturing process of conversion of one form of energy into an- 
other form of energy, but no one we know will make any more gas in 
the ground from now on until the end of time, so you not only are ex- 
pending a commodity in sale, but you are also withdrawing a capital 
asset that is becoming less with each thousand feet of gas produced 
from the well. 

Commissioner KuyKEenpDALL. That is right. 

Senator Pasrorr. Do you believe that you could administer the 
formula set out under the Fulbright amendment, Mr. Commissioner? 

Commissioner KvuyKENDALL. Yes, Senator; I believe we could, and 
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I base my decision, or my opinion, on what particularly the Hope 
Natural Gas case, dec ided by the Supreme Court, says in regard to 
the Commission’s not being confined to any one rigid formula. 

There is some other language in the case which may lead some 
lawyers to conclude, and it will be argued before us, I think, that 
we are confined to original cost in that case, but I don’t believe we are. 

We must have some standards, that is certain. 

Senator Pasrore. We must have a standard, but all these attempts 
at a standard, when we begin to pick them apart, you say “I don’t 
know how we are going to apply that”; that is what confuses me. 

I point out one of the parts, the effect on supply, and now you say 
you can use that as a basis. 

Looking at subsection (c) under the Fulbright amendment: 

The Commission shall determine upon application made by a natural-gas com- 
pany, whether the price or prices to be paid under such new or renegotiated 
contract meet the foregoing provisions of subsection (b) of section 5. 

Do you mean to tell me you could pass administratively on every 
contract as to the reasonableness of the market price? Every time 
the supplier negotiated for new gas, or for other gas after an exist- 
ing contract expires, that all these contracts are to be passed on by the 
Commission ? 

Ido you call that reasonable supervision and regulation / 

Commissioner KuyKENDALL. I think, Senator, that it is a lot more 
reasonable and a lot more workable than what we have now. 

Senator Pasrore. Even if your Panhandle case were sustained ¢ 

Commissioner KuyKENDALL, Yes. 

Senator Pastore. Do you mean to tell me you would rather have 
section (b) of the Fulbright amendment than to be sustained by 
the Supreme Court on your formula in the Panhandle case? 

Commissioner KuyKenpauu. Under that, I think we could use the 
Panhandle formula, if we wished to. 

Senator Monroney. It is practically the same thing. The Com- 
mission determines whether it is the weighted field price, or a reason- 
able market price; they establish that on whatever yardsticks your 
Commission determines. 

Commissioner KuyKENDALL. Yes; I think we could use the weighted 
average field price if we felt that was proper, but we wouldn’t be tied 
to it. If we felt circumstances required us to deviate, we could. 

Senator Dante.. If you thought that was an unreasonable price, you 
should set a lower figure ? 

Commissioner Ktuykenpatn. That is right. 

Senator Dante... Under the Fulbright provision / 

Commissioner KuyKENDALL. Yes. 

Senator Pastorr. And how would you do it? I like these clichés 
and platitudes, but when you apply them you get a different story. 

How would you say it was unreasonable, under what conditions? 

Unless you said that the consumer can’t afford to pay ? 

Commissioner KuYKENDALL. Yes, that would be a sure ee 

Senator Pasrorr. There is no indication of what the consumer can 
afford to pay. Now, if the prevailing price in the market, which is 
made by the seller’s market, is the prevailing price, under what formula 
would you say it is unreasonable? 
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Will vou explain that to me? What would vou use as a basis fo} 
avihg it unreasonable / 
Commissioner KUYKENDALL. I « n't give you a simple formula, but 


| can te 1] vou how | would vo about determining it. 





Senator Pasrorr. All right, you tell us that. 

(‘omn oner KtUyKENDALL. I would want to have a hearing in 
which the evidence of the contracts that had been executed or 1} 
effect pertain ne to gas in that area were of record. We would knovy 
what the prices were, we would know when the contracts were executed, 


and we would know what the contracts provided for in detail. 


We would want to know how many sellers there were in the field. 


ind how many buvers. We would want to know, and we could find 
he seller was in. Was the seller in control 


out, | think. what position { 
of the situation. did he have buvers that were franctic to get natural 
gas, or were there buyers who bought from him when they could have 
bought somewhere else, possibly by extending their pipeline a little 
bit 7 

We would have all those facts which you should consider, and I 
think it would be possible to determine whether or not there had been 
a buyer’s market or a seller’s market, or a reasonable market. 

] clo *t sav it is easy. but I do think it is a lot easier than what wi 
are now contronted w ith, and a lot more satisfactory. 

Senator Pasrorr. Do you think that would stand up in court ¢ 

Commissioner KuykenDALL. I think it will, if this law is passed. 
ves. 

Senator Pasrore. And at these hear OS, who protects the consumer 
Way back home In Michigan, Wisconsin, or thode Island ? Who 
represents him at these hearings ? 

Commissioner KuyKeNDALL. Our staff represents him, and that is 
what the Commission is created for, to protect consumers, 

Senator MONRONI ie These local people have a right to intervene. 
and do, Vor ferously ¢ 

Senator Pastore. You mean the housewife who turns on the jet to 
fry an egg. she is going to be represented down ther 

Senator Monroney. The State regulatory bodies would be on hand. 

( ommissioner Kx YKENDALL, The State commissions appear, fre 
quently, and officials of cities. 

Anyone interested can appear. 

Obviously each individual customer can’t appear. We couldn't 
hold a hearing in the armory here if they all appeared. 

Senator Pastore. Why wouldn’t you say we would be just as well 
off if we repealed the Natural Gas Act of 1938 than to do what you 
are suggesting? Wouldn’t we reach the same conclusion ? 

Wouldn’t we be as well off ? 

Commissioner KuyKENDALL. I don’t think we would. In the first 
place, everyone seems to assume the price of natural gas is always 
going to keep going up. I can’t predict the future, but I do know 
that the price at which it is selling in a number of areas in the country 
is so high now, that it can’t go up any more, because it can’t be sold. 
if it does, so there you have a brake. 

There has been a great deal of drilling in the gulf, off the coast of 
Louisiana, and some pipeline companies believe that tremendous 
reserves are going to be brought in. We don’t know what the effects 
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of atomic or solar energy might be. Natural gas might find it has 
some ~~ competition from those sources. I think there are a 
number of possibilities of gas not going any higher, even though it 
were not regulated, but I can’t say it will not go any higher, or I 
can’t say that it will come down. It ae in certain cases. 


I think the tr: insport: ition cost of s always must be regulated, 
because that business is a monopoly, completely, in the sense that 
there is no other carrier offering to tr: sport that gas. I think the 


gas industry itself ought to have supervision in regard to issuance 
of certificates of pi ublic convenience and necessity. 

Senator Pasrore. Well, now, we have the evas supervised on the 
consumer level | V the local authorities, over the local utilities of the 
various States. 

You have the pipelines under supervision of the Federal Power 
Commission, irrespective of the Phillips case. 

If we pass the Fulbright amendment, we invoke the exemption under 
section 1 with reference to producers and gatherers, don’t we? 

Commissioner KuyKENDALL. Substantially, yes. 

Senator Pastor E. Now, if the price ot gas is supervised m the 
local level by the public utility company, and we are going to remove 
the producer and the gatherer from supervision of the I ‘ederal = ower 


Commission, and it is a practice that every time the price ng Ais foes 
up in the field, all that the pipeline company has to do is just state 
the fact before the Commission and get that equivalent, oa pass it 


on to the consumer - 
Commissioner KuyKENDALL. No, that is not the practice, Senator. 
Senator Pastore. All right, then, you give me the practice. 
Commissioner KuykenpALL. What I told you a little bit ago about 
how we had let these increases of independent producers go into effect 


without hearing, with not very mucl 


to consider them, is not 


h time 
what we have done with pipeline companies. 

Senator Pastore. I am talking about before the Phillips case, now. 

Commissioner Kuykenpanyt. And since the Phillips case, so far as 
pipeline companies go, we have managed to maintain strict contra 
over them. Many pipeline companies receive increases in cost of gas, 
or increased labor costs. or something or other, which they don’ 
immediately pass on. If they do try to pass it on, we don’t permit 
them. We ‘suspend it and eall an investigation. 

At the present time, we have 30 some natural-gas pipeline rate 
cases eet suspension and under investigation. 

Senator Pasrorr. And what do you determine at these hearings? 

Commissioner KuyKENDALL. We determine what amount of revenue 
they require to get a fair return on their net depreciated investment. 

Senator Pasrorr. Well, you have already done that, previously 
when you granted them the last rate increase. Then in the meantime 
the producer asks for more money under, let’s say, a favored-nation 
clause, which raises the price of the gas maybe from 7 to 9 cents in 
the field. Who absorbs the 2 cents, if it isn’t passed on to the con- 
sumer ¢ 

Commissioner KykENDALL, The pipeline companies do, and not in- 
frequently, they are able to do it. Perhaps their volume of sales have 
increased, so they are making more revenue out of the same facilities, 
or, if they are not expanding. depreciation has accrued against their 
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investment, and they have a smaller investment against which they 
must earn. 

Now, there is another factor which may, and I don’t promise that 
it will, but which could bring about a situation where consumers would 
not be affected Dy increased costs, either of the pipelines, or of the 
producers, 

Once the interstate transmission facilities in this country are pretty 
well completed, and I think we are nearing that ee myself, I think 
we have only 2 or 3 more major pipelines to be built and after that, 
there will only be some additions, and what we call looping, and adding 
of compressor stations and so forth, then, if we come to that point, 
the pipeline companies will have a diminishing rate base, due to the 
fact that depreciation will accrue, and they will be allowed to recoup 
it in their rates. As this rate base reduces, their rates can be re- 
duced, everything else being equal. 

Senator Pasrorr. Do you think it is good, in the public interest, to 
regulate the pipeline ? 

Commissioner KuyKrenpbatu. I think it is imperative. 

Senator Pastore. You say it is imperative ¢ 

Commissioner KUYKENDALL. Yes. 

Senator Pastore. Then by the same token, why isn’t it imperative 
to regulate the producer and gatherer, if he is selling the same product ? 

Commissioner KuyKenpALL. The pipeline company is not selling the 
product in the sense that it is making a profit on it. The pipeline 
company makes no profit on its gas. The pipelines are rendering a 
transportation service, and they have a monopoly in that service, at 
least so far as the customer is concerned. In almost every case the 
distributing company can get that gas from only one source, or if he 
gets it from more than one source, he can’t get enough from one source 
to bargain down the price from the other. Consequently, it is a form 
of transportation which has no competition, and should be regulated, 
in the public interest. 

Senator Pasrorr. And you make a distinction between the pipeline 
company and the producer and gatherer? 

Commissioner KuyKENDALL. I certainly do, and I think there is all 
the difference in the world. There is competition in the producing in- 
dustry. There is a great deal of it. 

I will agree with you that there has been a buyer’s market in re- 
cent years. 

Senator Pastore. You mean a seller’s market ? 

Commissioner KuyKENDALL. Yes, seller’s market. How long that 
will last, I don’t know, but I don’t think there is any analogy at all 
between a pipeline company and a producer. 

Senator Pastore. Let me ask you this question: 

If the Fulbright amendment passes, do you expect the prices to 
stay where they are, to go down, or to go up? 

Commissioner KuyKEeNDALL. Well, there you are asking me 

Senator Pastore. I am asking you the $64 question. That is what 
is bothering us all. 

Commissioner KvuyKENpALL. Obviously, the prices would not, of 
themselves, be reduced because of the Fulbright bill. Other factors 
conceivably could bring about a reduction here and there. I think 
the prices would tend to stabilize, because I would assume that we 
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might find that in new contracts which had a price higher than any 
yet known, they would probably not be approved. 

It is difficult to talk about this too much, because I am making a 
record, and it may be held against me. I may be accused of pre 
judging cases which may arise in the future. 

Senator Pastore. We might prove you are wrong, and I think 
can tell you right now I think you are going to be wrong, because 
in my humble opinion—I may be wrong and I pray | am wrong 
that is what the Fulbright amendment is aimed at. 

Senator Monroney. Would it be your opinion that gas prices 
would stay stable or go down if the Fulbright amendment 1s not 
passed ¢ 

Commissioner KuyKenpatu. Well, I couldn’t say that. A lot of 
people have testified, and I think here before this committee, that no 
matter what happens, gas would continue to go up, at least in some 
areas. 

Now, I don’t say that would happen, but I do recognize we have 
got economic forces at work here, including the prices of other fuels, 
th: at can’t be wholly ignored. 

My guess would be that under the Fulbright bill, and particular- 
ly if it is amended along the lines Senator Pastore was asking about 
a little bit ago, the rise would at least be slowed down. 

Senator Dante. May I ask a question ? 

Senator Pastore. Yes. 

Senator Daniet. Do you think if the Fulbright bill is passed, a 
greater supply of natural gas will come on the market in interstate 
sales? If this problem that the producer now faces is finally an- 
swered along the lines proposed in the Fulbright bill, will that cause 
a greater supply of natural gas to be made available for interstate 
shipment ¢ 

Commisisoner Kuykrenpautu. Yes, it will. We know that some 
producers now are deliberately holding gas off the market. We had 
that situation in the Louisiana pipe line case where two producers 
who had agreed to supply gas for the project had escape clauses in 
their contracts, and refused to do so after the Phillips decision. Un- 
doubtedly, if there is some corrective legislation, those companies 
will sell their gas in interstate commerce. 

Perhaps they would anyway, in the end. I don’t know how to 
evaluate what these producers say about not selling in interstate 
commerce. I think the little fellows, perhaps, or most of them, will 
have to sell when they can, and they will sell in interstate commerce 
anyway. 

How much scare talk there is among the producers as to not sell- 
ing in interstate commerce, I can’t say, but I do know definitely that 
passage of some corrective legisl: ation would stimulate the availabil- 
ity of gas for interstate commerce. 

Senator Danier. And isn’t a greater supply of gas the biggest 
factor toward possible stabilization of gas prices, or possibly lowering 
them ? 

Commissioner KuyKENDALL. Obviously if the law of supply an 
demand functions, a greater supply would, in the end, bring down 
the price. 
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Senator DANIEL. Do you know of gas reserves, at least what appear 

be reserves from discovery wells. not now being developed, that 
probably would be more likely to be developed if this Fulbright 
bill Is passed ¢ 

Have you heard of any such situation ? 

Commissioner Kuykendall. I have heard of those situations, and 
I have heard the statement made that there were reserves that were 
not being developed on account of the present legal situation, but I 
haven't investigated, and I couldn’t corroborate or verify the fact 
In any oiven case. 

Senator Danre.. You can understand why someone with a reserve, 
who had other drilling to do and other operations to carry out in oil 
or gas, might be inclined to wait to see what price is going to be 
paid for the gas before spending several millions of dollars in develop- 
ing his reserves, can’t you 

Commissioner KuyKENDALL. I can see that, and I think it all sim- 
mers down to the application of the simple economic forces that we all 
generally understand pretty well. 

If these produce rs do not have to se TT their gas in interstate com- 
merce at this time, they probably won't, because they will wait to see 
what the Congress dom. and what the situation is. 

They will look around, very probably, for intrastate market, and 
they will find it, I suppose, in some cases. 

But in the end, they will do whatever seems to be the best thing 
for them to do. SO far as their pocket book is concerned, and | can’t 
predict exactly what that would be. 

Senator Pastore. Isn’t that answering the qu testion I asked a short 
time ago? These prod icers are hol ling up their gas now to see if the 
Fulbright amendment passes, and if it ever passes, I will give you 6 
months to see the difference in the sake e. That is what they are wait- 
ing for, they are waiting for the big day, and the big day is when the 
Fulbright amendment is passed, 

Commissioner KuyKenpaut. J think the very supplies, additional 
supplies, would have a counteraction of reducing the price. 

Senator PAsrorp. How can you say that, when this gas it actually : 
byproduct of speculating for oil? Do you mean to tell me that ‘hate 
is going to be a letdown in speculating for oil in this country ? 

Commissioner KtuyKENDALL. I wouldn’t think so. 

Senator PASTORE. As a result of this legislation ? 

Commissioner KuyKENDALL. I have seen no evidence of it yet. 

Senator Pastore. All the gas we find, we find when we drill for oil, 
don’t. we? 

Commissioner KuyKENDALL. Not all of it, I think about a third 
of it. 

Senator Danret. About a third is produced with oil. But in dis- 
covery wells, usually the discoverer is looking for oil rather than 
vas. 

Senator Pastore. He is looking for oil, and he happens to find gas 

Senator Dante.. But, may I add this, again for the record, that the 
chairman is overlooking the difference between the discovery well in 
which you find gas instead of oil, and the wells that are necessary to 
develop the gas reservoir and produce it. That is the expenditure-—— 

Senator Pasrorr. I am speaking on the same subject of discourage- 
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ment. I don’t think you are ever going to discourage the man who 
spec ulates ore xplores for oil. 

Senator Dantet. They have been discouraged in some of the South- 
western States in the development of the reserve after it is discov- 
ered, until they know what price they can get, because actually those 
operators in most instances develop the reserve on borrowed money. 

The bank has to know what is going to be the income from the re- 
serve before they will loan them the money. 

Senator Pastore. Mr. Kuykendall, are you familiar with the opin- 
ion that was rendered to your Commission by the general counsel, on 
the Fulbright amendment ? 

Commissioner KuyKENDALL. I think you mean on the Harris bill? 
Senator Pastore. Mr. Willard W. Gatchell. He raised some seri 
ous questions about the workability of the Fulbright amendment, 

didn’t he? 

Commissioner KuyKenpatn. I am thoroughly familiar with that. 
Do you want to ask me about any points in it. 

Senator Pastore. I mean as to the Harris bill. 

Didn’t he savy under the new sentence in subsection (e), section 6 
of the act, the requirement that the Commission consider “the effect 
of the contract upon the assurance of gas supply and the reasonable- 
ness of the provisions of the contract as they relate to existing or 
future market field prices” is equally puzzling. 

He is talking about this provision I mentioned to you. 

Then he goes on to say: 

The Supreme Court held in the Hope Natural Gas Company and Phillips Petro 
leum cases (820 U. S. 591), that the primary purpose of the Natural Gas Act 
is to protect consumers against exploitation at the hands of natural gas com 
panies, and observations which in harmony with the declaration in section 1A 
of the Natural Gas Act, protection of consumers against exploitation looks to 
the fixing of maximum rates, whereas the effect upon gas supply looks to the 
fixing of minimum prices. 

Commissioner KtYKENDALL. Of course, those two interests have 
to be balanced. 

Senator Pastore, Isn’t it a fact your general counsel’s opinion with 
reference to the Harris bill, which is similar to the Fulbright amend- 
ment, raised many serious questions of administration and legal 
aspects. 

Commissioner KtuyKENDALL. He raises some serious questions, all 
of which I have considered, and the Commission has considered. I 
would repeat what I said before, that I ee that the situation under 
the Fulbright bill, or something like it—and I would include there, 
control over ‘ibarhiie escalation Pisa would be better for the Fed- 
eral Power Commission and better for the consuming public, and bet- 
ter for the pipelines, and all segments of the gas industry, including 
the producers, than the situation that now exists. 

Senator Pasrorr. Now, let me get your position clear on the record, 

You are perfectly willing to accept the Fulbright bill, with the 
exception that you retain jurisdiction over existing contracts made 
since the passage of the Natural Gas Act, with particular reference 
to escalation clauses, and favored-nations clauses, and spiral clauses ? 

Commissioner KuykenpALL. Yes, jurisdiction over any kind of es- 
calation except that which is fixed and definite, and whereby the bal 
ance due on the contract can be determined at any time. The House 
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also included, and I think it is wise, a provision to permit the passing 
on of any taxes, production taxes in such contracts. 

Senator Monroney. In other words, maybe a cent every 5 years or 
2 cents every 5 years, you would approve that. 

Phat is not the type of escalation you disapprove of; is that correct ? 

Commissioner KuyKENDALL. The reason I don’t disapprove of it is 
that the distributors seem to be willing to accept that. 

Senator Monroney. If it is fixed and certain, it was a part of the 
deal when it was made. 

Commissioner Kuykenpau.. If they know what it is, if it is fixed 
and definite, they can live with it and handle it, and they recognize 
the necessity of a producer getting a little more money ‘during the 
latter part of his contract than he does at the first. ‘That is bene ficial 
to the pipeline company and to the distributor at the first when they 
have, ordinarily, a larger investment than they have at the last, and 
have not built up their markets, so those fixed escalations don’t seem 
to be troublesome. 

Senator Pastore. Mr. Kuykendall, does your Commission take the 
position that it would be in the public interest not to control or super- 
vise the producer and gatherer, with the exception of the qualifications 
you have just made? 

Commissioner KuykENDALL. Yes. 

Senator Pasrorr. Do you think that that would tend to bring the 
price of gas down? 

Commissioner KuyKkENDALL. I don’t say it would bring it down, and 
I dou bt if it would, but the question is, Should it be brought down? 
and I don’t know the answer. Is it high in comparison with coal, 
or fuel? What is its intrinsic value as a commodity? Should it be 
brought down artificially to such a low point that the Nation will 
consume our natural gas faster than it should? 

Senator Pastore. Don’t you think under the specifications you have 
just set forth, that is the reason why it should be under some kind of 
supervision ¢ 

Commissioner KuyKkenpatu. I don’t understand your question. 

Senator Pastore. You take the gas consumer, he is a captive con- 
sumer, he is already converted to use natural gas. He converted to 
natural gas because he was told it was going to be cheaper than the 
other conventional fuels. 

Now you are saying the question is whether or not it competes with 
other fuels. He got into this hassle because he was told it was cheaper, 
and now you are trying to bring it on the same competitive level. 

Commissioner KuyKENDALL. I am not trying to bring it on the same 
competitive level. 

Senator Pastorr. You say you would determine whether it com- 
petes with electricity, or oil. 

Commissioner Kuykenpatu. Why should there be an artificially 
depressed price for one fuel, and not for the others ? 

Senator Pastore. Do you think supervision would depress a price? 
Is that what you do in the Federal Power Commission? 

Commissioner KvuyKENDALL. No, but I thought that was what you 
were talking about. I don’t think we should depress the price too 
low. We have the problems of incentive for exploration. 
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Senator Pastore. This is the question I am getting at, fundamen- 
tally. It isn’t your place to put people out of business, is ‘it? 

Commissioner KuyKEenbALL. No. 

Senator Pastore. The people that you supervise, they are not los- 
ing money are they? 

Commissioner KuyKkENDALL. We endeavor to see that they don’t, 
that is our duty. 

Senator Pasrore. It is your duty to see that they render service 
and stay in business. W hy do you say you are going to depress the 
price of gas if you supervise the producer? W hy aren’t you going to 
see that he st: Lys in business ? 

Commissioner _KuyKenpatu. I don’t say we would depress the 
price, and I say I do not think it should be depressed. 

Senator Pastore. What harm will be done to the producer if you 
supervise him? 

Commissioner KuyKENDALL. I will say this, that we do have to see 
that the pipeline companies, and the State authorities have to see 
that the distributing companies, keep alive and make a return on 
their investment; but I don’t think the Government should ever get 
into the business of endeavoring to insure that producers of oil or 
gas get a fixed return on what they invest. I think it is too hazardous 
a business for the Government to endeavor to do that. I think those 
people should be left alone to take their own chances, and if they 
get a lot of gas at a cheap price, I think they are entitled to as much 
money for it as the man who spent a lot of money getting some gas, 
and I don’t think we should endeavor to create a rate base for these 
people and assure them of a rate of return on that investment. 

Have I answered your question, Senator? 

Senator Pastorr. Well, not ” my satisfaction. 

Commissioner KuykEnpDALL. I don’t mean to evade you. 

Senator Pastore. We have got a consumer that is a captive cus- 
tomer on the end of the line, he is buying natural gas that has to come 
out of the ground. You are regulating it at the end and the middle, 
but you don’t regulate it at the beginning? If you are not going to 

regulate at the beginning, I say why regulate it at all. 

Commissioner KuykEnpAL. I don’t agree with you for the rea- 
sons I have stated. 

Senator Pastore. That is the only way you can protect the con- 
sumer. If you are going to leave him at the mercy of what the price 
is going to be in the field in Texas or Okl ahoma, he is going to be the 
gor at in this whole setup. 

Commissioner KuykeNnpatu. If you are going to protect the gas 
consumer, why not protect the oil consumer who has an oil furnace in 
his house. 

Senator Pastore. Because you can go out and buy it from a hundred 
different trucks in my little State, but gas he can only get from that 
one pipeline that comes in; you gave the answer to that. 

That pipeline runs down to that field, and that pipeline is at the 
mercy of the producer, too, because if he doesn’t pay that price, then he 
has no place else to go. 

We had one situation here, and I don’t know if you are familiar with 
it, where the Iroquois Co. in Buffalo actually was told by the producer, 
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“You bid for the gas and I will take the highest price,” and that is what 
they had to do. 

Do you think that is he althy for the consuming pub lic to be com 
pelled to bid, and the man who gives the highest price gets that gas/ 

Commissioner KUYKENDALL. No; but you might find a seller’s mar- 
ket in oil. In fact, I guess there has been at various times 

Senator Pastore. There is a buyer's market in oil today. It has 
never been a seller’s market, and the way it becomes a seller’s mar- 

et, I think that ought to be supel vised, too, because the public interest 
should always be above the personal profits of individuals, and that - 
what you have here. You have the distant consumer in another pai 
of the country who is at the mercy of another individual who is a 
ducing this natural resource, and as long as he is assured a reasonable 
profit for his endeavor and for his investment, he ought to be under 
ome kind of supervision to — ct the public good. 

That is what we said in the Natural Gas Act. Wesaid that gas was 
imbued with the public interest, and should be supervised. 

Now, We are saying it is a commodity that should not be supervised. 
We are talking out of both sides of our mouths, I am afraid. 

Senator Danrev.. What about coal, if it becomes a seller’s market ? 

Senator Pastore. We never said coal was of a character, we never 
passed a coal act as we did a Natural Gas Act, and that is the shame of 
this whole thing. 

Senator Daniev. I understand, though, the chairman would put 
controls on oil if it er? a seller’s market. 

Senator Pasrore. I didn’t say that, I said the day we get a seller's 
market in oil, the day that the consuming public of this country is at 
the mercy of a pera y yang that can say when you get oil and 
how much you get of it, and at what price, then you have got the 
national interest panned, and the n: ee al interest alw: Lys rises above. 
I am not socialistically inclined, but I think the consumers of this 
country should be protected just as we protect businesses by the tariff 
law Se 

Senator Dante. Would you say the same thing about coal? 

Senator Pasrore Of course I would. 

Senator Monronery. And steel ¢ 

Senator Pasrorr. In case of war, yes. If it becomes a national emer- 
gency. 

Senator Monroney. If because of a shortage of a commodity, you 
justify Government controls, I think if you apply it to gas, you can 
apply it to oil, coal, steel, and eve rything that is being made, simply 
because there ‘s a seller’s market. 

Senator Pasrore. That is right, that is the controlling thing. That 
is what creates a problem here. If you can look around and buy it 
on a competitive market, you wouldn’t have a problem. 

Senator Monroney. The — that should be worked on is 
whether this is a commodity that should be regulated as a utility, 
or whether it can best be ceoniaal, the supply maintained, the distri- 
bution accomplished through the sources of private enterprise, and 
through competition. 

Senator Pastore. Well, you know what my personal feeling is. I 
feel all small independent producers up to 2 million feet a year, ought 
to be exempt, I believe that, and secondly, I believe there ought to be 
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some kind of supervision, and these people get a fair return on their 
money, not just and reasonable. I think the people should be given a 
profit to encourage initiative, but I still say because it is a kind of 
market that has captive consumers on the other end of the line, it ought 
to be supervised in some form or other. It can’t be an open market 
with that situation. We said that in the Natural Gas Act, and I am 
not trying to Pp’ : anybody out of business. 

I just take the position that Government does not destroy, neces- 
sarily. Government protects. The minute we maintain a position 
that the Government of the United States can’t control or supervise 
this, then we render our own Government impotent. 

These men are not out to destroy the producers of the country. Do 
you mean to tell me if the Phillips case stands, these honorable gentle- 
men are going to put the producers out of business—not by a long 
shot, today or any other day, and the producers will still be running 
around in Cadillacs. It is only a question of how many. 

Senator Danrev. Mr. Chairman, may I state an opinion, since the 
chairman has, on that issue ? 

Senator Pasrorr. Yes. 

Senator Dante. I think if the Commission administers the law 
as written by the Court as some people have advocated before this 
committee, it will put many producers, out of the business of 
selling in interstate commerce. 

Senator Pasrore. I don’t go along with that, you know that, Price. 
I don’t go along with that. I don’t think you can have the rigid rule 
of 6 percent return on a particular well, when a man has already 
drilled maybe 10, and 9 didn’t produce. You have got to have some 
kind of flexible rule and I go along with that. 

But as long as you have it supervised by a Federal agency, then 
the public knows it is being protected, you Sei that abuses would be 
avoided, you know that profits will be guaranteed, and that is all I am 


saying. 
[ am not taking the position here today, and never will, that Govern- 
ment supervision means destruction and confiscation. That isn’t 


America. If that is the case, we have lived in vain. 

I have made my whistlestop speech. 

Now, I am going to ask that this opinion of the General Counsel 
be placed in the record. 

Senator Pasrorr. Mr. Bricker, have you any questions ? 

Mr. Monrone ‘Vs, ve you any questions ? 

Commissioner KuykenpatL. Mr. Chairman, I know where you got 
that opinion, and I have no purpose to hide it, but I do have this prob 
lem to raise, if memoranda, which our staff write to the Commission, 
are going to leak out of the Commission 

Senator Pasrorre. You prefer that not get in the record 7 

Commissioner KuyKENDALL. It is up to you, but I will state how 
I feel about it 

Serutor Pasrore. You just state a choice, do you prefer that not go 
into the record ? 

Senator Dantet. May we have his explanation 4 

Commissioner KuyKENDALL. We have always considered all mem- 
orandums to the Commission, from the staff of the Commission as con 
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fidential and not available to the public. I think I know where you 
got that. because we learned from a certain Congressman that he had 
received a copy, but if our staff knows, or fears that memoranda they 

write may find thei ‘way into other people’s hands, it is going to deter 

them from writing exac tly what they think, to us. 

Senator Pasrore. You needn't expl: un it any further, I will with- 
draw it. That is what I was trying to establish, Mr. Daniel. I don’t 
think he ought to be placed in the position of explaining that. I re- 
spect his wishes on that. 

Senator Dante. I thought in fairness to him, we ought to hear his 
explanation. 

Senator Pasrorr. I understood him the minute he began to talk on 
it. Iwill withdraw it from the record. 

[ have a sheet here, showing comparative prices. I think that 
should be made a part of the record. 

Commissioner KuykENDALL. Is that the same as this? Some of 
the members of the staff thought this might be helpful. 

Commissioner KuykEenpALL. This exhibit has been prepared by our 
staff in an effort to make it possible for you to visualize what has 
caused the price of gas to increase between 1950 and 1954. 

The price of gas which is shown on this chart is the price exclusive 
of ti ‘ansport: ition cost, and the tr: ansportation figure, or cost figure, is 
a derived figure arrived at by subtracting the price of the gas from 
the total cost to the various cities shown on the chart. 

These exact ae may not correspond with other information you 
have in your file, because the staff has adjusted the gas prices as of 
i950 to reflect the use of weighted average field price, while | actually, 
weighted average field price was not used then. To afford a valid com- 
parison, there has been an adjustment to reflect weighted average 
field price, both in 1950 and in 1954, and the chart shows those two 
components of the cost of gas to these various cities, including the 
transportation cost and the actual gas cost, itself, for the current 
1954, so you can see what the cost ‘of gas has been and what the 
increase in transportation cost has been. 

I might add that the transportation costs consist generally of the 
operating expenses of the pipeline company, and its “depreciation on 
its investment, taxes, State, Federal, and local, which it must pay, 
and a return on its investment, that is its net operating income. 

Senator Pasrore. That will be made a part of the record at this 
point. 

We have a tabulation here with regard to Tennessee Gas Transmis- 
sion Co., which will be made a part of the record at this point. 

(The tabulation referred to follows :) 
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TENNESSEE GAS TRANSMISSION Co. 


Data on gas purchased from certain producers in Railroad Commission District 
Vo. 3 im Te ras, year 1954 
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Senator Pasrorr. Does any Commissioner wish to speak ¢ 

Mr. Draper? 

Commissioner Drarer. I think I am nearly in full accord with 
your philosophy and your view of the situation. 

Senator Pasrore. I thought I had an open mind. 

Commissioner Draper. Well, I don’t think you have, any more than 
I have. You seem to think this is imbued with a public interest, and 
should be supervised, or controlled, and that is my sentiment. 

Senator Pasrorr. We have an explanatory statement of Commis- 
sioner Claude L. Draper in nonconcurrence. Do you want that made 
a part of the record ? 

Commissioner Draper. Yes; inasmuch as I think I do not agree 
with the majority, there ought to be that explanation. I did the same 
on the Harris bill. 

I said everything I care to say on the subject in my statement, if 
anvb Teh: will take time to read it. 

Senator Pasrorr. It will be made a part of the record. 

(The statement referred to follows:) 


STATEMENT OF CLAUDE L. Draper, COMMISSIONER, FEDERAL POWER COMMISSION 


The majority of the Commission have endorsed with very little qualification 
the Fulbright bill, S. 1855, as they did the Harris bill, H. R. 4560, which the 
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Fulbright bill substazitially resembles I did not concur in the majority’s en 
dorsement of the Harris bill and I find it necessary likewise to record my dissent 
from its endorsement of the Fulbright bill Because of the entensive and vital 
mportance of this proposed legislation to the consumer public and the national 

onomy, [I desire to state the principal reasons which require ne once again 
to dissent 

Since the majority’s approval of the Harris bill, hearings totaling some 4 
weeks have been had on that bill. The issues involved and the arguments for 
and against regulation of the prices charged by producers and gatherers for 
heir interstate sales of hatural gas have been presented at length. It is hard 
to imagine that anything of importance relative to this matter could have 
been left unsaid. Those hearings confirm my previous judgment and to my 
mind compel the conclusion that Federal regulation of the prices charged fo1 

terstate sales of natural gas by major producers and gatherers is required 
by the public interest and that legislation exempting producers’ sales or regulat 


ing them indirectly by limiting prices paid to them by pipeline companies to a 
reasonuble market price’—which is in reality no regulation—would be contrary 
to the publie interest and detrimental to the welfare of millions of Consumers 
throughout he Nation. 


Any attempt to solve the problem sought to be treated by the Fulbright and 


similar bills must start with the fact that the Federal Power Commission has the 
authority, under the law as decided in the Phillips case (Wisconsin v. Phillips 
Petroleum Co., 347 U. S. 672), to regulate the sales in interstate commerce of 
producers and gatherers of natural gas. Nothing would be gained by reciting tl 

background of that decision here or entering into a discussion of the merits of 
that case. The Phillips decision is law. Until Congress changes that law the 


decision must be followed by those sworn to administer the Natural Gas Act. 
Thus, the real issue posed is whether or not the authority which the Commission 


now possesses should be continued. And determination of this issue in turn 
hinges upon whether such regulation is in the public interest or whether that 
nterest would best be served by removing those sales from the Commission’s 
price-fixing power. Accordingly, it is to this issue that most of my remarks will 
be addressed. Preliminary, however, it is necessary to return for a moment to 


fundamentals and reexamine briefly the guiding principles and considerations 
which should be of decisive importance in resolving this issue. 

There can by now be no question as to the power of Congress to provide for 
the fixing of the price at which natural gas is sold in interstate commerce for 
resale. That power was affirmed by the Supreme Court in J. P. C. v. Natural 
Gas Pipeline Co. (315 U. 8. 575), in which the constitutionality of the Natural 
Gas Act was upheld, and has been frequently reaffirmed since. 

The Supreme Court said in the Natural Gas Pipeline Co. case, supra, at page 
DS2: 

“The authority of Congress to regulate the prices of commodities in interstate 

commerce is at least as great under the fifth amendment as is that of the States 
under the fourteenth to regulate the prices of commodities in the intrastate 
commerce.” 
And the test of the propriety of the exercise of that authority is whether the 
activities in question—the sales to pipeline companies—are affected with a public 
interest. If they are, Congress can and should regulate such sales, just as it 
has in time, past regulated the sale of coal (Sunshine Coal Co. v. Adkins, 310 U.S 
381 (which upheld the constitutionality of the Bituminous Coal Act of 1937) ), 
of milk (U. S. v. Rock Royal Co-op, 307 U. 8. 533 (which upheld the constitution 
ality of the Agricultural Marketing Agreement Act of 1937)), and of a variety 
of other commodities entering the interstate stream. 

There is nothing novel in this concept of regulating private property and of 
placing limitations upon its free use, including the fixing of the price at which 
it is sold, if the public interest demands. It is as old as our law. It has found 
frequent judicial sanction in decisions of the Supreme Court of the United States 
from Munn y. Illinois (94 U. S. 113 (1877)), to Nebbia v. N. Y. (291 U. 8S. 502 
(1934) ) 

The real issue lies in determining what the public interest demands. In con 
nection with the problem of regulating the interstate sales of producers and gath 
erers of natural gas, the public interest involves the oftimes conflicting inter 
ests of the investor, the producer or gatherer, the pipeline and distributing com- 
panies, and the consumer. Economic and social interests involving such matters 
as the preservation of a free and healthy economy and the conservation of a valu 
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able, limited natural resource are also present. This diversity of interests and 
the necessity of assaying their relative weight make solution of the problem 
doubly difficult It must be kept in mind, however, that if, as is unfortunately 
sometimes the case, one interest must be sacrificed to some degree to enable the 
protection of another, it is the lesser interest which must give way. The minority 
must be subordinate to the majority and the desires of the few must, within con 
stitutional limitations, yield to the needs of he many. As the Supreme Court said 
in the Nebbia case, supra, at pages 538-539: 

“The Constitution does not secure to anyone liberty to conduct his business 
in such fashion as to inflict injury upon the public at large, or upon any sub- 
stantial group of the people.” 

In 1938, because of the pressing need disclosed in the exhaustive Federal Trade 
Commission investigations, the Natural Gas Act was enacted and the Federal 
Power Commission was given jurisdiction to regulate the transportation in 
interstate commerce and the sales in interstate commerce of natural gas for 
resale by natural-gas companies as defined in that act. Natural-gas companies 
have now been held by the Supreme Court to include producers and gatherers. 

Consumers of natural gas now constitute a captive market unable to secure 
protection against whatever prices producers and gatherers choose to charge 
except by Federal regulation of the field price of gas. This condition has come 
about by reason of the historic development of the industry. At the time of 
the passage of the act relatively small quantities of natural gas were moving 
into the stream of interstate commerce. Natural gas was then largely a by- 
product of the search for oil. It was often flared and vented at the wellhead 
because of a lack of markets to utilize it. Contracts could be made for unlimited 
supplies at 2 to 3 cents per thousand cubic feet. In the twenties and thirties, to 
some extent, but principally after World War II, large pipeline companies were 
organized to transport this low-cost product to distant markets, consumer markets. 
Distributing companies, upon consideration of the prices at which such gas was 
offered, expended millions of dollars to ready their systems for the use of natural 
gas. Additional millions were expended by all classes of consumers for ap- 
pliances and conversions to burn such gas. Millions of consumers were at 
tracted by the advantages of gas and the rates which then made it economical. 
The lines were built and the gas was turned on. 

So the producer, transporter, and distributor were linked together in a chain 
which almost irretrievably committed the consumer, particularly the residential 
customer, to the use of natural gas. Distributing companies and consumers 
alike now find their hands tied by their investments and by their dependency 
upon this source of fuel. Over 20 million consumers are linked by bands of steel 
to the pipelines which in turn are linked to the producers and these links cannot 
now be disjoined without irreparable-damage. Not only does the gas flow un- 
interruptedly from well to burner, but likewise the first price charged by the 
producer is passed on as a part of the consumer’s final bill. 

This development has been advantageous to the consumer. It has made 
natural gas with its many advantages available all over the country on a large- 
scale basis and frequently at favorabie rates. But it should be kept in mind 
that this expansion of consumer markets has also made possible the develop- 
ment of a highly profitable industry and the utilization of valuable natural 
resources previously wasted on a staggering scale. Thus, the users of natural 
gas are not the only ones who have benefited. The producers of natural gas 
and the economies of the gas-producing States have also profited by it. Ac- 
cordingly, it is appropriate that, if sacrifices are necessary to solve the diffi- 
culties created by this development, all the beneficiaries should be called upon 
to contribute their just share in working out a solution to the problem. 

It is claimed that competition among several thousand producers of natural 
gas affords the consumer ample protection from excessive prices but this claim, 
in my opinion, is erroneous. To the extent that there is competition it is com- 
petition among buyers for relatively limited supplies of natural gas. It is the 
pipelines that are competing to purchase gas and there is little, if any, competi- 
tion among producers. And when buyers compete, prices go up. This has been 
demonstrated time and again in recent years as pipelines have expanded their 
facilities to meet the growing demands of their markets. There was a time 
when gas was freely available at 5 cents per thousand cubic feet. Today, prices 
as high as 20 and 25 cents are being quoted in some areas. 

In addition, a large part of the gas in the large producing areas is already 
under contract. Pipeline companies desiring large supplies must accumulate 





AMENDMENTS TO THE NATURAL GAS ACT 1225 


them from several areas and producers, which further weakens their bargaining 
position, A pipeline company must lay a pipeline into a field in order to make 
connections and transport nautral gas to distant markets. Pipelines are ex 
pensive. Once the pipeline is in the ground the buyer is committed to taking gas 
accessible from that area. If price conditions change adversely to him, he can’t 
abandon his expensive facilities and turn elsewhere for gas, nor can he move his 
line about freely between prospective sources of supply. 

This seller’s market situation is aggravated by the fact that generally speak 
ing neither the distributing companies nor the consumers are in a position to 
bargain directly with the producers who are the ultimate suppliers of natural gas 
A distributing company purchasing coal or oil can and does negotiate with and 
buy from producers, but it can bargain with many different producers ; thus com- 
petition can function and the ultimate price be the result of free bargaining. 
This is not true in the case of purchases of natural gas. There the distributing 
company for all practical purposes is required to bargain directly with the pipe 
line company. It has no part in the negotiations between the pipeline company 
and the producer, although the prices the pipelines pay are passed on to it. And, 
unfortunately, the pipeline company, with the knowledge that it will be allowed 
its costs, plus a reasonable return on its investinent, may have no very strong 
incentive to bargain vigorously for lower prices. 

The extent to which competition exists in the production and gathering of 
natural gas cannot be judged solely on the basis of the extent to which a rela- 
tively few companies control a large percentage of the production although on 
this basis alone grave doubts arise as to the existence of effective seller competi 
tion. Thus, according to one witness, in the Southwestern States a mere 20 
companies produce 49 percent of the gas moving interstate; 50 produce 69 per 
cent; and 100 produce 80 percent. (Statement of Dr. John Boatright before House 
Interstate and Foreign Commerce Committee delivered March 25, 1955, page 38 
The facts disclose that in at least one instance a single producer Commands an 
almost complete monopoly of a large geographic area with a large population, in 
volving a very substantial market; 95 percent of the consumers in the State of 
Wisconsin are dependent upon a single producer, Phillips Petroleum Co., for thei! 
natural-gas requirements, according to the chairman of the Wisconsin commission 

Further, the existence in producer-pipeline contracts of the various types of 
escalation clauses effectively restricts or eliminates competition and substitutes 
a completely artificial! method of determining price while insuring that prices will 
go ever upward but never downward. Under one type of favored-nation clause, 
for example, a price increase comes about by reason of the payment of a higher 
price for gas by another pipeline to another producer in the same field. Obvi 
ously, such an event has no relationship to any change in the particular pro 
ducer’s costs, or in the value of the gas to the ultimate consumer, or to any known 
regulatory standard. Such clauses thus introduce a wholly arbitrary element 
into the pricing of gas. No orderly planning of the distribution of gas to ultimate 
consumers is possible so long as these clauses are permitted to operate. And 
although it is impossible to say precisely how much prices would be increased 
by them over the life of the contracts, the total would undoubtedly assume very 
consequential proportions, 

The story of the increase in the price of natural gas in the past decade has 
been told many times and need not be related here. Prices charged by producers 
to pipeline companies have tended steadily upward. Pipeline prices to dis- 
tributing companies have continued to go up. And although the advent of 
natural gas at first resulted in savings to the consumer in some areas over the 
cost of manufactured gas, rate increases sought recently, and particularly within 
the past year, clearly foretell the shape of things to come. 

Under the prevailing conditions as I have delineated them above, it is idle to 
contend that prices to the consumer will decrease or remain at present levels. 
Inevitably they will be forced higher and higher to whatever the market will 
bear. Although the levels they will attain cannot be predicted with any exacti- 
tude, the extent of their increase can be inferred from the fact that, since 
producer rates were frozen by the Commission after the Phillips decision, some 
2,400 applications for rate increases have been filed, totaling over $29 million 
annually, which over the life of existing contracts will aggregate many times 
that amount. Increases which the Commission has allowed to go into effect 
will increase the annual bills to distributing companies by more than $18 
million. 
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able, limited natural resource are also present. This diversity of interests and 
the necessity of assaying their relative weight make solution of the problem 
doubly difficult It must be kept in mind, however, that if, as is unfortunately 
sometimes the case, one interest must be sacrificed to some degree to enable the 
protection of another, it is the lesser interest which must give way. The minority 
must be subordinate to the majority and the desires of the few must, within con 
stitutional limitations, yield to the needs of he many. As the Supreme Court said 
in the Nebbia case, supra, at pages 538-539: 

“The Constitution does not secure to anyone liberty to conduct his business 
in such fashion as to inflict injury upon the public at large, or upon any sub 
stantial group of the people.” 

In 1938, because of the pressing need disclosed in the exhaustive Federal Trade 
Commission investigations, the Natural Gas Act was enacted and the Federal 
Power Commission was given jurisdiction to regulate the transportation in 
interstate commerce and the sales in interstate commerce of natural gas for 
resale by natural-gas companies as defined in that act. Natural-gas companies 
have now been held by the Supreme Court to include producers and gatherers. 

Consumers of natural gas now constitute a captive market unable to secure 
protection against whatever prices producers and gatherers choose to charge 
except by Federal regulation of the field price of gas. This condition has come 
about by reason of the historic development of the industry. At the time of 
the passage of the act relatively small quantities of natural gas were moving 
into the stream of interstate commerce. Natural gas was then largely a by- 
product of the search for oil. It was often flared and vented at the wellhead 
because of a lack of markets to utilize it. Contracts could be made for unlimited 
supplies at 2 to 3 cents per thousand cubic feet. In the twenties and thirties, to 
some extent, but principally after World War II, large pipeline companies were 
organized to transport this low-cost product to distant markets, consumer markets. 
Distributing companies, upon consideration of the prices at which such gas was 
offered, expended millions of dollars to ready their systems for the use of natural 
gas. Additional millions were expended by all classes of consumers for ap- 
pliances and conversions to burn such gas. Millions of consumers were at- 
racted by the advantages of gas and the rates which then made it economical. 
The lines were built and the gas was turned on. 

So the producer, transporter, and distributor were linked together in a chain 
which almost irretrievably committed the consumer, particularly the residential 
customer, to the use of natural gas. Distributing companies and consumers 
alike now find their hands tied by their investments and by their dependency 
upon this source of fuel. Over 20 million consumers are linked by bands of steel 
to the pipelines which in turn are linked to the producers and these links cannot 
now be disjoined without irreparable-damage. Not only does the gas flow un- 
interruptedly from well to burner, but likewise the first price charged by the 
producer is passed on as a part of the consumer’s final bill. 

This development has been advantageous to the consumer. It has made 
natural gas with its many advantages available all over the country on a large- 
scale basis and frequently at favorable rates. But it should be kept in mind 
that this expansion of consumer markets has also made possible the develop 
ment of a highly profitable industry and the utilization of valuable natural 
resources previously wasted on a staggering scale. Thus, the users of natural 
gas are not the only ones who have benefited. The producers of natural gas 
and the economies of the gas-producing States have also profited by it. <Ac- 
cordingly, it is appropriate that, if sacrifices are necessary to solve the diffi- 
culties created by this development, all the beneficiaries should be called upon 
to contribute their just share in working out a solution to the problem. 

It is claimed that competition among several thousand producers of natural 
gas affords the consumer ample protection from excessive prices but this claim, 
in my opinion, is erroneous. To the extent that there is competition it is com- 
petition among buyers for relatively limited supplies of natural gas. It is the 
pipelines that are competing to purchase gas and there is little, if any, competi- 
tion among producers. And when buyers compete, prices go up. This has been 
demonstrated time and again in recent years as pipelines have expanded their 
facilities to meet the growing demands of their markets. There was a time 
when gas was freely available at 5 cents per thousand cubic feet. Today, prices 
as high as 20 and 25 cents are being quoted in some areas. 

In addition, a large part of the gas in the large producing areas is already 
under contract. Pipeline companies desiring large supplies must accumulate 
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them from several areas and producers, which further weakens their bargaining 
position. <A pipeline company must lay a pipeline into a field in order to make 
connections and transport nautral gas to distant markets. Pipelines are ex 
pensive. Once the pipeline is in the ground the buyer is committed to taking gas 
accessible from that area. If price conditions change adversely to him, he can't 
abandon his expensive facilities and turn elsewhere for gas, nor can he move his 
line about freely between prospective sources of supply. 

This seller’s market situation is aggravated by the fact that generally speak 
ing neither the distributing companies nor the consumers are in a position to 
bargain directly with the producers who are the ultimate suppliers of natural gas 
A distributing company purchasing coal or oil can and does negotiate with and 
buy from producers, but it can bargain with many different producers ; thus com 
petition can function and the ultimate price be the result of free bargaining 
This is not true in the case of purchases of natural gas. There the distributing 
company for all practical purposes is required to bargain directly with the pipe 
line company. It has no part in the negotiations between the pipeline company 
and the producer, although the prices the pipelines pay are passed on to it. And, 
unfortunately, the pipeline company, with the knowledge that it will be allowed 
its costs, plus a reasonable return on its investinent, may have no very strong 
incentive to bargain vigorously for lower prices. 

The extent to which competition exists in the production and gathering of 
natural gas cannot be judged solely on the basis of the extent to which a rela 
tively few companies control a large percentage of the production although on 
this basis alone grave doubts arise as to the existence of effective seller competi 
tion. Thus, according to one witness, in the Southwestern States a mere 20 
companies produce 49 percent of the gas moving interstate: 50 produce 69 per 
cent; and 100 produce 80 percent. (Statement of Dr. John Boatright before House 
Interstate and Foreign Commerce Committee delivered March 25, 1955, page 38 
The facts disclose that in at least one instance a single producer commands an 
almost complete monopoly of a large geographic area with a large population, in 
volving a very substantial market; 95 percent of the consumers in the State of 
Wisconsin are dependent upon a single producer, Phillips Petroleum Co., for thei: 
natural-gas requirements, according to the chairman of the Wisconsin commission 

Further, the existence in producer-pipeline contracts of the various types of 
escalation clauses effectively restricts or eliminates competition and substitutes 
a completely artificial method of determining price while insuring that prices will 
go ever upward but never downward. Under one type of favored-nation clause, 
for example, a price increase comes about by reason of the payment of a higher 
price for gas by another pipeline to another producer in the same field. Obvi 
ously, such an event has no relationship to any change in the particular pro 
ducer’s costs, or in the value of the gas to the ultimate consumer, or to any known 
regulatory standard. Such clauses thus introduce a wholly arbitrary element 
into the pricing of gas. No orderly planning of the distribution of gas to ultimate 
consumers is possible so long as these clauses are permitted to operate. And 
although it is impossible to say precisely how much prices would be increased 
by them over the life of the contracts, the total would undoubtedly assume very 
consequential proportions. 

The story of the increase in the price of natural gas in the past decade has 
been told many times and need not be related here. Prices charged by producers 
to pipeline companies have tended steadily upward. Pipeline prices to dis- 
tributing companies have continued to go up. And although the advent of 
natural gas at first resulted in savings to the consumer in some areas over the 
cost of manufactured gas, rate increases sought recently, and particularly within 
the past year, clearly foretell the shape of things to come. 

Under the prevailing conditions as I have delineated them above, it is idle to 
contend that prices to the consumer will decrease or remain at present levels. 
Inevitably they will be forced higher and higher to whatever the market will 
bear. Although the levels they will attain cannot be predicted with any exacti- 
tude, the extent of their increase can be inferred from the fact that, since 
producer rates were frozen by the Commission after the Phillips decision, some 
2,400 applications for rate increases have been filed, totaling over $29 million 
annually, which over the life of existing contracts will aggregate many times 
that amount. Increases which the Commission has allowed to go into effect 
will increase the annual bills to distributing companies by more than $18 
million. 
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tt consistent with the policy declaration of section 1 (a) of the Natural Gas 


S. 1853 seeks. by amending sections 2, 5, and 7 of the Natural Gas Act, to accom- 


plish the following principal objectives: First, to exempt completely producers 


tural gas and their sales in interstate commerce from the 


ind gatherers of na 
direct jurisdiction of the Federal Power Commission; second, to restrict the 


jurisdiction of the Commission over producers’ charges to interstate pipeline 
companies to those to be paid under new or renegotiated contracts and, as to such 
charges, to permit the disallowance of part of them only in rate proceedings 
involving pipeline companies; third, to make the test of the propriety of such 
producer charges to interstate pipeline companies the “reasonable market price 
of such natural gas in the field where produced,” subject also to certain additional 
jualifications. 

As to the first of these objectives, I have already set forth my reasons for be- 
lieving that total exemption from Federal control of sales in interstate commerce 
by producers and gatherers is contrary to the public interest. I might add that 
although the bill is apparently based on the idea that regulation should be 
achieved by competition, it does nothing to insure that anything like true compe- 
tition will prevail 

Apart from the merits of this objective of the bill, and as a technical matter of 
statutory draftsmanship, it seems very uncertain that the two new paragraphs 
to be added to section 2 of the act would accomplish this purpose. The new 
paragraphs relate to transportation and sales “in or within the vicinity of the 
field or fields where produced.” In point of fact, some delivery points to pipe- 

ine companies are as much as 40 or 50 miles from the production fields. Would 


uch sales be in the “vicinity” of the fields? Use of this ambiguous language 
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ould make administration of this section difficult and uneertain and would 
present fertile fields for litigation 

Secondly, there are a number of serious objections to the proposal contained 
in proposed new subsection (b) of section 5 of the act, to give the Commission 
limited power over the price to be paid by pipeline companies to producers and 
gatherers. This provision relates only to new or renegotiated contracts between 
producers and interstate pipelines and would not apply to contracts in existence 
at the time of the passage of the bill. In fact, the Fulbright bill carries ar 
amendment proposed by industry representatives to make expressly clear that 
a price change resulting from provisions in existing contracts shall not constitute 


a new or renegotiated contract. This means that producers’ rate increases 
under automatic escalation clauses in existing contracts would not be subject to 
any control. Nothing is done to invalidate or limit the effect of these long-term 
contracts, On the contrary, such clauses would continue in effee without 
restriction for the life of the contract Thus, the whole host of escalation 
clauses—including automatic periodic escalation, favored-nation escalation trig 


gered by increased prices in other contracts between the same parties or by in 


reased prices paid to others in the same field or area, or triggered by increases 





in specified indices or commodities, or triggered by higher rates allowed to the 
purchasing pipeline at the other end of its line, or otherwise—could be invoked 
as provided in the contracts. In effect, legislative sanction is given to all these 
escalation clauses, even those which have been described by the Commission in 
order No, 174—-B as not in the public interest. Can a mortal agency, by approvy 


ing today a contract which by its own terms will result in a certain higher figure 
20 years from now, know with such omniscience that that higher figure will be 
the reasonable rate at that future time? 

Further, this proposed amendment contains no provision relative to a reduction 
in the price charged by a produced, nor would it prevent an undue preference, 
discrimination, or advantage to a particular purchaser or against a particular 
producer. Sections 4 and 5 of the Natural Gas Act, which would still apply to 
natural-gas companies, prohibit undue discrimination or preference or unre:so! 
able differences in rates, service, or facilities. The omission in regard to sales by 
producers of these safeguards, which are in harmony with recognized principles 
of fairness, is in sharp contrast with their inclusion in the present act and in 
other statutes. 

Third, the standard of “reasonable market price in the field where produced” 
as the measure of costs to be allowed to an interstate pipeline for purchases from 
producers provides no basis for effective and rational regulation. Of paramount 
importance, this standard provides no real protection to the purchasers of natural 
gas. If, as seems likely, the “reasonable market price” is to be determined by the 
Commission by an examination of the most recent contracts freely entered into 
without coercion, there would be no real regulatory limit on the price—aside from 
the rather ineffective limit resulting from examination to determine if fraud or 
affiliation was present—for price agreed upon in the very transaction under 
scrutiny would be the measure of its own lawfulness. The going price would thus 
be the reasonable market price and the sky would be the limit insofar as regula- 
tion is concerned. 

Moreover, under this provision, the Commission itself might, in determining 
the reasonable market price in a particular field, trigger increases called for in 
favored-nation escalation clauses, with the result that the latest and probably the 
highest price in a given field would be controlling for all other pipeline companies. 

Furthermore, this standard is new, vague, and incapable of precise application. 
On the last day of the hearings on the Harris bill some attempt was made to defin 
this concept. It was stated that under it the Commission would, subject to con 
stitutional limitations, have flexible authority to make the determination of 
what a reasonable price would be, considering all the facts of a particular case, 
including the quality of the natural gas being purchased, the level of prices cur 
rently established by generally comparable contracts, prices in different fields and 
producing areas, whether the contract price was established by arm’s-length bar 
gaining, variations in the competitive market, and “any other” relevant factors 
The mere statement of these diverse considerations is a sufficient comment on the 
impracticability of this formula as a guide to reasonable regulation. It would 
take years of administrative and judicial interpretation to evolve definitive 
guiding principles under this test, and at best those principles would remain 
uncertain and unprecise in their application. Under this standard, guesswork 
would be substituted for facts. 
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The effect of proposed new section 5 (c) of the act, which carries verbatim a 
proposed amendment to the Harris bill suggested by industry spokesmen, is to 
require the Commission to determine upon application by a pipeline company 
whether the price to be paid by it to a producer under a new or renegotiated 
contract meets the “reasonable market price’ ’and other requirements of the 
preceding subsection. The Commission would thus be required to pass in ad- 
vance upon each and every executory contract entered into between pipeline 
companies and producers, for it is not to be supposed that a pipeline company 
would bind itself to a gas purchase contract without getting a stamp of approval. 
The administrative burden of having to issue a declaratory order passing upon 
the lawfulness under the act of all these contracts would be staggering. In 
addition, procedural prerequisites are left unspecified. Even more important, 
in practical operation this procedure could well give the parties an inducement 
initially to agree upon a higher price than they thought would be acceptable to 
the Commission, and then, if necessary, by successive steps to reduce it to 
the permitted level. As to prices paid the producer, this would turn the present 
standard of the act requiring the lowest reasonable rates upside down, substi- 
tuting instead the highest reasonable rates. 

By proposed section 5 (d) of the bill, the Commission would be required to 
allow as an operating expense for natural gas produced by a pipeline company 
or its affiliate the reasonable market price of such natural gas in the field 
where produced. If this is not precisely the average field price formula per- 
mitted by the Commission in Panhandle Eastern Pipe Line Company, (3 P. U. R. 
(3d) 396) it is sufficiently like that formula to render it subject to the same 
infirmities I detailed in my dissent to the Panhandle decision. Also, at least 
under the Panhandle decision the Commission recognized that some of the field 
prices would be above the average and required an averaging of high and low 
prices. The instant proposal, however, does not recognize any differences and 
apparently would require acceptance of the most recent and perhaps highest 
market price. 

If I may be permitted an epilog to this already far too lengthy statement, I 
should like to reiterate my expressed belief that Representative Heselton’s pro- 
posed bill, H. R. 4924, which would simply set a minimum figure of total annual 
sales below which independent producers and gatherers would be exempted from 
the provisions of the Natural Gas Act, would accomplish relief ' the small 
producers far better than bills of the nature of S. 1853 and H. R. 4560. Such 
an exemption, I am advised, would eliminate from Federal Power Gomseinaion 
jurisdiction approximately SO percent of the individual producers and gatherers 
in the industry while retaining jurisdiction over some 90 percent of the natural 
gas flowing in interstate commerce. 

Senator Pasrore. Are there any further questions ? 

Senator Monroney. Can you give us any idea what the necessary 
addition of personnel will be in the Federal Power Commission to 
carry out the decision of the Supreme Court on the Phillips case? 

That is the necessary personnel required to carry out the regulation 
of the industry under the Phillips case ¢ 

Commissioner KuyKENDALL. Even at this date, we don’t really know 
what principles we are going to use, or precisely how we are going to 
go about it, so I coulk In’t. give you that information with any certainty. 

I might put it this way, that our staff has advised me that from 
July 1, 1954, to March 12, 1955, we spent $322,955 on work pertaining 
to the independent producers, and that is according to our cost account- 
ing system that we use at the Commission. 

We have, of course, during that period, gotten through with a great 
volume of clerical work. 

Senator Monroney. That is merely the tabulation of what the 
openly arrived at private contracts had been. Isn’t that just where you 
are now ¢ 

Commissioner KvuyKENDALL. Yes. 

Senator Monroney. You haven't approached regulation yet? 
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Commissioner KuyKeNnpDALL. If we should endeavor to regulate on 
an original cost basis, which so many contend we should, and even 
assuming we exempt the small producers, as Senator Pastore has sug- 
gested, we are left with, 1 think, 80 to 100 producers, something like 
that, of the large producers. 

At present, we regulate about 120 pipeline companies, and some of 
those are rather small, and there are probably less than a hundred that 
really give us much work. 

I would be of the opinion, myself, that due to the newness of the 
problem, and the difference in the characteristics of the producers, and 
the fact that many of them do have oil business intermingled with 
their gas business, plus the further fact that they are scattered here 
and there, and are not in one place like a pipeline is, it would cost us 
several times as much to endeavor to regulate the producers as it does 
the pipeline companies. 

Senator Pastore. Even if you were confined to about 80 to 100? 

Commissioner KuykKENDALL. Yes; at least for the first few years 
until we got experience with it, and got court decisions on what was 
constitutional, or lawful, and what wasn’t, and got the situation sta- 
hilized, because they are different from pipeline companies. 

The producers don’t have the uniform system of accounts as the 
pipeline companies do, and any investigation of their books and ree- 
ords for financial facts would be difficult to start with, because of a 
lack of a uniform system. 

Senator Pasrorr. Even of the big producers? 

Commissioner KuyKENDALL. Yes. 

Of course, they have good accounting systems, no doubt, but they 
don’t have a uniform system as all pipeline companies do. 

Senator Monroney. Wouldn’t it be almost an accountant’s night- 
mare to go back over the original cost of these leases, the oil that has 
been produced and the gas that has been produced, to figure the pay 
out of those properties already, and then to try and establish in a field 
where you have got a thousand producing wells the cost value for some 
kind of return ? 

I don’t mean that you are going to be niggardly in trying to estab- 
lish a utility return, ‘but it seems to me you have either got to go to a 
field price established historically by the competitive forces, or you 
have got to go to the cost and return method; is that not correct ¢ 

Commissioner KuykenpALL. I am afraid that is about it, under 
existing law. May I respectfully offer two suggestions. Whatever is 
done here, if anything does pass, I hope the Congress will see fit to 
relieve these producers from the necessity of getting certificates of 
public convenience and necessity. Those requirements are not, as I see 
it, applicable to producers as they are to utilities, pipeline companies 
which have certain fixed areas in which they operate, and so forth. 

Senator Pasrorr. Can’t you do that under your present rules? 

Commissioner KuyKENDALL. No. I wish we could. 

We have discussed it and gotten even legal advice from our staff, 
and found we can’t do it, and there was a big deterrent against boldly 
doing it any way. 

Under the section of our law pertaining to abandonment—the sec- 
tion speaks of abandonment of facilities subject to the jurisdiction of 
the Commission—if we had not required certificates from producers 
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we would have left them with a very strong argument that they could 
abandon service any time they wished, and they were afraid to do it 
for that reason. 
do think the producers should be left without certificate require- 
ments. If the Congress wants us to continue regulations as we must 
apparen ” do und ? the Phillips decision, it might be wise to make 
‘lear, if Congress thinks that would be a good policy, that we could 
recul ite a price, not necess ily company by ea but area by 
area, or field by field. It is very doubtful under the law now if we 
could do that, and if it would stand up in court. 

Pe rsonally, I will agree with Senator Pastore. I don’t believe that 
the Fulbright bill will, of itself, bring down reductions in the price of 
gas. ‘That is aside from the question of whether prices should be re- 
duced. I do believe that if the bill is enacted, and amended so as to 1n- 
clude control over escalation clauses, other than fixed escalations, and 
the passing on of tax expense, that the rise mn the price ot Vas will be 
much slower in the future. Maybe in many cases ‘he re won't be any 
Lise. 

Senator Pasrore. The House reported out a bill that carries out 
your idea of granting you control over executed contracts, particu- 
larly with reference to these clauses that we have been talking about. 
contracts entered into since the enactment of the Natural Gas Act 
L938. 

Now. let’s assume that the Senate does not do it. and let’s assume 
that the Senate re ports out and passes the Fulbright amendment as 
it is now drawn, and is enacted by the Congress as the Fulbright 
amendment now is drawn. 

As between taking the Fulbright amendment, without supervision 
on your part to control, what “ae you prefer, that the field be left 
alone, or that you take the F ulbright amendment and lose authority 
to superv ise existing contracts 2 

How important is the supervision on the part of the FPC of existing 
contracts, as against the Fulbright amendment without that preserva- 
tion @ 

Commissioner KtyKENDALL. My thought has been that any activa- 
tion of favored-nations clauses would come about through new con- 
tracts, because in the past it has been the new contracts that have 
triggered these old escalation clauses. 

Now, personally, and I don’t know that I speak for the Commission 
on this, I would prefer to have amendments of the nature that the 
House committee has agreed on so that when we are dealing with any 
contract, any new contract, we wouldn’t have to worry, in determining 
the reasonable market price about the effect that any price we fixed 
might have on other contracts. 

I personally feel I could deal better with those contracts if I knew 
each one could be dealt with separately, and that action on one con- 
tract would not, ipso facto, change the price in another contract. 

Senator Pasrorr. What if you couldn’t get that? Would you be 
willing to eneneion your position on the F ulbright amendment? 

I am trying to get the importance of choice here. I am not trying 
to put you on the spot, but in determining the public interest, what 
would be better—to suspend all action on the part of Congress and 
leave everything as it is now, if you can’t retain your supervision of 
those favored-nations clauses in e xisting contracts ? 
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Do you understand my question ? 

Commissiener KuyKENDALL. I think I understand. 

As between leaving the law as it is now and between passing the 
Fulbright bill in substantially the form in which it now is, I believe 
that I would rather see the Fulbright bill passed. Then when we 
did deal with these new contracts, we would, however, have to worry 
about favored-nation clauses, even if we found out that the new con- 
tract provided a price which we otherwise felt was acceptable and 
fair. If it were going to trigger off favored-nations clauses, | admit 
I would think twice before I would approve that price. 

As between the existing situation which I have tried to e xplain IS, 
in my opinion, completely unworkable, | would rather have the Ful- 
br ight bill without the amendment. 

Senator Pasrore. There is the sling you put yourself in, and I hope 
I am wrong about it. 

You claim that you can supervise newly negotiated contracts in such 
a way as not to trigger off these escalation or favored-nation clauses 
under existing contracts. 

Commissioner KuyKenpAt.. I didn’t claim it. I thought I said it 
had been my belief that we could. 

Senator Pastore. Well, how can you? If the price under a new 
contract is fair and reasonable in the open market, and only because 
it happens to trigger off an escalation clause in another contract, that 
won’t stand up in court, because then you would be arbitrary. 

If you withheld from a reasonable price only because it triggers off 
a clause in an existing contract, you couldn’t stop it, the court wouldn’t 
sustain you. . 

Don’t you see, you have got to retain superv ision over existing con- 
tracts to control it, because if you try to do it by indirection, then you 
would become capricious and ‘arbitrar y, and the court would not sus 
tain you. 

Commissioner KuyKreNDALL. I think that determining reasonable 
price can’t be done with mathematical certainty. I think that if the 
Commission said very plainly that we think a price between 11 and 12 
cents is fair, but we won’t go to 12, because we find it would trigger off 
favored-nations clauses that would be sustained. 

Senator Danteu. Don’t you have this, too? If the other prices in 
the field are lower than what this new contract would provide for, in 
determining whether or not it is a fair and reasonable price, wouldn’t 
you be controlled under the Fulbright bill by what other people are 
getting for gas in the same field ? 

Commissioner KuyYKENDALL. I think that is one of the most im- 
portant factors. 

Senator Danie. Wouldn't that be evidence that would cause you 
to feel that the reasonable price, under this new contract, would be 
nearer in line with what other producers are getting in that field ? 

Commissioner Kuykenpatt. Yes. As I said before, I don’t think it 
would necessarily be the same as the highest price paid in the field. 

Senator Pasrorr. Wouldn’t that trigger off a favored-nations 
clause ? 

Here you have a contract entered into in 1940 that has a favored- 
nations clause in it. Now, everybody knows that the price of natural 
gas has gone up, no matter what we do. It is only a question of how 
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much, My position is that under some kind of supervision it could 
be regulated so it would go up gradually. ; 

The other way, of course, anything is apt to happen. 

You entertain a different viewpoint on that, and I respect your 
opinion on that, but we have got to admit, as reasonable men, that new 
contracts are going to require a larger price. It may be slightly larger 
it may be much larger, and everytime you get into a larger price th: tt 
triggers off a favored-nations clause, doesn’t it? 

iiiatealeas KUYKENDALL. I believe it would, but only if it were 
the higher price in the field. ; 

Senator Pastore. If it is a price higher than the pipeline is receiv- 
ing as of that moment from a producer, he has got to pay the equiva- 
lent price, that is what a favored-nations clause means. 

Commissioner KuyKENDALL, Then wouldn’t it be the highest price, 
higher than any other price paid in the field, because if it were lower, 
the chances are the favored-nations clause has already been triggered 
and have already come up to the highest price. 

Senator Pastore. Let’s assume a new pipeline company begins to 
lay linesin Maine. They come in and are going to buy up gas reserves. 
They have to offer a little bit better price than the m: ket is paying 
at this moment, otherwise they won’t get it. That is natural business 
operation. 

Now, the minute they do that, the minute a new company comes in, 
doesn’t that trigger off every favored-nations clause under existing 
contracts in that field? Of course it does. 

Commissioner KuykenpaLL. If it is the highest price in the field. 

Senator Dantex. Except in unusual cases, would you approve under 
a new contract, under authority in the Fulbright bill, a price that is 
higher than all the other prices being paid in the field ¢ 

Do you think that would be a reasonable market price for the gas, 
to approve a higher price than what the other producers in the same 
field are getting under contracts comparable in time and quantity of 
gas ¢ 
Commissioner KuyKENDALL. I think ordinarily you would not have 
to have a price that high, in order to have a reasonable price. 

Senator Daniex. As a matter of fact, under the F ulbright bill, you 
would be : approving the expensing of prices in new contracts if they 
were in line with the market price being paid other producers in the 
field. That would be your gage as to how much to allow them, 
wouldn’t it? 

Commissioner KuyKeNDALL. Yes, 

Senator Danrev. Except in unusual cases where nothing but old 
contracts are involved, I don’t see how you would be allowing a higher 
price under new contracts, if it is said in this bill that you must allow 
the fair market price in that field. 

Senator Pastore. How do you dothat? You do that under the last 
page of the amendment, that is precisely the point that I raised, where 
it says, and this is the joker, “The effect of the contract upon the 

assurance of supply,” and you can shoot an atomic bomb right through 
that. 

Senator Danien. You are leaving out the other things. 

Senator Monronry. There are five things in there. Couldn't the 
contract have some assurance of supply / 


se 
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Do you kill supply, do you want to kill supply, could you want to 
end the source of the gas that serves these people ¢ 

Senator Pasrorr. No; if we are talking about a fair competitive 
business, we have already said this is a seller’s market. 

Every new man that comes in makes the supply smaller and smaller. 
Therefore the price goes up and up. 

[ can’t possibly envision any new contract even at the same price 
or a lower price, of nec ‘essity 1 it has got to be shehtly higher. It might 
not be too high, because eae prices are already at a certain level, 
but it is going to be slightly higher, and the minute you get a slightly 
higher pr ice, that tr lgger s off a favored-nations clause. 

It is just perpetual n \otion, that is all. 

Senator Daniet. Mr. Chairman, that is not my interpretation of 
this bill. 

Senator Pasrore. It is my interpretation of a favored-nations 
clause. 

Senator Dante... Oh, yes; but in this bill, under new contracts the 
Commission would be supposed to allow only oe se prices that are 
reasonable—reasonable market price in the field in which the gas is 
produced. 

Senator Pasrorr. Would you accept an amendment “and no price 
higher than the highest price being paid presently in the field,” would 
you take that ¢ 

Senator Danie. I think I would—as to prices then being paid. If 
the Commission would allow a price higher than the highest price 
being paid in the field, it would be an exception rather than the rule. 
It would occur usually in the old fields where all the gas is tied up at 
low prices. 

Senator Pasrorr. There in no case would a price be allowed by the 
Federal Power Commission that is higher, in a new contract, than 
the highest existing price in that area 4 

Senator Dantev. In that field. 

Senator Pastore. I will buy that. 

Senator Danie. That is the way it would work out generally. Of 
course there would be exceptions as I have noted. Is that your under- 
standing of the Fulbright amendment ? 

Commissioner KuyKENDALL. Yes; generally, Senator, I am in ac- 
cord with what you said. 

Senator DanteL. What is the fair market ? 

Commissioner KuykenpDAu.. I think you might find some isolated 
sales in small quantity where the price is either very low or very high. 

Senator Danten. Yes; I agree. And there will be some where all 
the gas is tied up at prices far below the present value or cost neces 

sary to provide an adequate supply. 

Commissioner Kuykenpay. I think you ought to agree as to the 
type of sale you are talking about when you compare this price to it. 

Senator Pasrorr. I maintain this, Mr. Kuykendall. 

No matter what happens, I think you ought to retain supervision 
over those favored-nations clauses, because some were drawn a long 
time ago, and some of the people involved didn’t quite know what 
they were getting into. 

Commissioner KuyKenpauu. Oh, that is true. 
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selnatol Pasrore. uA a rele r of fact, it has actually turned oul 
To be a niehtmare, some ot hose favored nations clauses, and | think 
many WMstance ome of nae tributh r compantes, and ve have 


d the testimi V here, represt ited the fact that this rice of was 


was going to be very, very low, and everyone reasonably and honestly 


thought so. 

| tL new company would come in and that would trigger ofl 
favored-nations Clause, 

Now they are ina dilemma. they don’t know what the price is 
FOING to be. at dthat has e to be stabilized. 

The only way you can stabilize it is by supervision, and I am willing 
to trust L FON erm ul agency, 


(‘commissioner ~ YKI SDALL. We have had our own troubles with 
those favored-nations clauses, because we had to process all the pipe- 
line rate cases aused by them. 

This is a very difficult problem. I wish I could tell you how we 
would go about doing our work 1f the law is left as it 1 

We have tried to find the answers, and we have not vet found a lot 


of them. 

Senator Pasrore. Would you mind giving our committee sugges 
tions with reference to the statement that you have already made, 
that if nothing happens—and I am not saying something will or won't. 
I am not getting into that at all with refi rence to this abandonment 
you talked about. I think you ought to spell that out with greater 
clarity, and get in the record a statement as to the certificates of con- 
venience ind hecessityv. 
have to get in a separate amendment on this, we 


t 


I think even 1f we 
ought to take care of that. because that could cause a lot of trouble. 
Commissioner KuyKENDALL. Would you want me to just write you 
letter on that / 
Senator Pasrore. Yes, please: and we will insert it in the record. 
(The letter referred to follows :) 


FEDERAL POWER COMMISSION, 
Washington, June 17, 19594. 
Re S. 1853, S4th Congress. 
Hon. WARREN G, MAGN1 SON, 
Chairman, Committee on Interstate — Foreign Commerce, 
United States Senate, Washington, D. C. 

DEAR CHAIRMAN MAGNUSON: This is in response to requests for information 
during my testimony before your committee on the Fulbright bill, S. 1853, on 
June 1, 1955 

1. At page 2627, et seq., of the transcript of the hearing, the question of reliev- 
ing independent producers from the certificate requirements of the Natural 
Gas Act was discussed, and the Commission’s suggestions respecting this prob- 
lem and the related problem of abandonment of service, were requested. 

The Commission favors omitting the requirement contained in the Natural 
Gas Act that independent producers obtain certificates of public convenience 
and necessity before engaging in the interstate transportation and sale of natural 
gas. The certificate provisions of the act are directed chiefly to the regulation 
of the construction and operation of interstate transportation facilities of com- 
panies subject to Commission regulation However, the justification for such 
regulation is largely lacking in the case of independent producers. It is be- 
lieved that regulation of this character imposes unnecessary and excessive 
burdens both on the independent producers, and on the Commission in admin- 
istering the act, without any commensurate benefits, and can be eliminated 
without any jeopardy to the public interest or the interests of consumers. Ac 
cordingly, the Commission recommends that independent producers be exempted 
from the certificate and related provisions of section 7 (a), (¢), (d), (e), (f), 
(g), and (h) of the act 
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\s to the provisions of section 7 (b), however, a different question is pre 
sented fhis subsection prohibits the abandonment of facilities and service 
without the permission of the Commission. It is essential to protect the publi 
interest. by insuring the continuation of service, that the right of independent 
prod ers to abandon interstate sales or transportation be limited Prior to 
th e decision of the Supreme Court on June 7, 1954, in Wisconsin vy, Phillips 
Petroleum Company (347 U. S. 678), when independent producers were not 

eulated by the Commission, the existence of binding and effective contract 

tween independent producers and their pipeline customers, served to minin 
the problem of abandonment of service by independent producers Now that 
independent producers have been held to be “natural-gas companies” under the 
with the conseqguehce that their contracts are su ect to the Commission 

g control as to price and otherwise, the preservation of the act’s e 
pilic t | safeguard against abandonment is even mo | 

\ i LO S wa 1 Die I l ena His Subse rif i in 
i ) { l its pros ons \ Writte . ” hie boandae 

ent of cilities subject to the juris 0 f the ( ir nuy service 
‘ ered ‘ is of such facili hout Cor s i uthority Arg 
mel en mide it the Commi j oO] diction over t faci if ) 
ndependent producers, and hence n urixdiction over the service, i. e., sales ren 
dered by eans of such facilities Since acceptance of this argumel ld 
lefeat the essential purpose of this subsection, it is recommended that the sub 

tion be amended to make clear beyond any possibility of argument that the 
Commission is authorized to pass upon the proposed abandonment of any 
n interstate commerce for resale by independent producers, a is In the t 
of interstate pipeline companies 

~. At page 2638S of the transcript of the hearings; a question was raised re 
pecting the legal authority of the Commission under the decision in Wisconsi 
Phillips Petroleum Conipe (347 I OTS), to require a producer to continue 

rvice to a pipeline company after the producer's contract with the pipeline 


company had expired 

Chere seems to be little question of the Commission’s power in this regard 
Both the provisious of the Natural Gas Act. and long accepted principles ot 
regulation embodied in numerous judicial decisions, establish that the Commu 








on has authority to prohibit the abandonment of service by companies sub 
ject to its jurisdiction, whether or not the contracts under which such servic 
was commenced have expired. 

Section 7 (b) specifically prohibits the abandonment by any natural-gas 
company of all or any portion of its facilities subject to the jurisdiction of the 
Commission, or any service rendered by means of such facilities, without pet 
mission of the Commission. The Supreme Court held in the Phillips case that 
independent producers are natural-gas companies within the meaning of the 
act It follows that they are subject to the terms of subsection (b) of section 
7 And the act provides for no exceptions therefrom, whether by reason of the 
expiration of the contract under which service was commenced, or otherwise 

Judicial decisions hold that the obligation to continue utility service is an 
obligation to the public which arises because of past service upon which the public 
has come to rely. See Western & Atlantic R. R. v. Georgia P. UC. (267 U.S 
493) : Hocking Valley Ry. Co. vy. P. U. C. (Ohio) (110 N. E. 521) Where a com 
pany “has by its acts and conduct created the situation found by the Commission 
to exist * * * a duty is imposed upon it which it cannot disregard. * = 
Hocking Valley Ry. case (op. cit., p. 524). 

The general law dealing with public service companies under similar statutory 
and regulatory authorities confirm the foregoing, with regard to Commission 


The quirk of draftsmanship in sec. 7 (b), under which it might be argued that the 
Commission has no power to pass upon the abandonment of sales, where the facilities by 
means of which such sales are made are not certificated has already been referred to under 
point 1 herein, and the desirability of clarifying amendment to this section pointed out 

In the Matter of United Gas Pipe Line Company (5 FF. P. C. 3), the Commission 
construed the act as applied to uncertificated pipeline facilities, holding that the compan 
could not remove and abandon uncertificated facilities upon which certain communitie 
depended, saying (p. 10): 

‘The facilities desired to be removed have been by their actual use, dedicated t iblic 
service over a long period of years and have met the natural-gas requirements of the name 
communities ; until a showing is made that such use is no longer essential and that these 
facilities are no longer being utilized in the supplying of natural-gas service * * * or that 
the available supply of natural gas is depleted to the extent that the continuance of service 
is unwarranted, neither the present nor the future public convenience and necessity would 
permit their abandonment.” 


63057—55——_79 
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authority to prohibit abandonment of service. For example, in Western Union 
Telegraph Co. v. Carter, et al., Corporation Commission (220 p. 635), a telegraph 
company sought to discontinue service in connection with a railway an@ was 
restrained by the corporation commission. On appeal, the Oklahoma commis- 
sion said (p.17): 

“* * * The public saw a common carrier system fully equipped to perform 
services usually and ordinarily done by a railway system. The public was not 
under the legal duty to inquire whether or not it was the separate or joint action, 
or property of one or more persons. It was enough that a complete system for 
efficient transportation was present. This was an implied invitation to the 
public to build towns and industries along its line of railway. When the public 
acted on the invitation and expended great sums of money and incurred great 
costs in town building and construction of commercial institutions along the 
line of railway, an obligation arose by implication of law in favor of those so 
induced to act, and against those who held out the inducement to afford ade- 
quate service for the present and growing needs of the public. It is at this 
stage that the jurisdiction of the corporation commission attaches to enforce 
and protect the reciprocal duties and rights of the common carrier and 
public, * © * 

“* * * Tt was entirely optional with the telegraph company as to whether or 
not it caused its property to become impressed with a public use, and its con- 
sequential burdens. Whether or not it did so was of no concern to the State, 
but having associated certain of its property with that of others, for a definite 
period of time in holding out to the public a complete transportation system, 
and thereby inducing the public to act on the belief that adequate transportation 
facilities would be furnished by them, becomes the concern of the State to the 
extent that it will require that an adequate transportation system be maintained 
to meet the public needs. The State has the power and will through its cor- 
poration commission cause corporations or persons who shall so incur obliga- 
tions toward the public to fairly and faithfully discharge the same in the opera- 
tion of the transportation line * * *. If plaintiff should accomplish what it has 
threatened to do, it would result in an immeasurable impairment of the service 
of the carrier line and consequences that would materially affect the rights of 
the public. * * *” 

See also Re Santa Fe Telephone Co. (93 P. U. R. N. S. 6); State v. Trego 
County Co-op. Telephone Co. (212 p. 903); C. B. and Q. R. Co v. Reed (217 p. 
322); Wyoming Valley Water Supply Co. v. P. 8S. C. (159 A. 340). 

The long-recognized principle forbidding abandonment of public service with- 
out the permission of the regulatory authority was characterized as a “rule of 
the common law” in North Little Rock v. Comm’n (136 8. W. Fd. 194). And in 
Kansas City 8. R. Co. v. Comm’n (175 Ark. 425, 299 8. W. 761), the court held that, 
even in the absence of statutory provisions, the Commission’s permission was 
prerequisite to the abandonment of service. 

The fact that the contract under which service was first commenced has ex- 
pired is immaterial, since, as the cases cited establish, the obligation to serve 
is founded not on the contract, but upon the action of the company in under- 
taking the interstate service.’ Its action so doing subjects it to the power of 
Congress under the commerce clause of the Constitution, to be exercised as the 
public interest requires. The contract is merely a vehicle whereby a company 
becomes committed to rendering the public service. The obligation to serve is, 
in the first instance, a statutory one under section 7 (b) of the act, which in 
effect codifies the preexisting rule. Additionally, the obligation arises by virtue 
of the dedication by the company to public use. The obligation so created 
overrides any rights and obligations which may arise under a contract. 

Further, where Congress has acted within the scope of the commerce clause, 
contracts in conflict with congressional action must yield. In several proceed- 
ings where prior contracts have conflicted with determinations of just and 
reasonable rates by the Commission, the courts have upheld the Commission. 
See Colorado Interstate Gas Co. v. Federal Power Commission (142 F. 2d 948, 
953), where the court said: 

“The exertion of the power of Congress in its regulation of interstate com- 
merce is not fettered by preexisting contracts or arrangements. The exercise 
of power under the commerce clause, Construction, article 1, section 8, clause 3, 
cannot be subordinated to arrangements or stipulations previously affected. 


>As the Commission said in Matter of United Gas Pipe Line Co. (3 F. P. 3 at p. 9, 


“The expiration or termination of a contract noes not constitute grounds justifying 


abandoment.” 





Neperees 
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Contracts and arrangements of that kind necessarily are entered into with 
knowledge of the paramount authority of Congress to regulate commerce among 
the States.” 

Likewise, as the court pointed out in Mississippi River Fuel Corp v. F. P. C. 
(121 F. 2d 159, 163), contracts made prior to the enactment of the Natural Gas 
Act are subject to regulation in the public interest and must yield to the public 
welfare. The determination of service, as well as rates, is within the primary 
jurisdiction of the Commission. 

The authority of Congress to regulate matters in interstate commerce is at 
least as great under the fifth amendment as that of the States under the 14th 
to regulate matters in interstate commerce by virtue of State police powers. 
Federal Power Commission vy. Natural Gas Pipeline Co. (315 U. 8. 582). The 
power of the State to pass upon the discontinuance of public service notwith- 
standing the existence of contract provisions has often been affirmed. Re 
Spring Valley Water Co. (P. U. R. 1919E, 366) ; City of Cleveland v. East Ohio 
Gas Co. (170 N. E. 586, 591) ; Re City of Milwaukee (71 (P. U. R. N.S. 60) ; ef. 
Peoples Natural Gas Co. v. P. 8. C. (123 A. 799, 804) ; Gibbs v. Consolidated Gas 
Co. of Baltimore (130 U. 8. 396). See also Union Dry Goods Co. v. Ga. P. 8. C. 
(284 U. S. 872) ; Louisville & N. R. Co. v. Mottley (219 U. 8. 467). These prin- 
ciples have equal application to the instant situation. 

However, the above discussion is not intended to and does not cover the right 
of Congress to require the continuance of service by producers who would be 
released from jurisdiction as provided by the Fulbright bill. 

3. At page 2565 of the transcript of the hearing, the request was made for 
figures showing (a) the average field price of natural gas in 1947 and for sue 
ceeding years, and (b) the annual volumes of gas consumed during such years 
Comparative figures for other heating fuels were also requested. This informa 
tion is contained in the attached tabulation. 

I hope this sufficiently answers the inquiries which were made. 

Sincerely yours, 
JEROME K. KUYKENDALL, Chairman 


Selected statistics on fuel use in the United States, 194 


[U. 8. Bureau of Mines data] 


NATURAL GAS 





Marketed A verage well- Interstate cit 

: production head price movement I it o 

vom (million cents per thou million marketed 

cubic feet sand cubic feet cubic feet production 
1947 4,582,173 6.0 1, 402, 157 31 
1948 5, 148, 020 6.5 1, 756, 629 34 
1949 5, 419, 736 6.3 2, 007, 878 37 
1950 6, 282, 6.5 2 543. 538 1] 
aa 7, 457, 35% 7.3 $, 242,777 43 
1952 . 8, 013, 4 2 3, 786, 735 ‘7 
1953 8, 396, § 9.2 | 4191. 568 o 

1954... 18, 667, 100 ) (2 


m coal : 
Bituminous coal and Anthracite coal 





lignite Sales of heat- Gulf coast 
. ing oil AVETFagS PIC 
Year I sands No. 2 distil 
Production A verage Production A verage ea : late | (cent 
(thousands | value per | (thousand value per eh cai per gallon 
of net tons) ton of net tons ton 
1947 630, 624 $4. 16 | 57, 190 $7. 22 234, 761 5.8 
1948 599, 518 4.99 57, 140 8.17 258, 663 8.0 
1949... 437, 868 4. 88 42, 702 8. 38 250, 801 6.8 
1950__- 516, 311 4.84 44, 076 8. GO 203. 663 7 3 
1951 .- 533, 665 4. 92 42, 670 9.51 5, 92 7.7 
1952 466, 841 4.90 40), 583 9. 36 8.0 
1953_.. i 457, 290 4.92 30, 949 9. 67 8.1 
1954_.._- : 2 392, 000 4. 82 2 27,118 ( ( 8.3 


1 Overall average value per barrel of heating oils is not available. Prices shown are the annual average 
prices per gallon, based on monthly prices, of No. 2 distillate fuel on the gulf coast according to the Bureau 
of Labor Statistics’ Wholesale Price Index, 

2 Estimate. 

3 Not available, 
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senatol Mii NRONEY. May | ask one question ‘ 
When t he se contracts that vou nsist upon before i long line is 


built expire under the terms of their negotiations, usually 20 years, 


al Power Commission have any power to then continue 


' } 1 1 } 
oorder that producer TO SUpPptly that long 11} ef 


Con ioner KUYKENDALL. No. If | is supply of gas is exhausted, 
he may abandon service. Phat 1s covered in the act. 


Senator Monronery. I mean if he still has a supply of gas at the 


nd is Tor 20 years to supply this 
line 
Does the Federal Power Commission have the right to order him 
2 oH iles to that | 
( oner KUYKENDALL. A producer / 
Qi, Vion 2ONEY. VY es 
( i} Onell In YKENDALL. ®& e the P hay cle Ion. we would 
tts rht to require him to continue ser e, 
- te LJANIEL. Kven after his contract expires ¢ 
nissioner KwuyKENDALL. \ 
senator Monroney. That is 1 effect maki 1o hi a publi utility. 
1 he went into the thing with eves open. in arm’s-length bargain 
oe, negotiated the contract as two private individuals would, and 
»w he finds he is not only under a price regulation, but he is also told 
at he has committed his eas as long as there is a Sup] ly, to his 
upp! 
Senator Pasrore. | am not \ illing to admit that. 
Commissioner KUYKENDALL. No, he has committed his gas until the 


Federal Power Commission tells him he may cease service. 


Senator Pasrore. This is not control of the eas at the wellhead. 

All this savs is, When a man sells it in interstate commerce, then 
he becomes subject to Federal control. 

Ile does not have to sell it in interstate commerce. There is noth 
ng here that compels any man to sell beyond his 20 years. If he is 
committed under a contract, he is committed by virtue of the con 
tract, but once that contract runs out, you can’t make that man sell 
that was in interstate commerce. 

Commissioner KuykenpaLt. We have done it, with the pipeline 
companies. We can do it, and I think we have the power to do it 
with a producer. 

Senator Pasrore. Contrary to the term of a contract 4 

Commissioner KUYKENDALL. Yes, if he has the gas. 

Senator Pasrore. We would like to get that opinion and insert it 
in the record. 

Senator Dante. I agree with the chairman of the committee. 

Senator Pastore. I will be glad to have that clarified. 

Senator Monronery. Will not that gas then float to the highest 
market price instead of a regulated price, once it is freed of Federal] 
control / 

Commissioner Kuykenpauy. I think that if a producer had a 20-year 
contract, and that has expired, and he could find somebody that would 
pay more for his gas than the one he was then selling to, he would 
certainly sell it where he could get the most money for it. 

Senator Monroney. And a lot of these contracts come up at about 
the same time? 
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Commissioner KuyKENDALL. No, I don’t think so. They were en 
tered into at many different times, as the pipelines were built and 
went into operation, and as new supplies are found and new supple 
mental contracts for it were made. 

Senator Danie.. One other question concerning the interpretation 
that the Commission puts on your power under the Phillips decision. 

Have you had this question up for consideration, as to whether you 
now have the right to increase the price of gas above that contracted 
for In some of these 20-year contracts, if you found that the price con 
tracted for was less than a just and reasonable price / 

Commissioner KuyKENDALL. We would have the right to do so if 
the producer filed a higher rate with us. 

Now, he may do that under the law, once he is a public utility, re 
vardless of what his contract says, but we would not have the right to 
vive him a higher price than he had filed a higher rate with us. 

Senator Danten. In other words, if the produc er, under a contract 
which we will say calls for 5 cents, files with you a price schedule call 
ing for an increase to 10 cents, you would have the right to permit 
that increase to go into effect if you found that it was a just and 
reasonable price, even though it is higher than the contract price, 

Commissioner KUYKENDALL. ‘That is right. 

Senator Dantet. Do you have an opinion from your staff on that 
subject / 

Commissioner KUYKENDALL. I don’t, but I don’t think there is any 
question about it. We do it all the time with these pipeline companies, 
and these producers are natural-gas companies just like the pipeline 
companies. 

Senator Pasrorr. As 1 understand it regarding the pipeline com 
panies, if for 20 years they will render the gas to the distributing com 
pany at a price set by the Federal Power Commission, that is by their 
contract and you set the price. 

Now, what Mr. Daniel is asking is this: If there is an existing con 
iract negotiated between a pipeline and a producer, and the price stip 
ulated in that contract is less than what is decreed to be a fair and 
reasonable market price on the part of the Federal Power Commission, 
have you the right to increase the price for the producer in excess of 
the price stipulated in the contract between the producer and the pipe 
line company ¢ 

Do I make my question clear? 

Commissioner KuyKENDALL. Yes, and I think the answer is clearly 
that we have that right, provided he asks us for it by filing a higher 
rate. 

If he filed a higher rate, and then we could allow it without suspend 
ing it, or we could suspend it, and then investigate it and hold a hear 
ing. We conceivably might decide then he wasn’t entitled to the full 
amount he filed for, but should have some lesser amount greater than 
what he was getting before. 

Senator Pasrorr. On the theory that under the Phillips case, when 
le entered into that contract, he entered into its subject to the existing 
law, and the law said, according to the Supreme Court, that you have 
a right to supervise it. 

Commissioner KuyKENDALL. Yes, even though he made a mistake 
of law. 
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Senator Pasrore. That is right, ignorance of the law is no excise. 

Senator Monroney. If you exempt the small producer of less than 
/ billion feet of gas, he wouk 1 not have the right to come in? 

Commissioner KuyKENDALL. No. 

Senator Pasrore. Our exemption is a little different than that, 
exemption from the cumbersome filing. They would still be under 
supervision. All they would do is list themselves, list their contracts 
and prevailing prices. You would wrtee to simplify the procedure. 

Senator Monronry. They wouldn’t be exempted from regulation. 

Senator Pasrorr. They would be not completely exempted from 
regulation, but from the inconvenience of all these forms that have 
to be filed. 

Commissioner KuyKeNDALL. We would have no authority to change 
their rates that they had in their contracts, as I understand the bill. 

Senator Pastore. With the exception of- 

Commissioner KuyKenbait.. The small producers: 

Senator Pastore. You would exempt them completely under the 
law ? 

Commissioner KuykKenpaty. No, I think you are speaking of the bill 
introduced by Senator Douglas. 

Senator Pasrore. I am not sneaking of his bill, especially. T am 
talking about exemption. He would take them out completely, 
wouldn’t he? 

Commissioner Kuykenpaun. That is my understanding of that bill. 

Senator Monroney. Which would then deny to them the right to 
apply for a rate increase, but the big corporations, that hundred, 
could come in under that and ask for rate increases. 

Commissioner KuyKrenpALuL. Yes. Regulation not only places bur- 
dens on public utilities, but it gives them some benefits, too, and the 
producers would have that benefit. I don’t think they want it, but 
they could get some relief from their low-price contracts if they could 
show that they were entitled to it. 

Senator Pastore. Has the Budget Bureau taken a position on this 
bill? 

Commissioner KuyKrenDALL. Not to my knowledge, Senator. 

Senator Pastore. Mr. Draper, do you want to say anything for the 
record ? 

Commissioner Drarer. No. 

Commissioner KuyKENDALL. In closing, I am not sure I have ex- 
pressed the views of the majority of us in everything I have said, and, 
if I haven't, I am sure the Commissioners should feel free to state 
their positions separately. 

(Supple mental information supplied to the Senate Interstate and 
Foreign Commerce Committee by the Chairman of the Federal Power 
Commission follows :) 

FEDERAL POWER COMMISSION, 
Washington 25, May 28, 1955. 
lion. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D.C. 

Dear Mr. CHAIRMAN: A study has been made of your inquiry as to whether a 
State may fix the price of natural gas produced within its borders when the 
sale is in interstate commerce. 

In its decision of June 7, 1954, in Phillips Petroleum Co. v. Wisconsin, 347 
U. S. 672, the Supreme Court expressed its belief that the legislative history 
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f the Natural Gas Act “indicates a congressional intent to give the Commission 
Jurisdiction over the rates of all whol sales of natural gas in interstate com 
merce, Whether by pipeline company or not and whether occurring before. dur 
ing, or after transmission by an interstate pipeline company.” This statement 
Was made by the Court in reviewing a decision by the United States Court of 
Appeals for the District of Columbia Circuit which had expressly limited its 
decision to those sales by the Phillips Petroleum Co, which occurred after the 
completion of production, gathering and processing (1205 F. 2d 705). The 
court of appeals called attention to the finding of the Commission that the sales 
were in interstate commerce and added “It follows that no State can regulate 
these sales” (p. 710). 

While the Supreme Court has not passed upon the applicability of the Nat 
ural Gas Act to sales at the wellhead of natural gas in interstate Commerce for 
resale, in its per curiam opinion in Natural Gas Pipe Line Company v. Panoma, 
99 Law Ed. (Adv.) 472 April 11, 1955, the Supreme Court said that Oklahon a 
could not “fix the minimum price to be paid for natural gas, after its production 
and gathering has ended, by a company which transports the gas for resale in 

iterstate commerce” but that such a Sale of transportation could not be regu- 
lated by a State, being subject to the exclusive regulation of the Federal Power 
Commission. The Court in the Panoma decision went on to Say that in Cities 
service Gas Co. v. Peerless Oil and Gas Co., 340 U. 8. 379, and Phillips Petro- 
feum Co. Vv. Oklahoma, 340 U. 8. 190, it had dealt with constitutional questions 
und not the construction of the Natural Gas Act, which was specifically not 
passed upon in those eases, 

Phe Commission itself has not passed upon the question of its jurisdiction 
ver sales at the wellhead, and therefore [ am not in a position to give you its 
lecision upon that point. 

Sincerely yours, 
JEROME K. KUYKENDALL, Chairman 


MAy 13, 1955 
Hon. WARREN G. MaGNnuson. 
Chairman, Committee on Interstate and Foreian Committee, 
United States &X nate, Washington 25, D. 0. 


DEAR Mr. CHAIRMAN: This is to acknowledge the receipt of your inquiry as 
to the legal authority of the Commission since the decision of the United States 
Supreme Court in Phillips Petroleum Company v. Wisconsin, 347 U. § 642, in 
fixing the rates of independent producers for sales of natural gas moving in 
interstate commerce, (1) to authorize increases in rates; and (2) to authorize 
decreases in rates, taking into account the terms of contracts in existence at 
the time of the Phillips decision. 

Under the Phillips decision, the Commission has the same rate control over 
sales by independent producers of natural gas sold in interstate commerce for 
resale as it bas over gas Similarly sold by interstate pipeline companies. The 
Phillips decision merely extends the full provisions of the Natural Gas Act to 
independent producers which had theretofore been considered by the Commission 
as within the exemption of section 1 (b) of the act. 

The authority of the Commission to control the rates of hatural-gas companies 
subject to the act, norwithstanding contracts in existence at the time of he 
passage of he act, has already been sustained. Natural Gas Pipeline Company \ 
F’. P. O., 315 U. 8. 595 (1942), Colorado Interstate Gas Company v F. P. ©. and 
Canadian River Gas Company v. F. P. 0., both reported in 142 F. 24 948 (C. 4 
10, 1944), affirmed 324 U. S. 581. 

Initial rates must be accepted for filing by the Commission and cannot be 
suspended. Increased rates which may be filed thereafter may be suspended 
or accepted for filing at the discretion of the Commission. They may be sus 
pended for as long as 5 months. Thereafter, the natural gas company has the 
privilege of collecting the increased rates subject to refund. After rates are 
suspended, an investigation must be made and a hearing held before any rates 
can be reduced. Whether or not a reduction is affected depends, of course, upon 
the evidence adduced at the hearing. All filed rates are subject to investigation 
and hearing by the Commission under section 5 of the Natural Gas Act. No 
rates can be reduced summarily. A hearing must be held, in which evidence 
warranting the reduction is presented. 

Sincerely yours, 
JEROME K. KuykenpaAt., Chairmain, 
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May 19, 1955. 


(1) The staff of the Commission made a study of the purchases of natural gas 
by pipeline companies from producers for the year 1953. This study disclosed 
that natural gas pipeline companies reporting to the Commission purchased 
directly from approximately 4,800 natural gas producers. The total gas pur- 
chased was 4,713,861,927 M ¢. f. The study is contained in a report prepared 
for staff use, a copy of which is attached. The foregoing information will be 
found in table 2 of that study. 

(2) We do not have any information as to the total number of gatherers as dis- 
tinguished from producers. We do not know where any information on this 
subject-matter can be otained. 

(3) Your third request relates to the percentage of natural gas for interstate 
shipment which is produced by independent producers, showing the percentage 
produced by the first three producers, the next five producers, and the next ten 
producers. 

We do not have readily available information as to the percent of the gas sold 
by independent producers to given companies Which moves in interstate commerce. 
However, in 1953 natural gas pipeline companies reporting to the Commission 
purchased from independent producers 4,706,342,000 M ¢. f. and produced them- 
Selves 716,386,000 M c.f. Table 4 of the staff report referred to above lists the 
producers in the order of volume of sales to the pipeline companies. It will be 
seen that the tabulation covers purchases of 4,080,533,000 M c. f. by the pipeline 
companies out of a total of 4,706.542,000 M c. f. of purchases from independent 
producers. 

The data relating to gas reserves controlled by independent producers were 
supplied yesterday. 


SALES BY PRODUCERS OF NATURAL GAS TO REPORTING INTERSTATE NATURAL GAS 
PIPELINE COMPANIES, 1953 


During 1953 interstate natural gas pipeline companies reporting to the Federal 
Power Commission purchased directly from approximately 4,800 natural gas 
producers * 4,713,861,927 M c. f. of natural gas at a cost of $428,759,456. Seven 
of the producers, alone or as the first name in combination with others, supplied 
one-third of the total amount of natural gas secured from producers. Sixty-six 
producers, alone or as the first named in combination with others, supplied 78.4 
percent of such natural gas purchases. 

Purchases of natural gas by interstate natural gas pipeline companies from 
producers were made in 22 States. Purchases from producers in Texas were 
54.3 percent and in Louisiana 20.4 percent of the total. Producers in the four 
West South Central States (Arkansas, Louisiana, Oklahoma, Texas) supplied 
80.3 percent of natural gas purchased directly from suppliers by the reporting 
interstate natural gas pipeline companies. 

Summary data of these purchases during 1953, presented as sales of natural 
gas producers to reporting interstate natural gas pipeline companies, are shown 
in the following tables: 


Table 1. Sales of producers by size groups. 

Table 2. Sales by producers by States. 

Table 3. Sales by producers with sales of 10 million M c. f. or more by States. 

Table 4. Producers whose combined sales were 5 million M e. f. or more. 

Table 5. Sales of producers whose combined sales were 10 million M ¢, f. 
or more by pipeline companies. 

Table 6. Natural gas pipeline companies reporting purchases from producers. 


The total number of producers reported by the 67 natural gas pipeline companies listed 
on attached table 6 was 4,760. Of these, 1,512 were processed by name and 3,248 were 
processed as “various” producers each furnishing individual respondent pipeline companies 
with less than 100,000 M ec. f. of natural gas during 1953. For size groups, data for 215 
combination name producers were grouped with data for the first-named producer in name 
combinations Considering name combinations as “‘one,”’ the number of suppliers becomes 


4.545—1,297 named and 3,248 “various” for which combinations, if any, could not be made. 
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DETAILED DATA AVATILABLI 


Data on gas purchases readily available from punched cards are: Name of 


supplier, whether supplier is or is not associated with purchaser ; type of delivery 


(wellmouth, designated point in field, gasoline plant, pipelines) and State; 


amount of gas purchased; cost of gas purchases; and year of contract 


TABLE 1 Sales by producers of natural gas to natural gas pipeline companies, 
1953 


[Sales by producers by size groups] 


Producers Sales—M ec. f Revenues 

Size interval, M c.f. of natural gas 
Number Percent Volume Percent Amount Percent 
Over 100 mil 7 0. 2 1, 574, 117, 342 33.4 | $129, 595, 641 30 
50 million-100 million 15 3 982, 778, 111 20.8 87, 470, 145 20 
25 million—50 million 20 5 743, 543, 168 15.8 68, 400, 536 16 
10 million-25 million 24 5 396, 495, 216 8.4 39, 710, 143 g 
) million-10 million 53 1.2 383, 600, O88 8.1 37, 513, 273 s 
1 million—5 million 115 2.5 300, 494, 500 6.4 20, 332, 433 6 
500,000-1 million 151 3.3 142, 428, 348 3.0 14, 542, 049 3 
100,000-500,000 274 6.0 99, 006, 005 31 10, 682, 129 2 
Under 100,000 2 3, 886 85. 5 91, 399, 140 2.0 11, 513, 107 2 
Total ’ 4,545 100. 0 4,713, 861, 927 100.0 428, 759, 456 100 


Data from reports of purchases by reporting interstate natural gas pipeline companies 

Includes 3,248 ‘‘various”’ producers. 

For size groups, data for 215 combination name producers were grouped with data for the first-name 
producers in such name combinations. 


TABLE 2.—Sales by producers of natural gas to natural gas pipeline companies, 
1953 
[Sales by producers by States] 
Sales, M ec. f tevenues 
State Producers 

Volume Percent Amount Percent ee 
Cents 
Arkansas 27 9, 218, 861 0.2 $389, 742 0.1 4 
Colorado 18 1, 865, 960 : 175, 717 (2 9 
Illinois 1 1,171, 604 (2 87, 570 (2 7 
Kansas 341, 504, 820 7.2 31, 047, 760 7.2 y 
Kentucky 24, 240, 897 5 4, 761, 642 hed 19 
Louisiana 964, 619, 284 20.4 87, 609, 697 20.4 9 








Maryland , 685 (2 208. 037 (2) 
Michigan , 956 : 144, 994 (2 
Mississippi 013 3.0 10, 986, 803 2.6 
Missouri 1 ,515 (2 QQ 7 
Montana. 80 , 801 l l 6 
Nebraska 39 , 617 1 l 11 
New Mexico... 274 2, 210 1.8 4.4 s 
New York 32 879 (¢ 183, 097 (? 31 
Ohio 172 3, 825 2 1, 584, 903 4 19. 
Oklahoma 232 403 5.4 24, 396, 881 5.7 y 
Pennsylvania 997 2, 696 1.1 12, 847, 154 3.0 25 
Texas 834 , 742 54.3 216, 070, 091 50. 4 8 
Utah 2 , 670 l 639, 398 1 21 
Virginia 2 2, 405 3 3, 364, 036 8 26 
West Virginia 1, 449 , 690 1.3 11, 155, 267 2.6 18 
W yoming 19 , 394 9 3, 462, 857 s ~ 
All States__- 34,975 31, 927 100. 0 428, 759, 456 100. 0 9 


Data from reports of purchases by reporting interstate natural gas pipeline companies 
2 Less than 0.05 percent 
Includes duplications for producers operating in more than one State. 


1 
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TABLE 3.—Sales by producers of natural gas to natural gas pipeline companies,’ 
1953 


1 


[Sales by producers with sales of 10 million M. c. f. or more, by States] 





Sales, M. c.f Revenues 
State Producer = 
Volume Percent Amount Percent “ z f 
Cents 

Arkansa 6 3. RRS, 072 0.1 $148, 467 (*) 3.8 
Colorado 1 994, 460 2) 90, 453 : 9.1 
Kansa 22 288, 260, 421 7.8 26, 762, 705 8.2 9.3 
Kentucky 2 11, 546, 984 3 2,514 8 21.8 
Louisiana 36 801, 425, 856 21.7 73, 443, 37 22.6 9.2 
Mississippi 9 133, 020, 535 3.6 10, 338 2 7.8 
Montana_.. 4 2, 643, 815 1 138, } 5. 2 
Nebraska l 2, 695, 951 1 350, + 13. 0 
New Mexico 18 131, 245, 929 3.6 10, 335 3.2 7.9 
Oklahoma 26 204, 584, 804 5. 5 19, 761, 4 6.1 9.7 
Pennsylvania 2 4,474, 208 l 600, 2 13. 4 
Texas 49 2, 052, 916, 768 55.5 171, 868, ‘ 52.8 8.4 
Utah ; l 2, 349 (2) (*) 14.9 
Virginia 1 12, 766, 864 3, 321, 1.0 26. 0 
West Virginia 4 15, 126, 032 4 3, 332, 1.0 22. 0 
W yoming 6 31, 340, 789 2, 170 7 6.9 

All States 3188 3, 696, 933, 837 100. 0 325, 176, 465 100. 0 8.8 


1 Data from reports of purchases by reporting interstate natural gas pipeline companies. 

? Less than 0.05 percent. 

’ Includes duplications for producers operating in more than one State with combination names counte 
separately. With name combination groups counted as single producers, there are 66 producers in thi 
size group. Their names with sales data are shown in the first part of table 4 and in table 5. 


hs 


TABLE 4.—Sales by producers of natural gas to natural gas pipeline companies, 
1953 


[Producers whose combined sales were 5 million M c. f. or more] 


Revenues 














Name of producer Sales (M ec. f.) ‘ 

Per 

| Amount c. £2 

Cents 
Phillips Petroleum Co $36, 581, 608 8.0 
Union Producing Co 16, 997, 018 6.9 
Stanolind Oil & Gas Co.’ 17, 166, 791 8.5 
Humble Oi] & Refining Co.3. 16, 374, 322 8.3 
Magnolia Petroleum Co.? 13, 279, 819 8.4 
Shel] Oi] Co.4 9.5 
Chicago Corp. < 9.2 
Atlantic Refining Co.3 853 8.0 
Shamrock Oil & Gas Corp ; 237 | 8.5 
Skelly Oil Co , 443 9.2 
Gulf Refining Co 5, 730 8.8 
Sun Oi] Co.3 , 010 | 8.5 
Gulf Oil Corp . 020 8.7 
Texas Co , 367 | 9.2 
Carthage Corp. Plant , 495 | 9.9 
Republic Natural Gas Co , 216 9.3 

Superior Oil Co , 448 | 7 
Cities Service Gas Producing Co , 290 | 7.5 
Sunray Oi] Corp 999 | 9.7 
Union Oi] Co. of Calif , 750 9.7 
Continental Oil Co 424 | 8.1 
Southwest Gas Producing Co., Inc . 862 11.3 
Panoma Corp 4 , ROO 6 
La G)oria Corp 3 121 7.6 
Pure Oi] Cx 4,113, 691 8.6 
Ohio Oi] C« 4, 038, 331 8.5 
Western Natu ( ( 3, 209. 891 6.8 
Abercrombie. J. &.. ( 4, 466, 993 9.5 
W r As ed Oil Co 3 972, 168 8.8 
Si OUk G ( 3 691,171 8.5 
4 c Gas |} tj ( 4, 504, 610 10.4 
Souther Pr ( 4, O86, 309 9.7 
lor Oil & Gas C 2, 256, 854 6.9 





See footnotes at end of table. 
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TaBLE 4.—Sales by producers of natural gas to natural gas pipeline companies,’ 
1958—Continued 


{Producers whose combined sales were 5 million M e. f. or more] 


Revenues 















Name of producer Sales (M ec. f 
Amount Per M 

c. {.3 

Cents 
Northern Natural Gas Producing Co... 32, 631, 637 $3. 466, 295 10.6 
Lone Star Producing Co.!_-. 31, 034, 305 2 690. 768 8.7 
Union Sulphur & Oil Corp 28, 194. 691 2, 751, 242 9.8 
United Carbon Co-. 28, 141, 020 3, 821, 922 13.6 
California Co 26, 472, 754 2, 994, 825 11.3 
Columbian Fuel Corp.3 26, 300. 388 3, 031, 342 11.5 
Sohio Petroleum Co 362 2. 245, 291 7 
Cullen, H. R., et al. , 218 1 7.4 
Hugoton Plains Gas & Oj] Cov. 3 896 2 11.2 
Warren Petroleum Corp. 24, 584. 760 l 7.7 
Hugoton Production Co 24, 256, 814 3, 23% 13.3 
United Producing Co., Inc. 24, 045, 119 4 15.4 
Glassell & Glassell 23, 241, 646 a 6.7 
Tennessee Production Co . ‘ 21, 747, 401 2,é 11.0 
lexas Gas Products Corp : 20, 856, 898 2. 1) 2 
Richardson, Sid, Gasoline Co i 20, 579, 142 1 12 
Cities Service Oil Co.3 3 8. 6 
Huber, J. M., Corp i; 8.9 
Lacy, Rogers, Inc. l, 8.1 
American Republics Corp.’ 2 12.0 
Natural Gas & Oil Corp ¥ 11.3 
Marine Gathering Co l, 8.1 
Hunt, Hassie, Trust 1, 11.0 
Oklahoma Natura! Gas Co 1, 9.8 
Texas Gas Corp iL. 10.1 
Hunt, H. L.3 l, 12.2 
rexas Gulf Producing Co.’ c 9.3 
Lion Oil Co.4 . l, 9.2 
Deerfield-Kearney Gas Producing Co-- 8.0 
Midstates Oil Corp. 5.0 
White Eagle Oil Co.’ ; 7.8 
Terminal Facilities, Inc.3 ; 10, 306, 468 | 7.6 
Cities Service Development Co 10, 144, 709 704, 238 | 6.9 
Hunt Oil Co. 9, 965, 404 997, 904 | 10.0 
Oil Drilling, Inc.’ ‘ 9, 884, 366 989, 066 10.0 
Brown, Joe W tats 9, 981, 048 10.0 
Keta Gas & Oil Co ‘ 9, 2, 516, 338 | 26.5 
rexas Pacific Coal & Oil Co 9, ¢ 907, 884 9.7 
Cabot Carbon Co 9, 1, 203, 454 13.1 
Plymouth Oil Co 9, O51, 896 10.4 
Fidelity Oil & Royalty Co.’ 9, 853, 666 9.4 ® 
Fair, Ralph E 8, 858, 986 9.8 
Gillring Oil Co 8, 829, 624 | 9.5 
Amerada Petroleum Corp. 8, 741, 627 | 8.5 
Hope Producing Co 8, ! 834, 066 9.8 
Texas Eastern Production Corp 8 840, 529 10.0 
Bert Fields s 784, 164 | 9.4 
Lyman, C. V 8 , 099 $16, 194 | 9.8 
Karsten, Floyd L.% 8, 327, 053 777, 201 9.3 
Grubb & Hawkins 3 8, 232 653, 602 | 8.1 
Hydrocarbon Production Co., et al 8, 490 554, 894 | 6.9 
Lecuno Oil Co 8, 413 1, 014, 388 12.6 
Pan American Production Co. 7 563 775, 277 9.8 
Olsen, R., Oil Co.3 cf , 312 701, 363 | 9.4 
Tex Harvey Gasoline Plant 4 250) 8.1 
British American Oil Producing Co.’ ¥ 955 7.8 
White, J. B., et al 3 7, 172 9.8 
Fullerton Oi] Co 6, 527 9. 1 
Carter Cragg Oil Co 6 205 9.2 
Carter Oil Co 6, ; 6.6 
Little Nick Oil Co.’ 6, 854, 0 8.2 
Arkansas Fuel Oi] Corp 6, 849, 625 8.2 
Aztec Oil & Gas Co. 6, 835, 740 7.6 
Sklar, Sam 3 6, 712, 877 B.S 
Hudgins, T. J., et al 6, 706, 311 s 
Columbian Carbon Co 6, 677, ( ' 
Peppers Refining Co 6, 653, 758 2 
Midland Gasoline Co 6, 565, 578 s 
Seaboard Oil Co 6, 503 ; ; 
Murphy Corp 6, 403, 495 725, 734 
Goldston, W. L 6, 482, 619 42, 162 
Renwar Oil Co 6, 482, 255 
Champlin Refinery Co 6, 361, 899 510, 452 8.0 
Nueces Co 6, 213, 875 616, 877 Y 
Vanson Production Co 5 868, 47( {87 603 t 


See footnotes at end of table. 
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Partie 4 Nales by producers of natural gas to natural gas pipeline companite 8, 
1953—Continued 


“i e 5 millior ‘i cc. lt. or More 


Revenues 





Cents 
icCor D. B 5, 846, 254 514, O85 8.8 
Lone St Gas Co 5, 723, 74¢ 574, 441 10.0 
Benson & Montin. I 5, 541, 250 401, 999 7.3 
Hudson, E. J 5, 490, 820 466, 720 8.5 
Uni I fic R. R, ¢ », 484, 898 615, 714 11.2 
Standard Oil Co. of Texa 5, 444, 224 543, 289 10.0 
Ginther. N. ( 5, 403, 324 528, 778 8 
Reef Fiel Gasoline Corp. et al 5, 252, 795 4180, 830 9.2 
Altex Cor 5. 250, 612 503, 142 9.6 
Ar rson Prichard Oil Co 5. 057, 395 413,074 8,2 
WH DK&ARJ 5 044, R82 632. 072 12.5 
lot 4, O80, 533, 925 362, 689, 738 8.9 

Dat report irchases by reportir nte e natural gas pipeline companies 

A e for all cont ts with natural gas | e ling panies 

Include sles by producer named association with others where producer named appears first on each 
0 i is contract 


TABLE 5.—NSales by producers of natural gas to natural gas pipeline companies, 
1953 * 


[Sales by producers with sales of 10 million M ec. f. or more, by purchasers] 


Re venues 


Sales 7 
Producer-purchasers State volume, Cents 
M c.f A mount a 

(dollars) j 
M c.f 

Abercrombie, J. 8., Co.: 2 

Interstate Natural Gas Co., Inc Louisiana 241, 216 14, 617. 83 6.1 
rennessee Gas Transmission Co Texas 2, 379, 968 234, 849. 70 9.9 
lexas IHnois Natural Gas Pipeline Co do 42, 026, 426 i, 9.7 
United Gas Pipeline Co lo 2, 299, 720 6.6 
7 9.5 





Total 46, 947, 330 4, 


American Gas Production Co 
Kansas Nebraska Natural] Gas Co., Inc Kansas 119, 291 13, 111. 63 11.0 


Northern Natural Gas Co do 19, 680, 965 1, 921, 963. 99 | 98 
Do Oklahoma 20, 654, 309 2, 344, 146. 92 11.3 
Panhandle Eastern Pipeline Co Kansas 2, 829, 310 225, 387. 00 8.0 
Total 43, 283, 875 4, 504, 609. 54 10.4 


American Republics Corp 





El Paso Natural Gas Co New Mexico 273, 655 25, 732. 08 | 9.4 
rennessee Gas Transmission Co rexa 943, 292 92, 484. 35 9.8 
lexas astern Transmission Corp do 15, 054, 412 1, 845, 635. 40 12.3 
United Gas Pipeline Co Louisiana 557, 228 50, 270. 43 9.0 

Total 16, 828, 587 2, 014, 122. 26 | 12.0 


Atlantic Refining Co 





Arkansas Louisiana Gas Co Arkansa l, 62, 512. 22 | 5.2 
Do Louisiana 2 241, 863. 42 9.5 
Do Texas 3, 27, 436. 57 10.9 

El Paso Natural Gas Co l Mexico 31, 865. 17 9 


170, 75 





Do 














Interstate Natural Gas Co., Ine Louisiana cs 120, 610. 25 6 
Do Mississippi 28, 337. 30 10.0 
Louisiana Natural Gas Corp Louisiana 7,< 511, 325. 12 6.8 
Northern Utilities Co W yoming 63, 776. 21 7.5 
Southern Union Gas Co New Mexico 751, 23% 69, 346. 79 | 9.2 
‘Tennessee Gas Transmission Co Louisiana 162 1, 224, 857. 99 9.0 
Do Texas , 827 1, 508, 396. 94 9.6 
lrexas Eastern Transmission Corp do , 684 335, 022, 16 10.5 
rexas Illinois Natural Gas Pipeline Co do 16, 601, 060 1, 165, 062. 00 7.0 
Texas Northern Gas Corp Louisiana R87, 198 79, 821. 24 | 9.0 
rranscontinental Gas Pipeline Cory Texas 10, 008, 318 686, 635.00 | 6.9 
United Gas Pipeline Co Louisiana 8, 606, 2 516, 564.99 | 6.0 
Do Texas 5 491, 224 389, 665. 95 qe 
Total 95, 201, 494 7, 633, 852. 62 | 8.0 


See footnotes at end of tabl 
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TABLE 5 Sales by produce rs of natural gas to natural gas pipeline companie Pe 
1953—Continued 


Sales by producer vit iles of 10 million M ec. f. or more, by purchaser 





Revenut 
Producer-purchasers Stat volume, ( 
! el 
M c.f Amount 
dollar + ie 
( 
Natural Gas Co., Inc Louisi 1, 883, 564 17 2 } 
pi River Fuel Corp lo 1, 965, 477 995, 511 
Natural Gas Co do 1. OR3. 204 139. 644. 00 12.49 
ster lransmission Cory lo ), 782, S84 1, 385, 947. 3 12.9 
United Gas Pipeline Co ‘ 10 62 71. 859 0.0 
rotal 26, 472 4 104, $24.9 
Carthage Cort ] ‘ (} I'r mi exa 6 4 14 6, 606, 494.9 +g 
sion Corp 











VI ufacturers Light & Heat Co., The Pennsylva 012. 399 79 563. 4¢ f 
Do Dexa 24, 251, 916 145, 359. 43 ( 
rennessee Gas Transmission Co do Y, 455, 298 & 213, 460. 82 m4 
Texas Eastern Transmission Corp do 6. 603. 965 674. 866. 44 9 
Texas Gas Transmission Corp lo & S04. OSS RTF O) 00 
United Fuel Gas Co We Virg 13. 124. ON 2 939. 9O7. 53 2 4 
United Gas Pipeline Co lexa 9 ) 7, ORB, 28 x 4 
lotal », S61, S 1 4 ; ,2 
Cities Service Development Co 
Interstate Natural Gas Co., Ine Louisiana 4, SAC $17. 82 7.0 
United Gas Pipeline Co do 10, 140. 169 703, 920. 47 6.9 
otal f 44. 709 04. 238. 29 69 
Cities Service Gas Producing Co 
Cities Service Gas Co Oklahoma 12, 835, 132 1, 261, 205. 72 O.8 
Do lexas 41, 039, 490 2, 789, O$4. 77 6.8 
Total 53, 874, 622 4, 050. 290. 49 
Cities Service Oil Co 
Cities Service Gas Co Oklahoma 31 2 5 | 2 ) 
El Paso Natural Gas Co New Mexico 1, 162, 09S 16, 582 ) 
Do lexa 2, 038, 275 46, 794. 54 4 
Do Utah 9 349 349. 3 19 me 
Kansas Power & Light Co., The Kansas 256, 924 19. 779. 20 a 
Lone Star Gas Co Oklahoma 231, 50S 9, 095. 46 4 
Do l'exas 4, 838, 573 138, (42. 94 ) 
Northern Natural Gas Co do 215, 531 19, 705. 04 } 
Texas Eastern Transmission Corp do 71, 474 6. 883. ON y¢ 
rrunkline Gas Co do 9, 271, 249 766, 093. 00 ~ 
United Gas Pipeline Co do 1. O97. 136 RO. 281. 27 
Total 1Y, 216 656, 718. 03 mf 
Columbian Fuel Corp 
Citi Service Gas Co Kansa ) 771. 581 1. 074. 873.9 
Colorado Interstate Gas Co d 2,044, 451 144,711.00 
Kentucky, West Virginia Gas Co Kentucky 1,014, 022 1 640. 08 
Panhandle Eastern Pipeline Co Kansa 9, O38, 735 45, 936. 00 
United Fuel Gas Co Kentuck 1. 431. 599 106, 181. 00 99 
lotal 2. 3 hh 031. 341. 99 
Continental Oil Co 
El Paso Natural Gas Co New Mexice 12. 159. Use 1. 149. 704. 37 ) 
Lone Star Gas Co Pexa 290% B48 w) Oa0 } 
Montana Dakota Utilities C« W yomil 2 s t) 14. 24 
Southern Union Gas Co New Mexico 2 62. 280. OR % 
Tennessee Gas ( lex 939 874 24 809. 40) 
lexas Eastern Trar ‘ io 1, 3 “1 ) 
lrranscontinental ¢ Corp lo 7. 866, 828 220, 827. On 6 ® 
United Gas Pipeline C¢ Lo na 2 206. O54 46), 02%. 52 3 
Do lexa 6, 064, 959 149. 29.5. 36 6.4 
TT i] 2, 868. YIS 1 Jes 24. 4 - 
Cullen, H. R., et al { ted G Pipeline Co Dexa 2 & 218 RR 20 0) ‘ 


See footnotes at end of table 
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TABLE 5. 








TO THE 


1958—Continued 


NATURAL 


GAS 


ACT 


ales of 10 million M c. f. or more, by purchasers] 


Sales by producers with 
Prod chasers State 
Deerfield K Prod ig ¢ Kansa Kansa 
Nebraska N I Ga Ir 
Gla ll & Gi ] ssee Ga ira lex 
ion Co 
Gulf Oil ¢ I 
lated Gas I i ( Oklaho 1 
iso Natural Gas Co New Mexico 
Do aS 
Ka ‘sas Nebrash Natural Gas Co., Inc Kansas 
Lon Star Gas Co rexas 
Southern Union Gas Co New Mexico 
Do Texas 
I nnessee Gas Transmission Co do... 
rr: nse» tinental Gas Pipeline Corp do 
Un ted Gas Pipeline Co do 


lotal.... 


Gulf Refining Co.: 
Arkansas- Louisiana Gas Co 
Inte:state Natural Gas Co., Inc 
Loui tana Natural Gas Corp 
United Gas Pipe.ine Co 
Do 


S| eee ie 
Hunt Hassie Trust 
Ark. nsas-L uisiana Gas Co 
Louisana Natural Gas Corp 
T Gas Transmission Co 
Texas Eastern l|'rans’ ission Corp 
Texas Gas Tr wns” ission Corp- 
United Gas Pipeline Co 


enness 


Huber, J. M., Corp 
Northern Natural Gas Co 


Panhandle Eastert Pipeline Co 
Do 
Do 
Public Service Corporation of Texa 
thwester! Ser e Co 
{ ¢ Gas I line Co 
t ns ‘ Oil ¢ 
\ Natu ( Cx 
Do 
tal... 
H | tic Co.: K 
| Cr 
HT } ) | ( 
is I G Cr 
} | Na i ( Co 
D 
ite » 1 Gas Co., I 
Do 
I Star ( ( 
i Nat ( Corp 
+ \ ‘ { 
Dy 
ee G i sion Co 
is East I ssion Cor} 
inkline ¢ Cr 
te Ga ™ e Co 
D 


See footnotes at end of table. 


Louisiana 


ao 
ao 


Mississippi 


Louisiana. 
do 
T CABS 


Louisiana. 


l'exas 


Texas 
Kansas 
Oklahoma 


l'exas 

lo 

10 
Ka 
OK ) i 
I i 
lexas 
New Mexico 
it 5 
Lo i 
M DY 

ip} 


Louisian 


\ T 
VLISS ippl 
lexas 

0 























Sales 
volume, 
M c.f 
11 REE 
23, 241, 646 
2.797 623 
16, 781. 966 
8, 150, 739 
305, 250 
627, 710 
356, 725 
233 
307, 679 
237, 337 
37, 807, 354 
67, 459, 616 
1, 638, 702 
1 
16, 751. 768 
45, 601, 127 
70, 977, 810 
i, 761 
4, 373, 897 
221, 159 
8, 580, 168 
206, 786 
372, 433 
15, 380, 204 
9 
3, 
3, 
18, O84 ( 
804, 523 
) 
» 43, SUF 
24, 256, 814 
2, 351, 899 
142, 077 
8 991, 539 
1, 663, 035 
7, 200 7 





, 84 


, 260, 515 


. 169 


, 804, O7 


Revenues 


Amount 


dollars 


207, 302 
77, 004 
649, 833 
27, 452. 
63, 113. 
12, 491 
4,675 
28, 802. 
18, 899 
255, 443 


166, 404. 


467 


161 


676. 
823 


309 


}, 225, 730. 


, 697, 915. < 





020. ¢ 





36 


79 
50 


94 


30 


115, ¢ 21 
404, 24 
22, 4 06 
, 102, 97 
31,! 35 
21, 598. 49 


24 
00 


25. 00 
00 | 





i2Z 


5. 02 


2 


45 


». 79 


2 | 


98 


5. 20 








Cents 
per 
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4 
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0 


10.5 


11.3 
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TABLE 5.—Sales by producers of natural gas to natural gas pipeline companies,’ 
1958—Continued 


[Sales by producers with sales of 10 million M ec. f. or more, by purchasers] 


| 
| Revenues 
Sales | 
Producer-purchasers | State | volume, C 
| | en 
M ec. f | Amount con 
f er 
iollars my 


Hunt, H. L.:? | 


Interstate Natural Gas Co., Ine Louisiana 145, 918 16. 213.77 111 
lennessee Gas Transmission Co do 459.177 21 829 65 BQ 
lexas Eastern Transmission Corp do 7. 503, 854 947 753.50 | 12.6 
Do l'exas 3. 560. 349 446, O87. 91 12.5 
United Gas Pipeline Co Louisiana 1.012. 564 100, 382. 34 90 
Total 12, 681, 862 1, 542, 327.17 12.2 


La Gloria Corp.:?? 














Arkansas Louisiana Gas Co Texas 256, O81 57 1 
lexas Eastern Transmission Corp d 5, 174, 079 59 12.0 
exas Illinois Natural G Pipeline Co ac 17, 579, 863 1. 315. 801.00 7.5 
ranscontinental Gas Pipeline Corp dc 25, 006, 810 1, 715, 560. 00 6.9 
Total 48, 016, 833 3, 662, 121. 16 7.6 
I y Rogers, Inc. 
Lone Star Gas Co Texas 17, 587, 254 1, 414, 663. 54 8.0 
Mississippi River Fuel Corp do 305, 182 37. 180. 87 129 
Total 17, 892, 436 1, 451, 844. 41 8.1 
Lion Oil Co 
Arkansas Louisiana Gas Co Arkansas 125, 785 5 845. 37 | 1.6 
Do Louisiana 27, 948 2, 738. 99 | 9.8 
Lone Star Gas Co Texas 9, 150, 863 828 085.71 90 
Southern Natural Gas Co Louisiana 202, 493 14, 639. 00 7.2 
Southern Union Gas Co Texas 620. 406 13, 040. 97 6.9 
Texas Eastern Transmission Corp Louisiana 1, 309, 531 158, 410, 95 12.1 
United Gas Pipeline Co Texas 323, 44 27, 962. 92 8.6 
Total 11, 760, 471 1. O80, 723. 91 9.2 
Lone Star Producing Co 
Lone Star Gas Co Oklahoma 25, 825 2. 596. 60 10.1 
Do lexas 31, 008, 480 2, 688, 171. 04 % 
Total 31, 034, 305 2, 690, 7 { x 
= 
Magnolia Petroleum Co 
Arkansas Louisiana Gas Co 1, 365, 731 4 1 Ww 
Do R43. l ) 
Cities Service Gas Co 18, 792 1 ) 7H. OS 
Do 287 258. 70 
Consolidated Gas Utilities Corp 1, 500 ? HON. a2 
FE] Paso Natural Gas Co 16. 718. 229 1. 680, 786. 82 10 
Interstate Natural Gas Co., Lu 1,8 y28 29. 164. 72 1 
Kansas Ne iska Natural Gas Co., Inc RR ] 62.19 4 
Lone Star Gas Co ), 383, O26 149. 142 84 g 3 
Do lexa 115.11 11 1 60 1( 
I isiana Natural Gas Corp L 12, 238 ¢ 7. ( 
Northern Natural Gas Co Kansa 186, 176 l 2s. 4 8.4 
Panhandle Eastern Pipline Co do 160, 962 | OO 
Do lexa & O64. 187 160. 286. 00 
Southern Natural Gas Co Mi pI 123, 682 688. 00 
rennessee Gas Transmission Co lexa 29, 642, 866 2, 877, 716. 70 9.7 
exas Eastern Transmission Corp do 527, 812 3. 209. 72 10.1 
lexas Illinois Natural Gas Pipeline Co do 39, 640, 899 2, 906, 911. 00 
rranscontinental Gas Pipeline Corp Louisiana 3, 708, 451 73. Of df 
r'trunkline Gas Co lo 384. G20) 31 334 00 g } 
United Gas Pipeline Co do 24, 727, 058 2, 313, 220. 62 4 
Do lexas 2, 790, G98 179, 750. 2¢ 6.4 
Total 157, 553, 211 13. 279. S18. 74 g 4 
Marine Gathering Co.: Tennessee Gas Tra Louisiana 16, 087, 801 1, 305, 445. 48 8.1 
n Co 


See footnotes at end of table. 








1250 AMI 


TABLE 5 


NDMENTS 





producer A 
Produ pu i 
Midst Oi] ¢ 
AY | ( ( 
Cit er G ( 
ppi | er Fuel Cory 
| eG n ( 
I is Easter Ir Cory} 
I ted ( I ( 
Dx 
ot 
Gi & ©O ( I 
i N iral ¢ Cor} 
M ppi R Fuel Cor} 
t 
Northern Natural ( Prodi ig ¢ 
Northern > ral G C 
Do 
Ty 
I 
Ohio Oil Cx 
Arkar Lou G C 
Dy 
Cumber] 1& A Gas Cr 
El] Paso Natural G ( 
Lone Star Gas ( 
Montana Dakota Utilities Co 
North Central Gas ( 
rranscontinental Gas Pipeline Cor 
United Ga re line 
Do 


lotal 


Oklahoma Natural Gas ¢ 
Cities Ser e Gas Ce 
Consolidated Gas Uti 
Lone St Gas Co 


Union Gas 


Systen 


Total 


Panoma Corp 
Natural Gas Pipeline 


Northern Natural Ga 
Panhandle Eastern P 


! Lou a ( 
De 
Do 
C Service Gas ( 
Colorado Interstate G 
Ce olidated Gas Uti 
Do 
E] Paso Natural G 
Do 
Independent Natural 
Interstate Natural G 
Lone Star Gas Co 
Do 


I indle F tern | 
De 

Sonthe Nat I< 

S ithwestern Public 


footnotes at end 


Service Cc 


of table. 


ro 


1953 





THE NATURAL 


Continued 


GAS 


if M c.f. or more, by 
M 
I 645, 876 
O; " mm ss } 
iv AH. 734 
] 6. 583 
Lou BRR. 3( 
I ROE 
10. 941. 54¢ 
l I 1, 409, 188 
j 14.9 }8O 
| % RS, Pl 
6, 44 7 
2.631. 637 
Louisiana 1, 435, 74¢ 
Texas 901. 595 
West Virginia 89, 9902 
New Mexico 383, 313 
Pexa 317, 539 
Montana 81, 555 
Nebraska 9 695. O51 
lexa 34, 540, 136 
Louisiana 7, 612, 320 
lexas 313, 098 
47, 761, 245 
Oklahoma 4,131,056 
do 7, 364, 371 
do 2, 949, 143 


do 


, 580, 5 


135, 667 





do 27, 792, 889 
lexas 18, 697, 415 
Kansa 2, 116, 466 

48, 606, 770 


Ok 


lahoma 


lexa 
j 
do 
W yor! ig 
Texas 
Oklahoma 
Texas 62 
Louisiana i, 
Y 





541.1 
901, 109 
6.006 


I 


ACT 


yurch 


— Rh 


Sales bu producers of natural gas to natural gas pipeline 


iser 


Reven 


Am 





COM Panes, 


ues 


yunt 
1 


627. 00 
472.45 
959. 31 
344. 92 
548, 07 
250, OU 
420). 85 
606. 05 
212.13 
HOS. 11 


R40), 022. 62 
880, 718. 46 
985, 576. 72 
4646, 205.18 
144, 380. 03 
19, 184. 04 
17, G98. 40 


, O38, 


413, 











, 909 


330 


5. 60 


697, 220. 54 | 
20 SO 
27, ' 82 
434, 698. 76 
789, 216. 00 
701, 676. 00 
156, 908. 00 
647, 800. 00 
12 
41 
00 
gy 
00 
89 
19 
95 





1, 486 
3, 518 
542 





‘ 52 
, 386. 83 
851.00 
, 703. 00 
971.00 


Cent 


M « 


10 


per 


6.6 
20.0 
9.7 
3. 6 
&.0 
13.0 
8.0 
&.9 
8.6 
8.5 
10.0 
9.5 


10 


20.5 
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Sales by producers of natural gas to natural gas pipeline 
1953—Continued 


TABLE 5 COM Panes 


Sales by producers with sales of 10 million M ce. f. or more, by purchasers] 











Revenue 
Producer-purchasers Stat volume : 
M [ Amoul! 
lollar 
Pbillips Petroleum C Continued 
lennessee Gas ‘Transmission Co Lo 1. 371. 28 +. 683. 69 ) 
Do lexa 1.0 2s ms. HOE ; 
Texas Eastern Transmission Cor] do » 465.0 x01 44 - 9 
Texas-Illinois Natural Gas Pipeline Co do 10, 684, 17 1. O26. IST. Of 
lexas Northern Gas Corp Lou 103.8 +4 ( } 
United Gas Pipeline ¢ 1. 241. 77¢ 70. 269 
Do Ie & 452.069 ORG 14 Q 
Total 4 445,147 81. GOS. 48 & 
Pure Oil Co 
El Paso Natural Gas Co Veo 10, 36. 054. 691. 2¢ 
Hope Natural Gas Co West Virgir 364, 52 2. 436 
Interstate Natural Gas Co., In¢ Mississippi 2,591.9 a S59 RS Q 
Lone Star Gas Co lex 486. 619 38, 873. 00 
Montana Dakota Utilities ¢ W vomir 12. 230, 422 R56. 129. 54 
United Gas Pipeline Co Louisiana 18, 482. 57 1. 649, 722. 04 % 
Do Pexa } SRI. 383 214. 485. 89 ( 
rotal 48, 02, G92 4.113. 690. 94 % 
Republic Natural Gas C¢ 
Cities Service Gas Co Oklahon 24, 170, 783 2. 485, 313. 30 0 
Lone Star Gas Co do 163, 382 16, 427. 40 
Northern Natural Gas Co Kansa 30, 927, 537 92 806, 654. 02 Q 
Panhandle Eastern Pipeline Co do 17, 102 1. 257. 00 , 
lennessee Gas Transmission Co lexa 351, 453 33. 966. 23 ) 
Transcontinental Gas Pipeline Corp do 413, 399 32, 918. 00 s 
United Gas Pipeline Co do 7, 201, 767 131. 680. 12 
Total 63, 24 124 BYR. 216. O7 
Richardson Sid Gasoline Co.: E] Paso Natural lexas 0, 579, 142 1, 883, 907. 54 9 
Gas Co 
Shamrock Oil & Gas Corp 
Natural Gas Pipeline Co. of America do 14, 498, 224 1. 035, 180. 00 ” 
Northern Natural Gas Co do 35, 156, 711 3. 905, 367. 42 i] 
Panhandle Eastern Pipeline Co do 31, 579, 191 1, 975, G88. 00 f 
Southwestern Public Service Co do 160, 279 14. 701. 34 g 
Total 81. 394. 405 6. 931. 236. 76 & 
Shell Oil Co 
Arkansas Louisiana Gas Co Louisiana 790, 792 O1, 502. Fé 11 
Consolidated Gas Utilities Corp Oklahon 279, 203 2). 580. 34 ] 
El Paso Natural Gas Co New Mexico 4. 847. 487 468. 457. 93 ) 
Do lexas 36, 337, 367 2, 753, 627. 12 
Interstate Natural Gas Co., Inc Louisiana 3, 234, 275 331, 175. 93 i 
Lone Star Gas Co Texas 4.929. 427 304. 609.77 0 
Louisiana Natural Gas Corp Louisiana 4,949, 783 445, 331.98 ) 
Panhandle Eastern Pipeline Co Texas 10, 337, 816 879, 607 ® 
Tennessee Gas Transmission Co Louisiana 1, 018, 502 61, 967 f 
Do Texas $ 705. 304 306, &5¢ & 
Texas Eastern Transmission Corp do 23. 240, 198 2 880). 783. 69 12 
lexas Illinois Natural Gas Pipeline Co do 92. 489 » 249.00 1) 
United Gas Pipeline Co Louisiana 58, 770, 209 792, 543. 31 Y 
Do lexa 4, 830, 981 104. 443. 69 . 
Total 156, 356, 923 14. 840. 736. 1¢ 9 
Sinclair Oil & Gas Co.:? 
Colorado Interstate Gas Co Kansas 3. 268. 85 
Consolidated Gas Utilities Corp Oklahoma 9 522. 909 , 
El Paso Natural Gas Co New Mexico 1, 247, 804 10 
Do Texas 4,621, 421 ; 
Lone Star Gas Co Oklahom 106, 747 F 
Montana Dakota Utilities Co Montana 12, 767 
Natural Gas Pipeline Co. of America Texas , 7A2. 679 337 179 (MK) ) 
North Central Gas Co W vomin 2, 789, 898 171, 541.99 t 
Northern Utilities Co do 2,131, 545 137, 784. 62 f 
Southern Union Gas Co New Mexico 146, 915 142.0 ; 
Tennessee Gas Transmission Co Texas 20, 727, 301 2, 024, 035. 30 4 
United Gas Pipeline Co do 3, 111, 193 132, 028. 05 4 
Total 43, 449, 336 $5, 691, 170. 92 S 


See footnotes at end of table. 
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GAS 


0 million M ec, f. or more, by pur« 


347 
758 
381 
», 267 
306 
072 
§, 920 
477 
037 
242 
138 
571 
=F 
439 
, 160 
, 882 


, 656 


, 566 
829 
766 

, 321 

, O98 

261 


18 


23, 003 


, 362 


564 
207 
, 034 
, 106 
064 


769 





lasers 





i 


Revenues 


Amount 
(dollar 


2, 159. 61 
286, 845. 10 


93, 367. 47 


1, 060, 869. 44 





3 00 
640, 32 
81 39 
408, Ol 
945 71 
215 00 
141 O08 

2 2” 
292 72 
176, 85 
41 00 
49] 55 





15, 356. 40 
114, 195. 16 
284, 751.00 | 
2, 879, 719. 00 
506. 40 


791, 780. 55 


+ O85, 308. 51 











4{ 
$1,861.71 
432 {82 
$0, 297. 23 
217, 599. 49 
& 8°72 00 
8, OSZ. Of 
® ( 
4 7 tha 
i 4 R2 
2 Ann QQ 
0. 91 
59, 136. 06 
$14. 32 
321. 07 
1, ¥I6. if 
0, 32 
o' as 
4,145. Si 
fs, OSR. 
m4 HOG, 32 
1. S80. 2 
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TasLe 5.—Sales by producers of natural gas to natural gas pipeline companies,’ 


1958—Continued 


[Sales by producers with sales of 10 million M e. f. or more, by purchasers] 


Revenues 


























Sales 
Producer-purchasers State volume, Ra 
M ec. f Amount ents 
(dollars) | ,?@! 
i Me.f 
Stanolind Oil & Gas Co.—Continued 
Texas Illinois Natural Gas Pipeline Co Texas 124 51. 00 14.7 
Texas Northern Gas Corp Louisiana GSS 383. 56 7.2 
frans:ontinental Gas Pipeline Corp ‘Texas 307. 00 6.8 
Unitei Gas Pipeline Co Louisiana 5.9 
Do Texas 27 6.3 
Toh. nex 402, 552, 446 17, 166, 791. 27 8.5 
Sun Oil Co,:? 
El Paso Natural Gas Co__. New Mexico , 193 9.6 
Interstate Natural Gas Co., Inc Louisiana , 967 6.1 
Lone Star Gas Co Oklahoma » @2l 5.0 
Do . Texas R19 9.4 
Louisiana Natural Gas Corp Louisiana , 613 9.0 
Southern Union Gas Co Texas 840 6.9 
Tennessee Gas Transmission Co Louisiana , 567 9,1 
Do . . Texas OHSS 9.5 
lexas Eastern Transmission Corp Louisiana 966 11.5 
Do - ‘ Texas ; 5, , 928 10.0 
Transcontinental Gas Pipeline Corp__...-.| Louisiana- -- 11, 893, 970 i. 9.2 
Do Texas 5. O88. 034 6.8 
United Gas Pipeline Co Louisiana f 787 9.3 
Do Texas 18, 056, 132 & 8.7 
Total : , . | 69, 020, 225 5, 883, 009. 63 8.5 
Sunray Oil Corp.:? | 
Arkansas Louisiana Gas Co Louisiana 931, 774 91, 404. 39 | 9.8 
E] Paso Natural Gas Co New Mexico 305, 394 29, 508.18 9.7 
Interstate Natural Gas Co., Inc Louisiana 53, 592 5, 895.12 | 11.0 
Kansas Power and Light Co., The Kansas 123, 969 &, 288, 42 6.7 
Lone Star Gas Co ‘ Texas ; 6, 749, 576 607, 649. 53 9.0 
Tennessee Gas Transmission Co do 18, 530, 985 1, 849, 127.95 | 10.0 
Texas Eastern Transmission Corp do 354, 481 35, 411. 87 | 10.0 
United Gas Pipeline Co Louisiana 1, 602, 098 158, 880. 00 | 9.9 
Do. icing Texa 25, 083, 021 2, 447, 833. 31 9.8 
| ——_— ‘ at a z 53, 734, 890 5, 233, 998. 77 9.7 
Superior Oil Co.: ® 
Arkansas Louisiana Gas Co Arkansas 137, 382 5.0 
El Paso Natural Gas Co Texas 454, 863 10.2 
Interstate Natural Gas Co., Inc Louisiana 936, 218 6.1 
Lone Star Gas Co Oklahoma 1, 566, 989 4.7 
Southern Natural Gas Co Mississippi 24, 545, O86 ! 6.6 
lennessee Gas Transmission Cx Texas 284, 805 10.0 
Texas Northern Gas Corp Louisiana 1, 287, 270 2 
lrunkline Gas Co do 23, 109, 434 2 9. 1 
Do Texas 6, 909, 517 g 3 
nited Gas Pipeline Co Louisiana 868, 012 6 
Do Mississippi 1, 981, 746 9. 1 
Do lexas 452, 376 s 
Total 62, 533, 698 4, 901, 447. 98 8 
laylor Oil and Gas Co.: Trunkline Gas Co Texas 32, 863, 839 2, 256, 854. 00 6.9 
rennessee Prodrction Co 
Tennessee Gas Transmission Co Pennsylvania 1, 461, 809 $20), 469. 70 2s. 5 
Do lex 20), 207, 884 1. 959. 690. 71 9 
lexas Eastern Transmission Corp do 77, 708 7, 770, 80 10.0 
Total 21, 747, 401 2, 387, 931. 21 11.0 
rerminal Facilities, Inc.: ? 
Colorado Interstate Gas Co Kansas 6, 438, 459 491, 548. 00 7.6 
Kansas Nebraska Natural Gas Co., In do 1, 634, 112 131, 097. 20 5.0 
Panhandle Eastern Pipeline Co do 2, 233, 897 159, 643. 00 7.1 
otal 10, 306, 468 782, 288. 20 7.6 


See footnotes at end of table. 
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0 million M ec. f. or more, by 
Stat Volume 
M 
Loui 1, 27¢ 
Kansa 3 462 
Oklahoma 1,2 519 
New Mexico 1. 239, 790 
Dexa 4 (99 799 
Lou na 12 
Oklahor 
Ie 2 
Montana Bs 
Colorado 
Kar 1 
lexa 
Kar 
Oklahoma 
lexa l 
1, r 
LA & 190. 366 
M 315, 695 
lex 11, 859. 629 
67. 40 48] 
‘ ik. 1f 
ao a 579 
12, 719, 754 
lexas 20, 856, SOR 
i 639, 272 
627, 136 
1a 7, 599, 609 
rexa 3, 6SO, 751 
12, 546, 768 
Oklahoma 
New Mexico 
lexas 
Louisiana 
Oklahoma 
Texas 
Mississippi 
Ie Aas 
lo 
Lou ul 
I 1 1 
Ml 
45, 380, 214 
Texas 715. 
I 038 
358, 24 
1. 667, 944 
i ¢ 249, RSH 
Louisiat 32, 183, 028 
‘ 17, 843, 972 
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TABLE 5. 


Sales by pre 


Producer-purchasers 


nion Producing Co 
Arkansas Louisiana Gas Co 
Interstate Natural Gas Co., Inc 
Southern Natural Gas Co 
United Gas Pipeline Co 
Do 
Do 


Potal 


iion Sulphur & Oil Corp 
Interstate Natural Gas Co., Inc 
Louisiana Natura] Gas Corp 
lexas Northern Gas Corp 


Potal 


United Carbon Co 
Arkansas Louisiana Gas Co 
Godfrey L. Cabot, Ine 
Consolidated Gas Utilities Corp 
Hope Natural Gas Co 
InJand Gas Corp 
Southern Natural Gas Co 
fexas Gas Transmission Corp 
United Fuel Gas Co 
Do 


Total 


United Producing Co., Inc 
Cities Service Gas Cc 
Do 
Colorado Interstate G 
Hope Natural Gas Co 
Panhandle Eastern Pipeline Co 


ss Co 


Total 


Warren Petroleum Corp 

E] Paso Natural Gas Co 
Do 

Lone Star Gas Co 
Mississippi River Fuel Corp 
Northern Natural Gas Co 
Publie Service Corporation of Texas 
lennessee Gas Transmission Co 
Texas Eastern Transmission Corp 
Texas Illinois Natural Gas Pipeline Co 
United Gas Pipeline Co 


Total 


Western Natural Gas Co.: ? 
Cities Service Gas Co 
El] Paso Natural Gas Co 
Montana Dakota Utilities Co 
Southern Union Gas Co 
Tennessee Gas Transmission Co 
rranscontinental Gas Pipeline Corp 


Total 


White Eagle Oil Co 
Colorado Interstate 
Lone Star Gas Co 
Michigan-Wisconsin Pipe Line Co 
Northern Natural Gas Co 
Panhandle Eastern Pipeline Co 


Gas Co 


Potal 


xducers with sales of 


THE NATURAL GAS 


Continued 


10 million M ec. f. or more, 
Sales 
State Volume, 
M c.f 
Louisiana 1, 296, 069 
do 
Texas 


Louisiana 
Mississippi ) 
Texas 133, 491, 517 





Louisiana 13, 873, 910 
ao , 701, O80 
do 5, 619, 701 
28, 194, 691 
Louisiana 542, 685 
West Virginia 24, 058 
Oklahoma 587, 800 
West Virginia 1, 047, 337 
Kentucky 9, 717 
Louisiana 17, 664, 892 
do 1, 696, 845 
Kentucky 6, 091, 646 
West Virginia 476, 040 
28, 141, 020 
Kansas 6, 545, 999 
Oklahoma 18, 659 
Kansas 3, 605, 147 
Virginia 12, 766, 864 
Kansas 1, O78, 450 
4,045, 119 
New Mexico 14, 423, 740 
Texas 
do 
do 
Kansas 4,070, 271 
Texas 945, 133 
Louisiana. _. 433, 125 
Texas 334, 007 
do 93, 429 
do 432, 333 
24, 584, 760 
Kansas 9, 588, 510 
New Mexico &, 182, 520 
Montana 632, 856 
New Mexico 19, 
Texas 8, 325, 823 
do 20, 661, 397 
47,410,819 
Kansas 8,5 
Oklahoma 
Kansas 
do 1,5 
do 


10, 353, 565 











by purchaser 


Revenues 


Amount 
dollars 


127, 241 
5k O76. 
SY, 156. 
6, 821, 076. 
35, 604 
9, 464, 962 


16, 997, 017 


56, 824 

4, 126 

39, 646. 
204, 266 
934 

1, 945, 222. 


139, 340 


74, 038 


x 
te 


921 


626, 606 
4, 781 

405, 412 
3, 321, 253 


14,009 


1, O89, 262 
91, 204 
167, 
31, 276 
326, 984 
60, 624 
39, 368 
40, 973 
14,014 


27, 192 


1, 888, 253 


767, 080 
510, 462 
31, 642 

1,444 
478, 8Y9 


1, 420, 361 


3, 209, 890 


26, 562 
14, 678 
19, 358 

129, 050 


13, 271 


802, 920 


Data from reports of purchases by reporting interstate natural gas pipeline companic 
2 Includes sales by producer named in association with others where producer namcd appears 


of the various contracts. 
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TABLE 6. 


THE 





NATURAL GAS ACT 


Interstate natural gas pipeline companies reporting direct purchases 


of natural gas from producers, 1953 


Amere Gas Utilities Co. 

Arkansas Louisiana Gas Co. 
Atlantic Seaboard Corp. 

Godfrey L. Cabot, Ine. 

arnegie Natural Gas Co. 

entral Kentucky Natural Gas Co. 
ities Service Gas Co. 

olorado Interstate Gas Co, 
olorado Wyoming Gas Co. 
onsolidated Gas Utilities Corp. 
Corning Natural Gas Corp. 
Cumberland & Allegheny Gas Co. 
East Ohio Gas Co., The 

E! Paso Natural Gas Co. 

Empire Gas & Fuel Co., Ltd. 
Empire Gas & Fuel Co., Pennsylvania 
Equitable Gas Co. 

Fort Smith Gas Corp. 

Gas Transport, Inc. 

Hope Natural Gas Co. 
Independent Natural Gas Co. 
Inland Gas Corp. 

Interstate Natural Gas Co., Ine. 
Iroquois Gas Corp. 

Kansas Colorado Utilities, Inc. 
Kansas Nebraska Natural Gas Co. 
Kansas Power & Light Co., The 
Kentucky West Virginia Gas Co. 
Lone Star Gas Co. 

Louisiana Natural Gas Corp. 
Louisiana-Nevada Transit Co. 
Manufacturers Light & Heat Co., The 
Michigan Consolidated Gas Co. 
Michigan Wisconsin Pipe Line Co. 


C 
C 
C 
n 
C 
C 


Mississippi River Fuel Corp. 

Montana Dakota Utilities Co. 

Mountain Fuel Supply Co. 

Natural Gas Company of West Virginia 

Natural Gas Pipeline Company of 
America 

New York State Natural Gas Corp 

North Central Gas Co. 

North Penn Gas Co. 

Northern Natural Gas Co. 

Northern Utilities Co. 

anhandle Eastern Pipeline Co 

Pavilion Natural Gas Co., The 

Pennsylvania Gas Co. 

Producers Gas Co. 

Public Service Corporation of Texas 

Republic Light, Heat, & Power Co., Inc. 

South Penn Natural Gas Co. 

Southern Natural Gas Co. 

Southern Union Gas Co. 

Southwestern Public Service Co. 

Sylvania Corp., The 

Tennessee Gas Transmission Co. 

Texas Hastern Transmission Corp 

Texas Gas Transmission Corp. 

Texas Illinois Natural Gas Pipeline Co. 

Texas Northern Gas Corp. 

Transcontinental Gas Pipeline Corp 

Trunkline Gas Co. 

Union Gas System, Ine. 

United Fuel Gas Co. 

United Gas Pipeline Co. 

United Natural Gas Co. 

Zenith Gas System, Inc. 


BAsIs FOR COMMISSION ACCEPTANCE OF INITIAL RATE FILINGS FRoM INDEPENDENT 
PRODUCERS 


When on June 7, 1954, the Supreme Court held the Phillips Petroleum Co. 
to be subject to the Natural Gas Act (Phillips Petroleum Company v. Wisconsin, 


347 U. 


of natural gas for resale or in the transportation of natural gas in 
commerce were faced with the problem of complying with the act. 


S. 672), all independent producers similarly engaged in interstate sales 


interstate 
Those sub- 


ject to the act on June 7, 1954, were not made so by the Supreme Court decision 
in the Phillips case, but their sales and transportation fixed their responsibilities 


under the act. 


One of the requirements is that such interstate sales may not be made without 


being in conformity with a filed rate schedule. 


The Commission, therefore, 





permitted independent producers to file their rate contracts, in lieu of schedules 
in tariff form, in order that such companies could comply with the terms of sec- 
tion 4 of the Natural Gas Act. 


Statistics relative to independent producer rate filings, June 7, 1954, to May 1, 
1955 


Number Amount 


1, 810 $6, 603, 408 





lax rat 1ere s nd allowed without suspension < 

Other rate increases filed and allowed without suspension 513 11, 635, 278 

lotal rate increases filed and allowed without suspension | 2, 323 18, 238, 686 

Rate increases suspended but later allowed without hearing 17 |} 761, 197 

Rate increases suspended and later reduced and withdrawn 2 21, 808 

Ra suspended and pending 1 10, 754, 893 
| rate increases suspended 110 11, 537, 898 
1 rate increases filed 2,433 | 20, 776, 584 

Total rate filings received 10, 504 
( 67 dock«e 


ywer Comn 


issior 
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FEDERAL POWER COMMISSION, May 26, 1955 
Memorandum to Mr. Henry Domers: 

This is in response to your inquiry relative to natural gas producers in the 
Southwestern part of the United States. 

At page 495 of the hearings on §S,. 1498, Slst Congress, First Session, there is 
shown as appndix B, “Analysis of sales of natural gas to interstate pipeline 
companies in seven Southwest States by independent producers, 1947,” certain 
information submitted by Commissioners Buchanan, Draper, and Olds regarding 
sales by independent producers in the Southwest area for the year 1947. A copy 
of appendix B is attached. 

A similar study has been made for the year 1953 and the pertinent data are 
shown in an attachment labeled “Statement X.” 

CHAS. W. Smiru, Chief Accountant. 


APPENDIx B 


Analysis of sales of natural gas to interstate pipeline companies in 7 Southwest 
States by independent producers, 1947 





| Number |-n,4 sl interstate Pereent (Cumulative 
Range of interstate sales of sales (M c.f) of percent 0 
vendors |“ ** : total total 
Over 20,900,000,000 cubic feet | 12 524, 696, 612 51. 52 51. 82 
10,000,000,000 to 20,000,000,000 cubic feet ~ 95, 505, 459 9. 43 61. 25 
5,000,000,000 to 10,000,000,000 cubic feet 16 121, 558, 140 12. 00 73. 25 
4,000,000,000 to 5,000,000,000 cubic feet “ 7 y 3.19 76. 44 
3,000,000,000 to 4,000,000,000 cubic feet 10 3. 52 79. 96 
2,000,000,000 to 3,000,000,000 cubic feet maranatha juice 17 4.00 | 83. 96 
Subtotal ae a alia inks 7 850, 216, 543 83. 96 | : 
0 to 2,000,000,000 cubic feet... ._...--- | 530 162, 287, 644 16. 04 | 100. 00 
TO srs tpannisea ; 600 | 1,012, 504, 187 100. 00 |-... 


STATEMENT X 
inalysis of sales of natural gas to interstate pipeline companies in 7 Southwest 


States by independent producers, 1953 ° 


Number Cumula- 


Percent 
’ me Se of inde- | g.4, : tive per- 
Independent producer size group pendent | ! ales (M ¢. f nF cant of 
producers . | total 
Over 20,000,000,000 cubic feet 44 2, 952, 212, 422 72. 99 72. 99 
10,000,000,000 to 20,000,000,000 cubic feet d 17 226), 072, 480 5. 59 78. 58 
5,000,000,000 to 10,000,000,000 cubic feet... —- 48 345, 431, 181 8. 54 87.12 
4,000,000,000 to 5,000,000,000 cubie feet 12 54, 141, 127 1, 34 88. 46 
3,000,000,000 to 4,000,000,000 cubie feet 20 70, 549, 707 1.74 00). 20 
2,000 ,000,000 to 3,000,000,000 cubic feet 34 $2, 047, 017 2. 03 92, 23 
Subtotal 175 3, 730, 453, 934 92. 23 
Under 2,000,000,000 cubic feet J 1, 335 314, 206, 791 Gee 100. 00 
Total 1, 510 4, 044, 660, 725 100, 00 


1 States of Arkansas, Kansas, Louisiana, Mississippi, New Mexico, Oklahoma, and Texa Sales to asso 
ciated pipeline companies excluded 

2 For sive groups, data for combination name producers were grouped with data for the first named pro- 
ducer in such name combinations 


GAS RESERVES 


Congressman Heselton, in the course of the hearings in respect to H. R. 4560 
and H. R. 4675, stated it was his understanding that 380 companies owned gas 
reserves approximating 63 percent of the total proven reserves in the country. 
He inquired as to the accuracy of this statement, and the attached tabulation was 
furnished Hon. J. Perey Priest, chairman of the Committee on Interstate and 
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Foreign Commerce, House of Representatives, on March 30 by Chairman 
Kuykendall 

\s stated in the memorandum transmitting the tabulation : 

Information as to natural gas reserves controlled by individual companies 
has not been compiled as far as the staff knows. Accordingly, the staff proceeded 
in its investigation as follows: A study of the gas purchased by pipeline com- 
panies from independent producers in the year 1953 discloses that 42 producers 
sold 70 percent of the gas purchased by the pipeline companies. An effort was 
then made to ascertain the reserves owned by the 30 largest sellers of gas to 
pipeline companies. In this connection a study was made of registration state- 
ments filed with the Securities and Exchange Commission, of annual reports 
to stockholders, Moody’s Manual, and stock reports of Standard & Poor’s Corp. 
The data shown in the attached tabulation were obtained as a result of this 
search 

“El Paso Natural Gas Co., not in the group of 42 mentioned above, is included 
in the tabulation because Congressman Heselton specifically referred to that 
company In addition, Panhandle Eastern Pipeline Co. is included because of 
the knowledge that that company controlled large gas reserves. 

“The 19 companies for which information as to reserves was obtained con- 
trolled 91 trillion cubic feet of natural gas as of recent dates. ‘This is 48 percent 
of the total reserves of 211.5 trillion cubic feet in the United States as of 
December 31, 1953, according to the American Gas Association.” 


Vatural gas reserves of certain large producers 


Natural gas reserves 


Volume 





As of (trillion 
cu. ft 
Phillips Petroleum Co Dec. 31, 1953 13. 2 
Union Producing Co Oct. 31, 1954 4.0 
Stanolind Oil & Gas Co Dec. 31, 1953 9.9 
Humble Oil & Refining Co June 30, 1954 16.0 
Magnolia Petroleum Cx Dec. 31, 1953 7.5 
Shell Oil Co n.a& 
Chicago Corp n.a@ 
Atlantic Refining Co Dee. 31, 1953 2.2 
Shamrock Oil & Gas Corp Nov. 30, 1954 1.7 
Skelly Oil Co Jan 1, 1953 2.3 
Gulf Refining Co n.a 
Sun Oil Co n. a 
Gulf Oil Corp n.a 
Texas Co Dec. 31, 1953 10.5 
Carthage Corp. Plant n.a 
Republic Natural Gas Co n.a 
Superior Oil Co_._. n. a. 
Cities Service Gas Producing Co Dec. 31, 1953 n. a. 
Sunray Oil Corp Jan 1, 1953 1.5 
Union Oil Co. of California Dec. 31, 1953 '21 
Continental Oil Co do 2.2 
Southwest Gas Producing Co., Inc do n. a. 
Panoma Corp n. a. 
La Gloria Corp n.a 
Pure Oil Co (3) az 
Ohio Oil Co 1953 2.1 
Western Natural Gas Co May 31, 1952 1.4 
A bercrombie, J. 8. Co n.a 
ide Water Associated Oil Co Dee. 31, 7 
Sinclair Oil & Gas Co Dec. 31, 1.7 
FE] Paso Natural Gas Co Dec. 31, 3.8 
Panhandle Eastern Pipe Line Co Dec. 31, 3.5 
91.0 
In ng affiliated companies 





1 cubic feet net 


1. denotes data not availabk 
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CERTIFICATES OF PUBLIC CONVENTENCH AND NECESSITY ISSUED BY THE FEDERAI 
POWER COM MISSION 


Certificates of public convenience and necessity for the construction of natural 
gas pipeline facilities issued during the fiscal years ending June 30, 1953, and 
1954, and for the current fiscal year up to March 31, 1955. There is also shown 
the statistics for the applications pending April 1, 1955. Of the 102 applications 
pending April 1, 1955, 11 certificates were issued during April and 2 applications 
withdrawn. 


— Total miles of lines and total additional compressor horsepower ee 

July 1, 1951-June 30, 1952 

136 3, 378 539, 510 $321, 919, SY 
July 1, 1952-June 30, 1953 

133 7, 123 582, 715 723, 037, 744 
July 1, 1953-June 30, 1954 

165 6, 405 251, 540 500, 881, 248 
July 1, 1954-Mar. 31, 1955 | 

102 2, 614 93, 469 209, 662, 865 
Pending Apr. 1, 1955 

102 5, 456 392, 310 495, 378, 351 


Applications from IP’s for certificates are handled on a current basis. That 
is to say, applications involving new service are withdrawn and processed as 
expeditiously as possible. All other applications, involving service in effect, 
are being processed as manpower is available. 


INCREASE IN PRICES FEDERAL POWER COMMISSION RECORDS 


Phillips decision July 1954 to date. Total of 2,247 applications for rate in 


crease filed for $28,897,067 per year. FPC granted 2,169 applications without 
any investigation for increase of $17,722,867 per yvear. Of this amount 


96,259,371 represented tax increase. FPC suspended 78 applications involving 
$11,174,200 per year. Seventeen applications previously suspended allowed to 
so into effect for increase $761,197 per year. As of March 1, 1955, 61 applica 
tions totaling $10,413,003 were pending 

The Federal Power Commission has no information which would be of any 
value in determining whether or not exploration has been curtailed since the 
Phillips decision. To compare proven reserves for a period prior to June 7 
and a like period subsequent to that date would be meaningless because of the 
many factors that would be involved. The fact that a reserve was proven as of 
November 1954 does not mean anything because the exploration could have very 
well commenced long before June 7. Also gas reserves that have been proven 
may have resulted from exploration for oil which certainly has not been cur 
tailed because of the Phillips decision. 

The Federal Power Commission has no information regarding the allegation 
that independent producers are having trouble borrowing money since the 
Phillips decision 

Senator Monroney. I think, for the record, it should show the 
Commissioners who are here in support of Mr. Kuykendall. 

Senator Pastore. All right, will you state your names and whether 
you concur or disagree? 

Commissioner Dicsy. Lam 8. L. Digby. I certainly concur with the 
principles advocated by the Chairman in his statement. 

I am definitely of the opinion that the public interest requires, or 
would be best served by exempting the producers and gatherers of gas 
from regulation of any kind whatever. 

However, if in the wisdom ef Congress there should be some control 
maintained over increased prices due to favored-nation clauses, such 
as voted by the Interstate and Foreign Commerce Committee of the 
House on the Harris bill, I would not be adverse to that limited control. 

Beyond that, I would not go. 











1260 AMENDMENTS TO THE NATURAL GAS ACT 


To me, liste ning to the testimony here, I think it is largely a concept 
of Government, and I believe that the production and gathering of 
natural gas and the sale of it, is the sale of a commodity that is irre- 
placeable, and that the production and gathering of natural gas is an 
American enterprise undertaking, and should be free from Govern- 
ment control of any kind. 

Of course, there is the other concept that the public interest is 
involved and that there should be Government control. 

I am very positive of my own conviction that the producer and 
gatherer of natural gas shoul | be controlled only by the law of supply 
and demand and the compet! tive effort in the ente prise, and any modi- 
fication of that would be in the interest of secur ing the passage of this 
legislation at this time. 

Senator Dante... Do you think that would be best for the consumers, 
ultimately ¢ 

Commissioner Diery. I certainly do. I think that the position 
taken by so many consumers with reference to this legislation has 
either been based on misinformation or it is very shortsighted. 

[ think the best interest of the consumer will be served by the freeing 
of the producer from governmental] control in regulation. 

enator Dante. Why do you say that, because of the additional 
sup ply of natural gas that you think it will add? 

Commissioner Dicsy. Well, there are many reasons. Of course the 
additional supply, the chairman of the commitee referred just a few 
minutes ago to every new purchase of gas reducing the supply just that 
much. 

Well, that hasn’t been true through the years. Every year the 
known supply of natural gas has been greater than it was in the pre- 
vious year, the reserves. That has been made possible by the Amer- 
ican-enterprise system of reward for competitive effort, and when you 
diminish that incentive, you will be diminishing your known supply, 
your known reserves, and I think that would come about very soon. 

Recently, within the last few days, we had some information sent 
to us where a rather large user of natural gas had entered into a large 
contract with producers in Oklahoma, where his purchase of the gas, 
and their sale of it, would be strictly an intrastate transaction, free 
of i A 

The beginning price was 12 cents, higher than many of the regulated 
prices in the same area, and for long-term contracts for supply of gas. 

I think that the State of M: pay and many of the nonproducing 
States, will suffer very greatly by the migration of industry to the 
vas-producing areas if this matter of regulation of the producer is 
strictly maintained, because the incentive to sell locally, outside of 
regulation, will continue to grow, and industry will go to the gas 
instead of the gas c oming to the industry. 

I think the public interest would be greatly served, the consumer 
interest will be greatly served in the long run by freeing the producer 
from regulation, and that isn’t based on any snap judgment. I have 
considered the question of conservation of natural resources, and 
claim to have some information on that subject, and this statement is 
based on mature judgment and deliberation, and upon all of the infor- 
mation which is available to me. 
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Senator Pastore. Well, if the price of gas is controlled by the local 
authorities insofar as the consumer 1s ¢ oncerned, and he is protected 
at that end of the line, why do you have to control the pipeline! 

What difference does it make whether you have 1 or 50? 

The price is controlled on the upper end. 

Commissioner Diesy. I didn’t understand you, s 

Senator Pasrorr. If we are talking about the philosophy of con- 
trol and noneontrol—and I agree with the philosophy of free enter- 
prise except in certain things of a national character. I certainly 
don’t believe in free enterprise when it comes to the telephone com- 
pany or an electric company. 
~ Commissioner Diesy. They are not selling a commodity, they are 
selling a service. 

Senator Pasrore. You and I differ there. The Congress of the 
United States said gas was in the national interest and should 
be supervised. That is what it said. Now, reasonable men can differ, 
and ] have no more right to differ with you than you to differ with 
me, and be right or be wrong about it. 1 respect your opinion, but I 
say this to vou: 

Why do we get all fussed up about supervising the pipeline com- 
pany if the gas is controlled, anyway, on the upper end by the local 
publie-utility commissions? They control the price that the consumer 
must pay, and if they don’t raise the price to ‘tie consumer, the dis- 
tributing company can’t buy from the pipeline, so why don’t we just 
do away with all bureaucracy, and stop the control of the pipeline 
company, and throw out the Natural Gas Act of 1938, and stop 
kidding ourselves ¢ 

Commissioner Digsy. The State control of the distributing com- 
pany, the consumer prices will have to be based on the price they are 
paying for gas. 

Senator Pasrorr. Naturally. 

Commissioner Diepy. And, if the price that the pipeline company 
sel!s the gas for is not a controlled price, then you might do away 
with the rest of it, because it would be £utile. 

Senator Pasrorr. Doesn’t your argument lead to that logical con- 
clusion? If you are saying you don’t have to control it on the bottom, 
and it is being controlled on the top, and the local authority says what 
price that household bill will be for gas, that controls what price the 
pipeline company can charge, doesn’ t it? 

Commissioner Diesy. No. 

Senator Pasrorr. Why not? 

Commissioner Digspy. Well, the pipeline companies charge is based 
on the return which the Federal Power Commission permits him to 
mi ake, 

Senator Pastore. But they wouldn’t be coming to the Federal 
Power Commission, they would be on the open market. 

Commissioner Dieny. Or well, I can’t presume that the interstate 
pipeline companies would be freed of regulation. I think it is abso- 
lutely necessary; because they, by their nature, are public utilities, 
and are selling a service, not a commodity. 

Senator Pastore. Don’t we swing these words around to meet our 
purpose, though? In one case it becomes a necessity, in another it is 
a private industry. 
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Senator Monroney. Wouldn't it answer the chairman’s question 
if this fine chart were put in, to show from 1950 to 1954, the price 
has gone up on the transportation component, although it is regu 
lated, but if it wasn’t regulated, it could have gone even higher 

Senator Pasrorr. But the point I make is if you have got control 
so far as the consumer is concerned, at the top of the line, and that 
will control what the distributing company can pay because that is 
all they can charge the consumer, then that, in a way, will be a 
restraint upon the pipeline, too. 

Then, if we are going to follow this logic right through, let’s do 
away with supervision of the pipeline, let’s do away with the Natural 
Gas Act and stop kidding ourselves, that is all I am saying. 

The minute you take the producer and gatherer from supervision, 
you may throw away the Natural Gas Act, because you don't need it. 

Senator Danrev. Well, it served a good purpose for 16 years, don’t 
you think ¢ 

Senator Pasrore. I am telling you for the next hundred years, if 
you don’t pass the Fulbright bill, that act will serve its purpose. 

Senator Danie. It served well for 16 years, when you only had 
regulation of the interstate pipeline companies. 

Senator Pastore. These escalation clauses and these favored-nations 
clauses, which looked pretty good then, when they were entered into, 
have turned out to be a nightmare. 

The field is changing every day, and all these prices have gone up 
not based on increased cost of operation, but they have gone up only 
because somebody else comes in and bids higher for the gas. 

That is what is triggering it off every day, and that is the trouble 
here. 

Senator Monroney. But the transportation costs have gone up even 
more, and there has been no bidding there. 

Senator Pasrorr. I am not willing to admit that. 

Are you willing to admit the transportation costs have gone up 
proportionately more than the price of gas in the field ? 

Do you take that position, Mr. Kuykendall ? 

Commissioner KUYKENDALL. I couldn’t generalize to that extent. I 
will merely refer to that exhibit. 

There have been a lot of reasons why transportation costs have gone 
up. That has been largely due to the fact that we must allow each 
pipeline company a re turn, a fair return, on its investment, and most 
all of them have made terrifically large investments since the war, at 
high cost, and their depreciation on those big investments has caused 
the transportation cost to go up, along with increased taxes, and 
increased labor and operating expenses of every kind. 

Senator Pastore. May I ask you one final question ? 

Would the costs of the pipeline have been reduced had they not 
been under supervision ? 

In other words, has the supervision on the part of the Federal 
Power Commission over the pipelines tended to keep the costs down ¢ 

Commissioner KtyKENDALL. Yes, there is no doubt about that. 

Senator Pastore. In other words, supervision of the pipelines has 
done the public interest some good ¢ 
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(Commissioner KuyKENDALL. I have no question about that. 

Senator Pasrore. All right, that is all 1 want to know. 

Senator Monroney. But isn’t the pipeline a utility’ You have got 
a fixed cost 

Senator Pasrore. Oh, that is how we argue around the circle. 

Senator Monroney. But you have never had regulation of natural 
resources until the Supreme Court decision came alone. 

Senator Pasrore. Gas is gas, and if you are going to supervise it 
{ all, you ought to supervise it rieht from the beeinninge, that is what 
the Supreme Court said. 

Senator DANIEL. May we hear from the other members / 


(‘ommisstoner SmMirH. Mr. ¢ hairmiah, My nhannre Nelsoy Lar 
Smith. take the same position generally that Judge Dieby 
tated. | don't think I will both r to elaborate upon it, | thi 

en covered very tully. 

{ obimissronel STrer K. My name is Frederi i ' | 1) 
Conmmissionerof the Federal Power Commission. I think anything | 
i@ht add would be cumulative, and nothing new which has n 

adv been said. I join with nay colleagues of the jo \ 

( om ssjoner DRAPER. | think j have lye iy said that [ ) ot 
With 1 1\ colleagues. | think we are Concel tL With a puoi util 
function which should be regulated. I believe in the pubhe util 

tv concept of law. I dor it think there is a lot of difficulty about it. 
L th k it be revul lated, and cert Wi) ‘V, as you have stated. there 


+ 


any Sederal or local : iwenhcy going to destroy an industry. 
| have been at it for 36 years, and I don't think anyone can point 
out where | ever participated in any act that injured a public utili 


the consumers. 
There ts just a matter of where there is a will there is a way, and 
f this is affected with the public interest, and it seems to be, there Is a 


Way to handle it for the good of all, for the greatest number. 

Senator Dante,. Do you think you can revul: ite it under the pres 
ent law without some action by Congress e ‘ither in the wavy of addi 
tional appropriations, or in giving you some standards to go by / 

Commissioner Drarer. I think we might need additional appro 
priations. But I think with the leeway that a body of this kind has 
il arriving at what is a reasonable rate, a “just and reasonable rate,” 
there would be no trouble in arriving at it. 

You inight use different processes. 

To me, | am not confused over it at all. I don’t see any great diffi 
culty in it. 

Senator Pastore. Where the Government hires about 2 million 
people to do the Government’s work, you are not going to be fright 
ened off by another hundred / 

Commissioner Drarer. I won't be here much longer, anyway. It 
doesn’t make any difference to me so far as a job of work goes, 
it is simply a principle with me. 

Senator Pasrore, Thank you very much, gentlemen. 

We will meet again at 2 o clock. 

(Whereupon, at 12: 12 p. m., the committee recessed, to reconvene 
at 2 p.m., the same day.) 
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AFTERNOON SESSION 


(The Committee on Interstate and Foreign Commerce reconvened 

t 2 p. m., Senator Monroney presiding. ) 

Senator MonrongEy. The committee will be in order. 

The witness for this afternoon is Mr. J. French Robinson, chair- 
man of the board of Consolidated Natural Gas Co., on behalf of his 
company, the East Ohio Gas Co., Hope Natural Gas Co., Peoples 
Natural Gas Co., New York State Natural Gas Corp., and the River 
Gas Co. 

We are glad to have you with us, Mr. Robinson. You may proceed 
in your own way. 


STATEMENT OF J. FRENCH ROBINSON, CHAIRMAN OF THE BOARD, 
CONSOLIDATED GAS CO. 


Mr. Roptnson. My name is J. French Robinson. I am chairman 
of the board of Consolidated Natural Gas Co. 

I have been employed by this company and its subsidiaries in the 
natural gas business since 1921, a period of 34 years. 

I attended West Virginia University, majoring in geology and 
engineering; and received my degree in 1915. I received my master’s 
degree in 1918. 

I was first employed by the Consolidated System —— as a 
petroleum veologist, and throughout the entire period ot 1 work 
have been concerned with drilling, production, and ania of gas. 
I have also been continuously engaged in the problems of utility 
rates and services, and the important task of marketing natural gas. 

[am a member of the American Petroleum Institute, the American 
Association of Petroleum Geologists, and the American Gas Associa 
tion, and am a past president. of the latter organization. 

I am presently a member of the National Petroleum Council anc 
the Gas Industry Advisory Council established by the Secretary of the 
Interior. During World War II, I served on the Petroleum Industry 
War Council, being chairman of the standing committee for natural 
gas and natural gasoline. 

The Consolidated companies as a group have been in business in 
the Appalachian area since the early discoveries of natural gas in the 
1880's. Our somone have sup plied natural gas in Pittsburgh, Pa., 
since 1885; and in Cleveland, Ohio, since 1898. 

Today the system supplies gas to over 1 million residential, com- 
mercial, and industrial consumers in Ohio, Pennsylvania, and West 
Virginia; and supplies gas at wholesale to other utilities distributing 
in Pennsylvania, West Virginia, and New York. The system sup- 

plies, at retail and wholesale, an estimated population of over 7 
million. Almost 80 percent of the consumers use gas for house 
heating. : 

In 1954 our total sales volume was 381,000,000 M ec. f. of gas. Our 
estimated sales volume for 1955 is 410,000,000 M c. f 

The Consolidated companies have produced gas for over 70 years. 
We have dealt with independent producers in the field for over 50 
years and today buy gas under 2,000 contracts with independent pro 
ducers operating in the Appalachian gas fields. 
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Since 1943 we have secured supplies originating in the Mid-Conti- 
nent and Texas Gulf gas fields, by making long-term fixed quantity 
contracts with pipeline companies. ‘loday we purchase over 
730,000 M c. f. per day from ‘Tennessee Gas Transmission Co., 
Texas Eastern Transmission Corp.. and Panhandle Eastern Pipe Line 
Co., at an annual cost of $82 million. And these purchases are in 
addition to the 390,000 M c. f. per day which we produce and purchase 
in the Appalachian area. 

If I could have this statement filed, Mr. Chairman, I will brief it, 
and will not consume so much of the committee’s time. 

Senator Monroney. That may be done, and you may proceed in 
your own way. 

* Mr. Rosrnson. I have here a map of Consolidated Natural Gas Co.’s 
system. 
* (The map referred to above follows :) 


SrATEMENT OF J. FRENCH ROBINSON, CHAIRMAN OF THE BOARD, CONSOLIDATED 
NATURAL GAS CO., ON BEHALF OF CONSOLIDATED NATURAL GAS COo., THE EAS1 
Onto Gas Co., Hope NATURAL GAS Co., THE PEOPLES NATURAL GAS Co., NEW 
YorK STATE NATURAL GAS CORP., AND THE RIVER GAS Co 


INTRODUCTION 


My name is J. French Robinson. I am chairman of the board of Consolidated 
Natural Gas Co. 

I have been employed by this company and its subsidiaries in the natural 
gas business since 1921, a period of 34 years. 

I attended West Virginia University, majoring in geology and engineering: 
and received my degree in 1915. I received my master’s degree in 1918, 

I was first employed by the Consolidated System companies as a petroleum 
geologist, and throughout the entire period of my work have been concerned 
with drilling, production, and purchase of gas. I have also been continuously 
engaged in the problems of utility rates and services, and the important task of 
marketing natural gas. 

I am a member of the American Petroleum Institute, the American Associa- 
tion of Petroleum Geologists, and the American Gas Association, and am a past 
president of the latter organization. 

I am presently a member of the National Petroleum Council and the Gas 
Industry Advisory Council established by the Secretary of the Interior. Dur 
ing World War II, I served on the Petroleum Industry War Council, being 
chairman of the standing committee for natural gas and natural gasoline. 


THE CONSOLIDATED SYSTEM 


The Consolidated companies as a group have been in business in the Appa 
lachian area since the early discoveries of natural gas in the 1880's. Our 
companies have supplied natural gas in Pittsburgh, Pa., since 1885; and in 
Cleveland, Ohio, since 1898. 

Today the system supplies gas to over 1 million residential, commercial, and 
industrial consumers in Ohio, Pennsylvania, and West Virginia; and supplies 
gas at wholesale to other utilities distributing in Pennsylvania, West Virginia, 
and New York. The system supplies, at retail and wholesale, an estimated 
population of over 7 million, Almost 80 percent of the consumers use gas for 
house heating. 

In 1954 our total sales volume was 381,000,000 M ec. f. of gas. Our estimated 
sales volume for 1955 is 410,000,000 M e. f. 

The Consolidated companies have produced gas for over 70 years. We have 
dealt with independent producers in the field for over 50 years, and teday buy 
gas under 2,000 contracts with independent producers operating in the Appa 
lachian gas fields. 

Since 19483 we have secured supplies originating in the Mid-Continent and 
Texas Gulf gas fields, by making long-term fixed quantity contracts with pipe 
line companies. Today we purchase over 730,000 M ec. f. per day from Tennessee 
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Federal Power Commission shall judge the propriety of prices paid, in future, 
by pipeline companies under new and renegotiated contracts and shall limit them 

a “reasonable market price.” 

We agree with the fundamental principle that the Federal Government must 
retain the right to limit field prices to a reasonable market price, or reasonable 
field value Our conclusions on this score are the result of two interrelated 
principles 

In the first place, we firmly believe that the purchase of gas for ultimate dis 
tribution to the public must be accomplished on a basis consistent with the fact 
that the gas is distributed as a public service and at regulated rates. Methods 
of sale and purchase which prove harmful to this result should be curtailed or 
eliminated Field contracts must be in such form as to enable the distribution 
utilities to plan their operations and fit the gas into their markets. We believe 
that many of the forms of existing contracts which have been in use, particularly 
those included favored-nation and escalation clauses, must be limited and _ re- 
viewed. Such clauses can disrupt the proper operation of gas utilities and be 
igainst the public interest 

In the second place, we believe that the best interest of consumers and the public 
require that prices for gas in the field be sufficient to provide economic and 
financial incentives, compensate for risks of development and production, and 
encourage the dedication of gas to utility market. In dealing with independent 
producers in the Appalachian fields, we have always sought, through considered 
oluntary increases in price, to establish prices which encourage the development 
of gas throughout the area. 

There has been much discussion in the hearings as to the interpretation to 
he given to the term “reasonable market price.” Chairman Kuykendall has 
stated that he regards the term as being the same as “just and reasonable 
price.” We respectfully submit that the term which is ultimately adopted 
must give to the Commission the right to consider and use any and all evidence 
elevant to the problem of determining a field price or value which will both 
idequately compensate the producer and encourage production. The Commis- 
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ion should be free to consider actual prices and costs. It should not be tied 
to any strict or limited formula. 
In this connection, we presented a full statement attached hereto as appendix 


» fic t 


» at page SS before the Federal Power Commission in its recent inves on 
at docket R-142, taking the position that fair and reasonable values must be 
recocnized for gas in the field and summarizing the types of evidence, particu 
larly at paves 57 and 58 of appendix 8, which should be considered in arriving 
at these values. 


OUR AREA OF DISAGREEMENT WITH THE FULBRIGHT AND HARRIS BILLS 


The sponsors of these bills take the position that nothing need or should be 
done about existing contracts between pipelines and producers. 

‘They completely overlook the fact (1) that the Natural Gas Act, as it now 
stands, provides for the regulation o! existing contracts and for the elimina- 
tion of any provisions which are found to be unjust, unreasonable, or dis- 
criminatory; and (2) that many existing contracts contain favored-nation and 
escalator clauses Which are definitely harmful and inimical to the public 
interest. 

Congress must provide for the continued regulation of all existing contracts 
which contain favored-nation and escalation clauses so that these contracts 
may be reviewed, their effe ts may be tested in public hearings, and deter 
minations may be made as to whether or not they are just, reasonable, and 
nondiscriminatory. 


FAVORED-NATION AND ESCALATION CLAUSES 


1. General description 

The great prevalence of favored-nation and escalation clauses in producer 
contracts in the Southwest has arisen only since World War II. Prior to 1946 
the only escalator clause which was in common use in the gas industry was 
a clause requiring a periodic increase of a stated amount and an adjustment 
to compensate for State taxes on production and gathering. 

The new clauses which have come into prominence since that time are prin- 
cipally the following 

1. The two-party favored-nation clause Under th’s clause, the specified price 
in a long-term fixed contract is increased in the event the buying pipeline com- 
pany shall pay a higher price to another producer for gas in the same field or 
in an area specified in the contract. 

2. The third-party favored-nation clause.—Under this clause, the prive is in 
creased in the event some wholly unre'ated third party shall pay a higher price 
to another producer for gas in the same iield or in an area specified in the con- 
tract. 

3. Escalation clauses known as: The price-redetermination clause; the price 
renevotiation clause; or the better-maricet clause.—Under each of these clauses, 
the price is increased in the event the average of the 2 or 3 hizhest prices which 
are paid by pipelines in a given area shall exceed the price specified in the con 
tract. 

j. The spiral escalator clause——Under this clause, the price is increased in the 
event the resale rates of the pipeline company shall be increased, 


2. Extent of use 


The prevalence of these clauses varies greatly between producing fields and 
areas and between pipeline companies. 

Confining attention to the 3 pipeline companies with whom we deal: Tennes 
see Gas Transmission Co. buys almost all of its gas under field contracts which 
contain either a favored-nation clause or a price-redetermination clause: and 
Texas Eastern Transmission Co. has many contracts containing similar clauses: 
Panhandle Eastern Pipe Line Co. purchases some of its gas under contracts 
which have fixed-amount escalation clauses but does not have contracts con 
taining the favored-nation or price-redetermination clauses Trunkline Gas 
Co., a principal supplier of Panhandle, does utilize contracts of the favored- 
nation type. 

In short, the bulk of the 730,000 M ¢. f. per day which comes to us from the 
Southwest is subject to the action of these adjustment clauses. 


63057 55 S81 
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8. The accelerating increase in field price 
The following table 1 at page 10 is a statement showing the history of reserves, 
production, and field prices in the United States 
TanLe 1.—History of proven gas reserves and marketed production 
PROVEN GAS RESERVES—BILLION CUBIC FEET 


Percent, 
Year { ted State $ t 4 Stat 


to total 


104 BH. OOO 
194 47, 789 121, 487 82 

v0) 185. 593 156, 362 R4 
1951 193, 812 159, 920 &3 
, 199, 71¢ 163, 143 82 
' 211. 447 69. 005 RD 
1954 (est ited 211, 700 170, 084 gO 

MARKETED PRODUCTION—BILLION CUBIC FEE’ 
1940 2, HOE 1, 754 66 
194 3, 919 2, 758 70 
10% 6, 282 4, 805 76 
195 5, 792 78 
1952 (KM) ‘ 52 7Y 
19 &, 397 6, 697 xO 
1954 1 &, 635 6, 799 79 
AVERAGE FIELD PRICE PER THOUSAND CUBIC FEI 
Cent ( 
194 4 2.1 
9 1 
19 ( 0 
1951 7 5.7 
1952 7 6.3 
107 9 2 - 
1954 (« mate 10.0 &.9 
K is, Lor Oklahor ind Texas 
Ni 

Sour U. &. Department of the Interior, Bureau of Mines (Natural Gas Statistics); Proven Gas Re- 

serves 1940, Ralph E. Davis; 1945-54 A. G. A. Gas Facts, prepared by Consolidated Natural Gas Co 


Table 1, page 10, shows that the proven reserves and annual production have 
been increasing steadily and that, at the same time, the field price for gas has 
been rapidly increasing. The rate of increase in the price for gas is greater by 
far than the increase in reserves and also somewhat greater than the increase 
in annual production. 

We have felt the full force of these field price increases in a series of rate 
adjustments which have been passed on to us by the pipelines, largely as a result 
of the operation of favored-nation and other escalation clauses. 

In the period from 1950-1954, the average field price in the Southwest increased 
from 5 cents to 8.9 cents. In this same period Tennessee Gas Transmission Co. 
has made 4 large and serious rate increases, aggregating $40 million per year and 
representing about a 40 percent increase in its cost of service. These increases 
may be summarized as follows: 


Portion borne by 
Consolidated 





) f 
} ( ke 
; Cents per 
Total Percent Potal thousand 
cubic feet 
G Dec 17. 1951 $11. 415. 000 14 $3, 530, 000 3. 28 
G 2 I 15, 19 7 14 3, 954, 000 3. 36 
G—2252 M 1, 1954 4 1, 655, 000 1. 41 
G-5259 I 15. 1954 9, 898, 000 8 2, 526, 000 2.15 
lota So TRL OOO 11. 665. 000 
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In each case, the increase in Tennessee was primarily due to the action of 
favored-nation, price redetermination and other escalation clauses. We attach 
hereto as appendix 4 at page 60 excerpt from the recent filing of Tennessee at 
Docket G—5259, showing how the action of price redetermination clauses and con- 
tract negotiations precipitated the $9,898,000 increases. 

In the same period, Texas Eastern Transmission Corp. has been forced to make 
2 rate increases, aggregating more than $30 million, again in large part as the 
result of favored-nation and escalation clauses. And Panhandle Eastern Pipe 
Line Co. has made 2 increases, aggregating $20 million, in large part as a result 
of increasing costs or values for gas in the field. 

We are advised that new contracts being made by the pipelines which supply 
us are generally at initial prices in excess of those heretofore in existence, so 
that the probability of a leveling off in field prices is not yet apparent. 

Utilities such as the Consolidated companies have been forced to absorb these 
eosts or in turn file increases in their local utility rates. 

The following table 2 at page 13 shows certain price and cost indices for recent 
years us compared with the average for 1947-1949, such average being assumed 
to be 100 percent. 


TaBLE 2.—Consolidated Natural Gas Co., indexes of comparative living and gas 


costs 
{1947-49 
Average 1959 1953 1054 (esti 
1947-49 2 mated 
Percent Percent Percent Percent 
Average cost of li 100 113. § 114.4 114.8 
(B) Average field price of gas, United State 100 130.0 l 4 165.0 
(4 Average field price of gas, four main States 100 148.43 179. 06 206. Y& 
(D) Average field price of gas paid by Texas Eastern Gas Tran 
mission Co lennessee Gas Transmission Co., and 
Panhandle Eastern Pipe Line Co Lor 146, 0 193. 0 212.0 
E) Average selling price of all gas by Consolidated Natural 
Gas Co 100 105.0 110.0 1 


Kansas, Louisiana, Ok!ahormma and Texas 


Sources 
(A) Department of Labor. 
(B) Department of the Interior, Bureau of Mines 
C) Department of the Interior, Bureau of Mines. 
D) Federal Power Commission, Annual] Report, For:n 2 


(FE) Annual Report Consolidated Natural Gas Co., Year 1954. 


Table 2 at page 13 shows that in recent years there has been only a smal 
increase in general cost of living, but that in the same period there has been a 
tremendous increase in field prices generally and in the average field prices paid 
by Tennessee, Texas Eastern, and Panhandle. 

On the other hand, the average increase made by the Consolidated companies 
in their rates has been kept to a relatively small amount, due to the fact that in- 
creased costs for operating labor, taxes, depreciution and other similar items have 
been spread over a larger volume in sales. 

In this regard we call attention to the very large developments in unde1 
ground storage which have been made by utilities and pipeline companies so as 
to level off the purchase of gas in the field and thereby minimize, so far as 
possible, the effect of the increasing prices for gas in the field. The Congatidated 
System alone operates 26 storage pools having a total plant investment of $53 
million and, at the end of 1954, had in storage 235,311,194 M ec. f. of gas having 
an inventory value of $62 million. These large storage projects have had a 
tremendous bearing on our ability to supply gas to consumers at a reasonable 
rate, in the face of increasing field prices. From the producers’ standpoint, 
these operations have had a very beneficial effect since they have given 
steadier outlet for gas. 


a much 


j. The distribution company problem illustrated 


The numerous and recurring increases in field prices and pipeline rates have 
had a most disrupting effect on normal utility rate problems, where stability of 
rates is highly desirable. If the increases are continued, there can be a serious 
breakdown in utility rates and service. 
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To j trate the problem, we offer certain facts regarding the business of 
the Consolidated System 

The volume of gas sold by the system during 1953 and 1954 and the average 
rate eceived from such sales are set forth on the following table 83 at page 16. 


Also table 3 shows the volumes of gas purchased and the average rates paid 
for the years 1953 and 1954. 
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It is to he noted from table 3 hat our average rate for residential sales was 
64 cents per thousand cubic feet, the average rate for industrial sales was 45 cents 
nd t!.ea erage rate for all gas sold was 54 cents. Table 3 also shows that the 
amount paid by us in 1954 for gas purchased averaged 29 cents per thousand cubic 
feet rhis is 54) ercent of the average rate which we receive for all gas sold and 


means that we have an average spre 1d of only 25 ceents per thousand cubic feet to 





transport, store, distribute and sell the gas throughout the Appalachian area. 


The averag ice }a.diy our pipeiine suppliers to producers in the Southwest 
gas fields in 1953 was approximately 13 cents per thousand cubic feet. The sta 
tisf riWMtar ot yet availab’e to us, but we estimate that the correspond- 
ing average price was at least 13.6 cents per thousand cubic feet in 1954. Further- 


t 


more. us a result of increases in field price by certain of these pipelines late 
in 1954, the average price is now higher than 15.6 cents per thousand cubic feet, 

Using only 13.6 cents as the average field price, this represents 30.2 percent 
of the average rate whch we receivcd for industrial sales in 1954, 21.1 percent 
of the average rate which we received for residential sales and 25.1 percent of 
the average rate which we received for all gas sold. 

It is obvious that the field price represents a very material element of cost 
to us and a change in field price can have a material effect on our sales and 
rates. 

Just to illustrate the magnitude of the problem, each 1-cent increase in our cost 
of as costs our consumers over 54 million per year. 

The retail price for gas is now reaching competitive levels in our industrial 
markets, following increases averaging 24 percent since 1943. Industrial sales, 
which in our system are on a firm year-round basis subject to interruption by 
weather emergencies only, represented 28 percent of our total sales in 1954. 
These sales would be greatly reduced if the price for gas were to go above the 
competitive price for oil and any such reduction in sales volume would disrupt 
the eareful balance which must be maintained between residential and industrial 
sales. Any reduction in industrial sales would result in an immediate increase 


in domestic rates. 


ittieane, : 
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Qur companies ure obligated to buy tremendous quantities of gas under fixed 
long-term contracts which contain minimum take-or-pay-for obligations We 
must be able to market this gas and we are vitally concerned over the increas 
ng price of vas in the Southwest gas fields. 

In this regard, two considerations are becoming more and more important 
every day. The first is that the manufacture of gas from coal and oil due to 
technological improvements is gradually reaching a point where it may become 
oimpetitive With natural gas. The second is that gas may be displaced through 
ompetitive forms of energy, particularly nuclear energy and the heat pump. 
Kither or both of the above two factors may make it uneconomic in the future 
for the distribution companies to purchase gas pursuant to long-term contracts 
which have been made in the past with the pipeline companies 

it is obvious from the above that an unrestrained price rise in the field 
could disrupt the basis on which we purchase gas from interstate pipeline 
companies and could disrupt our rates and service to the public. In this regard 
it should be borne in mind that the long-term gas purchase obligations under- 
taken by the distribution companies have transformed almost waste natural 
gas into a tremendously valuable asset of the producers. The price should not be 
forced up to the point where it can strangle the very utility market on which 
it depends. 

5. Regulation has placed the distribution companies and consumers in a helples 
position 


One of the fundamental principles of regulation adopted and enforced by the 
Federal Power Commission under the Natural Gas Act is that pipeline con 
panies must sell gas under current tariffs, and in rate cases involving such 
companies, the Federal Power Commission proceeds on the general principle 
that it will allow as an operating expense in establishing these tariff rates all 
cost which the pipeline companies pay under any unregulated contract with an 
independent producer. The Fulbright and Harris bills make no change in this 
situation except as to certain “new and renegotiated” contracts. 

Thus, if the producers are exempt from regulation, the distribution companies 
and consumers are faced with the burden of automatically absorbing all price 
increases which result from favored-nation and other escalator clauses. The 
distributors and consumers have had no hand in determining or negotiating 
these clauses or prices. The pipeline has made its contract with the producer 
without consulting either the distributor or consumer and yet both producer 
and pipeline company expect that these real parties in interest will pay what- 
ever price may result from the contract. 

Judging from the experience in each of the years since 1950, we can only ex 
pect that these clauses in existing contracts will continue to cause very large 
increases in our costs for gas. 

This situation does not jibe with the fundamental principle embodied in the 
Natural Gas Act that the primary purpose of regulation is to protect the ulimate 
consumer. The whole purpose of the statute is frustrated and loses its effective 
ness as an instrument to regulate commerce in the interest of the ultimate 
consumer, 


THE EQUITIES OF THE SITUATION 


The experts who testified in support of the Fulbright and Harris bills ignore 
the controlling fact that the producers are subject to the Natural Gas Act, that 
this act states that their business is affected with the public interest, and that, 
in consequence, any contract clauses which are found to be unreasonable may 
and should be changed and corrected. 

But, aside from this legal situation, it is argued vehemently that the favored 
nation and escalator clauses should not now be questioned because, as they say, 
these clauses were before the Federal Power Commission in certficate proceedings 
involving the pipeline companies, As a matter of fact, many of the existing 
contracts in which these clauses are present, were never passed on by the Federal 
Power Commission in any certificate proceeding. Renegotiation of the original 
contracts has in many cases brought these clauses into being after the authoriza 
tion granted by the Federal Power Commission. This is true, for example of 
some of the very large contracts between Tennessee Gas Transmission Co. and 
the Chicago Corp. Furthermore, at the time of the certificate proceedings, the 
effect of the clauses could not be appreciated or determined by the distribution 
companies or the public. Their disruptive possibilities and effects have become 
apparent only through after events—such as the coming in of new pipeline 
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purchasers who have bid up the field prices and brought about tremendous 
increases under price-redetermination clauses in old contracts. 

A further argument is made on behalf of the producers that the favored-nation 
and price-redetermination clauses were essential to the establishment of the 
pipeline companies because the pipelines required a low purchase price at the 
Start of operations and could afford to pay a higher price as their operations be- 
came seasoned and developed. While this argument has some merit as to the 
fixed, periodic escalation clause, it has no merit whatsoever as to the favored- 
nation and price-redetermination clauses. At the time such contracts are made, 
no one can determine that the contract prices will actually be increased. Only 
the happening of events, unknown at the time the contract is made, can trigger 
these clauses. Hence, it cannot be argued that the producers were willing to 
give a low price at the start in reliance on these clauses because they had no 
contractual assurance that the price would ever be increased as a result of these 
clauses. It is worthy of note that several of the major pipelines, such as El Paso 
Natural Gas Co., Panhandle Eastern Pipe Line Co., Colorado Interstate Gas Co., 
and Mississippi River Fuel Corp. were established and brought to full develop- 
ment without ever making contracts of the favored-nation or price-redetermina- 
tion type. It is also worthy of note that contracts of the favored-nation or price- 
redetermination type are now being made by pipelines after full development. 


rHE FULBRIGHT AND HARRIS BILLS DO NOT MEET THE FAVORED-NATION AND 
ESCALATOR CLAUSE PROBLEM 


It is apparently felt by the sponsors of these bills that the control of new and 
renegotiated contracts will tend to stabilize and nullify the problems occasioned 
by the favored-nation and escalator clauses. 

And, indeed, the expert witnesses who have appeared in support of the bills 
have earnestly argued that such will be the case. 

But these conclusions and arguments are definitely not supported by the facts. 

First, take the case of the very common contract requiring a specific increase 
in price, of, say, 1 cent per thousand cubic feet every 5 years. 

Suppose that in a given field the Commission in the future finds that the 
reasonable market price is 10 cents per thousand cubic feet and that, in spite 
of such a finding and determination, the escalator clause in this type of contract 
carries the price under the contract up to 11 cents per thousand cubic feet. 
Neither the Commission nor the customers of the pipeline could question this 
increase, since it is not made as a result of a new or renegotiated contract. 
Furthermore, the increase under this one contract could trigger favored-nation 
and escalation clauses of the price-redetermination type in other contracts in 
this field or area and thereby force the whole level in the field above 10 cents. 
Thus, any finding or determination-of the Commission of a reasonable market 
price would be flaunted and made of no avail. 

Second, take the case of an existing contract having a favored-nation clause 
which requires that the pipeline must pay the highest price paid by it for gas 
anywhere in the State, Railroad Commission District in Texas, or other pre- 
scribed area. This is the very common two-party, favored-nation clause which 
is much used by Tennessee Gas Transmission Co. and other pipelines. 

Suppose that the Commission establishes a reaonable market price of 10 cents 
per thousand cubic feet for the particular field covered by the contract, but at 
the same time establishes a reasonable market price of 12 cents per thousand 
cubie feet for a new field which is discovered nearer the market, but is located 
within the same State or other area specified by the contract. If this pipeline 
is purchasing 12-cent gas in this second field, its price in the first field will be 
forced up to 12 cents in spite of, and notwithstanding, the finding of the Com- 
mission that the reasonable market price for the first field is only 10 cents. 
And in any rate proceeding, neither the Commission nor the customers of the 
pipeline can contest this 12-cent cost since it is not incurred under a new or 
renegotiated contract. 

Third, take the case of an existing contract for gas having an escalation 
clause of the price-redetermination type. This is the clause which requires that 
the price be increased to the average of the three highest prices paid in a State 
or other specified area, including one or more railroad districts in Texas. This 
type of contract is widely and commonly used by pipeline companies from whom 
we purchase large volumes of gas. 
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Suppose that the Commission establishes a reasonable market price of 10 
cents per thousand cubic feet for the field covered by the contract, but that 
there is another field in the State or specified area for which the Commission 
establishes a reasonable market price of 12 cents per thousand cubic feet and 
that 3 pipelines are taking gas from this second field. Again, as with the 
favored-nation clause, the 10-cent price under the contract would be forced up 
to 12 cents in spite of any finding or determination of the Commission. 

In short, the Fulbright and Harris bills will not stabilize present contracts 
containing favored-nation and other escalator clauses and it will work against 
and contravene the price determinations of the Commission. This is not a 
proper result in any system of regulation. If, as the bills contemplate, it is to 
be the congressional policy that prices shall be stabilized on a reasonable-mark- 
price basis, then the statute should be so framed that the Commission may bring 
about this result. 


IF THE NATURAL GAS ACT IS TO BE AMENDED CONGRESS MUST DEAL WITH THIS 
PROBLEM 


Under the Natural Gas Act as now in force, the producers are subject to regu- 
lation and their business is affected with the public interest. The problem of 
contract form can be dealt with by the Federal Power Commission in due course 
under the present statute so as to eliminate contract clauses which are found to 
be inimical to the public interest. 

If producers and these existing long-term contracts are exempted from regu 
lation it will be difficult or impossible for the kederal Power Commission to 
deal with the situation, even though it has the potential power to disrupt local 
utility rates and service. 

In our view, Congress must either leave the Natural Gas Act as it now stands 
or must provide for exemption of producers only on condition that their method 
of selling gas to pipeline companies is accomplished in a form and manner 
which conforms to public policy as set forth in a legislative standard. 

We believe that it would be a serious mistake and a violation of the public 
interest for Congress now to amend the statute so as to grant the producers an 
exemption without at the same time establishing a proper policy as to methods 
of sale by producers and thereby providing against the unrestrained action of 
favored-nation and other escalator clauses. 

Acts of Congress which establish guideposts or rules for doing business are 
common. As examples, we need only cite the Sherman Antitrust Act, the Clay- 
ton Act, the Robinson-Patman Act, and the Fair Labor Standards Act. 

In the natural-gas field, a legislative standard and policy would be plausible. 
Business is done under long-term contracts which involve tremendous obliga- 
tions and amounts of money. Congress has a very real duty of insuring that 
the contracts of producers and pipelines do not include provisions which, when 
once in operation, can inexorably work against the public interest. 


MOORE-RIZLEY BILL 


I had the honor of appearing before the Senate and House committees in the 
SOth Congress, in 1947, when consideration was given to the bill known popularly 
as the Moore-Rizley bill. 

Among other things, that proposed legislation included a provision to exempt 
the independent producers from regulation and, as you may recall, I urged 
favorable action on the bill, including that provision. 

But many changes have occurred since 1947 and, in particular, we have wit- 
nessed a tremendous increase in field prices and the growth of the problem result 
ing from these favored-nation and escalation clauses. 

My testimony in 1947 was predicated on the opinion which I then held that 
true competition would exist in the field and result in fair and reasonable field 
prices. But events since that time have proven otherwise. I firmly believe 
that true competition cannot exist when the field price is coupled with and sub 
ject to the action of favored-nation and other escalation clauses. Millions upon 
millions of dollars of cost to the public are now dependent upon the unrestrained 
triggering action of these various contract provisions. The situation and its 
bearing on the public interest must be faced up to and squarely dealt with. 

While I still feel that the independent producers should fundamentally be 
exempt from regulation, I also strongly feel that this should come only upon 
the correction of the favored-nation and escalator clause problem. 
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CONCLUSIONS AND RECOM MENDATIONS 


In conclusion, we agree with and suppor in the Ful 


t the general proposition 
bright and Harris bills only on condition that Congress provide safeguards for 





the regulation of favored-na n and price-redetermination and other escalator 


Hence, we most earnestly submit that this bill should not be reported out by 


the committee nor adopted by Congress in its present form 
We most earnest request that section 1 of the bill, which deals with the 
risdiction of the Federal Power Commission, be changed and supplemented 
so as to continue and provide regulate as to those producers vho, now or in the 
future, sell and deliver gas under contracts having favored-nation and othe) 
escnintor clauses Such regulation would apply only to sales and transportation 
incident to the contracts and would automatically terminate when the producer 


had eliminated such clauses from its sales contract 

This amendment to the bill could be accomplished by means of a suitalle pro 
viso to the definitions of transportation and sale as now set forth. Either this 
proviso could specify with exactitude the various favored-nation and escalation 
clauses which would cause the producer to remain under regulation, or it could 
make general provision as to the types of clauses and allow the Commission, by 
rule and regulation, to determine the exact clauses coming within its scope. 

Accordingly, we respectfully suggest the following amendments to section 1 
of the Fulbright and Harris bills, so as to protect the public against the action 
of favored-nation and escalation clauses in existing and future contracts: 

1. Add at the end of the new definition of “transportation of natural gas in 
interstate commerce” the following proviso: 

“Provided, hoiwever, That this limiting definition shall not apply to any trans- 
poration in interstate commerce of gas for sale at a price determined by, or 
subject to adjustment in accordance with, any contract clause or provision 
which is known as a favored-nation, price-redetermination or other escalation 
clause, as specified and defined by rule or regulation of the Federal Power Com 
mission.” 

2. Add at the end of the new definition of “sale in interstate commerce of 
natural gas for resale” the following proviso: 

Provided, however, That this limiting definition shall not apply to any sale of 
gas in interstate commerce made at a price determined by, or subject to adjust- 
ment in accordance with, any contract clause or provision which is known as a 
favored-nation, price-redetermination or other escalation clause, as specified and 
defined by rule or regulation of the Federal Power Commission.” 

There is attached hereto as appendix 1 at page 31 a mimeographed copy of 
the Fulbright bill, in which the above additions and additional necessary changes 
have been made as described in appendix 2 at page 35 have been inserted and 
underlined for the convenience of the committee. 

In view of the importance of the favored-nation and escalation clause problem, 
we have confined this statement to this one point. There are, however, certain 
other changes of clarifications which appear necessary in the Fulbright bill as 


} 


originally introduced and we briefly treat these further points on the attached 
appendix 2 at page 35. 

We appreciate the opportunity to present these views to the committee and 
earnestly hope that they may lead to a satisfactory resolution of this serious 


regulatory problem 
APPENDIX 1 


As AMENDED To SHow CHANGES (ITALICIZED T.ANGUAGE) PROPOSED By 
CONSOLIDATED NATURAL GAS Co 


[S. 1853, 84th Cong., 1st sess.] 
A BILL To amend the Natural Gas Act, as amended 


Be it enacted by the Senate and House of Represenatives of the United States 
of America in Congress assembled, That section 2 of the Natural Gas Act, as 
amended, is amended by adding at the end thereof the following two new 
paragraphs: 

“(10) ‘Transportation of natural gas in interstate commerce’ means only such 
transportation of natural gas in interstate commerce as occurs after the com- 
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pletion in or within the vicinity of the field or fields where produced of ali pro 
duction, gathering, processing, treating, compressing and delivering of such 
natural gas into the transportation facilities of a person engaged in transporting 
in such transportation facilities, natural gas in interstute commerce beyond the 
vicinity of the field or fields where produced: Provided, he twecver, That this limit 
ing definition shall not apply to any transportation in interstate commerce of 
gas for sale at a price determined by, or subject to ad micnt ia accordance 
with, any contract clausc, or provision which is known as a favored-nation, price 
redetermination, or other escalation clause as specified and defined buy rule o 
regulation oJ the Federal Power Commission. 

‘(11) ‘Sale in interstate commerce of natural gas for resale’ means only such 
sale in interstate Commerce of natural gas for resale as occurs after the com 
mencement of the transportation of such natural gas in interstate Commerce 
as defined in paragraph (10), but does not include any sale which occurs in or 
within the vicinity of the field or fields where produced at or prior to the 
commencement of such transportation in interstate commerce of the natural 
gas”: Provided, however, That this limiting definition shall not apply to any 
sale of gas in interstate commerce made at a price determined by, or subject 
to adjustment in accordance with, any contract clause or provision which is 
known as a favored-nation, price redetermination or other escalation clause, 
as specified and defined by rule or regulation of the Federal Power Commission.” 

Sec. 2. Subsection (b) of section 5 of the Natural Gas Act, as amended, is 
hereby redesignated as subsection (f), and such section 5 is further amended 
by inserting immediately after subsection (a) thereof the following new sub 
sections : 

‘(b) When [an increase in any rate or charge] in any rate proceeding the 
cost of gas of a natural-gas company is based in whole or in part upon any 
new or renegotiated contract for the purchase of natural gas from a person 
other than an affiliate, the Commission shall consider whether the price at which 
the natural-gas company has contracted to buy such natural gas is the reasonable 
market price thereof in the field where produced, considering among other 
things whether such price has been competitively arrived at, the effect of the 
contract upon the assurance of supply and the reasonableness of the provisions 
of the contract as they relate to existing or future market field prices; and if 
the price at which the natural-gas company has contracted to buy such natural 
gas is found to be in excess of such reasonable market price, then the Com 
mission shall allow the natural-gas company to charge as an operating expense 
for the natural gas purchased under the contract only such market price, plus 
a reasonable gathering charge in those cases where such price is determined 
before and not after gathering is completed. [The determination of a price 
in accordance with provisions of an existing contract which operate to create 
a different price shall not constitute a new or renegotiated contract] 

‘(c) The Commission shall determine, upon application made by a natural 
gas company and after a public hearing, whether the price or prices to be paid 
under such new or renegotiated contract meet the foregoing provisions of sub 
section (b) of section 5. 

‘(d) In regulating the rates and charges of a natural-gas company, the Com 
misston shall allow as an operating expense of such natural-gas company, for 
ntaural gas produced by it, the reasonable market price of such natural gas in 
the field where produced and for gas purchased from an affiliate, the amount 
paid to such affiliate for such gas up to but not in excess of the reasonable market 
price of such natural gas in the field where produced, plus a reasonable gathe 
ing charge in those cases where such price is determined before but not after 
gathering is completed. 

‘(e) For the purposes of this section a person shall be held to be an affiliate 
of a natural-gas company if such person controls, is controlled by, or is under 
common control with such natural-gas company.” 

Sec. 3. Subsection (e) of section 7 of the Natural Gas Act, as amended, is 
amended by adding at the end thereof the following new sentence: “Notwith 
standing the foregoing provisions of this subsection, in passing upon an appli 
cation for a certificate which is supported by a natural-gas-purchase contract 
the Commission shall consider whether the price to be paid for such natural gas 
is the reasonable market price thereof in the field where produced considering 
whether the contract price has been competitively arrived at, the effect of the 
contract upon the assurance of supply, and the reasonableness of the provi 
sions of the contract as they relate to existing or future market field prices.’ 
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APPENDIX 2 


CONSOLIDATED NATURAL GAs Co.—ADDITIONAL NECESSARY CHANGES WHICH HAVE 
BEEN MApE IN S. 1853, AS AMENDED, IN APPENDIX 1 AT PAGE 31 


1. The new section 5 (b) as set forth in S. 1853, applies only in “rate increase” 
cases. But suppose the Commission has entered on a general investigation into 
the rates of a gas company How then would the Commission consider the 
costs of the company? Would it be obliged to allow the full contract costs or 
could it consider the “reasonable market price?’ It would appear that the 
words “When an increase in any rate or charge of a natural-gas company is 
based in whole or in part upon a new or renegotiated contract * * *.” should 
be changed to read: “When in any rate proceeding the cost of service of a 
natural-gas company is based in whole or in part upon a new or renegotiated 
contract * * *%,” 

In this regard it should be noted that the proposed new subsection 5 (c), 
dealing with the regulated pipeline company’s own production, woul< apply in 
all rate proceedings. There is just as much reason to make subsection 5 (b) 
apply to all rate proceedings. 

2. The new section 5 (b) as set forth in S. 1853 states that the Commission shall 
consider the “reasonable market price * * * considering” certain specified fac- 
tors. There are many other factors, such as prices under other gas contracts, 
which the Commission might well consider. Mr. Searls pointed out some of these 
additional facts. Hence, the above-quoted words should be supplemented to read 
“reasonable market price * * * considering among other things * * *.” 
the price to be paid under a new contract. The consumers and distribution com- 
panies should by all means have a right to participate in this proceeding and the 
experts who testified in support of the bill state that this is the intent of the 
language. But the new subsection should make clear that this right exists and 
that there should be adequate notice and opportunity for hearing. 

We call attention to the language used in the bill to the effect that the Com- 
mission “shall” make a determination with respect to the “price or prices to be 
paid.” We assume that this obligates the Commission to make a determination 
only as to the prices expressed in the contract and does not include the power 
to approve in advance contingent future increases of unknown amount under 
favored-nation and other escalation clauses. The Commission could hardly be 
expected to approve in advance any such future increases, nor would the con- 
sumers or distributors have a fair hearing as to such future increases. Of course, 
this only illustrates one further reason why the bill should be changed to provide 
for the regulation of such clauses in the manner set forth in our main statement. 





APPENDIX 3 
BEFORE THE FEDERAL POWER COMMISSION 
Docket No. R-—142 


CONSIDERATION OF PRINCIPLES AND METHODS TO BE APPLIED IN TILE FIXING OF RATES 
TO BE CHARGED BY INDEPENDENT PRODUCERS FOR NATURAL GAS SOLD IN INTERSTATE 
COM MERCE FOR RESALE 


STATEMENT OF CONSOLIDATED NATURAL GAS SYSTEM COMPANIES-—THE EAST OHIO 
GAS Co., HopE NATURAL GAS Co., THE PEOPLES NATURAL GAS CO., NEW YORK 
STATE NATURAL GAS CorP., THE RIVER GAs CO. 


INTRODUCTION 


In accordance with the Commission’s order, we take no position in this state- 
ment as to whether there should or should not be regulation of independent 
producers. Furthermore, we assume that the Commission desires this state- 
ment to specify principles and methods of regulation in the light of rule 174, as 
originally adopted and as amended. This rule, as we construe it, assumes at 
this time that the act applies to all, or at least most, sales by independent pro- 
ducers in interstate commerce for resale. 


S. 1853 allows the natural gas company to apply in advance for approval of 
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The problem covered by this proceeding is of extreme importance, in view of 
the confusion which presently exists in the industry and in view of the widespread 
price increases which are going into effect in the field. The Natural Gas Act will 
work only if the industry and the public know and can anticipate the principles 
to be applied by the Commission and the procedure by which its decisions will 
be reached. 

RECOMMENDED PRINCIPLES AND METHODS 


In response to the invitation of the Commission, we respectfully and most 
earnestly urge that the Commission, at the earliest opportunity, and acting pur 
suant to section 4 of the Administrative Procedure Act, adopt, publish, and declare 
the following policy: 


“Statement of principles and methods to be applied in fixing rates to be charged 
by independent producers for natural gas sold in interstate commerce for 
resale 

“1. Congress enacted the Natural Gas Aet to close a regulatory gap and for 
the primary purpose of protecting the consumers of gas. The fundamental pro 
visions of the act are that the business of selling gas in interstate commerce for 
resale is affected with the public interest and that the rates and charges of per 
sons engaged in this business shall be just and reasonable. 

‘2. The determination of rates under the act must be based on adequate find- 
ings of fact showing their reasonableness. Where increases in rates are pro- 
posed, section 4 (e) of the act places on the independent producer the burden 
of proving such fact as to reasonableness. 

“3. The reasonableness of rates is not proven solely by private contracts be- 
tween independent producers and pipelines or utilities, even when made at arm’s 
length. Proof of just and reasonable rates or of increases in existing rates, and 
orders fixing rates, must be predicated on facts outside the private contract 
between two parties. Therefore, increases or Changes in rate resuiting from 
either private negotiations or the operation of contract adjustment Clauses are 
not proven by the contracts themselves and must be supported by evidence 
outside the contracts. 

“4. Just and reasonable rates for gas sold by independent producers in the 
field cannot he fixed on a net investment rate-base method. This method would 
be unworkable from a procedural standpoint as applied broadly to all producers 
usa ciass. Furthermore, this method is substantively wrong as applied to pro- 
duction, and hence would tend to discourage the sale of gas by independent pro 
ducers and the development of adequate supplies for the future. The use of 
this method, therefore, would be contrary to the public interest and the interest 
of consumers, 

“>, Just and reasonable rates for gas sold by independent producers in the field 
iuust be fixed on a basis which adequately compensates the producer and which 
also, to the extent deemed necessary, promotes the prospecting for, production, 
devlopment and sale of adequate supplies of gas. All these ends are in the public 
interest and in the interest of the consumer. 

“However, since the Natural Gas Act was passed for the protection of the 
consumer and to complement State regulation of local utilities, the rates fixed 
for sales in the field must not disrupt the local rate and sales patterns and sales 
balance under which gas is distributed to the ultimate consumer. 

“Therefore, in rate proceedings involving a producer, the Commission will 
consider and look primarily to the current fair rate value of gas of the same 
quality in the field in which the producer operates, arrived at as a matter of 
judgment and predicated principally on the following considerations: 

“(a) Such value will reflect the amount which the Commission determines will 
compensate the producer for the costs which he has incurred in exploring for and 
developing the gas reserves which are the subject of the inquiry, including dry- 
hole expense, delay rentals, bonuses, etc. It will reflect like costs of other pro 
ducers in the field or area. It will refleet pertinent trends in operating costs. It 
will reflect the quality, pressure, and location of the gas. It will reflect the 
amount which the Commission finds should currently be paid or offered for gas in 
the field (in the sense of a posted price) in order to promote conservation and to 
encourage independent producers to bring adequate supplies of gas in for sale and 
encourage prospecting for and development of additional supplies for the future. 
It will reflect any other pertinent evidence of value admitted in the particular 
proceeding. 
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t llowever, such value will not exceed the amount which can reasonably be 
I by the buying pipeline colupany and distribution companies in the light of 
the f l patterns and sales | ce under which such gas is sold and 
distributed he public and in the light of the long-term obligations which the 
ipeling istributi companies have to purchase and take gas in the field 
6. The Com . ill accept the rates and charges being made by the inde 
pends producers ¢ June 7, 1954, and will not at this time embark on any pro 
ceedings under section ‘ ith respect to such rates and charges. It will, for 
the present, consider that such rates are just and reasonable on the ground 
1) That the independent producers were willing to bring their gas to 
market at such prices and that, until proof of the contrary is offered, such 
are sufficient to compensate the producers and provide for the develop- 
ment of supplies for the future, and 
(b) That such prices are or can be reflected in rates to the ultimate 
Consume! 
7. The Commission w ! t to hecome effective, without hearing and 





proof I sonableness vy mate increases in rates above the level in effect 
on June 7, 1954, where such increase results from the operation of price adjust- 
ment clauses in contracts, or from the renegotiation of contracts theretofore 


“8. In the event any increase in rates resulting from the operation of price 
adjustment clauses in contracts or from the renegotiation of contracts has been 
permitted to become effective since June 7, 1954, without hearing, the Commission 
vill, on its own motion, at least in cases involving an increase of more than 
$100,000 per vear, institute a hearing under section 5 (a) of the act to ascertain 
whether the increased rate or price is just and reasonable 

“9. In the event of the institution of anv new sale in a field at a rate in excess 
of the general level of prices in such field on June 7, 1954, for gas of the same 
quality, the Commission will, on i wn motion, at least in cases involving 
excesses aggregating more than $100 000 per vear, institute a hearing under sec- 
tion 5 (a) of the act to ascertain whether such rate or price is just and reasonable. 

‘10. By reason of the limitation in section 5 (a) of the act, the Commission has 
no authority on its own motion to order an increase in the rates of any producer 
above those to which it ay be limited by contract or otherwise.” 


DISCUSSION 


The consolidated companies as a group have been in the natural gas business 
n the Appalachian area since the early discoveries in the 1880's. They have sup 
plied natural gas in Pittsburgh, Pa., since 1885, and in Cleveland, Ohio, since 1898. 








Today the system supplies gas to over 1 million residential, commercial, and 
industrial consumers in Ohio, Pennsylvania, and West Virginia, and supplies gas 
at wholesale to other utilities serving in Pennsylvania, West Virginia, and New 
Yor} The system supplies, at retail and wholesale, an estimated population of 
over 7 million 

The consolidated companies have produced gas from their own wells and have 


have dealt vith ndependent pro- 


uy gas under 2.000 contracts with 


prospected for gas for over 70 years 
ducers in the field for over 50 years and ’ 
dependent producers operating in the achian gas fields 


t 
Since 1943 they have secured supplies originating in the Mid-Continent and 





Texas gulf gas fields, by making long-term fixed quantity contracts with inter- 
state pipelines. Today they are purchasing over 700,000 M f. per day from 
Tennessee Gas Transmission Co., Texas Eastern Transmission Corp., and Pan- 


handle Kastern Pipeline Co. 
We firmly believe that the best interests of consumers and the public require 
that regulatory commissions recognize, for gas in the field, values which pro- 


vide sound economic and financial incentives and compensate for risks of devel 
opment and production Producers should be encouraged to drill wildcat wells, 
to search for new fields and gas horizons, and to sell gas to a utility market. 


In dealing with independent producers in the Appalachian fields, we have, for 
many vears, sought, through considered voluntary increases in contract prices, 
to establish prices which encourage the development of gas throughout the area. 

But, whether or not the producers are regulated, we firmly believe and recog- 
nize that the sale of gas into a utility market must be accomplished on a basis 


consistent with the fact that the gas is ultimately distributed to consumers as 


a public service and at regulated rates. Methods of sale which prove, in prac 


ee) 


Veeiittnce 
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tice, to be inimical to this end should be curtailed or eliminated Prices must 
be consistent with established rate structures, sales patterns, and balance of 
sales Since utilities purchase gas under long-term obligations, rates in the 
field must be such as to enable the utilities to plan their operations and to iit 
the gas into their markets, 

The task of accommodating these diverse considerations is very difficult. It 
requires the best thought that can be brought to the problem. 


2, Private contracts may not be accepted as determinative of just and reasonabl 
rates 

The most pressing question is whether the Commission is correct in its present 
nractice of allowing very material field price increases to take effect without 
hearing and determination as to reasonableness. These many increases are 
primarily resulting from the operation of price adjustment clauses in long-term 
contracts and are in part resulting from the renegotiation of prices heretofore 
in ¢ffect 

This practice is necessarily predicated on the arcument of the producers that 
these contract prices have been arrived at through arim’s length bargaining with 
pipeline companies and represent the fair commodity value of natural gas in the 
tield It is further argued that the price provision of the contract represents 
a total consideration for the term of the deal and that any adjustments inade 
pursuant to the underlying agreement should take effect automatically 

We earnestly submit that the Natural Gas Act does not permit this principle 
and method of regulation as applied to the circumstances here involved. 

Take, for example, the very large increases currently being made as a result 
of the operation of the so-called hetter market clause in field contracts. This 
clause requires that the basic price be increased to a higher price computed on 
the basis of the prices currently being paid by two or more pipeline couipanies in 
a given area specified in the contract. The adjusted price was not known to 
the producer and pipeline company when the contract was executed and depends 
upon subsequent facts determined by the action of persons Who are not parties 
to the contract. It is obvious that the reasonableness of such adjusted prices 
may be judged only through consideration of facts which are outside the contract 
between the two parties. And, inasmuch as the Commission is charged with the 
duty of regulating in the interest of the consumer, it should consider all evi 
dence pertinent to the fair rate which should currently be paid for gas in the 
field 

Contracts under which the price has been renegotiated by the pipelines and 
producers represent a different facet of the problem. The contract in and of itself 
dos not demonstrate that the new price is reasonable. But the Commission has 
permitted several major price changes of this type to become the filed and effective 
rates of the producer without any hearing on the matter. The reasonableness of 
the price can be judged only on the basis of all evidence pertinent to the tair rate 
which should be paid for gas in the field. 

One of the most fundamental principles of administrative law is that where 
a “business is affected with a public interest” the private contracts involved 
in such business are subject to public examination and review. The very reason 
that Congress made the business subject to regulation is that the contracts 
involved in such business may infringe upon the public interest. 

In administering the Natural Gas Act to date the Commission has regularly 
taken the position that the mere existence of an arm’s-length contract does not 
establish the reasonableness of a change in rate and that proof of reasonable 

lf. This 
position of the Commission was sustained by the Circuit Court of Appeals for 
the Eighth Circuit in the early decision captioned, Mississippi River Fuel Corpo 
ration v. Federal Power Commission (121 F. 2d 159 (1941) ). 

Contracts having escalation and favored-nation clauses have been made with 
ut any determination by the pipeline companies or producers as to the ultimate 
prices which will result from the operation of these clauses or of the effect which 
these ultimate prices may have on the ability of the utilities to distribute the 
gas on a long-term basis in the future. 

The Natural Gas Act was adopted to assist local State regulation in the fixing 
of fair and reasonable prices to the consumer. Since the filed rates of inde- 
pendent producers would be reflected in the rates of the pipeline companies, 
the consumers and distribution companies must be afforded a full and fair 
opportunity to examine and inquire into the reasonableness of the rates of inde- 
pendent producers. If this opportunity is not given, then the whole scheme 
of Federal regulation is frustrated and has lost its effectiveness. 


ness requires the introduction of evidence outside the contract itse 
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8. Discussion of certain rate and pricing formulas 


(a) The Commission's usual rate base method cannot be applied to ind 
pendent producers as a class.—This Commission’s net investment method of 
regulation has always been opposed by the natural gas industry on the ground 
that it allows nothing for the present fair value of the property and gas devoted 
to the public use. This theory would be particularly unfair as applied to inde- 
pendent producers not engaged in the natural gas business as a general public 
service and would undoubtedly tend to discourage production. 

sul, aside from the substantive faults of the method, it is peculiarly inapt 
as a basis for regulating independent producers as a broad general class. This 
method of rate determination depends on a full and continuing examination and 
inventory of property and costs. And, to be workable, it is essential that the 
regulated companies conform to a specified code of accounts. Furthermore, 
there must be detailed allocations of such general costs as taxes and administra 
tive overheads 





If the Commission is charged with the duty of regulating hundreds of inde 
pendent producers, then it will be dealing not only with established natural gas 
production companies but also with oil companies, natural persons, and many 
types of business enterprise. The rate base method could not function in a 
workable manner over such a broad area of jurisdiction. 

(b) The Panhandle case formula.—Iin Opinion No. 269, the Commission 
mouified its standard rate base method, so as to treat the production activities 
of Panhandle Mastern Pipe Line Co. as a separate business. It allowed for 
the gas produced by Panhandle ‘a price reflecting the weighted average arm’s- 
length payment for identical natural gas in the fields * * where it is 
produced.” 

This method of fixing rates obviously proceeds from the premise that a 
representative and comparable group of nonregulated sales is made in the 
same field from which the regulated company produces its gas. If the Commis- 
sion now has jurisdiction over all (or even most) sales by independent pro- 
ducers to interstate pipeline companies, then in most areas there would not be 
sufficient nonregulated prices to serve as the basis for a finding. 

The only fields in which the Panhandle formula might be used would be 
those few from which sufficient nonjurisdictional sales are made in intrastate 
commerce to industrial plants, electric-generating plants, and local gas utilities. 

But even in such instances the formula might not provide a result which could 
be found to be just and reasonable. The sale of gas to a local industrial plant 
might not be comparable to a sale to a pipeline company or the price might not 
be one which could reasonably be reflected in utility rates. 

(c) Competitive fuel prices in the market area.—As against the Panhandle 
formula, it is contended by independent producers that the value of gas in the 
field is not the governing consideration but that the rates for gas going into 
the utility market should be arrived at by considering a theoretical value for 
gas computed from the market price of competitive fuels in the area of distribu- 
tion and by deducting from this figure the costs of transmission and distribu 
tion. sut there are major defects with this approach both from a procedural 
and substantive approach. 

The normal pipeline supplies gas to distribution markets over a wide area. 
For example, Tennessee Gas Transmission Co. supplies gas all the way from 
Tennessee to New Hampshire. The prices of competing fuels along this route 
vary widely. Coal is cheap in Tennessee, but relatively expensive in New Eng- 
land. Oil is more expensive in western Pennsylvania than in New England. 
The rates for electricity vary widely throughout such a broad area. Some gas 
is used for cooking, for which electricity is the chief competitor, whereas coal and 
oil are little used. Gas sold for house heating competes in some areas with oil, 
but in other areas has no real competitor. Gas for certain industrial uses 
competes with electricity, but not with coal and oil; whereas for other types of 
industrial use, the chief competitor is oil or coal, depending on the location and 
volume of sale. It would be impossible to ascertain any reasonable average 
figure from these widely varying competitive situations. 

But aside from the procedural aspects of the problem, it is wrong from a sub- 
stantive standpoint to consider that the regulated rate for gas in the field may 
he directly predicated on the maximum permitted by competing and unregulated 
fuels. That concept contemplates an absence of regulation, and ignores the fact 
that Congress has prescribed administrative regulation of rates. Rates for gas 
in the field must be just and reasonable in themselves. Where Congress has 
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determined that a business is affected with the public interest, then the primary 
consideration is the amount necessary to compensate that business in the light 
of its own costs and problems. 

furthermore, local utilities generally are not able to establish rates at levels 
which directly match the price of competitive fuels. State regulation and his 
torical rate patterns may prevent this. But also, utilities have a most serious 
problem in purchasing gas under long-term take-or-pay-for contracts, represent 
ing obligations running into many millions of dollars. They must be able to 
market this gas and they must set rates which will produce this result. 

(d) State minimum price laws.—Minimum price orders, in such States as 
Oklahoma and Kansas, establish values which are intended to provide the 
amount of money necessary to eliminate waste and to conserve natural resources 
In each case, the minimum price is a judgment figure determined by the State 
commission on the basis of such evidence as is deemed relevant to the issue. It 
would appear that this minimum price, if established on a reasonable basis, 
should in most instances be a base rate for the purposes cf lederal regulation 

In many instances, however, the rate to be fixed for purposes of a sale in inter- 
state commerce might well vary from the minimum price fixed for purposes 
of conservation. For example, the commitment of a producer to explore and 
drill for additional supplies of gas might indicate the propriety of a higher price 
than the minimum. On the other hand, a commitment by a pipeline conipany 
to take and pay for all of the gas of a producer over a long term might in some 
cases justify a Federal rate somewhat below the minimum price. Hence, while 
the rate in interstate commerce should be clearly consistent with the minimum 
price fixed for purposes of conservation, there are considerations which, in a 
given case, could reasonably dictate a modification. 

j. Recommended basis for rates in the ficld 

We earnestly recommend that the Commission cannot determine rates for gas 
in the field on any unvarying cost price or competing fuel formula. That rate 
must be a judgment figure, based upon full eveidence, of the character outlined 
herein. 

The judgment figure must be high enough to compensate the producer and 
encourage the development and sale of adequate supplies of gas. The late 
Mr. Justice Jackson, in his important dissent in the Hope Natural Gas Co. case, 
made the following statement on this point: 

“Farsighted gas-rate regulation will concern itself with the present and future, 
rather than with the past, as the rate-base formula does. It will take account 
of conditions and trends at the source of the supply being regulated. It will use 
price as a tool to bring goods to market to obtain for the public service tic 
needed amount of gas. Once a price is reached that will do that, there is no 
legal or economic reason to go higher; and any rate above that one that will 
perform this function is unwarranted. If the supply comes from a region where 
there is such overproduction that owners are ready to sell for less than a fair 
return on their investment, there is no reason why the public should pay more. 
On the other hand, if the supply is not too plentiful and the price is not a 
sufficient incentive to exploit it and fails to bring forth the quantity needed, the 
price is unwisely low, even if it does square perfectly with somebody’s idea of 
return on a ‘rate base.’ The problem, of course, is to know what price level 
will be adequate to perform this economic function.” 

On the other hand, it is obvious that gas sold in the field must be fitted into 
an established system of utility operation in the local communities. It canno 
be out of step with, or destructive of, the public market in which the gas is to 
be consumed. There is a definite balance between the rates and classes of sales 
of each distribution company. Local regulation and the public interest generally 
require that this situation not be disrupted by frequent or violent chang?’s in 
price or business. Any field-rate increase which would occasion the loss of any 
material segment of utility services would obviously work to the detriment of 
the public by placing an unreasonable burden on other consumers. 


do. The distribution company problem illustrated 
We have pointed out above that problems in the distribution of gas must 
have a material influence on rates for gas in the field. To illustrate this, 
we offer certain facts regarding the business of the East Ohio Gas Co. in the 
State of Ohio, this being a typical and important utility in the Appalachian area. 
East Ohio has been distributing natural gas since 1898 and serves such 
important cities as Cleveland, Akron, Youngstown, and Canton. It serves 667.000 
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residentia ad himers ecustomel of which 513.000 are sing vos for house 


heating The company supplies 730 industrial plants in the cities which it 


les are made r boiler fuel or dump purposes 





\1] ich es “are ide f processing and other manufacturing purposes and 
the service is rendered on a firm basis subject to interruption only in emergencies 
protect Gomestl SETVICE 

The sales and average rates of the company for the vear 1953 were as follows: 
Average rate 

; . | ' f cent wor 

i} thou j 

cuble feet 
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( 21, 87 y 12. { 58. 32 
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I supplying these sales (plus company use and storage), East Ohio secures 


gas from local purchases and production in the Appalachian gas fields, and by 
purchase from interstate pipeline companies, and also by purchase from affil- 
iated companies which secure their supplies from like sources. In 1953 the 
supplies oi East Ohio were as follows: 


Pereent of 
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The distribution operations, service, and rate structure of East Ohio have 

heen worked out over a long period of time and reflect a continuing relation 
with the public and the local governments. 


} 


The market served by East Ohio is tremendous in size, and important. But 
the public makes no specific commitments to take gas, and sales fluctuate both 
from day to day and year to year. This is due in part to the very large use of 
vus for househeating 

To procure supplies of gas for this large but unrectain public demand, East 
Ohio must enter into long-term contractual commitments which generally require 
the taking of large quantities of gas on a fixed basis. Consequently, the com- 
pany has the difficult problem of fitting these fixed purchases into a widely 
vurying sales pattern, and it also has the burden of making sure that consumers 
will. over a lone period, take gus which has been contracted tor. 

In addition to important underground-storage pools, industrial sales play a 
very important part in balancing the load on the system and materially assist 
the company in making its long-term commitments to pipeline companies. East 
Ohio has been better able to synchronize, balance, and plan its long-term gas 
purchase contracts and in consequence it has been buying gas from pipeline 
companies on a 100-percent load factor basis. This has certainly been to the 
imaterial benefit of the pipelines and the independent producers. 
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Furthermore, industrial sales play an important part in the company’s rate 
structure. The rates for residential and commercial service directly reflect 
the general volume and stabilizing effect of industrial sales. 

At the present time the rates for gas sold for industrial purposes by East 
Ohio are above the costs of coal and less than the price for fuel oils, and the 
industrial-sales volumes reflect these facts. If, however, the commodity price 
for gas in the field continues to increase, this will be directly reflected in the 
price at Which East Ohio may make industrial sales, and industrial sales could 
be materially affected. If industrial sales were so reduced, the company’s ability 
to purchase gas trom pipeline companies on a high-load factor would be directly 
affected, and this would compound the overall increase in cost for gas pur- 
chased. As such gas purchase costs increased and industrial revenues declined 
there would be a mounting effect on the costs to be borne by residential 
consumers. 

It is obvious that an unrestrained price rise in the field could disrupt the basis 
on which East Ohio purchases gas from interstate pipeline companies and could 
disrupt its rates and service to the public. This is a matter affecting the inter 
ests of the pipelines and independent producers since their market would be 
adversely affected. It is also a matter affecting the consuming public. And regu 
lation in the public interest must take such possibilities and situations into 
account. 

Therefore, we urge that rates for gas in the field must be fixed in the light of 
the effect which any increase will have in the operations of the ultimate utility 
and the consequent effect on its rates and service to the public. 


RATE CASE PROCEDURE AND EVIDENCI 


The recommendations set forth above specify the principles and procedure 
which, we submit, should apply for the present. If adopted, these recommenda 
tions will require some serious and important rate proceedings 

Some of the cases would be under section 4 (e) and would involve proposed 
increases in the rates in effect on June 7, 1954. Other cases would be under 
section 5 (a) and would involve the reasonableness of recent increases over the 
June 7, 1954, rates 

If the recommendations made above are sound, then the Commission must in 
each such case set a presently effective fair rate value for gas to be purchased 
under the long-termn contracts involved. 

Each case would, of course, depend on its own circumstances, but we believe 
that the Commission should reach a conclusion as to the reasonableness of the 
proposed rate increase and should fix the just and reasonable rates after con 
sidering evidence along the following lines: 

(a) The June 7, 1954, rates in effect as to the producer or producers involved 
in the ense. 

(b) The basic and historical prices at Which gas has been marketed from the 
field or area by the producers involved in the case and by other producers 

(c) Any applicable State conservation order establishing a minimum price 
applicable to the field or area involved and the relation of this price to the rates 
in effect on June 7, 1954, and to the rates which are the subject of the proceeding 

(d@) The trend in gas rates in the field or area involved compared with the 
trend of rates for gas in other representative fields or areas. 

(c) The t.end in gas rates in the field or area involved, compared with the 
past and future trend of representative costs for drilling and other key opera 
tions, per thousand cubic feet of reserves developed in the field and in the area 
and in other representative areas. 

(7) Geological and other operating facts as to the particular tield or area 
involved in the case which indicate the basis for the June 7, 1954, rate and 
which relate to the reasonableness of the higher rates involved in the case 

(7) Historical cost experience in the field or area which bears on the rate 
in effect on June 7, 1954, and its relation to expected future costs. 

(ih) Facts as to the relative location of the pool or area. 

(i) The pipeline market imposed on the field and area. 

(7) Estimated trend in demand for gas from this field or area in the future 

The determination of the fair rate value for the purposes of each case would 
only be made after full consideration of evidence as to the effect which such 
value may have on the rates of the pipeline companies and as to any adverss 
effect which increasing rates in the field would thereby have on the rates at 
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which the gas is distributed to the public, the ability of the utilities to distribute 
gas in the light of these rates and the ability of the utilities to purchase gas 
on a long-term basis in the light of increasing rates in the field. 

Obviously, the Commission cannot, in any reasonable period, hear and deter- 
mine hundreds of specific cases dealing with small sales in many fields and 
with many different market problems 

We respectfully recommend and urge that the Commission, as soon as possible, 
deal with certain major cases involving important fields and pipeline company 
markets and determine for such cases what may be regarded as key or leading 
field values for rate purposes. Such cases would involve major problems of 
supply and major problems of the market. If these key rates are properly 
fixed, it is probable that they would receive broad acceptance among producers, 
pipeline companies, utilities, and consumers, and that other rate proceedings 
could be settled in the light of these major cases. 

tespectfully submitted. 

THE CONSOLIDATED NATURAL GAS SYSTEM COMPANIES 
By J. FrencH Ropinson, President, 
Consolidated Natural Gas Company. 


William A. Dougherty, C. W. Cooper, New York 20, N. Y., of counsel. 


TENNESSEE GAS TRANSMISSION Co. 
Docket No. G—5259 
STATEMENT OF REASONS AND BASES FOR CHANGES IN TARIFF 


This rate increase is being filed by Tennessee Gas Transmission Co. (Ten- 
nessee) solely to reimburse it for increases in the price of purchased gas for 
which Tennessee is now liable under its contracts with independent producers. 
All of such increases in cost have occurred subsequent to the settlement of Ten- 
nessee’s rate filing involved in docket No. G—2434 as approved by the Commis- 
sion’s order issued on September 10, 1954. 


As the Commission will recall, Tennessee’s rate filing in docket No. G—2434 
was designed to provide principally for increased cost of purchased gas to be- 
come effective on November 1, 1954, which filing was made on April 30, 1954. 
Subsequent to such «ling, the Supreme Court, on June 7, 1954, entered its 
opinion in the Phillips case, which opinion the Commission construes as holding 
that sales of natural gas in interstate commerce by independent producers sub- 


jected such producers to the jurisdiction of tle federal Power Commission and 
made their prices for such sales of gas subject to the regulatory powers of the 
Commission. 

During the hearings in docket No. G—2454, several parties to the proceeding, 
including staff counsel, joined in a motion to dismiss Tennessee’s requested 
rate increase on the ground that T’ennessee would not incur such increased cost 
of purchased gas until the increased prices were permitted to become effective by 
the Federal Power Commission in accordance with the Natural Gas Act and 
the Commission’s Rules and Regulations as amended by order No. 174—A. 

By agreement of all the parties such rate increase filing was withdrawn. 

It was necessarily inherent in this settlement that Tennessee would be per- 
mitted to recoup any increased costs of gas which it might subsequently incur. 
Pursuant to price increase filings made by the independent producers in accord- 
ance with order No. 174-A the Commission has uniformly permitted to become 
effective as of September 1, 1954, that portion of the increased Texas production 
tax which Tennessee must pay (art. 70746, Vernon Civil Statutes of Texas). 

Moreover, on October 29, 1954, the Commission issued a press release stating 
that with respect to some 238 price increase filings by independent producers 
the Commission had taken no action, thus permitting the increased prices to 
become effective as of November 1, 1954. Substantially all of such price in- 
creases are contained in Tennessee’s gas purchase contracts, and Tennessee is 
contractually obligated to pay these increased prices. In addition, it is Ten- 
nessee’s understanding that additional producers selling gas to Tennessee have 
applied for increased prices and that those few who have not yet filed will do 
so promptly. 





disse. 
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It must be assumed that all producers will be treated the same by the Com 
mission, and, accordingly, all increases in prices provided for in Tennessee's 
eas purchase contracts will become effective without suspension. ‘he total 
additional cost to Tennessee of gas resulting from all of the increased prices 
referred to above is $9,917,635, computed upon Tennessee’s actual purchases of 
vas for the 12 months ended August 31, 1954. The proposed tariff changes filed 
herewith will provide Tennessee with additional revenues in the amount of 


, 


31 based upon Tennessee's actual sales for the 12 months ended August 


, or $20,104 less than the increase in the cost of gas to Tennessee 





Vature of inereased cost of gas 


As stated above, the increased rates herein ay: lied for by Tennessee are 
designed to reimburse Tennessee solely for increases in the prices which Ten 
nessee is contractually obligated to pay to its producers 

‘‘ennessee’s gas purchase contracts contain no third party favored-nation 
clauses Moreover, the prices payable to its producers under its contracts are 
less than prices currently being paid in arms’-length transactions in the produc 
ing districts involved. All of such contracts were in effect prior to June 7, 1954 

All other elements of rate base and cost of service are reflected in this filing 
in the same manner as in the rate settlement in docket No. G—2434 approved by 


the Commission's order issued September 10, 1954. All of the increased prices 
are provided for in the contracts under which Tennessee makes its gas pul 
chases. ‘The various contract provisions, the operation of which has resulted 


in the increased prices of gas to Tennessee, are described below 

rennessee’s contracts provide that Tennessee shall reimburse its suppliers for 

reased taxes incurred by them subsequent to a specified date, usually the 
date of the contract. It is provided in the contracts that Tennessee shail reim 
burse its producers three-fourths of any new production, separation or similai 
tax for which such producers are liable and pay. The Louisiana gas-gathering 
ix designates Tennessee as the gatherer in some instances. In accordance 

th Tennessee’s favored-nation clauses, the other producers in Louisiana re 
ceived reimbursement from ‘Tennessee for the amount they pay to the State of 


Louisiana under such gas gathering tax. As stated above, the Texas production 
tax Was increased effective September 1, 1954, from 5.72 to 9 percent of the 
ross wellhead value of all gas produced. ‘Tennessee must pay three-fourths of 
the increase of 3.28 or 2.46 percent As stated in Tennessee's rate filing of 


October 18, 1954, Tennessee has been paying this increase in tax to those who 
bave obtained the Commiission’s permission to reflect the increased taxes in the 
prices charged Tennessee and, assuming like treatment for all producers by the 
Commission, will ultimately have to pay the increased tax on all gas purchased 
in Texas since September 1, 1954. 

Tennessee's gas purchase contracts, in general, further provide for rede 
termination of the prices therein at specified intervals. Pursuant to the pre 
scribed procedure for redetermining price the three highest prices being paid 
in the particular Railroad Commission district or other prescribed area by 
transporters of natural gas including Tennessee are determined. The volumes 
of gas and the terms under which gas is purchased by the three transporters 
paying the highest prices must be comparable to those under which Tennessee 
purchases. If the average of the three highest prices thus determined is higher 
than the price provided in Tennessee’s contract then such average price becomes 
the cost to Tennessee, otherwise the contract price is effective. By operation of 
such contract provisions the prices for all gas purchased by Tennessee in Texas 
Railroad Commission Districts 1 and 4 have been redetermined and become ef 
fective under the contracts as of November 1, 1954. Such redetermined prices 
include the increase in the production tax. 

In Texas Railroad Commission Districts 4 and 6 Tennessee renegotiated sey 
eral contracts with its suppliers for the purchase of gas in the San Salvador and 
Carthage fields prior to June 7, 1954. In consideration for the dedication of ad 
ditional acreage by the producers to Tennessee and in consideration for their 
agreement to drill additional wells and to drill deep test wells, Tennessee agreed 
to pay the suppliers commencing November 1, 1954, rates higher than previously 
in effect 

The balance of the increased cost of gas purchased results from the operation 
of escalation clauses contained in contracts for the purchase of gas in Louisiana 
The hivher prices resulting from such escalation also became effective as of 
November 1, 1954. 
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All of the contracts under which Tennessee purchases gas are on file with the 
Commission in Docket No. G—2484, which contracts are hereby incorporated by 
reference loreover, briefs of all such contracts were presented in evidence in 


that docket and copies distributed to all parties to such proceeding 


Some of the principal price increases involved in Docket No. G—5259 as set forth 


in the Tennessee filing 


1 i ) 
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APPENDIX 4—REVISED 


SUPPLEMENT TO STATEMENT OF J. FRENCH Ropinson 


The following table illustrates the very large recent increases made by Ten 
nessee Gas Transmission Co. in the prices paid by it to producers, as shown by 
data filed by Tennessee Gas with its ensuing rate increases to distribution com 
panies. 

It will be noted from a comparison of the volumes purchased by Tennessee 
during 1954 with the volumes purchased during the year ended June 30, 1953, 
that the increases in price were not in any way attributable to increases in 
volumes. 

The increases of the present prices over the prices for the year ended June 30, 
1953, are substantially all attributable either to the operation of favored-nation 
or price-redetermination clauses in existing contracts or to the outright renego 
tiation of prices by Tennessee. While an increase in the Texas production tax 
occurred in 1954 this merely offset the Texas gathering tax which was in effect 
ing the year ended June 30, 1953, and was held invalid early in 1954. 
he principal escalation clause involved in the cases is that known as the 

price redetermination” clause. This is the clause—much used by Tennessee— 

which requires Tennessee to increase the price paid by it to an amount equal to 
the average of the three highest prices paid by pipelines in the same railroad 
district in Texas. These increases are identified on the statement by the 
number 1. 

A few of the largest increases were due to the outright renegotiation of prices 
by Tennessee Gas. These material increases, which are identified on the state- 
ment by the number 2, were not accompanied by any increase in volume. 

Other material increases are due to the operation of the two-party favored- 
nation clause, which increases are identificod on the statement by the number 38. 

Certain increases were due in part to the operation of the special escalation 
clause which required that producer prices be increased as Tennessee’s rates to 
distribution companies were increased. These increases are identified with the 
number 4. 
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Mr. Ropinson. The map shows the system of the Consolidated 
Natural Gas Co, The subsidiary operating in West Virginia ts 
known as the Hope Natural Gas Co. The Hope Natural Gas Co. is 
a natural-gas company under the Natural Gas Act, and also a local 
utility insofar as it distributes gas to communities in that State. 

Further to the north, the East Ohio Gas Co. operates in the north- 
eastern portion of Ohio, and is a public utility subject to the jurisdic- 
tion of the Ohio Commission. 

The River Gas Co. operates in Ohio in the vicinity of Marietta, and 
distributes gas to the communities in that area. 

The Peoples Natural Gas Co. is a public utility operating wholly in 
the State of Pennsylvania, and is subject to the jurisdiction of the 
Pennsylvania Commission. 

The New York State Natural Gas Corp. is a natural-gas company un 
der the Natural Gas Act, and operates in Pennsylvania ate New York, 
and sells gas for wholesale only. It does not ane gas. 

Our appr aisal of S. 1853, the F ulbright bill, is as follows: 

The Fulbright bill is fundamentally the same as H. R. 4560, the 
Harris bill, which is being considered by the House Interstate and For 
eign Commerce Committee. Both the Fulbright and Harris bills are 
designed to accomplish the following purposes : 

(1) to free the producers from all regulation under the Natural 
Gas Act: 

(2) to preserve existing and future contracts made by producers, 
olinteds their terms, and whether or not they may be harmful 
to the public interest : 

(3) to give partial protection to the interest of consumers and 
the public by providing that as to all “new and renegotiated” 
contracts and consumer shall pay only a reasonable market price, 
thereby causing the pipeline to stand in the middle and absorb 
any difference between the price under the contract and the 
market price which is allowed by the Commission: and 

(4) to guarantee that those pipeline companies which own their 
own production shall receive the equivalent of a reasonable market 
price for their own production. 

Our area of agreement with the Fulbright and Harris bills can be 
summarized as follows. 

The gas industry has been, and still is, in a period of increasing 
prices for gas in the field. Pipeline companies have been vigorously 
bidding against one another for gas contracts with producers. Pro- 
ducers have become able in large part to dictate their own terms, which 
is not surprising when it is considered, as _ ny witnesses have said 
in these proceedings, that a small number of large producers control 
a major portion of all of the presently proven reserves in the country. 

In this situation, the sponsors of the Fulbright and Harris bills 
concede that there must be some measure of Federal control over the 
contracting policies of the pipeline companies and, the prices which 
they may pay. And they propose that the Federal P ote Commission 
shall judge the propriety of prices paid, in future, by pipeline com 
panies under “new and renegotiated” contracts and shall limit them 
toa “reasonable market price.” 

We agree with the fundamental principle that the Federal Govern 
ment must retain the right to limit field prices to a reasonable market 








1294 AMENDMENTS TO THE NATURAL GAS AC1 


price, or reasonable field value. Our conclusions on this score are the 
result of two interrelated principles. 

In the first place, we firmaly believe that the purchase of vas fo! 
ultimate distribution to the pub lic must be accomp ee on a basis 
consistent with the fact that the gas is distributed as a public service 
and at regulated rates. 

Methods of sale and purchase which prove harmful to this result 


should be curtailed or elimin ited. Field contracts must be in such 
form as to enable the distribution utilities to plan their operations 
and fit the eas into their markets. We believe hat many of the 


forms of existing contracts which have been in use, particularly those 
includ ne favored-nation and escalation clauses, must be limited and 


reviewed. Such clauses can disrupt the proper operation of gas 
utilities and be against the pur blic interest. 

In the second | place, » believe that the hy st 1} terest of consumers 
and the publ @ require Sioa prices for vas in the held he sufficient to 


provide economic and financial incentives, compensate for risks of 
development and production, and encourage the dedication of gas to a 
utility market. In dealing with independent producers in the Appa- 
lac hian fields, we have always sought, through considered voluntary 

ncreases in price, to estab lish prices which encourage the developme nt 
of gas throughout the area. 

Senator Daniex. Will you discuss later what you are paying? 

Mr. Roprnson. Yes, I will come to that shortly. 

Senator Danie. And does your company produce gas, itself? 

Mr. Rorrnson. Yes, sir, we produce gas, transport gas, and dis 
tribute gas. 

There has been much discussion in the hearings as to the interpre- 
tation to be given to the term “reasonable market price.” Chairman 
Kuykendall has stated that he regards the term as being the same as 
“just and reasonable price.” We respectfully submit that the term 
which is ultimately adopted must give to the Commission the right 
to consider and use any and all evidence relevant to the problem of 
determining a field price or value inti will both adequately com- 
sonable values must be recognized for gas in the field and summarizing 
should be free to consider ac*ual oad and costs. It should not be 
tied to any strict or limited formula. 

In this connection, we presented a full statement—attached hereto 
as appendix 3—before the Federal Power Commission in its recent 
investigation at docket R-142, taking the position that fair and rea- 
sonable values must be recognized for gas in the field and summarising 
the type of evidence which we feel should be considered in arriv ing at 
these values. 

I wish to read a portion of that statement, at pages 57 and 58 of ap- 
pendix 3. 

We believe that the Commission should reach a conclusion as to the reason- 
ableness of the proposed rate increase and should fix the just and reasonable 
rates after considering evidence along the following lines: 

“(a) The June 7, 1954, rates in effect as to the producer or producers in- 
volved in the case. 

“(b) The basic and historical prices at which gas has been marketed from 
the field or area by the producers involved in the case and by other producers. 

“(c) Any applicable State conservation order establishing a minimum price 
applicable to the field or area involved and the relation of this price to the 
rates in effect on June 7, 1954, and to the rates which are the subject of the pro- 


ceeding. 


e 
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(d@) The trend in gas rates in the field or area involved compared with the 
trend of rates for gas in other representative fields or areas 

(ec) The trend in gas rates in the field or area involved, compared with the 
past and future trend of representative costs for drilling and other key opera 
tions, per thousand cubic feet of reserves developed in the field and in the area 
and in other representative areas 

(f) Geological and other operating facts as to the particular field or area in- 
volved in the case which indicate the basis for the June 7, 1954, rate and which 
relate to the reasonableness of the higher rates involved in the case. 

(9g) Historical cost experience in the field or area which bears on the rate in 
effect on June 7, 1954, and its relation to expected future costs. 

(h) Facts as to the relative location of the pool or area. 

(i) The pipeline market imposed on the field and area. 

(j) Estimated trend in demand for gas from this field or area in the future. 

Those are some of the facts we fee] should be used in arriving at 
this reasonable market price, 

I might say that the pipeline companies should be encouraged to 
de ve lop and produce the) Ir OWN Bas; the pr ice to be allowed should he 
as favorable as that allowed any other producers. In fact, we think 
it would be the best sort of competition if the pipeline companies 
should be encouraged to own some of their own product lOn. 

Senator Monroney, That is a type of safety valve. You have that 
much, you know how to produce it, and can alw: ays have it. 

Mr. Roninson. That is right. We find in our experience in the 
Appalachian area that by having our own production we can have a 
better idea as to what prices we can afford to pay for gas. 

Senator DanteL. The Federal Power Commission fixes the price 
you can expense for your own produc tion; is that right? 

Mr. Roninson. With two of our companies, yes, sir, the Hope Natu 
ral Gas Co. and the New York State Natural Gas C orp. 

Senator Dantre.. Those are affiliated companies ?¢ 

Mr. Roprnson. That is right. 

Senator Danret. And about what price is allowed for those, are 
you going to come to that later? 

Mr. Roprnson. Yes, sir. 

Our area of disagreement with the Fulbright and Harris bills may 
be summarized as follows: 

The sponsors of these bills take the position that nothing need, 
or should, be done about existing contracts between pipelines and 
producers. 

They completely overlook the fact (1) that the National Gas Act, 
as it now stands, provides for the regulation of existing contracts and 
for the elimination of any provisions which are found to be em 
unreasonable, or discriminatory: and (2) that many existing contracts 
contain favored-nation and escalator clauses which are definite ly harm 
ful and inimical to the public interest. 

Congress must provide for the continued regulation of all existing 
contracts which contained favored-nation and escalation clauses so 
that these contracts may be reviewed, their effects may be — mn 
public hearings, and determinations m: iy be made as to whether or not 
they are just, reasonable, and nondiscriminatory. 

Senator Dantev. Do you mind being interrupted ? 

Mr. Roprnson. Not at all, Senator. 

Senator Danre.. This might be a good question to ask at this point. 


1 


Did your company enter into some of these contracts that have the 


escalation clauses in them ? 
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Mr. Roprnson. Out of 2.000, Senator, we have about 6 such contracts. 

Senator Dantren. Do vou have any other contracts of a different 
nature, spiral or anything else, that you feel were unfair to you at the 
time - entered into them ? 

Mr. Rowinson. I wouldn't like to say we thought they were unfair 
at the time we entered into them. , 

Senator DanieL. That you now think were unfair as you look back ¢ 

Mr. Roprnson. I don’t know that the contract we have is unfair if 
it is reviewed and determined what should be the reasonable price for it. 

Senator DanreL. You have, then. only six such contracts / 

Mr. Ropinson. Six out of 2,000, ; 

Senator Danre.. With the escalation clauses in them ? 

Mr. Roprnson. That is correct. 

Senator Danret. Of course you agreed to those escalation clauses at 
the time you signed the contracts with the producer. 

Mr. Rogsrnson. That is right. 

Senator Daniret. You were seg under the impression that they 
would not be subject to review by the Federal Power Commission, | 
assume ¢ 

Mr. Rornrnson, Oh, I think that is a fair assumption. 

The great prevalence of favored-nation and escalation clauses in 
producer contracts in the Southwest has arisen only since World War 
Il. Prior to 1946 che only escalator clause which was in common use 
in the gas industry was a clause requiring a periodic increase of a 
stated amount and an adjustment to compensate for State taxes on 
production and gathering. 

The new clauses which have come into prominence since that time 
ie principally the following: 

. The two-party favored-nation clause: Under this clause the 
sa ified price in a long-term fixed contract is increased in the event 
the buying pipeline company shall pay a higher price to another pro- 
due er for gas in the same field or in an area specified in the contract. 

The third- party favored-nation clause: Under this clause, the 
pri ice is increased in the event some wholly unrelated third party shall 
pay a higher price to another producer for gas in the same fie ld or in 
an area specified in the contract. 

3. Escalation clauses known as the price redetermination clause, 
the price renegotiation clause, or the better market clause: Under 
each of these clauses, the price is increased in the event the average 
of the 2 or 3 highest prices which are paid by pipelines in a given area 
shall exceed the price specified in the contract. 

The spiral escalator clause: Under this clause, the price is 1in- 
creased in the event the resale rates of the pipeline company shall be 
increased. 

The prevalence of these clauses varies greatly between producing 
fields and areas and between pipeline companies. 

Confining attention to the three pipeline companies with whom we 
deal, Tennessee Gas Transmission Co. buys almost all of its gas under 
field contracts which contain either a favored-nation clause or a price 
redetermination clause. And Texas Eastern Transmission Co. has 
many contracts containing similar clauses. Panhandle Eastern Pipe 
Line Co. purchases some of its gas under contracts which have fixed 
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amount escalation clauses but does not have contracts containing the 
favored-nation or price redetermination clauses. Trunkline Gas Co.. 
a principal supplier of Panhandle, does utilize contracts of the 
favored-nation type. 

In short, the bulk of the 730,000 M c. f. per day which comes to us 
from the Southwest is subject to the action of these adjustment clauses 

Senator Dante. Is it your contention now, under the Phillips de- 
cision, that the Commission has the right to review those contracts and 
set a just and reasonable price beneath what the contracts provide. 
speaking of contracts with escalation provisions which were entered 

nto by your company ¢ 

Mr. Rosrnson. I think after a full hearing, the Commission unde1 
the Phillips decision has a right and duty to review those contracts 
and set a reasonable price, be it up or down. 

Senator Danie. Well, now, most of those contracts were entered 
into, I guess, for at least a 20-year period. 

Mr. Roprnson. No, sir, we don’t have that type of contract in the 
Appalachian area. ‘The type of contracts we have there are for the life 
of the producing contract, under the contract. 

Senator Danret. What I am leading up to is this. In those cases 
where, in accordance with the Supreme Court opinion, the contracts 

re subject to regulation, do you feel that the producer who signed the 
contracts, feeling they were not going to be subject to regulation, has 
the right to terminate those contracts if the terms are changed / 
What is your position on that ? 

Mr. Roprnson. We have had, as you no doubt know by now, very 
little experience with the producers in the Southwest. We buy all 
of our gas from interstate pipeline companies, and I think the question 
you have asked me is more of a legal question than an operating prob 
Jem, and I am not a lawyer, and I “don’t think I am qualified to answer 
that question. 

Senator Danre.. Your company then hasn’t taken any position on 
that question, as to the rights of the producer who signed a 20-yea1 
contract with these terms in the contract / 

Mr. Rozsinson. No, sir. 

Senator Danie... But I believe you just said that you do under 
stand that under the Phillips decision, all of your purchase contracts 
with producers are subject to review, and to decision by the Com 
mission, either to lower the contract price or to raise the contract 
price ¢ 

Mr. Rozinson. I am so advised by our counsel, yes, sir. 

Senator Monroney. I would like to ask on escalation, since you 
seem to disagree with the Fulbright bill on that, if you object to all 
escalation, or if it is just the indefinite escalation occurring under 
spiral, and things of that kind, that are not definitely written in the 
contract ¢ 

Mr. Rosrnson. Senator, I think I would have to disagree with the 
Fulbright bill to that extent, and say that we are opposed to all esca- 
lation clauses. 

While it is true some of the fixed escalation clauses are 1 cent for 
each 5 years, I can see no reason why it might not be 5 cents for each 
year. 
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Mr. Roprnson. Out of 2,000, Senator, we have about 6 such contracts. 

Senator Danie. Do you have any other contracts of a different 
nature, spiral or anything else, that you feel were unfair to you at the 
time you entered into them ? 

Mr. Rontnsox. I wouldn't like to sav we thought they were unfair 
at the time we cntered into them. 

nator DanireL, That you now think were unfair as you look back / 

Mr. Rosrnson. I don’t know that the contract we have is unfair if 
it is reviewed and deter mined what should be the reasonable pr ice for it. 

Senator DanreLt. You have, then, only six such contracts / 

Mr. Roprnson. Six out of 2,000, , 

Senator Danre.. With the escalation clauses in them / 

Mr. Roprnson. That is correct. 

Senator Danrev. Of course you agreed to those escalation clauses at 
the time you signed the contracts with the producer. 

Mr. Ropinson. That is right. 

Senator DanieL. You were both under the impression that they 
would not be subject to review by the Federal Power Commission, | 
assume 4 

Mr. Rosrnson. Oh, I think that is a fair assumption. 

The great prevalence of favored-nation and escalation clauses i) 
producer contracts in the Southwest has arisen only since World War 
II. Prior to 1946 Lhe only escalator clause which was in common use 
in the gas industry was a clause requiring a periodic increase of a 
stated amount and an adjustment to compensate for State taxes on 
production and gathering. 

The new clauses which have come into prominence since that time 
“ principally the following: 

. The two pa rty favored-nation clause: Under this clause the 
Be: ified price in a long-term fixed contract is increased in the event 
the buying pipe line company shall pay a higher price to another pro- 
duce r for gas in the same field or in an area specified in the contract. 

The third-party favored-nation clause: Under this clause, the 
pri ice is increased in the event Some wholly unrelated third party shall 
pay a higher pr ice to another produce er for | vas in the same fie lc | or in 
an area specified in the contract. 

3. Escalation clauses known as the price redetermination clause, 
the price renegotiation clause, or the better market clause: Under 
each of these clauses, the price is increased in the event the average 
of the 2 or 3 highest prices which are paid by pipelines in a given area 
shall exceed the price specified in the contract. 

The spiral escalator clause: Under this clause, the price is in 
creased in the event the resale rates of the pipeline company shall be 
increased. 

The prevalence of these clauses varies greatly between producing 
fields and areas and between pipeline companies. 

Confining attention to the three pipeline companies with whom we 
deal, Tennessee Gas Transmission Co. buys almost all of its gas under 
field contracts which contain either a favored-nation clause or a price 
redetermination clause. And Texas Eastern Transmission Co. has 
many contracts containing similar clauses. Panhandle Eastern Pipe 
Line Co. purchases some of its gas under contracts which have fixed 
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amount escalation clauses but does not have contracts containing the 
favored-nation or price redetermination clauses. Trunkline Gas Co.. 
a principal suppher of Panhandle, does utilize contracts of the 
favored-nation type. 

In short, the bulk of the 730,000 M c¢. f. per day which comes to us 
from the Southwest is subject to the action of these adjustment clauses. 

Senator Dante. Is it your contention now, under the Phillips de 
cision, that the Commission has the right to review those contracts and 
set a just and reasonable price beneath what the contracts provide. 

speaking of contracts with escalation provisions which were entered 

into by your company ¢ 

Mr. Roprnson. I think after a full hearing, the Commission under 
the Phillips decision has a right and duty to review those contracts 
and set a reasonable price, be it up or down. 

Senator Daniet. Well, now, most of those contracts were entered 
into, I guess, for at least a 20-year period. 

Mr. Roprnson. No, sir, we don’t have that type of contract in the 
Appalachian area. The type of contracts we have there are for the life 
of the producing contract, under the contract. 

Senator DanieL. What I am leading up to is this. In those cases 
where, in accordance with the Supreme Court opinion, the contracts 
are subject to regulation, do you feel that the producer who signed the 
contracts, feeling they were not going to be subject to regulation, has 
the right to terminate those contracts if the terms are changed / 
What is your position on that? 

Mr. Roprnson. We have had, as you no doubt know by now, very 
little experience with the producers in the Southwest. We buy all 
of our gas from interstate pipeline companies, and I think the question 
you have asked me is more of a legal question than an operating prob 
Jem, and I am not a lawyer, and I don’t think I am qualified to answer 
that question. 

Senator Danie. Your company then hasn’t taken any position on 
that question, as to the rights of the producer who signed a 20-year 
contract with these terms in the contract 4 

Mr. Roginson. No, sir. 

Senator Danrev. But I believe you just said that you do under 
stand that under the Phillips decision, all of your purchase contracts 
with ee. * subject to review, and to decision by the Com 
mission, either to lower the contract price or to raise the contract 
price ¢ 

Mr. Rogitnson. I am so advised by our counsel, yes, sir. 

Senator Monroney. I would like to ask on escalation, since you 
seem to disagree with the Fulbright bill on that, if you object to all 

calation, or if it is just the indefinite escalation occurring under 
spiieh and things of that kind, that are not definitely written in the 
contract ¢ 

Mr. Rosinson. Senator, I think I would have to disagree with the 
Fulbright bill to that extent, and say that we are opposed to all esca- 
lation clauses. 

While it is true some of the fixed escalation clauses are 1 cent for 
each 5 years, I can see no reason why it might not be 5 cents for each 
year. 
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Senator Monroney. They were entered into in free and open bar- 
gaining, and the pipeline companies must have known what the gas 
was going to be worth. I mean those written now, 2 cents every 5 
years, to protect against inflation, and things of that kind. 

Mr. Ropinson. I understand. I am of the opinion if the Fulbright 
bill is to regulate future prices of that same character, then there is 
no reason why they shouldn’t review that same type of a contract that 
is now in existence, and that is exactly my position that not only the 
fixed escalation clause, but all escalation clauses should be reviewable 
by the Commission. 

Senator Monronry. Wouldn’t that take you back to 3- and 4-cent 
gas when the new discoveries in new fields were drawing maybe 12 to 
to 15 cents, and thus work a great hardship even though the inde- 
pendent producer foresaw at the time he made the contract that his 
gas was underpriced, but that the demand would certainly go up 
some ¢ 

Mr. Rorrnson. I think I will show you in my development of our 
opinion that the prices that we are concerned with are not 3- and 
t-cent prices. 

Senator Monronry. What I am talking about is that the escala- 
tion in most cases has taken a lot of contracts from 3 cents up to 10 

11 cents. 

Mr. Roprnson. We are of the opinion that a hearing and a review 
by the Commission could and should do the same thing, if it was 
justified. 

Senator Danret. Now would you put yourself in the independent 
producer’s shoes for just a moment, and tell us how you would go 
about working out a contract that you think would secure you if you 
don’t have some provisions for a stepup, talking now about a definite 
stepup, say every 5 years during the contract. 

Would you be w illing to leave that complete ‘ly to the Federal Power 
Commission to determine when you were entitled to an increase in 
pr ce / 

Mr. Ropinson. If I were a producer, I would put a clause in my 
contract that would have to be reviewed every 5 years. I wouldn’t put 
any price in at all. 

Senator Danrev. Reviewed by whom, by the parties to the contract? 

Mr. Roprnson. Yes, if there is no regulation over it, it would have 
to be reviewed by the parties to the contract. If there is regulation, 
it could be taken to the regulatory authorities. 

Senator Monroney. In the evidence we have had where we are 
getting these abnormal increases, it is this review and renegotiation 
of an entire series of contracts instead of the escalation that was 
yrovided for when the contracts were made. 

Mr. Rontnson. I think we are off the track a little bit, Senator. I 
thought we started out on the fixed escalation clause, and that is what 
we are discussing now, not all escalation clauses. 

Senator Dante... Before we leave this subject, the type of contract 
that you are talking about, would that be the type of contract that 
would assure the interstate pipeline of sufficient quantities of gas 
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ind assure the Federal Power Commission on that point enough for 
it to grant a certificate of public convenience and necessity ¢ 

Mir. Roprnson. 1 think so 

Senator Danre.. If you had a 20-year contract providing for re- 
negotiation of price every 5 years, do you think that would be suthi 
cient assurance to the interstate pipe line company and to the Federal 
Power Commission that that sup ply was going to be there ? 

Mr. Roztnson. I don’t think the contract would make any supply 
be there, only what they put under contract. 

Senator Danie. Would you give the producer the opportunity to 
terminate his contract if that renegotiation was not worked out to his 
satisfaction ? 

Mr. Rosrnson. No; I would not. He has dedicated that. All you 
are talking about is the price. He has already dedicated his gas to a 
market. The pipeline has spent their money, the utilities have gone 
out and made investments and extensions. Consumers have made in- 
vestment in materials and equipment. 

Senator Dantet. Have you ever heard of a regulatory body setting 
in unfair rate for an industry or a company being regulated that 
might frighten producers away from such regulation ? 

Mr. Roprinson. Senator, | don’t think producers are very easily 
frightened, and while I don’t know that any of us are satisfied with 
any rates we get, I think it depends on the yardstick of whether it is 
unfair or not. We all think we ought to have higher rates, I think 
that is natural. 

Senator Daniex. I just wanted to bring that out, and I am sure you 
igree. You can see what the producer is worried about when he 
dedicates his entire reserve for 20 years. You do see that he wants 
to try to be sure that there is some assurance that he is going to get 
a fair return from that gas over that period 4 

Mr. Ropinson. Quite right, and I think he should have a fair 
return. 

Senator Monroney. And the depreciation of the dollar left those 
without escalation clauses, or without the possibility of renegotiation, 

na very bad situation. 

Mr. Rosrnson. That is not unique in producers alone. We find a 
little of that trouble in the distributing business, too. 

Senator Monroney. But you can get your rates raised. They may 
lag in time, but eventually—they are not frozen. 

Mr. Roprnson. Table 1 is a statement showing the history of re 
serves, production and field prices in the United States. I would 
also like to put into the record at this time chart 1—A to immediately 
follow this table No. 1 


AA057 OO RS, 
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(Table 1 and chart 1—A referred to above read as follows :) 


TABLE 1.—History of proven gas reserves and marketed production 


PROVEN GAS RESERVES—BILLION CUBIC FEET 


; | Percent, 
Year United States | 4 States ! 4 States 
to total 


194 85, 000 








194 147, 789 121, 487 | 82 
08D 185, 593 | 156, 362 | 84 
1951 193, 812 159, 920 | R% 
1952 199, 716 | 163, 143 | 82 
1953 211, 447 169, 005 80 
1954 (estimated 211, 700 170, 084 R0 
MARKETED PRODUCTION—BILLION CUBIC FEET 
1O4( 2, 660 1 66 
1945 3, 919 2, 70 
1950 6, 282 4 76 
19 7, 457 7 
19452 8, 0 t 79 
1953 8, 39 6 80 
1954 (estimated 8, 635 6,7 ”% 
AVERAGE FIELD PRICE PER THOUSAND CUBIC FEET 
Cents Cents 
1940 4.5 2.1 
1945 4.9 3.1 
1950 6.5 5.0 
1951 7.3 5.7 
1952 7.8 6.3 
1953 9.2 a 
1954 (estimated pe — 10.0 8.9 
Kansas, Louisiana, Oklahoma, and Texas. 
2 Not available 
Source: U. 8. Department of the Interior, Bureau of Mines (Natural Gas Statistics Proven Gas Re- 


serves, 1940, Ralph E. Davis; 1945-54, A. G. A. Gas Facts. Prepared by Consolidated Natural Gas Co. 
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PROVED RECOVERABLE RESERVES AND NET PRODUCTION 
OF NATURAL GAS IN THE UNITED STATES 220 


aoe 


Source | American 201.7 TRILLION 
Gas Association AS OF DEC. 31, 1954 







American 
Petroleum Institute 


180 


The Story of TRANSMISSION 160 


| 
| 140 
ID cniskcnmea QJ 
Secures comProns’ 
April 1966 120 
TRILLIONS OF 





CUBIC FEET 


63.3 TRULION 
AS OF DEC. 31, 1935 





Proved | 
Recoverable 
Reserves 
9.4 TRALION 
24 TRULION DURING 1954 


DURING 1935 


NET PRODUCTION 


35 a0 45 30 54 
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Mr. Ropinson. This is a chart that came across my desk recently 
In a publication from Stone & Webster Securities Corp., entitled 
“The Story of the Tennessee Gas Transmission Co..” and to me I 
thought it portrayed our reserve picture even better than the figures 
we look at. 

The proven gas reserves are shown in the top part of this table No. 
| for the years 1940 to 1954, and in the third column is the 4 States— 
which are the States of Kansas, Louisiana, Oklahoma, and Texas. 

If you will notice, the reserve has run from 82 to 84 percent, and 
is running now about 80 percent of the total. 

The second part of that table No. 1, in the middle of the page, 
shows the marketed production in billions of cubic feet, and this 
also is related, the United States total to the 4 States. Again you 
will see that varies from 66 percent up to 80 percent. 

You will also note that the marketed production estimated for 1954 
amounts to 8.6 trillion cubie feet, which is slightly different from 
that shown on the chart that I just identified as chart 1—A, where it 
shows 9.4 trillion cubic feet. The difference is that the chart 1-A 
shows the total gas produced for all purposes, except for repressur- 
ing—in other words, carbon black and use in drilling operations, and 
so forth. 

On the lower part of table 1, we show the average field price of 
gas in the United States, and in the 4 States, ranging in 1940 in the 
United States from 4.5 up to an estimate, now, in 1954, of 10 cents, 
and an estimate in 1955 which does not show on this chart in excess 
of 11 cents. 

In the 4 States, for 1940, from 2.1 up to 8.9 in 1954, and somewhere 
in the neighborhood of 10 cents in 1955. 

Table 2 shows certain price and cost indexes for recent years as 
compared with the average for 1947-49, such average being assumed 
to be 100 percent. 

(Table 2, referred to above, reads as follows :) 


TABLE 2.—Consolidated Natural Gas Co. indexes of comparative living and gas 
costs 


(1947-49 =100] 


Average, 10z9 1052 1954, esti- 
1947-49 pas —— mated 


Percent Percent Percent Percent 


Average cost of living 100 113.5 114.4 114.8 
A verage field price of gas—United States 100 130 153. 3 165 
(¢ A verage field price of ga 4 main States 00 148. 83 179. 06 206, 98 
(d) Average field price of gas paid by Texas Eastern Transmis 
ion Co., Tennessee Gas Transmission Co., and Pan- 
handle Eastern Pipe Line Co 100 194. 4 235. 2 251.9 
e) Average selling price of all gas by Consolidated Natural 
Gras Co. sie ncleanbalaaaie 100 105 110 117.1 
Kansas, Louisiana, Oklahoma, and Texas 
Source 1) Department of Labor; (6) Department of the Interior, Bureau of Mines; (c) Department of 
the Interior, Bureau of Mines; (d) Federal Power Commission, Annual Report, form 2; (e) Annual Report, 
Consolidated Natural Gas Co., year 1954 


We have felt the ful! force of these field price increases in a series 
of rate adjustments which have been passed on to us by the pipelines, 
largely as a result of the operation of favored-nation and other escala- 


tion clauses. 





AMENDMENTS TO THE NATURAL GAS ACT 1303 


In the period from 1950-54, the average field price in the South 
west from the 4 States increased from 5 cents to 8.9 cents. From 
the three companies from whom we purchase gas, Tennessee Gas 
Transmission Co., ‘Texas Eastern Gas Co., and the Panhandle Eastern 
Pipeline Co., from 5.9 cents to 11.5 cents. 

Senator Dante. You purchase from these three pipeline com 
panies ¢ 

Mr. Roprnson. That is correct. 

Senator Dante. Now, the producers’ price in the field, is that 
shown there ¢ 

Mr. Ropsrnson. Yes; that is what I am giving you now, Senator, 
the 5.9 to 11.5 is what the 3 producers, average of the 3 producers we 
purchase gas from. 

Senator Daniext. Does that count any pipeline cost? 

Mr. Roprnson. No, sir; that is at the wells. 

Senator DanreL. You have determined what those three pay their 
producers at the well, and do not have any pipeline charges figured 
in that ? 

Mr. Roginson. That is correct, sir. 

In the same per iod, using for an illustration, only, Tennessee Gas 
Transmission Co., has m: ide 4 large and serious rate increases, aggre 
gating $40 million per year and representing about a 40 percent in- 
crease in its cost of service. These increases may be summarized as 
follows: On December 17, 1951, in Docket No. G-1741, they had an 
increase amounting to $11,415,000. Of that, $3,530,000 was passed 
on to our group of companies. 

Senator Monroney. Is that per year? 

Mr. Roprnson. That is per year; yes, sir. That meant a price, in 
cents per thousand, of 3.28 cents. 

On February 15, 1953, at Docket No. G—2052, the amount of the 
increase was $13,700,000 of which $3,954,000 Was passed on to our 
group of companies, or, in cents per thousand, 3.36 cents. 

In Docket No. G-2252, on March 1, 1954, $4,768,000 of which 
$1,655,000 was passed on to our group of companies, or 1.41 cents. 

In Docket No. G-5259, on December 15, 1954, $9,898,000, of which 
$2,526,000 was passed on to our group of companies, or 2.15 cents. 

That $9,898,000 is the item that Chairman Kuykendall was talking 
about this morning that went into effect without a hearing or with- 
out any investigation, or without a suspension. 

I might say I personally called on each member of the Commission 
trying to tell them exactly what this would mean to our group of 
companies if we were not given an opportunity to be heard, which 
we were not. 

Senator Monronry. How much was that caused by increases in the 
field ¢ 

Mr. Ropsrnson. If you will just bear with me for a moment, sir, 
1 will develop that for you. . 

In each case the increase by Tennessee was primarily due to the 
action of favored-nation, price redetermination, and other escalation 
clauses. We attach hereto as appendix 4 excerpt from the recent 
filing of Tennessee at Docket No. G-5259, showing how the action of 
price redetermination clauses and contract negotiations precipitated 
the $9,898,000 increase. 
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In the same period, Texas Eastern Transmission Co. has been 
forced to make 2 rate increases, aggregating more than $30 million 
again in large part as the result of favored-nation and escalation 
clauses. And Panhandle Eastern Pipe Line Co. has made 2 increases, 
aggregating $20 million in large part as a result of increasing costs 
or values for gas in the field. 

We are advised that new contracts being made by the pipelines 
which supply us are generally at initial prices in excess of — here- 
tofore in existence, so that the probability of a leveling off in field 
prices is not yet apparent. 

Senator, let me see if I can answer your question. 

Three companies from whom we buy gas, Panhandle Eastern Pipe 
Line Co., Tennessee Gas Transmission Co., and Texas Eastern Trans- 
mission Co., paid the producers in 1950 an average of 5.9 cents per 
thousand cubic feet. Today they are paying 12.6 cents per thou 
sand cubic feet, or an increase—— 

Senator Monroney. That is a different figure. You had 5 to 8.9 
cents. 

Mr. Roprnson. I am talking about pipeline companies we pur- 
chase from. I am limiting it to these three companies. That is a 
110 percent increase. 

Tennessee in 1950 was 5.03 cents, and in 1955 it was 12.3, a differ- 
ence of 7.27 cents per thousand cubic sr 

Now, the total increase from Tennessee to Consolidated Natural 
Gas Co. from December 17—that will be from the table in the middle 
of page 11—1951 to December 15, 1954, inclusive, amounted to 9.93 
cents. 

In other words, you can’t add up the 3.28, the 3.36 and the 1.41 
and 2.15, but weighting that, it comes up to 9.93 cents. 

Senator Monronry. ‘T got 10.40. 

Mr. Roptnson. You can’t do that, Senator. They have had an in- 
crease to us of 9.95, of which 7.27 was directly caused by increased 
field prices of gas, and that represents 73 percent of the total of the 
$11,665,00 as directly chargeable to the field price of gas. 

The other 27 percent is for other causes. 

Senator Bricker. What was that figure in cents? 

Mr. Roprnson. 7.27 was the increase in the field price of gas, and 
9.93 was their total increase, which makes it 73 percent. 

ae I might say, without going into the detail, that the Panhandle 
Eastern Pipe Line Co., under that same method calculation, 61 percent 
of ‘thei ir increase of 4.62 cents was due to the field price of gas, and 
Texas Eastern 

Senator Monroney. Sixty-one percent of their increase was due to 
the field price, and 39 percent due to other causes ? 

Mr. Rosinson. That is right. 

In Texas Eastern Transmission Co., 6.54 cents out of a total of 
6.89 came from the field price of gas, or 95 percent, so the field price 
of gas in these illustrations—and these are factual, taken from the 
Federal Power Commission dockets—show that the increase in the 
field price of gas in the case of Tennessee amounted to 73 percent; in 
the case of Panhandle amounted to 61 percent: in the case of Texas 
Eastern, 95 percent. 

Senator Monroney. I notice on table 2, where you compare the 
cost of living index as not rising very much, only 14 percent between 


R. 
(. 
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1947-49 average, while the price of naural gas has gone up. If you 
would project that back a little farther, you would find that gas st: ryed 
down without coming up until about the 1949 period, didn’t it, when 
most of these long lines got going ? 

Mr. Roninson. The reason that basis was taken, Senator, was not 
for that purpose. I took what the Bureau of Standards set up now 
as their standard cost of living, and I have not figured it back. 

Senator eapaaae sg oo know as well as I do, according to your 
cost of living in 1942-45, prewar, we went up 100 percent be yond that. 

Mr. Roprnson. I Pi! think that is very significant, because the 
price increase in gas has all happened in the last few years, anyway, 
or the majority of the increase. 

Senator Monroney. It showed no inflationary increase until later; 
isn’t that a fact ? 

Mr. Roztnson. It showed quite a bit of inflationary increase in 
1952, and we are in 1955 now. 

Senator Monroney. I mean, it was in 1949 when the big demand 
started hitting, and it did begin to catch up with inflation, then, but 
it had not had an inflationary rise up to about that point. 

Mr. Roptnson. I think I can show that a little later. 

[f you will now refer to page 63, I had prepared a table there show- 
ing some of the customers of Tennessee Gas Transmission that were 
nvolved in the Docket G—5259, which is the last docket that we were 
discussing on page 11. 

Senator Bricker. That is the one on which no hearing was held? 

Mr. Rorsrnson. That is correct, sir. In order to give you a little 
broader view of this situation, in view of some of the questions th: ’ 
have been asked, I have prepared another table which is appendix 4, 
revised, and it takes exactly the same figures, only it shows the 
volumes of gas involved, and then on the extreme right hand of the 
table, it shows the doilars involved, using the 1954 volumes, calculated 
on the different prices. 

For instance, take the Chicago Corp. There is 78 billion cubic feet 
of gas. On June 7, 1954, that price was 6.88 cents per thousand cubic 
feet. Without hearing, or any investigation whatever, that price 
went to 12.72 cents. 

Now, speaking of dollars, that amounted, in 1 year, to $3,156,507, 
and that is just one illustration. Now, the total volume covered by 
this table is about 47 percent of the annual volume that ‘Tennessee 
handles, and it is a large part of their gas. 

The column 6, where it says the cause of the increase, 1, 2, 3, and 
so forth, No. 1 there is brought about by the price redetermination 
contract clause; No. 2 by the renegotiation of the price; and No. 3, 
the favored-nations clauses. That gives you the cause. 

Senator Monroney. The price-redetermination clause appears in 
almost all of these rates, except the last three. Was that written into 
the contract, that every so many years they would sit down together 
and refigure the price, or what? 

Mr. Roprnson. That is based on the 3 highest prices, renegotiated 
on the 3 highest prices in the area. 

Senator Monroney. But that was originally in the contract, that 
every so often they would recalculate the price of gas based on the 
three highest prices in the area ? 

Mr. Rogtnson. That is ata sir. 
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Senator MONRONEY. Would it he a weighted average ¢ 

Mr. Ronrnson. An average of the three. 

Then, in order to give the committee a little more insight into this 
same problem, I have handed each of you appendix No. 4, Revised, 

heets Nos. 64 through 70. 

There is a description of what this covers, and then the same type 
of information is shown on this table that I have just been describing. 
This covers two dockets. This covers Docket G—2252, which can be 
seen on page 11, and G—5259, and it gives the percent increase. It 
gives the volume of gas involved, and again on the far side, on the 
right-hand side, it gives the dollars involved, and without going into 
detuil, you can see that the last sheet, page 70, that out of 508 billion 
cubic feet of gas, this amounts to 391 billion cubic feet of it, or about 
76.5 percent. 

Referring to table 2, that is self-explanatory, but I might say that 
under D, where we said the average field price of gas paid by Texas 
Eastern Gas Transmission, et cetera, there was an error in this filing 
due to the fact that the amount of gas bought was taken into consid- 
eration, and there was some gas transported for Texas Eastern by 
Texas Gas Transmission, and there was some gas taken into the 
Panhandle system that Trunkline had purchased, so in 1952, instead 
of that figure being 194.4 percent, to get it directly on field price of 
gas, that should be 146 percent, and in 1953, instead of being 235.2 
percent, that should be 193 percent, and instead of it being 251.9 in 
1954, it should be 212 percent. 

That same figure for 1954, up to date, would be 233 percent. That 
is not covered by this table. 

Senator Monronry. You don’t have the figures of the cost of gas 
back before the 1947 average; do you? 

Mr. Roptnson. Yes, I think I have those. 

Could I go ahead and then come back to that? I will not forget it. 

Senator Monroney. Yes. 

Mr. Roprnson, It is a rather significant fact from this table, in 
that you will note the average field price in the United States from 
this average went up 165 percent, using 1947-49 as an average, or 
a 65-percent increase, and the average field price of the 4 States 
went up almost 207, but the average selling price for the Consoli- 
dated group of companies is 117 percent, or somewhat in line with 
the cost of living. 

On the other hand, the average increase made by the Consolidated 
companies in their rates has been kept to a relatively small amount, 
due to the fact that increased costs for operating labor, taxes, de 
preciation, and other similar items have been spread over a larger 
volume in sales. We have been increasing our sales steadily. 

In this regard, we call attention to the very large developments 
in underground storage which have been made by utilities and pipe- 
line companies so as to level off the purchase of gas in the field, and 
thereby minimize, so far as possible, the effect of the increasing prices 
for gas in the field. 

The Consolidated system alone operates 26 storage pools, having 
a total plant investment of $53 million, and at the end of 1954 had 
in storage 235,311,194 M ec. f. of gas having an inventory value of 
$62 million. 
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These large storage projects have had a tremendous bearing on our 
ibility to supply gas to consumers at a reasonable rate, in the face 
of increasing field prices. From the producers’ standpoint, these 
yperations have had a very beneficial effect since they have given a 
nuch steadier outlet for gas. 

In other words. if we did not have a storage pool, the pipeline 
ompany would cut back on the producer in the summertime, and 
he would not sell the volume of gas. 

The numerous and recurring increases in field prices and pipeline 
rates have had a most disrupting effect on norm: I utility rate prob 
lems, where stability of rates i s highly desirable. If the increases 
are continued there can be a serious breakdown in utility rates and 
service 

To illustrate the problem, we offer certain facts regarding the busi- 
ness of the Consolidated system. 

The volume of gas sold by the system during 1953 and 1954 and 
the average rates received from such sales are set forth in the fol 
lowing table 3 at page 16. 

Also, table 3 shows the volumes of gas purchased and the average 
rates paid for the years 1953 and 1954. 

(Table No. 3, entitled “Consolidated Natural Gas Co..” follows :) 


TABLE 3.—Consolidated Natural Gas Co. 





1953 1954 
Volume Average rate Volume Average rate 
Billion Billion | 
Sales cubic feet Cents cuhic feet Cents 
135. 4 61. 86 150.8 64. 32 
30.3 57. 87 5. 2 60. 36 
123. 0 43. 29 108, 2 44.99 
77.3 41. 59 87.0 15. 63 
Other... ed es 1.2 | 25. 24 5 31. 59 
lotal sales ; 367.2 50. 92 381.7 54. 17 
irchases: 
Southwest gas 
Panhandle Eastern i 33. 4 129 O08 33. 5 25. 40 
Tennessee Gas Transmission. Ke 130. 5 27. 00 117. € 28. 02 
Texas Eastern Transmission. -- 127.0 33. 48 119.4 33. 84 
Other companies. * 10. 5 25. 59 
Total ne eet ——— 301. 4 29. 91 270. 5 30. 27 
Appalachian gas 67.4 23. 80 74.7 24. 33 
Total purchases : , 368. 8 28. 80 345. 2 28. 98 
amet ents payments under bonded rates. From Consolidated Natural Gas Co., annual report 
r 54 


Mr. Rogtnson. It isto be noted from table 3 that in 1954 our average 
rate for residential sales was 64 cents per thousand cubic feet, the 
average rate for industrial sales was 45 cents, and the average rate for 
all gas sold was 54 cents. 

The above table also shows that the amount paid by us in 1954 for 
gas purchased averaged 29 cents per thousand cubic feet. This is 
»4 percent of the average rate which we receive for all gas sold and 


means that we have an average spread of only 25 cents per thousand 
cubic feet to transport, store, distribute, and sell the gas throughout the 
Appalachian area. 
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The average price paid by our pipeline suppliers to producers in 
the Southwest gas fields in 1953 was approximately 13 cents per 
thousand cubic feet. The statistics for 1954 are not yet available to 
us, but we estimate that the corresponding average price was at 
least 13.6 cents per thousand cubic feet in 1954. 

Furthermore, as a result of increases in field price by certain of 
these pipelines late in 1954, the average price is now higher than 13.6 
cents per thousand cubic feet. 

Using only 13.6 cents as the average field price, this represents 30.2 
percent of the average rate which we received for industrial sales in 

1954, 21.1 percent of the ave rage rate which we received for residential 
sales, and 25.1 percent of the average rate which we received for all 
gas sold. 

On the top of this table, the residential rates in 1953 were about 62 
cents, whereas in 1954, it is 64 cents. The average rate to all consumers 
in 1953 was 51 cents, and in 1954, 54 cents. 

As a companion to that, we have placed in the lower half of this 
table where the gas comes from. The average price we paid the pipe- 
line companies for this gas in 1953 was 30 cents, and that same gas 
we sold for 51 cents. 

In 1954, we paid them a little more than 30 cents, which we sold for 
54 cents. 

We purchased in the Appalachian area, and I think this answers 
your es ion, Senator Daniel, gas at 23.8 cents in 1953, and 24.33 cents 
in 1954. We also produced aden able quantities of gas in these 
years, something in the neighborhood of 70 billion to 80 billion cubic 
feet a year, and that average cost, on our own production, some of it 
being allowed through the Federal Power Commission, and some 
being rates in nonregulated Federal Power utilities, about 25 cents 
would be a very good average. 

Senator Dante... That is from your own production / 

Mr. Roptnson. Yes, sir. 

Senator MonronEy. Wellhead ? 

Mr. Rogrnson. Yes, sir. We are paying, now, a spread of some- 
thing under 20 cents to a high of 27.5 cents. 

Senator Dante.. What is the average price the producer receives 

1 Texas and Oklahoma? 

Mr. Rosrnson. Right now, about 13 cents, I would say. 

Senator Monroney. Wouldn’t that be a little high? He said aver- 
age. Would it be closer to 10 or 11? 

Senator Dantet. Commissioner Kuykendall said this morning it 
would be under 10 cents for the average. 

Mr. Rortnson. I would have to disagree with that. I think that 
at this time it is closer to 13. Taking 1954, I would say it is 11 or 
12 cents. 

Senator Dantev. Taking your figure of 13 cents, the producers in 
the major producing States are receiving only half of what you are 
receiving for your own production. 

Mr. Rosryson. That is correct, but it is quite a ways from the mar- 
ket. 

Just to give you a comparison, Senator, in Texas the average price 
of gas to the consumer throughout Texas in 1940 was 62 cents per 
thousand cubic feet, and in 1953, it was 61 cents per thousand cubic 
feet. 
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The field price of gas in Texas varied from 1.8 to 7.6 cents per 
thousand cubic feet. 

Senator Danie. Over what period of years 4 

Mr. Roprnson. 1940 to 1953, so I think the spread between the field 
price of gas to that sold in Texas is a good deal larger than that in 
the field price of gas in the Appalachian, sold in the Appalachian area. 

Senator Daniex. The only thing I am getting at is that there being 
that big a difference in the price paid to producers. Don't you think 
there is some possibility, if remedial legislation isn’t passed, of these 
producers in the 4 or 5 larger producing States getting industrial 
consumers to come to them / 

Mr. Ropinson. No,sir, 1 do not. 

Senator DanieL. They could save a considerable amount of money 
by coming to the source of gas, couldn't they 4 

Mr. Roprnson. I don’t believe so. In 1940, 71 percent of all gas 
produced in these 4 States was sold locally. That is when the 
price of gas was 2.1 cents. 

Today, about 51 percent of it is sold locally within those 4 
States, and the price is 7.74. 

Now, if markets could have been developed locally when that cheap 
cas was in effect, I feel positive it would have been done. 

Senator DanieL. Well, you say 79 percent was used locally in 1940, 
on the cheaper price. 

Mr. Rosinson. That is right. 

Senator Daniret. And as the price has gone up, the use at home has 
gone down ¢ 

Mr. Roprnson. Percentagewise. Seventy-nine percent represented 
1.75 billion cubic feet. The 51 percent represents nearly 7 billion 
cubic feet. 

Senator Bricker. It multiplied over three times. 

Mr. Rosrnson. That is right. 

Senator Dantet. Do you think the nearness to the market accounts 
for that big a difference in the price to the producer ¢ 

Mr. Roprnson. Well, yes, the Appalachian gas is cheaper to us 
today than any of our pipeline gas. We are paying, if you will refer 
back to table No. 3, we are paying our pipeline people for gas, today, 
30 cents in the Appalachian area. 

We are purchasing that gas and producing it locally for 25 cents, 
which certainly is an advantage to the consumer, even with your field 
price being charged in Texas. That gas, when it gets to market, to us, 
costs us more than our Appalachian gas. 

It is obvious that the field price represents a material element— 

Senator Daniev. Mr. Robinson, what are you going to do under 
regulation of the prices in the field? Do you think that regulation 
would cause these Appalachian prices to go down? Ce rtainly, utility 
type regulation would probably cause those prices to be decreased, 
wouldn’t it ? 

Mr. Ropsrnson. I don’t think regulation would make very much dif- 
ference in the Appalachian area, Senator. 

Senator Danret. The cost of production is higher, is it? 

Mr. Rosryson. Our own production is costing us 25 cents; we know 
that. There are not “ifs” and “ands” about it. 

Senator Bricker. Can you give us the reason for that increased cost 
of production in the Appalachian area ? 
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Mr. Ror INSON,. In the Ap ypalachian area, OUr wells are Compara- 
tively small compared with the wells in Texas, and while you might 
say the Texas wells are required to be drilled a great deal deeper, the 
fiieniae are so much more, and your reserves, when you get a well 
it lasts so much longer, and there is more gas to be withdrawn from 
the hole, the whole Appalachian area has only a few trillion cubic feet 
of reserves, whereas the Southwest area has practically all of 211 
trillion cubic feet. 

Senator Bricker. Long before the Federal Power Commission was 
created, you were limited in your cost at the well in fixing your distri- 
bution costs, were you not, if they were owned by your own company ¢ ¢ 

Mr. Ropirnson. Oh, 3 ves. In our group of companies the State com- 
missions used to go from one of our companies to the other, and I am 
sure Senator Bricker can remember when the State of Ohio went into 
the State of West Virginia to investigate the field price of gas before 
the Federal Power Commission had authority to set that price. 

Senator Bricker. And it paid for every one of your facilities. 

Mr. Ropinson. That is correct. 

It is obvious that the field price represents a very material element 
of cost to us and a change in field price can have a material effect on 
our sales and rates. We have seen publicity that the field price of gas 
didn’t mean anything to the distributing company. 4 brochure 
that went across my desk said you could give it away in Texas and 
Louisiana and it wouldn’t make any difference to the consumer. 

In our particular case, 25 percent of our total cost of gas is from 
gas purchased, so it does mean a big item in our operation. 

Senator Daniev. Did you take that position in the early days? 

Mr. Roprnson. I will mention that in a few moments, and I will tell 
you why I have changed my mind. 

Just to illustrate the magnitude of the problem, each 1l-cent increase 
in our cost of gas costs our customers over $4 million per year. 

Senantor Monroney. I notice in the start of your statement you 
say today your system supplies gas to over 1 million consumers. 

Mr. Rogsrnson. That is correct; we have over a million consumers. 
and in 1955 we will sell more than 400 billion cubic feet of gas, so 
1 cent times 400 billion is $4 million. 

Senator Danieu. A 1-cent increase to the producer / 

Mr. Ropgtnson. That is correct. 

The retail price for gas is now reaching competitive levels in our 
industrial markets, following increases averaging 24 percent since 
1943. 

Industrial sales, which in our system are on a firm year-round basis, 
subject to interruption by weather emergencies only, represented 28 
percent of our total sales in 1954. 

These sales would be greatly reduced if the price for gas were to 
go above the competitive price for oil and any such reduction in 
sales volume would disrupt the careful balance which mitst be main- 
tained between residential and industrial sales. Any reduction in 
industrial sales would result in an immediate increase in domestic 
rates. 

Our companies are obligated to buy tremendous quantities of gas 
under fixed, long-term contracts which contain minimum take-or- pay- 
for obligations. We must be able to market this gas and we are vitally 
concerned over the increasing price of gas in the Southwest gas fields. 
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In this regard, two considerations are becoming more and more 
import: ids every day. ‘The first is that the manufacture of gas from 
coal and oil is gradu: uly reaching a point where it may become cheaper 
as a result of tec hnologica ] Improvements, where it may become com 
petitive with natural gas, 

The a is that gas may be displaced through competitive forms 
of energ ees nue ‘toe energy and the heat pump. Either 

r both of ‘the above two factors may make it uneconomic in the future 
for the distribution end to pure hase Vas pursuant to long term 
contracts which have been made in the past with the pipeline com- 
panies. 

It is obvious from the above that an unrestrained price rise in the 
field could disrupt the basis on which we purchase gas from interstate 
pipeline companies and could disrupt our rates and service to the 
public. 
~ In this regard, it should be borne in mind that the long-term eas 
purchase obligations undertaken by the distribution companies have 
transformed almost-waste natural @as into a tremendously valuable 
asset of the producers. The price should not be forced up to the 
point where it can strangle the very utility market on which it depends. 

Senator Bricker. What is the spread of the cost of natural @as as 
delivered and that of artificial eas of the same B. t. u. content / 

Mr. Roprnson. Well, the artificial gas is rapey g growing out of ex- 
istence., Senator. It is almost double, the artificial eas price is almost 
double the natural gas. with only one half the hi ating units, which 
makes it really almost four times as expensive. 

Senator Bricker. You mentioned here 

Mr. Roprnson. Thisis making it from coal, Senator. 

Senator Bricker. The gas from coal is what I designate as a 
ficial oas. 

Mr. ROBINSON. | misunderstood you, Sir. Let me quote whiat 
Secretary McKay of the Interior, in dedicating the new Bureau of 
Mines Labor: atory at Morgantown, W. Va., said something of interest 
to both the coal and the gas people, and I am quoting now from Secr¢ 
tary McKay. 


Our principal energy resources are in solid form. The American people, ho 
ever, have become accustonied to automatic home heating in liquid or gaseous 
fuels, and that seems to be the use pattern which we can expect increasingly in 
the future. Economic method of converting coal to oil or gas might provide 
the solution to one or more important long time resource problems. We can enyi 
age gas made from coal being delivered to the great Transcontinental Pipeline 
to supplement natural gas. We are examining the possibilities of doing this 
kind of coal-to-gas reserve in cooperating with the industry at the Morgan 
town station. 

The Atomic Energy Commission is keenly interested in this idea It sees in 
this potential economic use of the atom in that the Bureau of Mines and Ato 
Energy Commission jointly would do the research and design. 

The Bureau of Mines would run the project when built, Atomic Energy Com 
mission would foot the bill. Basic design is wrapped around reactor capable 
of producing a temperature of 3,000° F. Encased within the reactor would be 


a reaction chamber. Through this chamber would pass a continuous stream of 
mixed pulverized coal and steam, or perhaps a slurry of pulverized coal and 
water. Taking from the reactor, the steam would be converted to a synthesis 


gas of 250 to 300 B. t. u. 

Bureau of Mines thinks this might go on for about 10 cents per thousand 
cubic feet. The synthesis gas could be converted over a catalyst to 1,000 B. t. u. 
pipeline gas at a cost ranging from 55 cents to 75 cents. 
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Senator Bricker. That would bring it up to 65 to 85 cents? 

Mr. Rogrtnson. The 55 cents would be a direct comparison with 
the price that we pay our pipeline for gas of some 33 to 35 cents. 

Senator Bricker. Is that dependent entirely upon the development 
of this atomic reactor? That one is, but is any other project being 
researched ¢ 

Mr. Rosinson. Standard Oil, and Consolidated Coal Co. have com- 
pleted a study, and are convinced that gas can be made from coal at 
something in this same realm of price, and perhaps a little less. 

Senator Bricker. At what B. t. u. content? 

Mr. Roprnson. A thousand B. t. u 

Senator Bricker. So it is comparable in value, then, to the Natural 
gas you are presently distributing ¢ 

Mr. Rosrnson. That is right. If gas gets to a point where it goes 
very much higher, then certainly somebody will be induced to make 
it from coal. 

There is another possibility that the distributing companies in obli- 
gating themselves to buy this gas over a long period of time, it is 
possib le that some of the present reserves in Canada may find a market 
in the United States, and if that price should be less than the distrib- 
uting companies are now paying the pipeline companies, they are 
just stuck, they can’t get out of it, at all. 

Senator Bricker. Is there any research being done in the production 
of this artificial gas, coal gas, other than that by Consolidated and 
Standard Oil of New Jersey. 

Mr. Rogrnson. One plant is at Gorgas, Ala., and one in the West 
has been in operation for some time. The price of that, as far as I 
know, has not been determined, but those are all possibilities. 

Senator Monroney. I didn’t understand your reference to Canadian 
gas. 

Mr. Rortnson. It is not unlikely that some of the reserves from 
Canada will ultimately be marketed in the United States. 

If that price should be less than what these distributing companies 
are now compelled to pay the pipelines for gas, and they have a long- 
term 20-year contract, they are going to be buying gas at a higher 
price than they might be able to get it for from the Canadian gas. | 
don’t know, that is purely speculation. 

Senator Monronery. But wouldn’t it probably go into some of the 
long lines and generally serve to average down their prices? 

Mr. Rogrnson. I don’t think so. 

Senator Monronry. You think a distributing company would be 
able to go up to the Canadian border and pick up gas? 

Mr. Ropinson. No, but a present or new pipeline company could. 

Senator Monroney. A new pipeline company would probably have 
several field sources, so that the Canadian gas, if cheaper, would 
merely serve to average down their general fiel« 1 price, would it not? 

Mr. Rogrnson. Let’s take a specific case, Senator. 

Let’s take Cleveland. It isn’t too far from the Canadian border. 

Suppose a pipeline company were to come past Cleveland and offer 
us 25-cent gas and we are stuck for 30 years on 35-cent gas. 

What are we going to do? 

Senator Monroney. You have customers waiting to come on the 
line in Cleveland ? 
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Mr. Rogprnson. That is a misnomer. We do not have a customer 
waiting to come on to our system. We are serving anybody and 
everybody that wants gas. 

Senator Monronery. Then you are the only one. 

Mr. Ropinson. I can’t say as to that. 

Senator Monroney. The re cert: ainly has been pages of testimony 


about the shortage of gas, in how many of these cities—Chicago, | 
think 1 had hundreds of ga aeedveh of people waiting for gas, Detroit 
had them waiting in line, and Milwaukee. That gas, as it comes in, 


will find its way ide systems that will help to intermingle just as 
the increased cost in one field raises the general level the decreased 
cost of new supply tends to lower the general level. 

Mr. Roprnson. I can’t argue that. All I am trying to say here is 
that the producing end of this business is not the only hazardous end 
of it. If we make contracts for 20 years, which gives the producers 
a market for 20 years, we are foreclosing on ourselves a supply of gas 
that might come in cheaper, either by manufacturing from coal, 
bringing it in from Canada, or atomic energy. 

That is all I am trying to say. 

Senator Dantet. Do I understand your companies have adequate 
supplies of gas for all present and immediately foreseeable future 
needs ¢ 

Mr. Roprnson. Yes, sir. 

Senator Monronrey. You are not crowding the price up by over- 
bidding anybody ? 

Mr. Roptnson. No, sir. 

Senator Bricker. You produce about one-half of what you dis- 
tribute ? 

Mr. Roprnson. We produce and purchase locally about a third of 
what we distribute, now. 

Regulation has placed the distributing companies and consumers 
in a helpless position. 

One - the fundamental principles of regulation adopted and en- 
forced by the Federal Power Commission under the Natural Gas 
Act is that pipeline companies must sell gas under current tariffs, 
and in rate cases involving such companies, the Federal Power Com- 
mission proceeds on the general principle that it will allow as an 
operating expense in establishing these tariff rates all costs which the 
pipeline companies pay under any unregulated contract with an in- 
dependent producer. 

The Fulbright and Harris bills make no change in this situation 
except as to certain “new and renegotiated” contracts. 

This morning I understood Chairman Kuykendall to say, and I 
would want to make this remark subject to reading his testimony, 
that in the past they reviewed field pieces of gas. 

Well, in my entire experience up until the Supreme Court decision, 
I know of no independent producer review ae oe have made. 
They have made reviews of pipeline produced gas, but not inde 
pendently produced. 

Senator Bricker. What percentage, Mr. Robinson, of the delivered 
gas is pipeline produced? If you are going to get to it, I will wait. 

Mr. Rozinson. In our case, I can give it to you, and I think that 
might be a pretty fair illustration. 
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The pipeline gas in the ¢ Consolid: ited Syste m amounts to 65 perce hit 
of our total sendout. and I should think that would be about right. 
Thus, if the producers are rn from regulation, the distribu- 
tion ¢ ompanies and consumers are faced with the burden of automati- 
cally absorbing all price increases which result from favored-nation 
and other escalator clauses. The distributors and consumers have 
had no hand in determining or negotiating these clauses or prices. 
The pipeline has made its contract with the producer without con- 
ae either the distrbutor or consumer and yet both producer and 
eline company expect that these real parties in interest will pay 

“3 atever price may result from the contract. 

Judging from the experie nee in each of the years since 1950, we 
can only expect that these clauses in existing contracts will continue 
to cause ve ry large ine reases in our costs for gas. 

This situation does not jibe with the fundamental principle em- 
bodied in the Natural Gas Act that the primary purpose of the 
statute is frustrated and loses its effectiveness as an instrument to 
eoulate commerce in the interest of the ultimate consumer. 

Senator Durr. So that the final result is that what you buy is 
open ended ¢ 

Mr. Roprnson. That is right. What the pipeline companies buy, 
up until the Supreme Court decision, was completely uncontrolled. 
I can’t make any distinction—and Senator Daniel, this comes back 
to your question, again—of attempting to exempt from the review, 
let’= say, or the control of fixed favored-nation clauses. 

The Fulbright bill starts off that you are going to review those 
in the future. We have talked, and I think generally the reaction 
from the House Interstate Commerce Committee, and from the news 
re . uses, they have put out, they are considering perhaps regulating 

- keeping some control indirectly, of the pipeline companies over 

calation and favored-nation clauses, except the fixed. 

TY you are voIne to do it in the future, or on 90 percent of it in 
the past, 1, for the life of me, can’t see why you don’t include all of it. 

The equities of the situation. ~ The experts who testified in support 
of the Fulbright and Harris bills ignore the controlling fact that 
the producers are subject to the Natural Gas Act, that this act states 
that their business is affected with the public interest, and that in 
consequence, any contract clauses which are found to be unreason- 
able may and should be changed and corrected. 

But, aside from this legal situation, it is argued vehemently, that 
the favored-nation and escalator clauses should not now be ques- 
tionéd because, as they say, these clauses were before the Federal 
Power Commission in certificate proceedings involving the pipeline 
companies. 

As a matter of fact, many of the existing contracts in which these 
clauses are present, were hever passed on by the Federal Power 
Commission 1n any certificate proceeding. 

Renegotiation of the original contracts has in m: iny cases brought 
these clauses into being after the authorization cranted by the 
Federal Power Commission. This is true, for example of some of 
the very large contracts between Tennessee Gas Transmission (Co. 

d the ¢ ‘hicago Corp. which I listed in appendix 4. 





AMENDMENTS TO THE NATURAL GAS AC’ L315 


Furthermore, at the time of the certificate proceedings, the etfect of 
the clauses could not be appreciated or determined by the distribut 
companies or the public. 

Their disruptive possibilities and effects have become apparent only 
through after events—such as the coming in of new pipeline pu 
chasers who have bid up the field prices and brought about tremendous 

ncreases under price redetermination clauses in old contracts. 

A further argument is made on behalf of the producers that the 
favored-nation and price-redetermination clauses were essential to 
the establishment of the pipeline companies because the pipelines 
required a low purchase price at the start of operations and could 
ifford to pay a higher price as their operations became seasoned and 
developed. 

While this argument has some merit as to the fixed, periodic escla 
tion clause, it has no merit whatsoever as to the favored-nation and 
price-redetermination clauses. At the time such contracts are made, 
no one can determine that the contract prices will actually be in 
creased. Only the happening of events, unknown at the time thi 
contract is made, can trigger these clauses. Hence, it cannot be argued 
that the producers were willing to give a low price at the start in 
reliance on these clauses because they had no contractual assurance 
that the price would ever be increased as a result of these clauses. 

It is worthy of note that several of the m: jor pipelines, such as E] 
Paso Natural Gas Co., Panhandle Eastern Pipe Line Co., Colorado 
Interstate Gas Co., and Mississippi River Fuel Corp., were established 
ind brought to full development without ever making contracts of 
the favored-nation or price-redetermination type. 

It is also worthy of note that contracts of the favored-nation or 
price-redetermination type are now being made by pipelines afte: 
full development. 

The Fulbright and Harris bills do not meet the favored-nation and 
escalator-clause problem : 

It is apparently felt by the sponsors of these bills that the contro] 
of new and renegotiated contracts will tend to stabilize and nullify 
the problems occasioned by the favored-nation and escalator clauses. 

And, indeed, the expert witnesses who have appeared in support of 
the bills have earnestly argued that such will be the case. 

But these conclusions and arguments are definitely not supported by 
the facts. 

First, take the case of the very common contract requiring a specific 
increase in price of, say, 1 cent per thousand cubic feet every 5 years 

Suppose that in a given fiels I the Commission in the future finds th: it 
the reasonable market pr ice is 10 cents per thousand cubic feet and 
that, in spite of such a finding and determination, the escalator clause 
in this type of contract carries the price under the contract up to 11 
cents per thousand cubic foot. 

Neither the Commission nor the customers of the pipeline could 
question this increase, since it is not made as a result of a new o1 
renegotiated contract. 

Furthermore, the increase under this one contract could “trigger 
favored-nation and escalation clauses of the price redeterminatior 
type in other contracts in this field or area and thereby force the 
vhole level in the field above 10 cents. 


63057-—55 S4 








1316 AMENDMENTS TO THE NATURAL GAS ACT 


Thus, any finding or determination of the Commission of a reason- 
able market price would be flaunted and made of no avail. 

Second, take the case of an existing contract having a favored- 
nation clause which requires that the pipeline must pay the highest 
price paid by it for gas anywhere in the State, Railroad Commission 
District in Texas, or other prescribed area. 

This is the very common two-party favored-nation clause which is 
much used by Tennessee Gas Transmission Co. and other pipelines. 

Suppose that the Commission establishes a reasonable market price 
of 12 cents per thousand cubic feet for a new field which is discovered 
nearer the market, but is located within the same State or other area 
specified by the contract. 

I this pipeline is purchasing 12-cent gas in this second field its price 
in the first field will be forced up to 12 cents in spite of, and notwith- 
standing, the finding of the Commission that the reasonable market 
price for the first field is only 10 cents. 

And in any rate proceeding, neither the Commission nor the cus- 
tomers of the pipeline can contest this 12-cent cost since it is not in- 
curred under a new or renegotiated contract. 

Third, take the case of an existing contract for gas having an escala- 
tion clause of the price-redetermination type. 

This is the clause which requires that the price be increased to the 
average of the 3 highest prices paid in a State or other specified 
area, including 1 or more railroad districts in Texas. This type of 
contract is widely and commonly used by pipeline companies from 
whom we purchase large volumes of gas. 

Suppose that the Commission establishes a reasonable market price 
of 10 cents per thousand cubic feet for the field covered by the con- 
tract, but that there is another field in the State or specified area for 
which the Commission establishes a reasonable market price of 12 
cents per thousand cubic feet and that 3 pipelines are taking gas 
from this second field. 

Again, as with the favored-nation clause, the 10-cent price under the 
contract would be forced up to 12 cents in spite of any finding or deter- 
mination of the Commission. 

In short, the Fulbright and Harris bills will not stabilize present 
contracts containing favored-nation and other escalator clauses and it 
will work against and contravene the price determinations of the 
Commission. 

This is not a proper result in any system or regulation. If, as the 
bills contemplate, it is to be the congressional policy that prices shall 
be stabilized on a reasonable market-price basis, then the statute should 
be so framed that the Commission may bring about this result. 

If the Natural Gas Act is to be amended Congress must deal with 
this problem : 

Under the Natural Gas Act as now in force, the producers are sub- 
ject to regulation and their business is affected with the public interest. 

The problem of contract form can be dealt with by the Federal 
Power Commission in due course under the present statute so as to 
eliminate contract clauses which are found to be inimical to the public 
interest. 

If producers and these existing long-term contracts are exempted 
from regulation it will be difficult or impossible for the Federal Power 
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Commission to deal with the situation, even though it has the potential 
power to disrupt local utility rates and service. 

In our view, Congress must either leave the Natural Gas Act as it 
iow stands or must provide for exemption of producers only on condi- 
tion that their method of selling gas to pipe ‘line companies is accom- 
plished in a form and manner which conforms to public policy as set 
forth _ a legislative standard. 

We believe that it would be a serious mistake and a violation of the 
public interest for Congress now to amend the statute so as to grant 
the producers an exemption without at the same time establishing a 
property policy as to methods of sale by producers and thereby pro- 
viding against the unrestrained action of favored-nation and other 
escalator clauses. 

Acts of Congress which establish guideposts or rules for doing busi- 
ness are common. As examples, we need only cite the Sherman Anti- 
trust Act, the Clayton Act, the Robinson-Patman Act, and the Fair 
Labor Standards Act. 

In the natural-gas field, a legislative standard and policy would be 
plausible. Business is done under long-term contracts which involve 
tremendous obligations and amounts of money. Congress has a very 
real duty of insuring that the contracts of producers and pipelines do 
not. include provisions which, when once in operation, can inexorably 
work against the public interest. 

I had the honor of appearing before the Senate and House com- 
mittees in the 80th Congress, in 1947, when consideration was given 
to the bill known popularly as the Moore-Rizley bill. 

Among other things, that proposed legislation included a provision 
to exempt the independent producers from regulation, and as you may 
recall, | urged favorable action on the bill including that provision. 

But many changes have occurred since 1947 and in particular we 
have witnessed a tremendous increase in field prices and the growth of 
the problem resulting from these favored-nation and escalation clauses. 

My testimony in 1947 was predicated on the opinion which I then 
held that true compe tition would exist in the field and result in fair and 
reasonable field prices. But events since that time have proven other- 
wise. I firmly believe that true competition cannot exist when the field 
price is coupled with and subject to the action of favored-nation and 
other escalation clauses, 

Millions upon millions of dollars of cost to the public are now de- 
pendent upon the unrestrained triggering action of these various con- 
tract provisions. ‘The situation and its bearing on the public interest 
must be faced up to and squarely dealt with. 

Some of these contracts have the fixed escalation, a two-party fav- 
ored-nation, and price redetermination escalation clauses all in one 
contract, so who can tell what would happen in a case like that, I am 
sure would be a Houdini. 

While I still feel that the independent producers should fundamen- 
tally be exempt from regulation, I also strongly feel that ene should 
come only upon the correction of the favored-nation and es¢alator- 
clause problem. 

Senator Monronery. How are you going to free him on one hand and 
keep him captive on the other? I don’t feel you can keep the producer 
under regulation and still make the control on the escalation clauses 
work against him. 
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Mr. RoBINSON. | nave even suggested some language that | will 
review with vou in a little bit as to how I think it can be done. 

I am sure many will not agree with me, but nevertheless that is the 
best recommendation I can give to this committee. 

Senator Danre.. Your solution for the producer is to have renegoti- 
ation proy ided in his contract every D vears ¢ 

Mr. RopBins Ny. You asked me what | would do, and | rave that as 
one way of doing it ‘| hat is one way | would do it. having peen In 


the producing business with my group ot companies all mv business 


fetime. 

Senator Monroney. But that renegotiation would be just between 
the pipeline and the producer, or would that be subject to the Federal 
Powe I (‘ommission’s approval ( 

Mr. Rorinson. Either. or both. 

If they are under jurisdiction ‘ it would certainly be the Federal] 
Power Commission. If not under jurisdiction, it would be between 
the independent company and the person to whom they are selling 
vas. 

At the present time. it would be reviewable by the Federal Power 
(‘ommission. 

Senator Monroney. Unless this bill passes, there is no chance for 
independent renegotiation without the Federal Power Commission 
being in charge. 

Mr. Ropinson. The Federal Power Commission is in charge, now. 

My posit ion is that the Federal Power Commission, being in charge, 
has a hearing and proves his case, the Federal Power 
Commission has a right to either increase or decrease his price. 

In conclusion, we agree with and support the general proposition 
in the Fulbright and Harris bills only on condition that Congress pro- 
vides safeguards for the regulation of favored-nation and price-rede- 
termination and other escalator clauses. 

Hence, we most earnestly submit that this bill should not be re 
ported out by the committee, nor adopted by Congress in its present 
form. 

We most earnestly request that section 1, of the bill, which deals 
with the jurisdiction of the Federal Power Commission, be changed 
and supplemented so as to continue and provide regulation as to those 
producers who, now or in the future, sell and deliver gas under con- 
tracts hay Ine favored-nation and other escalator clauses. 

Such regulation would apply only to sales and transportation inci- 
dent to the contracts and would automatically terminate when the 
producer had eliminated such clauses from its sales contract, 

This amendment to the bill ‘ould be accomplished by means ot a 
suitable proviso to the definitions of transportation and sale as now 
Set forth. 

Kither this proviso could specifiy with exactitude the various fa- 
vored-nation and escalation clauses which would cause the producer to 
remain under regulation, or it could make general provision as to the 
types of clauses and allow the ¢ ‘ommiission, by rule and reoulat mm. tO 


{ this produce I" 


determine the exact ( la ses COnUInNE W ithin its scope. 
\ccordn oly, we respect fully uvovest the follow ne amendments to 


ection 1, of the Fulbright and Han 


‘IS bills. so as to protect the public 





AMENDMENTS TO THE NATURAL GAS ACT 1319 


against the action of favored-nation and escalation clauses in exist 
g and future contracts: 

1. Add at the end of the new definition of “transportation of natural 
vas in interstate commerce” the following proviso: 


Provided, however, That this limiting definition shall not apply to any transpor- 
tation in interstate commerce of gas for sale at a price determined by, or sub- 
ject to adjustment in accordance with, any contract clause or provision which is 
known as a favored-nation, price redetermination or other escalation clause, as 
specified and defined by rule or regulation of the Federal Power Commission. 
Add at the end of the new definition of “sale in interstate com- 
merce of natural gas for resale” the following proviso: 
Provided, however, That this limiting definition shall not apply to any sale of 
gas in interstate commerce made at a price determined by, or subject to adjust- 
ment in accordance with, any contract clause or provision which is known as a 
favored-nation, price redetermination or other escalation clause, as specified and 
defined by rule or regulation of the Federal Power Commission, 

There is attached hereto as appendix 1, at page 51, a mimeographed 
copy of the Fulbright bill, in which the above additions and additional 
necessary changes in language as described in appendix 2 at page 35, 
have been inserted and underlined, for the convenience of the 
committee. 

Senator Bricker. There is nothing to prevent the companies from 
canceling their contract and entering into a new firm contract at a 
higher rate, is there? 

Mr. Rosrnson. In this provision ? 

Senator Bricker. Yes. 

Mr. Cooper. Senator Bricker, the new firm contract would be 
subject to the provisions of the Fulbright bill, which say that any 
new or renegotiated contract can’t go above the reasonable market 
price. 

Mr. Rosrnson. In view of the importance of the favored-nation and 
escalation-clause problem, we have confined this statement to this one 
point. There are, however, certain other changes of clarifications 
which appear necessary in the Fulbright bill as originally introduced 
and we briefly treat these further points on the attached appendix 2 
at page oD. 

We appreciate the opportunity to present these views to the com- 
mittee and earnestly hope that they may lead to a satisfactory resolu- 
tion of this serious regulatory problem. 

Senator Monroney. Can you go back to 1949 in your percentage 
table, table 2, where you compare the field price of gas with the cost 
of living index, and we were trying to compare it also, if you would, 
with the general cost of living index. You may submit that for the 
record, if you will. 

Senator Dante. Do you have a comparison between the increase 
in gas prices and the increase in other fuel prices over the same period ? 

Mr. Rontnson. No, sir; I do not. 

Senator DanteL. Do you suppose you could furnish us that? 

Mr. Roptnson. Senator, I would be glad to furnish it for you, but 
it seems to me, and I have been sitting around these hearings ever 
since the start, and I haven’t seen the producers here putting in any 
figures. It seems to me some of this information might be supphed 
by some of the producers. 
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Senator Monroney. The producers put in lots—— 

Mr. Roninson. A single producer? I would like to have the name— 
I shouldn’t be asking you, but I would like to have the name of any 
producer, as such, that has appeared before this committee as I am 
represent ting my company. 

Senator Dante. I certainly remember producers here, and several 
exhibits were filed by producers, and in all fairness to the producers, 
let me say that I think that figures have been submitted here by them 
showing a comparison between the costs of the various fuels, and 
showing that the increase in coal and fuel oil is much higher, but I 
just wanted to see if you agreed with those figures. In other words, 
1 would like to have your figures, too, because some of your figures here 
do not agree with figures submitted by ae ers on other matters 

(Supplemental letter submitted by M. J. French Robinson follows 4 

CONSOLIDATED NATURAL GAS CO., 
Vew York 20, N. Y., June 3, 1955. 
Hon. JoHN ©. PASTORE, 


Senate Committee on Interstate and Foreign Commerce, 
United States Capitol, Washington 25, D.C. 

Dear Senator Pastore: During my appearance before your committee on 
June 1, 1955, at which time the Fulbright bill, S. 1853, was being considered, I 
Was requested by Senator Price Daniel, of Texas, to supply certain field pric 
data on production rates for the period prior to 1950. 

The following tabulation will give your committee the data requested : 


Average rates in cents per thousand cubic feet 


| 
Kansas, | Consolidated 
| 
| 


Okla- suppliers 
United homa Tennessee 
| States Louisi- Gas, Texas 
| ina, Eastern, 
Texas Panhandle 
1940 4.5 2.1 
194° 1.9 zi 
1946 5.3 3.3 
1947 6.0 3.8 1.9 
1948 6.5 4.5 5. 4 
1949 6.3 4.6 7 
1950 6.5 5.0 5.9 
1951 7.3 7 6. 1 
1952 7.8 6.3 7.9 
1953 9.2 7.7 10. 4 
1954 10.0 9.0 11.5 
19 11.0 10.0 713.0 
Estimated 
2 Contracts are now being negotiated with producers at rates varying from 17 to 20 cents 


During the hearings on the above subject, Chairman Pastore, you asked of 
several witnesses if they could give you the percentage increase in operating 
expenses for various operating companies for the last 2 or 3 years. In order 
to give you a comparison of operating costs on the Consolidated Natural Gas 
System, we have developed the total operating expenses per unit of sales for the 
last several years. Taking the average of 1947, 1948, and 1949 as 100, the com- 
parable figure for 1952 is 107.5, or up 7 percent; for 1953 the figure is 115.4, 
or un 13 percent; and for 1954 the figure is 117.6, or up 17.6 percent. A direct 
comparison between 1953 and 1954 would be an increase of only 4.2 percent. 
From 1952 to 1954 would be only 10 percent. 

This question as to operating expenses arose at the time consideration Was 
being given to the recent large increases in prices paid by Tennessee Gas Trans- 
mission Co. to producers as reflected in its Dockets Nos. G—2252 and G-5259, At 
the time I testified, I presented certain data in addition to my filed statement 
marked “Appendix No. 4 Revised, pages 64 to 70, inclusive.” I would like to call 
your attention to certain increases in price paid by Tennessee to the producers 
listed in appendix No. 4. 
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The following companies sold less gas to Tennessee in 1954 than they did in 
1953, notwithstanding the fact that the price increased : 














Percentage Percentage 

decrs ein Increase in 

volume pur pr paid 

chased per Mec. f 
Chicago Corp 18. 5 80 
Ral E. Fair 12.3 50 
Fid tv Oil & Royalty Co is. 1 63 
Gillring Oil Co 29.4 29 
Glassell & Glassell 11.8 109 
Floyd L. Karsten 6.8 71 
G. V. Lyman a 4.6 47 
Magnolia Petroleum Co 18.9 57 
New Ulm Corp 31.8 SO 
Oil Drilling, In 30.2 64 
rennessee Production Co 18. 5 56 
nclair Oil & Gas Co 2.8 58 
olind Oil & Gas Co 29. 0 83 
iv Oil Corp 5.9 33 
yhio Petroleum Co 3.7 10 


I call your attention to the fact that these 15 producers supplied 51 percent of 
all gas purchased by Tennessee, and the whole group of 23 producers listed on 
our revised appendix 4 supplied 77 percent of all gas purchased by Tennessee, 
all of whom have had a very material rate increase. 

I would like very much to have this data submitted for your records, and if I 
can be of assistance please do not hesitate to call me. 

Respectfully yours, 
J. FRENCH Rosinson, Chairman. 


CONSOLIDATED NATURAL GAS Co., 
New York, N. Y., June 21, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
Senate Office Building, Washington, D. C. 
Dear Stir: I am deeply interested in the gas legislation pending before your 
committee, in particular the following: 
S. 712: Introduced by Senators Dirksen and Douglas 
. 1248: Introduced by Senator Douglas 
. 1853: Introduced by Senator Fulbright 
.1880: Introduced by Senator Magnuson (chairman) 
. 1926: Introducd by Senator Douglas 
I had the pleasure of testifying before your committee on June 1 regarding 
Senator Fulbright’s bill (S. 1853). Five copies of my testimony were filed with 
the committee and an additional copy was given to each member of the commit- 
tee. I made specific recommendations and offered certain suggested changes in 
S. 1853. These changes can be found in my filed statement on pages 31 to 37 
inclusive. 
I herewith enclose my comments on the following bills: S. 712, 8. 1248, S. 1880, 
S. 1926. 
Soliciting your earnest consideration of this legislation which is of deep con- 
cern to all of us and the public, I am 
Respectfully yours, 


RR TL 


J. FRENCH Ropinson, Chairman. 


S. 712, DIRKSEN-DOUGLAS BILL, TO ENLARGE SECTION 7 (h) OF THE 
NATURAL GAS ACT TO PERMIT CONDEMNATION FOR STORAGE 


NATURAL GAS Co., ON BEHALF OF CONSOLIDATED NATURAL GAS SYSTEM 
(The East Ohio Gas Co., Hope Natural Gas Co., the Peoples Natural Gas Co., 
New York State Natural Gas Corp., the River Gas Co.) 


My name is J. French Robinson. I am chairman of the board of Consolidated 


STATEMENT OF J. FRENCH ROSINSON, CHAIRMAN OF THE BOARD, CONSOLIDATED 
| Natural Gas Co. 
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« been employed by this company and its subsidaries in the natural-gas 


ness since 1921, a period of 34 years. 
I attended West Virginia University, majoring in geology and engineering and 
ee D degree in 1915 I received my master’s degree in 1918 
I was first employed by the Consolidated system companies as a petroleum 
st nd throughout the entire period of my work have been concerned 
th drilling, production, and purchase of gas I have also been continuously 
vaged in the problems of utility rates and services and the important task of 
rketing natural gas 


Iam a member of the American Petroleum Institute, the American Associa 
ion of Petroleum Geologists, and the American Gas Association and am a past 
resident of the latter organization. 


I 


I am presently a member of the National Petroleum Council and the Gas 
Industry Advisory Council established by the Secretary of the Interior. During 
World War II, I served on the Petroleum Industry War Council, being chair- 


the standing committee for natural gas and natural gasoline 
THE CONSOLIDATED SYSTEM 


The Consolidated companies as a group have been in business in the Appala- 
hian area since the early discoveries of natural gas in the 1880's. Our com- 
panies have supplied natural gas in Pittsburgh, Pa., since 1885, and in Cleveland, 
Ohio, since LSS 

Today the system supplies gas to over 1 million residential, commercial, and 
industrial consumers in Ohio, Pennsytvania, and West Virginia, and supplies gas 

wholesale to other utilities distributing in Pennsylvania, West Virginia, and 
New York. The system supplies, at retail and wholesale, an estimated population 
of over 7 million Almost SO percent of the consumers use gas for house 
heating 
In 1954, our total sales volume was 381 million M ec. f. of gas. Our estimated 
sales volume for 1955 is 410 million M ec. f. 

The Consolidated companies have produced gas for over 70 years. We have 
lealt with independent producers in the field for over 50 years and today buy 

inder 2,000 contracts with independent producers operating in the Appa- 
achian gas fields. 

Since 19423 we have secured supplies originating in the Mid-Continent and 
Texas Guif gas fields, by making long-term fixed quantity contracts with pipe 
ine companies. Today we purchase over 730,000 M ec. f. per day from Ten- 
essee Gas Transmission Co., Texas Eastern Transmission Corp., and Pan- 
handle Eastern Pipe Line Co. at an annual cost of $82 million. And these pur- 
ases are in addition to the 390,000 M c. f. per day which we produce and 
rchase in the Applachian area. 





IMPORTANCE OF UNDERGROUND STORAGE 


The Consolidated system has one of the largest underground storage operations 
in the country. It is operating 26 underground storage pools which, in the 
aggregate, hold approximately one-fourth of the total natural gas stored by 
the entire natural gas industry. The plant cost of these pools is approximately 
$55 million at the end of 1954. 

These storage operations have been developed over the period since 1935 and 
have involved numerous problems connected with the acquisition of storage 
rights such as are contemplated by S. 712. My work for the Consolidated 
system has involved the solution of these problems as they have come up and I 
im familiar with varied relations with property owners, producers, and other 

Underground storage is a vital facility in the natural-gas industry as it exists 
today. Due to the constant increase in the use of gas for house heating, the large 
listribution utilities have a harder and harder job in balancing supplies against 
mands. The most practicable means by which this may be accomplished is 
through large volume storage facilities, and the use of exhausted gas pools for 
| purpose has proven to be the most feasible method. If storage were not 
eveloped, the industry would be forced either to make larger and larger off-peak 
sales of dump gas or to greatly expand its transmission facilities with a conse- 
quent increase in rates. The former would be against good principles of conser- 
vation. The latter would be detrimental to the consuming public. Storage pools 

nswer the problem and the Federal Power Commission has recognized this in 
numerous decisions and opinions. 


‘ 


S 
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I had the pleasure to appear before the Senate Committee on Interstate an¢ 
Foreign Commerce on two occasions in 1954 in connection with the hearings the! 
being held on 8S. 525. 

At the hearing on March 38, 1954, I presented a statement of the position of the 
(Consolidated system with respect to the need for the right and authority to 
exercise the power of eminent domain under Federa! law. At the hearing of 
April 2, 1954, I supplemented my previous remarks, placing in the record a form 
of amendment to section 7 (h) of the Natural Gas Act. 

Much has happened since the hearings were concluded about a year ago, so you 
should be brought up to date. 

Throughout 1958 and 1954 representatives of companies in our system met 
with men from other gas companies in the Appalachian area and with repre- 
sentatives of some of the largest coal interests owning mines in Pennsylvania 
and West Virgina. As a result of countless sessions this group hammered out 
as near a model piece of gas-storage legislation as I believe can be found. It is 
a comprehensive bill which covers the entire field of storage activity. There is 
a section dealing with the drilling and plugging of wells, an eminent domain 
section, and a procedural section providing for administration of the act and 
appeals from administrative rulings. 

The eminent domain section contains the same limitations and restrictions on 
the exercise of eminent domain which we have previously urged here before your 
committee. I will speak at greater length in this connection later. 

Because West Virginia already has an enactment providing for the exercise 
of eminent domain by qualified persons, only that part of the model bill, agreed 
upon by the gas and coal people, which deals with the storage operation, was 
introduced in that State. The new law was passed in West Virginia this spring 
and is now in operation. 

In Pennsylvania, the agreed-upon bill has been introduced into the legisla- 
ture by Mr. Kent and Dr. Sarraf. The bill has been assigned to the committee 
on mines and mining. It had the approval of the United Mine Workers of 
America. I assume that the coal interests with whom we worked are informed 
as to the progress of the bill toward final enactment. 

When I speak of an agreed-upon version of this bill I cannot emphasize too 
much that many hours were spent in painstaking inquiry into the need for and 
meaning of every word, sentence, comma, or period. There is still room for 
improvement. 

At the various drafting sessions in Pennsylvania, the Pittsburgh committees 
determined that safety of operation could not be achieved unless the right to 
use eminent domain was also given. It is often necessary to search for an old 
well location before any work can be commenced. The exercise of the right 
of eminent domain will be of great aid in locating such old wells 

Now, as a general rule, a gas company which desires to develop a storage 
pool will examine any gas field in which it has a sizable interest and will then 
acquire any outstanding interest of other producers or owners by negotiating 
storage operating agreements. By dint of hard work and heavy puyments, we 
have been able successfully to acquire the requisite outsianding interests 
all of our present pools. But there are always a few unwilling owners who wil 
not settle at any fair price and we must either pay what they ask or risk going 
ahead without these interests. Obviously, we would like to avoid both of these 
alternatives. On the one hand, the consuming public suffers from any ex 
orbitant, but necessary, payment. On the other, the company risks its very 
large investment in the field if there is any outstanding “hole” in its property 
rights. 

Hence, we wholeheartedly support the right of eminent domain by which these 
few outstanding property interests could be acquired. 

On the other hand, we sincerely believe that 8S. 712, as introduced, is to 
general in its terms, and, if enacted in its present unlimited form, would be 
unreasonable and contrary to public interest. There are four main considera 
tions which lead to this conclusion and each can be solved by a rather simple 
limitation. 

First. The bill as introduced is broad enough to permit a natural-gas company 
to condemn interest in a field already being used for storage by another pro 
ducer, the storage capacity of which may already be devoted to the publie interest 
It would appear obvious that the right of eminent domain should not be broad 
enough to permit such condemnation. 

Second. The bill as introduced is broad enough to permit a natural-gas 
pany to condemn interest in a producing field even though the field contains 
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all or a large part of its original reserves and even though the person against 
whom the condemnation proceeding is brought is producing the gas to supply 
the consuming public. For example, two gas companies may be actively pro- 
ducing gas from the same field for the supplying of two different cities and the 
gas may be an important element in the supply picture of each city. The 
condemnation of interest by one company from the other might have a serious 
effect on the supplies of the other company and might interfere greatly and 
harmfully with the supply arrangements of the other. The same harmful 
situation would arise if there were independent producers in the field supplying 
two separate pipelines under contract. 

The right to condemn should be limited to fields which are nearly exhausted 
of their original reserves, although we do not think that the field need be 
completely exhausted. As we see it, a figure of 80 percent of the gas exhausted 
would be a reasonable one to fix as a prerequisite to condemnation. 

Third. The power of eminent domain contained in the bill would permit a 
natural-gas company which has only a small interest in a field, or even no 
interest at all, to condemn property rights from other natural-gas companies 
or utilities which have the bulk of the interest in the field and may be pro- 
ducing gas from the same or holding it in full anticipation of ultimately utilizing 
it for storage. It does not appear reasonable or proper that a natural-gas 
company which has only a small, or no, interest in a field should be able to 
interfere with the plans and programs of another natural-gas company which 
has already built up a major interest in a field. This is one utility interfering 
with another. 

It seems to us, predicated on a long period of experience in building up storage 
operations, that the company desiring to found a storage field should first acquire 
a sizable interest in the field before being able to utilize the right of eminent 
domain to condemn and thereby exclude other companies. In this manner the 
various rights of the chief operators in the field may first be settled by agreement. 
This very problem has already arisen in connection with pools in which we have 
held a large interest and in which other alien natural gas companies have desired 
storage rights. We have been able to work out mutual operating agreements 
which have served both our interest and theirs, to the benefit of the customers of 
both. Hence, as we see it, the company or companies which want to use eminent 
domain should first acquire the right by grant, lease or other agreement, to store 
gas in at least 75 percent of the said geological stratum within the area of the 
proposed storage project before using the right of eminent domain. 

Fourth. The exercise of right of eminent domain should be limited to condem- 
nation of the stratum to be used for storage and the wells leading to the storage 
stratum, as well as the right to condemn for the purpose of searching for old 
abandoned wells. Condemnation should not interfere with operations insofar 
as they relate to other producing and mining activities in other strata. 

In summary, therefore, we respectfully suggest that S. 712 be revised to pro- 
vide that the right of eminent domain may be exercised : 

(1) only if the storage reservoir is not already being used fcr purposes 
of storage by another person; and 

2) only if the original gas reserves in the proposed storage reservoir have 
been at least SO percent exhausted ; and 

(3) only if the natural gas company or companies, at the time of appro- 
priation, hold title in fee, or have the right by grant, lease or other agreement, 
to store gas in at least 75 percent of the said geological stratum within the 
area of the proposed storage project ; and 

(4) only for the purpose of appropriating the geological stratum to be 
used for storage, any gas reserves remaining therein, and any active or 
abandoned well or wells drilled into said stratum, and further to authorize 
the appropriation of the right to enter upon and use the surface of lands 
for the purpose of locating, reconditioning, maintaining, plugging, or replug- 
ging any active or abandoned wells, or operating any wells drilled into or 
through said storage stratum within the storage area. 

With the above in mind there is attached hereto as a supplement an amended 
version of section 7 (h) of the Natural Gas Act which is respectfully submitted. 

Respectfully submitted. 

J. FRENCH ROBINSON, 
Chairman, Consolidated Natural Gas Co. 
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S. 712, S4rH CoNnGrREssS—A BILL To ENLARGE SECTION 7 (h) OF THE NATURAL GAS 
Act To PERMIT CONDEMNATION FOR GAS STORAGE 


SUPPLEMENT TO STATEMENT OF J. FRENCH ROBINSON 
(Amendatory material italicized; deletions enclosed in black brackets) 


Substitute revision of S. 712 so as to make section 7 (h) of the Natural Gas 
Act read as follows: 

“(h) When any holder of a certificate of public convenience and necessity 
cannot acquire by contract, or is unable to agree with the owner of property as 
to the compensation to be paid for, the necessary right-of-way to construct, 
operate, and maintain a pipeline or pipelines for the transportation of natural 
gas, and the necessary land, or interest in land, or other property, in addition 
to right-of-way, for the storage of gas, or for the location of compressor stations, 
pressure apparatus, or other stations or equipment necessary to the proper 
operation of such pipeline or pipelines or storage operations, it May acquire the 
same by the exercise of the right of eminent domain in the district court of the 
United States for the district in which such property may be located, or in the 
State courts: Provided, That in the case of the acquisition of land or an interest 
in land for the storage of gas by such exercise of the right of eminent domain, 
the court’s judgment or decree shall contain restrictions and conditions which 
will reasonably and fully protect the rights of owners of lands lying within the 
boundaries of the proposed storage area, or of owners of any minerals or oil or 
gas thereunder, to explore for and produce the same from said lands by any 
method, and to conduct operations in connection therewith, including the pro- 
duction and disposal of waters and waste matter, all from or into any geological 
stratum other than the stratum to be condemned for gas storage: And provided 
further, That the right of eminent domain shall not be exercised to acquire, for 
the purpose of gas storage, (a) any known recoverable coal, except that the 
right to pass through said coal into the storage strata shall not hereby be denied, 
or (b) any interest in any geological stratum within the area of the proposed 
storage project which stratum contains oil or gas producible in commercial 
quantities through primary production methods either with or without pressure 
maintenance or secondary recovery methods of any type, in said stratum within 
such area and from which such stratum within the area of the proposed storage 
project in the original recoverable oil or gas reserves have not been depleted 
or erhausted by at least 80 percent, and unless and until the condemnor shall 
have acquired the right by grant, lease, or other agreement, to store gas in at 
least 75 percent of the said geological stratum within the area of the proposed 
storage project, or (c) any interest in any geological stratum within the arca 
of the proposed storage project owned directly or indirectly by a natural-gas 
company or by a person engaged in the local distribution of natural gas, which 
interest is being used by such natural gas company or by such person for present 
storage of natural gas in the performance of service to customers within its 
service area. The practice and procedure in any action or proceeding for that 
purpose in the district court of the United States shall conform to the Federal 
Rules of Civil Procedure, as amended, [as nearly as may be with the practice 
and procedure in similar action or proceeding in the courts of the State where 
the property is situated]: Provided, That the United States district courts shall 
only have jurisdiction of cases when the amount claimed by the owner of the 
property to be condemned exceeds $3,000.” 





S. 1248, DOUGLAS BILL TO AMEND THE NATURAL GAS ACT 


STATEMENT OF J. FRENCH ROBINSON, CHAIRMAN OF THE BOARD, CONSOLIDATED 
NATURAL GAS Co., ON BEHALF OF CONSOLIDATED NATURAL GAS Co, 


(The East Ohio Gas Co., Hope Natural Gas Co., the Peoples Natural Gas Co., 
New York State Natural Gas Corp., the River Gas Co,) 


My name is J. French Robinson. I am chairman of the board of Consolidated 
Natural Gas Co. 

My personal qualifications and an outline of the business of the consolidated 
system have been set forth in connection with my statements on other bills 
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nd IT respectfully refer your committee to those statements Sucl lis are 
the |} bright bill, S. 1853, the Magnuson bill, S. 1880. and the Dirksen 

The Douglas b S. 1248, would amend the Natural Gas Act so as to specify 
that the production of a company, subject to the jurisdiction of the act, should 
be treated on a net investment for original cost basis. This bill would not free 
ny producers from the Natural Gas Act and it would have the effect of reversing 
he principle set forth in the Panhandle Eastern Pipe Line case, both as to 
pipeline companies and independent producers. 

We are fundamentally opposed to the fixing of rates for the production of 
the transcontinental pipelines and independent producers on the basis of net 
nvestment We have taken this position consistently in prior appearances 
before your committee and before the Federal Power Commission, particularly 
in its recent investigation in docket No. R-142. In my statement relative to 


the Fulbright bill I included the full text of the statement which we presented 
to the Federal Power Commission on this matter, and I respectfully refer your 
committee to my statement relative to the Fulbright bill. 

We firmly believe that the best interests of consumers and the public require 
that regulatory commissions recognize, for gas in the field, values which provide 
sound economic and financial incentives and compensate for risks of development 
and production. Producers should be encouraged to drill wildeat wells, to search 
for new fields and new gas horizons, to develop Known fields and to sell gas to a 
utility market 

As applied to production operations, in the Southwest, with which this legis 
lation is particularly concerned, a strict application of the net investment method 
of regulation would be particularly bad, since it would tend to discourage the 
development of additional supplies 

Furthermore, this method of regulation could not be applied broadly to a large 
class of producers. This method of rate determination depends on a full and 
continuing examination of inventory of property and costs. And, to be workable, 
it is essential that the regulated companies conform to a specified code of 
accounts. Furthermore, there must be detailed allocations of costs under this 
method. 

The production of producers who remain subject to the Natural Gas Act should, 
in our opinion, be regulated on a value basis which takes into account all types 
of elements such as costs, prices, trends of costs and prices, and other factors. 
These are set forth in our statement in docket No. R-142, as mentioned above, 
and I respectfully refer your committee to that statement as set forth in my 
statement on the Fulbright bill, S. 1853 

Respectfully submitted, 

J. FRENCH ROBINSON, 
Chairman, Consolidated Natural Gas Co 


S. 1880, MAGNUSON BILL TO AMEND THE NATURAL GAS AC! 


STATEMENT OF J. FRENCH Ropinson, CHAIRMAN OF THE BOARD, CONSOLIDATED 
NATURAL Gas Co., ON BEHALF OF CONSOLIDATED NATURAL GAS Co 


The Bast Ohio Gas Co., Hope Natural Gas Co., The Peoples Natural Gas Co., 
New York State Natural Gas Corp., the River Gas Co.) 


My name is J. French Robinson. I am chairman of the board of Conselidated 
Natural Gas Co 

I have been employed by this company and its subsidiaries in the natura 
business since 1921, a period of 34 years. 

I attended West Virginia University, majoring in geology and engineering and 
receiving my degree in 1915. I received my master’s degree in 1918. 

I was first employed by the Consolidated system companies as a petroleum 
geologist and throughout the entire period of my work have been concerned with 
drilling, production, and purchase of gas. I have also been continuously engaged 
in the problems of utility rates and services and the important task of marketing 


natural gas 


Zus 





Iam a member of the American Petroleum Institute, the American Association 
of Petroleum Geologists, and the American Gas Association and am a past presi- 


ent of the latter organizatior 
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esently a wember of the National Petroleum Council and the Gas Indus 

Advisory Council established by the Secretar of the Interior During 

World War II, I served on the Petroleum Industry War Council, being chairma 
f the tanding Committee for natural gas and natural gasoline 


rTrHE CONSOLIDATED SYSTEM 


msvlidated companies as a group have been in business in the Appala 


ian urea since the early discoveries of natural gas in the 1SS0’s. Our com 
panies have supplied natural gas in Pittsburgh, Pa., since 1885, and in Cleveland, 
Ohio, since 1S9S 


foday the system supplies gas to over 1 million residential, commercial, and 


dustrial consumers in Ohio, Pennsylvania, and West Virginia and supplies gus 
wholesale to other utilities distributing in Pennsylvania, West Virginia, aud 
New York. The system supplies, at retail and wholesale, an estimated populatio 
of over 7 million. Almost 80 percent of the consumers use gas for house heating 

in 19%4eur total sales volume was 3S1 million M c¢. f. of gas. Our estimated 
sales volume for 1955 is 410 million M ec. f. 

The Consolidated companies have produced gas for over 70 years. We have 
dealt with independent producers in the field for over 50 years and today buy 
gas under 2,000 contracts with independent producers operating in the Appalach 
an gas fields. 

Since 1943 we have secured supplies originating in the Mid-Continent and 
Texas Gulf gas fields, by making long-term fixed-quantity contracts with pipeline 

mpanies. Today we purchase over 730,000 M e. f. per day from Tennessee Gas 
Transmission Co., Texas Eastern Transmission Corp., and Panhandle Eastern 
Pipe Line Co., at an annual cost of S82 million, And these purchases are in 
iddition to the 390,000 M ec. f. per day which we produce and purchase in the 


4 


Appal hian area 


OUR INTEREST IN THE MAGNUSON BILI 


As pointed out above, the Consolidated companies purchase large quantities 
if gas from three of the major pipeline companies subject to regulation under 
the Natural Gas Act, and we are vitally interested in all matters of regulation 
from the standpoint of wholesale customers buying gas at regulated rates. 

Two of our subsidiaries, Hope Natural Gas Co. and New York State Natural 
Gas Corp. sell large quantities of gas in interstate commerce subject to the juris 
diction of the Natural Gas Act and these companies are vitally interested in all 
matters of regulation from the standpoint of the regulated company. 

We will consider the major points presented by the Magnuson bill in the 
order in which they appear. 


SECTION 1 (A) OF THE MAGNUSON BILL TO AMEND SECTION 1 B) OF THE ACT 


This section of the bill, among other things, would eliminate the words which 
imit the jurisdiction of the Commission to sales “for resale.” This would 
obviously extend the jurisdiction of the Commission to direct sales, principally 
sales to industrial customers. 

The legislative history of the Natural Gas Act shows that the limitation to 
sales for resale was one of the most exhaustively considered points in the whole 
statute It should obviously not be eliminated without thorough considera 
ion of the reasons therefor and the economic and regulatory consequences of 
the action 

While, in time past the Federal Power Commission supported this amendment, 
the report filed by the Commission as to this bill states that the majority of 
the Commission no longer seeks this extension to its jurisdiction 

We believe that any such change is fundamental to the whole statute. How 
ever, in view of the present attitude of the Commission, we believe that it is 
intimely to comment on the subject. If the issue is regarded as serious, we 
will however, offer further comments if the committee so desires 

This section of the bill would also extend the jurisdiction of the Commission 
to include foreign commerce. In view of the likelihood of the importation of 
gas into this country from Canada and of the exportation of gas to Canada, 
we consider this to be a worthwhile amendment. This change is further 
mplemented in seetion 1 (b) of the bill 
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SECTION 1 (C) OF THE MAGNUSON BILL TO AMEND SECTION 4 (C) OF THE ACT 
This amendment would give to the Commission the power to suspend rates 
for the sale of gas for resale for direct industrial purposes. 


We do not at this time have any problem in this regard either as buyers or 
sellers and in consequence make no comment as to the need for any such 
amendment 

However, it is apparent from the legislative history that this applicable limita- 
tion in the present act is keved to the fact that under section 1 (b) the Com 
mission has no jurisdiction over sales for industrial purposes. The amendment 
to section 4 (¢) should not be considered if, as above stated, the Commission 
desires that the amendment to section 1 (b) shall not be considered. 


SECTION 1 D 1 OF THE MAGNUSON BILL TO AMEND SECTION 5 (A) OF THE ACT 


This section of the bill would eliminate the present limitation which forbids 
the Commission to order an increase in rates and would authorize such orders 
when necessary to correct discrimination. 

Ve do not believe this amendment to be necessary at this time. A natural- 
gas company taay have sound economic or other reasons for not charging the 
full rate to which it is entitled. This could only be a public issue if such a 
company were by this failure endangering its financial and economic well- 
being to the possible detriment of its other customers. There are no known 
instances of any such condition at this time. 

SECTION 1 (D) (2) OF THE MAGNUSON BILL TO AMEND SECTION 5 (A) OF THE ACT 


This section of the bill would authorize the Commission to allocate supplies 
during “periods of emergency.” 

The Commission has been asserting this power under the present statute and 
all instances where allocation has been necessary have been dealth with. As a 
general matter most companies now have adequate supplies and there appears to 
be little if any present need for this amendment. 

We are opposed to this type of Commission action for two reasons. 

In the first place, we believe that most emergency situations can best be dealt 
with by the industry without the intervention of a governmental agency. 

In the second place, we have found that Government allocation has hurt the 
ultimate consumer and local utilities by tending to relieve the pipeline com- 
panies of their full responsibilities to make deliveries of gas. In fact, action by 
the Commission has appeared to have the result of allowing emergencies to con- 
tinue and be prolonged because the regulated company has been relieved of some 
of the compulsion, which it otherwise would have been under, to enlarge its 
system and eliminate the shortage. 


SECTION 2 (A) OF THE MAGNUSON BILL TO AMEND SECTION 7 (B) OF THE ACT 


This section of the bill would write into the statute the authority presently 
being asserted by the Commission to prevent the abandonment or curtailment of 
service 

We believe that the present statute includes this authority, but we see no harm 
in the clarifying language 

SECTION 2 (B) OF THE MAGNUSON BILL TO AMEND SECTION 7 (C) OF THE ACT 


The present certificate section of the act requires a hearing in all cases, The 
amendment would change the act so as to require only an “opportunity for hear- 
ing and reasonable notice to all interested persons.” 

As a general rule we favor this amendment. Hundreds of useless hearings 
have been held under the present statute in spite of the fact that no persons 
other than the applicant had any desire to be heard. 

However, it should be well understood, if the amendment is made, that the 
Commission should be liberal in the interpretation of the term “interested per- 
son.” For example, one company A sells to B who in turn sells to C who in turn 
sells to D, and it should be clear that all persons down the line in any such chain 
of transactions are “interested persons” as to any action to be taken by A. 

This section of the bill would also extend to the Commission more latitude 
in the authorization of emergency and temporary operations without formal 
applications or opportunity for hearing. We believe this to be sound and in 
the interest of better operating practices and service. 
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SECTION 2 (C) OF THE MAGNUSON BILL TO AMEND SECTION 7 (C) OF THE ACT 


This section of the bill would authorize the Commission to prorate available 
supplies in a certificate case “for utilization in such areas or for such purposes 
as afford the most advantageous benetits to the public’. 

his is direct end use control and should not be enacted. 

The ultimate use of natural gas is a matter of local State regulation and 
should be dealt with by the local authorities. 

the report of the Commission on this bill makes no clear statement on this 
point and we may assume that the Commission does not support this amendment 


SECTION 2 (D) OF THE MAGNUSON BILL TO AMEND SECTION 7 (F) OF THE ACT 


The existing “service area” provision in section 7 (f) has never been tried and 
could well be eliminated, as is done by this amendment. 

The proposed section would permit reasonable enlargements of facilities to 
serve existing customers without requiring the expense and time consuming 
certificate proceedings, and, accordingly, we are in general agreement with its 
objectives. 

However, we believe that the rules and regulations to be adopted by the Com 
mission should place careful restrictions and limitations against the overexpan 
sion of facilities and the committee might request from the Commission a more 
enlightening statement in this regard than is set forth in the Commission’s 
report on the bill. 


SECTION 2 (C) OF THE MAGNUSON BILL TO PROVIDE A NEW SECTION 7 (I) IN THE ACT 
This new section would authorize the promulgation of “safety” regulations. 
The statement of the Commission in support of this new section shows that the 

Commission desires to promulgate the Code of Pressure Piping adopted jointly 

by the ASME and ASA. 

The Consolidated system is now following this code and believes it to be a 
desirable industry practice. 

We believe, however, that the committee should seriously consider whether or 
not there should be a Federal or State approach to this subject. Some States 
have already acted and others have the subject under consideration. 

While, of course, the long interstate pipeline companies would no doubt prefer 
to operate under a single uniform code, the question of safety is essentially local 
in character. The residents and homes of the locality are the matters to be 
protected and, of course, local conditions and needs in this regard may vary 
widely from place to place. 

Furthermore, the Natural Gas Act does not apply to important segments of 
the industry which are or will be covered by State safety regulations. 

Consequently, we believe that the committee should examine carefully into 
the whole problem of Federal versus local regulation in this important matte 


SECTION 2 (C) OF THE MAGNUSON BILL TO PROVIDE A NEW SECTION N J) TO THE At 


This new section would authorize the Commission to issue regulations and 
orders as to interconnections and deliveries during wartime. We, of course, 
recognize the paramount authority of government in such times and the issue 
hefore the committee is whether this authority should be lodged in the Federal! 
Power Commission or in the agencies specifically created for and limited to the 
wartime emergency. We believe that it is more in line with governmental policy 
that the latter should be the case. 

The new section further extends to the Commission this authority to order 
interconnections and deliveries “whenever the Commission determines that an 
emergency exists.” From our many years’ experience in the business, we believe 

that the various companies in the industry cooperate fully and adequately in 
times of emergency and that the problem should continue to be handled on a 
| voluntary basis. This will, of course, foster and promote industry initiative and 
cooperation. Hence, we believe that the new subsection should not be enacted 


SECTION 3 OF THE MAGNUSON BILL TO AMEND SECTION 12 OF THE ACT 


This amended section provides for full regulation of the security issues of 
companies subject to the act. 

Subsection (h) of the new section would exempt companies which are subject 
to the Public Utility Holding Company Act and inasmuch as the Consolidated 
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I} ection of the bill would broadly ¢ end the power of the Commissic to 
estigute on a routine busi those element I I d t! vhich ay hot 
yiect to it irisdiction, whereas the present itute miits ich investigation 
itt oncerned Ith legislatiol 
We seriously question the wisdom of extending any such power to the Con 
‘ tine vhen the Comuii on is complaining that it is already ove 
lened with work The mere building up of statistics as to operations with 
the Con ion has no regulatory authority could be an utterly useless, 
‘ nsuming and expensive endeavol Qn the other hand the present limita 





on of this authority to matters having to do with possible legislation is natural 


d logical and we recommend that it be retained. 


SECTION 5 O riik MAGNUSON B I O ENLARGE SECTION 5 OF THE AC] 


Lhis new section would give the Commission a broad, and indeed frightening, 


power to order reparations 


rhis 1 new departure in regulatory policy and would raise serious consti 
min ind regulators problem Phere could be serious conflicts with State 


regulation, There would be serious and fundamental accounting and financial 
problems The provision indeed holds the power to wreck and _ stultify the 
industry to the great detriment of the very public which the act is designed 
protect 
We understand that the Commission has now withdrawn this matter for furthe 
onsideratior And we, therefore, make no detailed comment at this time. 
However, the problem, if again raised, will merit the most earnest and far 
hing consideration by your committee and we will then present our views 





Respectfully submitted 
J. lf RENCH ROBINSON, 
Chairman, Consolidated Natural Gas Co. 


S. 1926, DOUGLAS BILL TO AMEND THE NATURAL GAS ACT 


STATEMENT OF J. FRENCH ROBINSON, CHAIRMAN OF THI S;OARD, CONSOLIDATED 
NATURAL GAS Co., ON BRHALF OF CONSOLIDATED NATURAL GAs Co. 


The Bast Ohio Gas Co., Hope Natural Gas Co., the Peoples Natural Gas Co., New 
York State Natural Gas Corp., the River Gas Co. ) 


My name is J. French Robinson Iam chairman of the board of Consolidated 


\I personal qualith ations and an outline of the business of the Consolidated 
tion with my statements on other bills 
1 I respectfully fer vour committee to those statements Such bills are the 
Fulbright bill, S. 1 the Magnuson bill, S. ISSO: and the Dirksen bill, S. 712 
The Douglas bill, S. 1926, proposes to amend the Natural Gas Act so as to exempt 
om jurisdiction of the Federal Power Commission all producers selling less than 
2 million M ec. f. per year in interstate commerce. This bill would leave under 
he full jurisdiction of the Commission all of the large producers which are ver) 
ew n number but make very large sales of gas in interstate commerce 
We have given this matter of dividing jurisdiction of the Commission 
I ul consideration, and while we do not detinitely oppose this approach, 
we greatly favor the approach which we have taken with respect to the Fulbright 


svstell have been set forth in connec 








] 


(ur belief is that all producers, both large and small, should have the right to 
e exempted from the jurisdiction of the Natural Gas Act, if, but only if, thes 
ree their operations from the favored-nation and escalation clauses which are 

ese] causing the distribution companies and consumers so much trouble 
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( versely, we believe that al producers, both large and small, should be 
to the jurisdiction of the Federal Power Commission if they have not 
| themselves from these harmful practices 
t pectfulls submitted 


J. Frencu Rorinson 


Chairman, Consolidated Natu 


Mir. Roprnson. I disagree with some of Mr. Boatright’s figures. 

that is what you are referring to, and I can't for the life of me 

check them. 

If vou w ill refer to the heures on leveland, Olio, in Doctor Boat 
olt’s tabulation for 1949, he has a figure for the estimated average 


Hie price received by producers for natural gas supplying Cleveland 


‘ I SS. | cents. 

Lhe > peline companies that we buy vas from, supplying Cle veland, 

1e price 18 6.5 cents. 

In 1950, he has a price of 8.87 cents. We have a price of 6.8. 

In 1951, he has 8.63; we have 6.7. 

Senator DANTEL. His purports to be an estimated average ot field 
price received by producers for natural was supplied to Cleveland. 
Would that include some other company—what about Columbia ¢ 

\Ir. Roprnson. east Ohio is the only COMpAany that serves the ity 
of Cleveland. 

In 1951, he has 8.63: we have 6.7. In 1952, he has 9.05, we are gettine 

there, 8.9. 

In 1953, he had 11.358, we have 11. In 1954, we have almost 12 cents 
[It isa minor clifference, but T just can’t follow it. 

Senator Danipn. At least he has the prices figured a little higher 
in you have them ail the way through. 

Mir. Roprnson. That is correct. What I think happened I think 
vot into the same error I did on the table that [ corrected. I think 
ome of these prices may include some hauling of was that Texas (yas 
Pransmission Co, charged Texas Eastern Transmission Corp., and that 
Tronkline charged some into Panhandle. I couldn’t cheek it. 

We disagree on that table to quite some extent in figures. I don’t 

he means the city of Cleveland, I think he means the Cleveland 


irea, because the numbers of eustomers don’t jib, but that 1 \ 
rensonably @ood statement. 

Senator Monronry. Senator Br cker, do vou have some questions ¢ 

Senator Bricker. I have no questiol . 

Senator Monronry. Senator Duff? 

Senator Durr. I have no questions, 

Senator Monronry. Senator Daniel 2 

Senator Danie... As I understood it, Mr. Robinson, vou do feel that 
some type of legislation is necessary to solve the chaotic situation we 


find ourselves in / I< that correct / 
Mr. Ropinson. I feel that the producer should be just as free from 
egulation as it is humanly possible. I think he should be given all 


the incentives to go out and develop reserves, and be paid amy ly for 


them. 
I would like to see a true competition develop. I am positive we 
do not have true competition today, because escalation and favorec 
ition clauses, with those, you can’t have true competition. 


OG > bat 
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we can devise some way to get rid of all escalation and 
favored-nation clauses, then I think we have solved our problem. 
Senator Danre.. Well, do you feel that we simply must pass some 
type of legislation to take care of the situation, especially with refer- 
ence to those who need more supplies of gas¢ Of course, you are in 
an enviabl 
and I don’t suppose it would hurt your companies or consumers too 


e situation in having acquired an adequate supply of gas, 


much if leg slation was not pa sed. 

ls that assumption correct ¢ 

Mr. Roprnson. I do not have the fear that has been expressed here, 
Senator, that if you don’t do something you are going to dry up this 
upply of gas. 

Senatot DANIEL. You have a supply already sewed up. 

Mr. Ropinson. I know, but the management of our company saw 

to do it. Now, I think that we have got to take those things into 
consideration. 

Senator Danie... Until you got your sup] 


undel long term contracts, you did feel like the producer should be 


sly committed, though, 


free to increase the supply in order to take care of your market, didn’t 
vou é 

Mr. Rorinson. I still think the producer should be free, I am for 
that kind of operation forever. I just can’t believe we can have these 
favored-nation escalation clauses in contracts and have free competi- 
tion, and I said that in my statement, and I said it back in 1947, when 
| Lestli d 

Senator Danre,. When you testified in 1947, you did not have an 
adequate supply of gas for your consumers, did you 4 

Mr. Roninson. We have always pretty well had an adequate supply, 
penator. 

Phere was a time when we had some restrictions in the State of Ohio 


mn sales ior house heating purpo es, partly due to war demand, but 


} 1 3 s ] : : 1 
at no time have we peen 1n a Serious pos tion With our fas supply. 


Senator Danie. I assume that you might have been concerned 
about supply in 1947, and I am going to read to you from page 3383, 
sunply for the purpose of seeing whether or not this will recall it to 
your mind. 

Mr. Ropinson. Yes, sir; I read it this morning. I would be glad 


to hear it again. 


a r Dantes. Re ang from page 3309 of your testimony on 
17 s 


H. R. 2185, and other bill 


l al and reasonable price for gas is established at the well, and 
until all I f kPC control over production companies are expuned, it is 
ce! at we will be unable to secure an adequate supply of gas for our 
0 I pul 

Now, that the way vou felt about it in 1947 ? 

Mr. Roprnson. It certainly was. 


1 } 


Senator Dantex. In other words, you felt that the producers must 
have freedom to go out and explore and develop in order for you to 
get an adequate supply for your consuming public ? , 

Mr. Rosrxson. I felt that way then and I feel that way now. 

Senator Danrev. Did you have an adequate supply at that time? 

Did you have all of these contracts with the gas reserves tied up 


that you have today? 
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Mr. Rogrnson. Senator, we at no time have had any serious short- 
ages of gas. I think we had some restrictions on, as | said, in the 
State of Ohio, 2 or 3 years that we didn’t take on all the house heat- 
ing load that was asked for. Some of that was due to a gas supply. 
Some was due to extension of mains, and the city lines, at which 
materials were scarce, and other conditions. 

We were short, certainly. 

Senator Bricker. That was due to the Northern Utilities Corp., 
wasn’t it 4 

Mr. Roprnson. That is correct. 

Senator Danten. I am just asking what did you mean in 1947 
when you said, “we will be unable to secure an adequate supply of gas 
for our consuming public” ¢ 

Mr. Roptnson. I think if you will read my statement at the begin- 
ning, Senator, I represented not only our own companies at that 
time, but was speaking for the industry as a whole. 

Senator Dante. In other words, ° vou were concerned about supply 
for the industry as a whole? 

Mr. Roprnson. That is correct. 

Senator Dantev. Do you realize that probably SUPP 'y -_ more 
to do with the price that the ultimate consumer is going to have to 
pay than anything else ¢ 

Mr. eee ra | irae it will have something to do with it, J] 
wouldn’t say it has the most to do with it, Senator. 

Senator Biaeens If we do find an adequate supply, and if it is 
available for interstate shipment, that is one factor in this business 
of keeping the pr ice from going up, and m: Ly be even lower ing it some 
day, isn’t it 4 

Mr. Roprnson. That unfortunately, isn’t the case. If you will 
look at the table 1, and this chart 1—A, that doesn’t seem to follow. 
You have tremendous increases in reserves, and still the price goes 
up constantly. 

the last year, when you get into increases as I have illustrated 
In appendix 4, where the price of gas without hearing went from 
6 and 7 cents to 12 and 13 cents, [ don’t see how the public can be 
protect ted if those conditions are allowed to go on without a hearing, 
without any discussion or anything else, and that is under the Phillips 
de ision. 

Senator Dante. Do you mean you are comparing the net produc- 
tion to proved recoverable reserves / 

What I am talking about is the supply of gas committed which will 
flow into interstate commerce. In other words, if we have a good in- 
crease In the amount of gas that can be committed to interstate com 
merce, isn’t it likely that adequate supply will help hold the prices 
down, or maybe decrease the prices to the consumer, somed: ay ? 

Mr. Etecsmees. 3 I don’t see much hope for decrease the w: ay things 
have been going. I might say I can go out tomorrow and buy consid 
erably more gas than I need. 

Senator Monronry. At what price ¢ 

Mr. Rosinson. The same price I am paying at the pipeline. 

Senator Monronry. You can get it? 

Mr. Rowinson. Yes. 











Ss tor Monroney. How come some of these other people testify if 
ey go out to buy extra gas, it costs them up to 20 cents a thousand ¢ 
Mr. Ropinson. You misunderstand. I say I can buy it from our 
pipeline company. We do not go into the Texas, Oklahoma, or South- 
west fields to buy gas from the producers. We feel that is a duty and 

ition on the pipeline companies. We have not gone down there 


ind bid for gas. like some distributing companies have. I think you 
iad al Illustration of one COIN down and bought FAS ON sealed bids. 
We don’t think that is quite tl e proper way to clo it. 

Senator Monroney. If the price is out of line, that is partly the fault 
of the buyer, then? 


Mr. Roprnson. Certainly, I don’t think we can lay all the blame on 


the producer. I think some of the distributing companies are just as 
mu dutch as the producers are 

aT tor Monronry. You sav the distributor goes down to Lousiana, 
for instance, to acquire some more was at 2 20-cent price. Does he run 


ca : ; 
t mo} 1 | eona sort oft enarter basis / 


\l Ie BINSON, Some ras has been purcha ed down there, and the 
pipeline people have transported it for them at a charge. Some com 


panies have built their own lines, or had a Hi ie built for them for the 


rey? orty On ot TAs \Ve have cl< lie neither ot trhose, 


senaror NRONEY You have dealt with the long lines as a customer 
| bareained at arm’s leneth ? 
Mr. Roprnson. We have dealt as a customer what you might say at 


arm’s leneth. then that is filed with the Federal Power Commission as 
wifi If thev agree w ith it, that is what it 1s. If they don’t that is 
somet l yr else, 
= itor Danten. Back there when you support d the Moore-Rizley 
bill, it would have exempted distributors from the Federal Power Com- 
‘ control and reoulation, would it not? 
Mr. Ropinson. I think that is right, Senator. 
™ { Danie. There was an East Olio case that held in the Su- 
preme 4 ourt. de nite language 1 } the bill. that distributors were sub- 
ject. to Federal Power Commission regulation. 
Mr. Rortnson. That is right. 
Senator Danien. When that ease was handed down, you supported 
: on which would exempt the distributing ym panies, did you 


tor Briexer. If thev were subject to State regulation ? 

Mir. Roptnson. Yes. There is ql te . difference, Senator Daniel. 

Che Federal Power Commission, even in the ruling of the Supreme 
Court nthe mast Ohio ease. never had ny mur ~ lie tion to sef a single 
rate of East Ohio Gas Co.: at no time could the Federal Power Com- 
] sit dete rmine any rates or ch urges mace by East Ohio. 

Senator Dantet. What I am driving at 1s, vou understand the feel- 
ing of the producers who contend that they should be exempted from 
‘ulation by the Federal Power Commission because they are not 


utilities, and for other reasons that have been stated. 

You understand their position and once supported that position. 
Mir. Rosrnson. I still support it, sir. 

Senator Dante. With certain modifications. 

Mir. Ropinson. Yes, sir, and I think the public has to be protected. 
That is the only Way I can see to protect the public. 
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Senator Danie. The only thing i do not understand cleat iron 
vour testimony how vou think a produce would be able to make a 
Ce tract Tor \ aU-ye ] pel OU, tying up his ga reserve, that would 
assure tilin O14 in adequate return on lus investment without some kind 
of a fixed ¢ lation at each 5 vears. 
Mr. Re BINSON, I don’t th nk you meant adequate returh o vest 
ment. i a t think that you can regulate produce) on a rate ot 


return on thelr investment, 


& In} vou have got, 11 VO} are going to do that. t eh VOU are Golne 
tO ive to aliow them an entirely ditferent 4 nceept ot rate of return 
Senator Danient. We are certainly in agreement on that. I meant 

{ clude, of course, taking into consideration the risk, losses on dh 
ind all of those th hoes. We are In agreement on that. but how 


do you think that a producer can make a contract under the proposal 

it ve vdivanes re that would take care of him 7 . 

\ Robinson. Senator, [ have stated as clearly as 1 know how to 
tate it that if | were a prod ier and Was F011 oY TO sel] some Vas under 
these conditions, or any other conditions, I would ask for a review of 
ntract at each? year period. 

Senator Danren. And vou think that would be sufficient to protect 
you from vour standpoint, as a producer 4 

Mr. Roprnson. If I didn’t, I wouldn’t make the statement I just 
made, Senator. Yes, sir, I do. 

Senator Danren. You can see why some producers are worried and 
ire gong to 7 ul to develop their as reserves, or del iv the develop 
ment of their gas reserves until they know what is going to happen out 
of this controvel y. do you not ¢ 

Mr. Ropinson. | can’t prt much eredence in that statement at all, 


] 
I think the reserves will be developed. 
1 


Senator Dante... Well, again, IT am colng to read from your own 
, ( C ° 9 rm) i 

atement in 1948, now from page QO. he hearing was on H. R. 
' { 
t | 

N Liv, Many ve oll panies have refused to put their gas o1 
ket under long-term contracts for fear they will be subject to such rulit fro 
the Federal Power Commission and the costly processes of complying with the 
(C‘ommission’s accountil and report order 


You saw that possibility then, didn’t you ? 

Mr. Rortns \N. [t is stil] existent. some have n’t put up much oa 
on the market even since that time. way back before that time in 1943 

Senator Danren. Then again you said: 


Wherever the Commission has the opportunity to set prices for produced ga 


as in the case of the production departments of certain transmission companies, 


it has set a price which is so low that no one in his right mind would 
at that price if not under absolute legal compulsion to do so 


Do you still agree W ith that statement ? 

Mir. Ropinson. I made that statement. 

Senator DanteL. Then can’t you understand why producers would 
be worried about having to leave to the Federal Power (Commission 
appre val of their redetermination of prices every a years ¢ 

Mr. Rorryson. Senator. you have had a lot of things hap} e mee 
then. You have the Panhandle decision that wipes out a great deal 
of that fear, in my mind, at least. 

Senator MonronN! rw Only SO long as the Federal] Power Commis- 
sion happens to be on that track. 
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Mr. Rorirnson, This Congress can certa nly make that law, if they 
want to. I don’t think they can blame the Federal Power Commis- 
_ T think Congress can do that very thing, if they want to. 
ms itor Monroney. You believe the Panhandle case would set no 

] 


permanic { precec nt for aman to go ahead \ ith a lO year drilling 


program in reliance on that? 
Mr. Ropinson. I think Congress could do it. 
senator Mont NEY. Senatol Br cker ¢ 
= itor Bricker. | don’t believe I have any further questions. 


Senator Durr. Am [right in assuming, Mr. Robinson, that on page 
11. the essence of what vou have in mind is (1) that the rate of in- 
CTEASE n the price of ons is greater by far than the increase 1n re- 
erves: (2) in view of that fact the type of increase that you have 
delineated on this same page should not be held without some public 
Hearing for the protection of the pul lic? 

Mr. Rozrnson. That is correct, sir. 

msenator DANIEL. Mr. Robinson. does the Columbia (ras System 
erve practi ally the same area as yours with the exception ot Cleve- 
lan i) Go VOU ¢ Ompare as to area serve ad? 

Mr. Re BINSON, We serve 1n the same veneral area. The closest 
they get to Cleveland is Parma. which is on the southwest part of 
( level il d, and then they serve Columbus, Toledo, whereas in Ohio 
we serve Cleveland, Youngstown, Warren, Niles, Akron. 

Senator Dann L. Both companies serve Various areas in several of 
the same States? 

Mir. Roninson. Thatisright. Inthe city of Pittsburgh, the Colum- 
bia interests, the Manufacturers Heat and Light Co., and one of our 
subsidiaries, Peoples Natural Gas Co., and a third company, Equitable, 
all serve within the city of Pittsburgh. 

Senator Danie,. And both the Columbia System and your Con- 
solidated Gas and Electric 

\ir. Ropivson. No electric, Senator. We are just a gas business. 

Senator Danrev. Purchase Appalachian gas ¢ 

Mr. Roprnson. Yes. 

Senator Danien. Are you both producers in those fields? 

Mr. Ropinson. Yes. 

Senator Danie,. How do your consumers compare ? 

Mr. Ropinson. Oh, I would say very nearly the same—I would 
rather not testify for Columbia. I will testify to anything in the 
world on my own system. 

Senator Daniev. The only thing I am trying to ask you is are the 


ysten parable as to size and veneral operating procedures ¢ 

Mr. Ror:nson. Columbia is probably a little larger than Consoli- 
dated I would say our general rates in the area are comparable. I 
think some of their resale vas is higher than some of ours, but as a 


rule, 1 would say they are comparable systems. 

Senator Dantev. I have here a report to the stockholders of the 
Columbia System, in which it appears that the chairman of the board 
and the president, take a different position from you on this matter, 
at least to some extent. 

They do not believe that the producers should be under regulation. 
They feel there will be a greater supply if they are not under regu- 
lation, and I just wondered if you can account for any difference be- 
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tween the position taken by the Columbia System in favor of this 
legislation without the limitations you put on it, and your position / 

Mr. Rosrnson. Well, ] certainly can't speak for the Columbia posl- 
tion. I have given you my position. 

Senator DANIEL. Are they in any different situate NH from you as 
to the amount of gas supply that they have under contract; do you 
know that 4 

Mr. Roprnson. I don’t know, Senator. 

Senator Daniet. Mr. Chairman, I would like to offer this state- 
ment for the record. 

Senator MONRONEY. Without objection, it Is so ordered. 

(The report to stockholders referred to follows :) 


COLUMBIA GAS SYSTEM ReEpoRT TO STOCKHOLDERS 
REGULATION OF GAS PRODUCEI 


Considerable controversy has followed recent decision of the Supreme Court 


of the United States which extended the regulatory power of the Federal Power 


Commission so as to cover thousands of independent gas producers of natural 
as and require the Commission to fix the prices at which such producers could 
Sell their gas to pipelines for ultimate resale t » the public in other States. You 
should be aware of the position of your management in this matter 

It is the responsibility of the System to provide good and efficient service to 
its customers at a fair and equitable price. However, we do not believe that 
the long-range interest of consumers or of stockholders will be best served by 


lederal regulation of such producers. The business of prospecting for natural 

highly competitive and hazardous undertaking and the thousands of 
ndividuals and corporations who engage in this business must risk huge amounts 
of capital. These individuals and corporations have been willing to take this 
risk with the knowledge that should gas be discovered they would profit by selling 
this gas in a free and competitive market. We fear that price fixing by the 
Federal Power Commission or even the prospect of such price fixing will disecout 
age producers from taking the risks involved in further exploration for gas and 
will cause them to channel such additional natural gas supplies as may become 
available into nonregulated uses. At the present time the gas supply available 


isis a 


to u sis sufficient, but as requirements continue to grow additional supplies must 
be obtained. 

The earnings of our system have suffered during the past few years because 
we were unable to obtain increased rates in time to offset increases in the cost 
of the gas we purchased. Thus, our immediate interest might seem to be served 
best by strict regulation of the price which producers may charge for the gas 
sold to interstate pipelines. However, we must direct our attention not alone 
to the present, but also to the future, because we have an obligation to obtain 
the gas supplies needed to serve our ever-increasing requirements. This we 
firmly believe requires that the gas producers be permitted to operate in a free 
and competitive market. 

The price paid by consumers is in large measure determined not by the field 
price of gas but by the cost of transporting the gas from producing areas and 


by the cost of the complex operation of delivering it to the consumer. The cong 
sumer’s gas bill would not be changed materially through Federal regulation of 
he field price of gas, and certainly any reduction the consumer would receive 
would not be sufficient to justify the risk to him that adequate supplies would 
not be available in the future. 

Senator MonroneEy. Could you tell me in these amendments that 
you propose to the Fulbright bill, would not that adoption, if the 
producer wished to stay independent and out from under Federal reg- 
ulation, roll back his price—would it not roll back his price that he is 
now getting under the contracts that he signed, in almost 100 percent 
of the cases? 

Mr. Rorryson. I think a study would have to be made of that, 
Senator. I couldn’t answer that. 
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~ t; \I NEY Bette : t tre es, have 2 l 
o 1 i ¢ i ( } d all these others here 
e her ! ( ta piace e avout 49 and 1950. 
\\ ( i Ui raise I t ha OCF red | the result 
ore 1)] leter) tion, or al othe! 
a? 
\Ir. hol Sco. | th kx trhout aonbt that s tne mayo} Callist 
Senator Monroney. So in etfect. if we adopt your amendments, the 
tect would be, perhaps, to roll ba ktoapr e level of 1950, 
; l 
\] R N I wouldn't t K SO 
~ \] | ry Hov Ol ou drop it? You st n 
} ) t¢ a4 
\] RoPINSON No. The Federal Power Commission. or some 
ney, should determine what is a reasonable price, and 1f these esea 
tion ¢ Ist ve put the price of gas above that reasonable price, 
ert | to he owered. 
Senator Monroney. Back to whatever they determine ? 


Senator Monroney. The independent producer would be der 

deral reg on. 

Mr. Ropirnson. As loi Yr as the lause ire in existence, I propose 

it | be under regulat n, and they are regulated today, ir’, 

Senator Monroney. Under the supreme Court decision ? 

Mr. Ropinson. Yes, sir: ry much so 

Senat Monroney. You say vou are in favor of independent oper 

on without regulation, vet from a practical standpoint, practically 
percent of the contracts contain these very clauses which would 
e to be renegotiated with the approval of the Federal Power 

y} 10 


Mr. Rorrnson. Or subject them to Federal power control. That is 
I am saving. 

nse itor Mi NRONEY. Actu illv. it comes bac k to Federal regulation. 
Mr Roprnson. Y« u may term it any way you want. That isn’t 


my viewpoint. 


id it. I am sure your 


Senator Monroney. I don’t see how you avo 
gas industry would lead you to believe that 


ort experience in the 
we wo ld get the supply of gas much better under a free, competitive 
enterprise than under a fixed rule of controlling the rates of producers 


hy 


Wwe 


the Federal Power ( ‘ommission. 

Mr. Roptnson. I think if we had fair and reasonable rates, it 
uuldn’t make too much difference in the supply. 

I had the same fear when the Natural Gas Act was passed. I was 


the business then. and | just thoug] { throwing these pipeln es into 
the risdiction of the Federal Power ( ‘ommission, there wouldn’t be 


an 


been all over the country since then. 


other pipeline laid. Well, look how wrong Iwas. Gad, they have 
Senator Briexer. In other words, as you look at it the spiraling 
ces due to escalation clauses, and to favored-nation clauses, have no 


vr, 7 


latio rtotne ra ] ind reasonable price. or the cost of production ¢ 


Mr. Rorrnson. None whatever. Senator. 





Ye 
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Senator Bricker. And you want to relate the price to the pipeline 
to either a fair and reasonable price in the field. or to some factor of 
cost relationship 4 

Mir. Roprnson. That is correct. I enumerated some 12 and 13 
St indards that ] thought should be used in arriving at this fair and 
reasol ible price, and cost is one of them. 

Senator Monroney. But that fair and reasonable price would vary 

il ly bet ween the Various fields / 

Mir. Roprnson. We have that today. I am buying gas from one 
pipeline company delivered to me in Ohio at a greatly different price 
than lam paying another. ‘That is nothing new. 

senator MoNnRONI rg. That would suppose there is competition and a 
fair market, being set by the gas industry, wouldn’t it 

Mir. Ropinson. I don’t know what vou mean. set by the gas indus 
ce 

Cos 


Senator Monroney. By the law of supply and demand, and the ae 
I lity to markets, you have a varying degree of prices 1n the field. 


Mr. ROBINSON. senator, With escalation clause i there can't be m1 \ 
ee flow of competitive prices in my opinion. Now, you have a pet 
fect right to disagree with it, but in my opinion, spendi no a lifetin 
the gas bu iness, that just can’t be done. 
Senator Pasrore. As a matter of fact. don’t you think that much of 
lation and favored iti lat ; these hntract 
otf and fi ooered {] ery much to the amazement of the 
tracting parties? They didn’t quite understand at tf] 
FOt Into these hegotiations that they were getting to that 


} 
1 dilemma. 


Vln. Ropinson. No coubt that is correct, Senator. 
rr Pasrorr. Now, on the point that vou are buying gas at di 
prices In diferent aveas, that QO!) i\ “means { 2 chy th 
Deel trivvered otf ditferently in ith rent sections. 
Mr. Ronrnson. That is correct. 
senatol PASTORE. Fon the most part, the Increase in the cost ot Aas 
from: 1947 to 1954 hasn't been the result of the rise in cost of opera 
Ss. but mere ly asa result of the operation of these favored-nati 
Mir. R IINSON, That correct. | ami sorry you weren't here, 


senator. 

senator PASTORE. I am SOrr’y Too, I was at another meeling,. I can’t 
be every where at the same time. 

Mir. Roprnson. Senator, [ heard some of your questions, and T pr: 


pared a statement that I have elucidated in re record quite clearly, 
but to summarize for you, on the increases of Tennessee Gas Trans 
ssion Co. to the extent of some $39 — aon some SL1 million 
ent to our company, the actual field price of gas to the pipeline, to 
=, represented 73 percent of that total Seveise: 
\ 


Vow, that is Tennessee. 
1) Pag handle astern P Ipelin ne Co.. it 1 presented | percent, and 
Texas Eastern Transmission Corp., it represented 95 percent. 
In other words, of - rates that the pi peline people have passed 
along to us in recent vea . that percentage 1s due to the field price of 


gas increase. 
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Senator PASTORE. And are vou one of those | kind of took that 
hint. but I might be wrong about this—are you one of those who 


O38 oil ily thought that the prod ier and gatherer should have been 
exempted from the natural-gas law / 

Mr. Rorpinson. Yes, sir. 

Senator Pastore. And you have changed your mind since? 

Mr. Ropryson. With the advent of these favored-nation and escala- 
tion clauses, I was forced to chane my mind; yes, sir. 

Senator Pasrorr. That is all I want to ask. 


Senator Monronery. Are there any further questions ? 
Senator Durr. I have no further questions. 
Additional suppleme tal material bmitted by Mr. J. Frene 
Rob m on behalf of Consolidated Natural Gas Co. relative to 


CONSOLIDATED NATURAL GAS Co., 
New York 20,N. Y., June 15, 1955. 


In re Magnuson bill, S. 1880; Douglas bill, S. 1248; Dirksen bill, S. 712; Doug- 


T. 


ND Fo! iN COMMERCE, 


Dear Srrs: In accordance with the invitation of your committee, I have the 
honor to transmit to you herewith five copies of statements with respect to each 
of the above bills and I request that these statements be made a part of the 





M me I. Freneh Rol I hairman of the board of Consolidated 
Natur Gas Co 

[I have been employed by this company and its subsidiaries in the natural gas 
I siness since 192 il pe od f 54 \ 

I attended West Virginia University, majoring in geology and engineering, 


and receiving my degre legree in 1918. 


I was first employed by the Consolidated System companies as a petroleum 


geologist, and throughout the entire period of my work have been concerned 
with dri ¢, production, and purchase of gas I have also been continuously 


engaged in the problems of utility rates and services and the important task of 





Iam a member of the American Petroleum Institute, the American Associa- 
tion of Petroleum Geologists, and the American Gas Association, and am a past 
president of the latter organization 

I am presently a member of the National Petroleum Council and the Gas 


Industry Advisory Council established by the Secretary of the Interior. During 
World War II, I served on the Petroleum Industry War Council, being chairman 
of the standing committee for Natural Gas and Natural Gasoline. 


THE CONSOLIDATED SYSTEM 


The Consolidated Companies as a group have been in business in the Appa- 
lachian area since the early discoveries of natural gas in the 1880's. Our com- 
panies have supplied natural gas in Pittsburgh, Pa., since 1885, and in Cleveland, 
Ohio. since 1898 

Today the system supplies gas to over 1 million residential, commercial, and 
industrial consumers in Ohio, Pennsylvania, and West Virginia, and supplies gas 
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at wholesale to other utilities distributing in Pennsylvania, West Virgina, and 
New York. The system supples, at retail and wholesale, an estimated population 
of over 7 million. Almost 80 percent of the consumers use gas for house heating. 

In 1954, our total sales volume was 8S1 million M ¢. f. of gas. Our estimated 
sales volume for 1955 is 410 million M e. f. 

The Consolidated Companies have produced gas for over 70 years. We have 
dealt with independent producers in the field for over 50 years, and today buy 
gas under 2,000 contracts with independent producers operating in the Appa- 
lachian gas fields. 

Since 1943 we have secured supplies originating in the Mid-Continent and 
Texas Gulf gas fields, by making long-term fixed quantity contracts with pipeline 
companies. Today we purchase over 730,000 M ec. f. per day from Tennessee Gas 
Transmission Co., Texas Eastern Transmission Corp., and Panhandle Eastern 
Pipe Line Co, at an annual cost of $82 million. And these purchases are in addi 
tion to the 390,000 M ¢. f. per day which we produce and purchase in the Appa 
lachian area. 

OUR INTEREST IN THE MAGNUSON BIL] 


As pointed ont above, the Consolidated Companies purchase large quantifies 
| | 
of gas from three of the major pipeline companies subject to regulation under 
the Nat ‘ i 
from the standpoint of wholesale customers buying gas at regulated rates. 
Two of our subsidiaries, Hope Natural Gas Co. and New York State Natural 
l 


ural Gas Act, and we are vitally interested in all matters of regulation 


Gas Corp., sell large quantities of gas in interstate commerce subject to tl 
jurisdiction of the Natural Gas Act, and these companies are vitally interested 
in all matters of regulation from the standpoint of the regulated company 

We will consider the major points presented by the Magnuson bill in the order 


in which they appear. 
SECTION 1 (a) OF THE MAGNUSON BILL To AMEND SECTION 1 (b) OF THE ACT 


This section of the bill, among other things, would eliminate the words which 
limit the jurisdiction of the Commission to sales “for resale Chis would o 
ously extend the jurisdiction of the Commission to direct sales, principally sales 
to industrial customers. 

The legislative history of the Natural Gas Act shows that the limitation to 
sales for resale was one of the most exhaustively considered points in the whole 
statute. It should obviously not be eliminated without thorough consideration 
of the reasons therefor and the economic and regulatory consequences of the 
action. 

While, in times past, the Federal Power Commission supported this amend 
ment, the report filed by the Commission as to this bill states that the majority 
of the Commission no longer seeks this extension to its jurisdiction. 

We believe that any such change is fundamental to the whole statute. How 
ever, in view of the present attitude of the Commission, we believe that it is 
untimely to comment on the subject. If the issue is regarded as serious, we 
will however, offer further comments if the committee so desires. 

This section of the bill would also extend the jurisdiction of the Commission 
to include “foreign” commerce. In view of the likelihood of the importation of 
gas into this country from Canada and of the exportation of gas to Canada, we 
consider this to be a worthwhile amendment. This change is further imple 
mented in section 1 (b) of the bill. 


SECTION 1 (¢c) OF THE MAGNUSON Bitt To AMEND SECTION 4 (C) OF THE ACT 


This amendment would give to the Commission the power to suspend rates 
for the sale of gas for resale for direct industrial purposes. 

We do not at this time have any problem in this regard either as buyers o1 
sellers and in consequence make no comment as to the need for any such 
amendment. 

However, it is apparent from the legislative history that this applicabie limita 
tion in the present act is keyed to the fact that under section 1 (l)) the Com 
mission has no jurisdiction over sales for industrial purposes. The amendment 
to section 4 (c) should not be considered if, as above stated, the Commission 
desires that the amendment to section 1 (b) shall not be considered. 
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OF HY} MAG? SON BILI rO AMEND SECTION 5 A OF THE ACT 
| < ection of he bill would eliminate the present limitation which forbids 
e Col sion to order an increase in rates and would authorize such orders 
en necessary to correct discrimination. 


We do not believe this amendment to be necessary at this time A natural 
ompany may have sound economic or other reasons for not charging the 
e to which it is entitled. This could only be a public issue if such a com- 


e by this failure endangering its financial and economic well-being to 


he ble detriment of its other customers There are no known instances of 
uch condition at this time 
OF THE MAGNUSON BILL TO AMEND SECTION 5 (A) OF THE ACT 
I ection of the bill would authorize the Commission to allocate supplies 
ring “periods of emergency 
rhe Commission has been asserting this power under the present statute and 
nces Where allocation has been necessary have been dealt with. As a 
nera latter, Most Companies how have adequate supplies and there appears 
» be little if any present need for this amendment 
We e opp sed to this type ot Commission action for two reasons 
In the first place, we believe that most emergency situations can best be dealt 





} 


he industry without the intervention of a governmental agency. 
In the second place, we have found that Government allocation has hurt the 
consumer and local utilities by tending to relieve the pipeline companies 








r full responsibilities to make deliveries of gas. In fact, action by the 
( ssion has appeared to have the result of allowing emergencies to continue 
nd be p myeed because the regulated company has been relieved of some of 
hie mlsion, which it otherwise would have been under, to enlarge its system 
‘ te the rtage 
LON 4) OF 7 MA SON BILL TO A D SECTION 7 (B) O1 1E ACI 
ection of the bill would write into the statute the authority presently 
‘ ed by the Commission to prevent the abandonment or curtailment of 
‘ ‘ 
We believe that the present statute includes this authority, but we see no 
! aritving iInguagze 
oO 2) OF I MAGNUSON BILL TO AMEND SE¢ IO i ( OF THE ACT 
rhe resent certificate section of the act requires a “hearing” in all cases. 
Phe amendment would change the act so as to require only an “opportunity for 
earing and reasonable notice to all interested persons.” 
As a general rule, we favor this amendment. Hundreds of useless hearings 
ive been held under the present statute in spite of the fact that uo persons 
her than the applicant had any desire to be heard 
However, it should be well understood, if the amendment is made, that the 
Commission should be liberal in the interpretation of the term “interested 
perso For example, one company A sells to B who in turn sells to C who 
in turn sells to D, and it should be clear that all persons down the line in any 
h chain of transactions are “interested persons” as to any action to be taken 
by A 


This section of the bill would also extend to the Commission more latitude in 
horization of emergency and temporary operations without formal appli- 
opportunity for hearing. We believe this to be sound and in the 
terest of better operating practices and service 

SECTION 2 (C) OF TIE MAGNUSON BILL TO AMEND SECTION 7 (C) OF THE ACI 
his section of the bill would authorize the Commission to prorate available 
pplies in a certificate case for utilization in such areas or for such purposes 
afford the most advantageous benefits to the public. 
This is direct end-use control and should not be enacted 
The ultimate use of natural gas is a matter of local State regulation and should 
dealt with by the local authorities 
The report of the Commission on this bill makes no clear statement on this 
! we may assume that the Commission does not support this amendment. 








—— 
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SECTION 2 (D) OF THE MAGNUSON BILL TO AMEND SECTION 7 OF THE At 


The existing service-area provision in section 7 (f) has never been tried and 
could well be eliminated, as is done by this amendment 

The proposed section would permit reasonable enlargements of facilities to 
serve existing customers without requiring the expensive and time consuming 
certificate proceedings, and, accordingly, we are in general agreement with it 
objectives. 

However, we believe that the rules and regulations to be adopted by the Con 
mission ‘should place careful restrictions and limitations against the over 
expansion of facilities and the Committee might request from the Com 
a more enlightening statement in this regard than is set forth in the Commis 
sion’s report on the bill 





SECTION 2(C) OF THE MAGNUS ILL TO PROVIDE A NEW SECTION 7 (1) IN TE AC 


This new section would authorize the promulgation of safety regu 


The statement of the Commission in support of this new section shows that 
] 
the Commission desires to promulgate the code of pressure piping dopte 
jointly by the ASME and ASA 
The Consolidated Svstem is now following this code and believes it to he a 





desirable industry practice 

We believe, however, that the Committee shonid seriously consider whethet 
or not there should be a Federal or State approach to this subject. Some State 
have already acted and others have the subject under consideration 

While, of course, the long interstate pipeline companies would no doubt prefer 


to operate under a single uniform code, the question of safetv is essentially loeal 


in character. The residents and homes of the locality are the matters to be 
protected and, of course, local conditions and needs in this regard may vary 


widely from place to place 

Furthermore, the Natural Gas Act does not apply to important segments of the 
industry which are or will be covered by state safety regulations 

Consequently, we believe that the Committee should examine carefully into 


the whole problem of Federal versus local regulation in this important matte 
SECTION (C) OF THE MA USON BILL TO PROVIDE A NEW SECTION N (J) oO { AC 
This new section would authorize the Commission to issue regulations and 
orders as to interconnections and deliveries during wartime We, of course, 
recognize the paramount authority of government in such times and the issue 
before the Committee is whether this authority should be lodged in the Federal 
Power Commission or in the agencies specifically created for and limited to the 
wartime emergency We believe that it is more in line with governmental 


policy that the latter should be the case 


The new section further extends to the Commission this authority to orde 


interconnections and deliveries “whenever the Commission determine that an 
emergency exists.” From our many years experience in the busin . we believe 
that the various companies in the industry cooperate fully and adequ Vil 
times of emergency and that the problem should continue to be handled on 
a voluntary basi This will, of course, foster and promote industry initiative 
and cooperation Hence, we believe that the new subsection should not be 


enacted 
SECTLON Ol PHE MAC USON BILI rO AMEND SECTION OF ritl \( 


This amended section provides for full regulation of the security issues of 
companies subject to the act 

Subsection (h) of the new section wonld exempt companies which are s i 
to the Publie Utility Holding Company Act and inasmuch as the Consolidated 
System companies fall in this category we have no direct interest in the section 

We believe, however that ireful consideration should be given to the whole 
subject and, if the above exemption is removed or if called on by the committee 
we will. of course, submit our views on the subject 


SECTION t OF Pitt MAGNUSON BILI rO AMEND 14 a) OF Pitt AC 


This section of the bill would broadly extend the power of the Commission 
to investigate on a routine basis, those elements of the industry which are not 
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jor s jurisdiction, whereas the present statute limits such investigation 
to miatte cerned with legislation 
We seriou juestion the isdom of extending any such power to the Com- 
nat a time hen the Commission is complaining that it is already over- 
burdened with work. The mere building up of statistics as to operations with 
which ¢ mission ha no regulatory authority could be an utterty useless, 
Limie-ce ning and expensive endeavo1 On the other hand the present limita- 
Ol O matters I do with possible legislation is natural 
l log e recommend tl e re ed 
TON {AC Us I 0 } AR SECTI OF H ACY 
l e the Commission a broad, and indeed frightening 
1’ I 
rture in regulatory policy and would raise serious con- 
ni ind regulatory problen There could be erious conflicts with 
Sti eg Phere ld be serious and fundamental accounting and 
financial problems. The provision indeed holds the power to wreck and stultify 
dl » the great detriment of the very public which the act is designed 
We nderstand that the Commission has now withdrawn this matter for 
further consideration. And we, therefore, make no detailed Comment at this 
Lime 


rea ng conside 


r, the problem, if again raised, will merit the most earnest and far- 
l ration by your committee and we will then present our views. 
Respectfully submitted. 

J. FRENcH ROBINSON, 


Chairman, Consolidated Natural Gas Co. 


S. 1926—Dovueias Britt To AMEND THE NATURAL GAS ACT 


ny 


My name is J. French Robinson. I am chairman of the board of Consolidated 
Natural Gas Co 

My personal qualifications an’ an outline of the business of the Consolidated 
System have been set forth in connection with my statements on other bills and 


I respectfully refer your committee to those statements Such bills are the 
Fulbright bill, S. 1853, the Magnuson bill, S. 1880, and the Dirksen bill, 8S. 712. 


The Douglas bill, S. 1926, proposes to amend the Natural Gas Act so as to 
mpt from jurisdiction of the Federal Power Commission all producers selling 
ess than 2 million M. c. f. per year in interstate commerce. This bill would leave 

| jurisdiction of the Commission all of the large producers which 


‘ 


under the full juz 
are very few in number but make very large sales of gas in interstate commerce. 

We have given this matter of dividing the jurisdiction of the Commission very 
careful consideration, and while we do not definitely oppose this approach, we 
greatly favor the approach which we have taken with respect to the Fulbright bill. 

Our belief is that all producers, both large and small, should have the right 
to be exempted from the jurisdiction of the Natural Gas Act, if, but only if, they 
free their operations from the favored-nation and escalation clauses which are 
presently causing the distribution companies and consumers so much trouble. 

Conversely, we believe that all producers, both large and small, should be sub- 
ject to the jurisdiction of the Federal Power Commission if they have not freed 
themselves from these harmful practices. 

Respectfully submitted. 

J. FRENCH ROBINSON, 
Chairman, Consolidated Natural. 


S. 1248S—Dove.as Britt To AMEND THE NATURAL GAs AcT 


My name is J. French Robinson. I am chairman of the board of Consolidated 
Natural Gas Co. 

My personal qualifications and an outline of the business of the Consolidated 
system have been set forth in connection with my statements on other bills and I 
respectfully refer your committee to those statements. Such bills are the 
Fulbright bill, S. 1853, the Magnuson bill, S. 1880, and the Dirksen bill, 8. 712. 

The Douglas bill, S. 1248, would amend the Natural Gas Act so as to specify 
that the production of a company, subject to the jurisdiction of the act, should 
be treated on a net investment for original cost basis. ‘This bill would not free 
any producers from the Natural Gas Act and it would have the effect of reversing 
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the principle set forth in the Panhandle Eastern Pipe Line case, both as to 
pipeline companies and independent producers. 

We are fundamentally opposed to the fixing of rates for the production of the 
transcontinental pipelines and independent producers on the basis of net invest- 
ment. We have taken this position consistently in prior appearances before your 
committee and before the Federal Power Commission, particularly in its recent 
investigation in Docket No. R-142. In my statement relative to the Fulbright 
hill I included the full text of the statement which we presented to the Federal 
Power Commission on this matter, and I respectfully refer your committee to my 
statement relative to the Fulbright bill. 

We firmly believe that the best interests of consumers and the public require 
that regulatory commissions recognize, for gas in the tield, values which provide 

und economic and financial incentives and compensate for risks of development 
and production. Producers should be encouraged to drill wildcat wells, to search 
for new fields and new gas horizons, to develop known fields and to sell gas to a 
utility market. 

As applied to production operations, in the Southwest, with which this legisla- 
tion is particularly concerned, a strict application of the net investment method 
of regulation would be particularly bad, since it would tend to discourage the 
development of additional supplies. 

Furthermore, this method of regulation could not be applied broadly to a 
large class of producers. This method of rate determination depends on a full 
and continuing examination of inventory of property and costs. And, to be 
workable, it is essential that the regulated companies conform to a specified 
code of accounts. Furthermore, there must be detailed allocations of costs under 
this method, 

The production of producers who remain subject to the Natural Gas Act should, 
in our opinion, be regulated on a value basis which takes into account all types 
of elements such as costs, prices, trends of costs and prices, and other factors. 
These are set forth in our statement in Docket No. R-142, as mentioned above, 
and I respectfully refer your committee to that statement as set forth in my 
statement on the Fulbright bill, 8. 1853. 

Respectfully submitted. 

J. FRENCH RoBINSON, 
Chairman, Consolidated Natural Gas Co. 


S. 712—DirKsEn-DovucGias Bint TO ENLARGE SECTION 7 (h) OF THE NATURAL GAS 
AcT TO PERMIT CONDEMNATION FOR STORAGE 


My name is J. French Robinson. I am chairman of the board of Consolidated 
Natural Gas Co. 

I have been employed by this company and its subsidiaries in the natural-gas 
business since 1021, a period of 34 years, 

[ attended West Virginia University, majoring in geology and engineering and 
receiving my degree in 1915. I received my master’s degree in 11S. 

I was first employed by the Consolidated System companies as a petroleum 
geologist and throughout the entire period of my work have been concei ned with 
drilling, production and purchase of gas. I have also been continuously engaged 
in the problems of utility rates and services and the important task of market- 
ing natural gas, 

lam a member of the American Petroleum Institute, the American Association 
of Petroleum Geologists, and the American Gas Association and am a past 
president of the latter organization. 

Il am presently a member of the National Petroleum Council and the Gas 
Industry Advisory Council established by the Secretary of the Interior. During 
World War II, I served on the Petroleum Industry War Council, being chairman 
of the standing committee for natural gas and natural gasoline. 


THE CONSOLIDATED SYSTEM 


The Consolidated Companies as a group have been in business in the Appa- 
lachian area since the early discoveries of natural gas in the 1S880’s. Our com- 
panies have supplied natural gas in Pittsburgh, Pa., since 1885, and in Cleve- 
land, Ohio, since 1898. 

Today the system supplies gas to over 1 million residential, commercial, and 
industrial consumers in Ohio, Pennsylvania, and West Virginia and supplies 
gas at wholesale to other utilities distributing in Pennsylvania, West Virginia, 
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d New Yortl The system supplies, at retail and wholesale, an estimated pop 
l ion of over 7 mil Almost 80 percent of the consumers use gas for house 
} ne 
In 1% ir total sales volume was 381 million M ¢. f. of gas. Our estimated 
‘ ‘ e for 1955 is 410 million M c.f 
Phe olidated Companies have produced gas for over 70 years We have 
‘ with independent producers in the field for over 50 years and today buy 
nder 2.000 contracts with independent producers operating in the Appa 
vas fie 
ce 1943 we have secured supple riginating in the Mid-Continent and 
Gulf gas fields, by making long-term fixed quantity Contracts with pipeline 


i 
Today we purchase over 730,000 M c. f. per day from Tennessee 
Gas ‘| ssion Co., Texas Eastern Transmission Corp., and Panhandle Eastern 


Pipe ne Co. at an annual cost of $82 million And these purchases are in 
idition to the 390,000 M e. f. per day which we produce and purchase in the 
\ 1? t 
I PORT oO Gt » STORAGI 
Consolidated System 1 one of the largest underground storage op 
n the counts It is operating 26 underground storage pools w h, im 


] yar) } 


the aggregate, hold approximately one-fourth of the total natural gas store 
ie entire natural-gas industry. The plant cost of these pools is approximately 
$55 million at the end of 1954 

These storage operations have been developed over the period since 1955 and 
connected with the acqu sition of storage 


My work for the Consolidated System 





have involved numerous problen 
“hts such as are contemplated by S 


is involved the solution of these problems as they have come up and I am 


liar with varied relations with property owners, producers and other utilities 
Underground storage is a vital facility in the natural-gas industry as it exists 
day Due to the constant increase in the use of gas for house heating, the 
ge distribution utilities have a harder and harder job in balancing supplies 
nst demands The most practicable means by which this may be accom 
ed is through large volume storage facilities, and the use of exhausted 
S poots Tor This Purpose has proven to be the most feasible method. If storage 
ere not developed, the industry would be forced either to make larger and 
ver off-peak sales of dump gus or to greatly expand its transmission facilities 
with a consequent increase in rates. The former would be against good prin 
es of conservation. The latter would be detrimental to the consuming public. 
Storage pools answer the problem and the Federal Power Commission has rec Ox 
ed this umerous decisions and opinions 


I had the pleasure to appeal before the Senate Committee on Interstate and 
Foreign Conimerce on two occasions in 1954 in connection with the hearings 
lhe being held on S. 525 
At the hearing on March 3, 1954, I presented a statement of the position of 
the Consolidated System with respect to the need for the right and authority 
exercise the ower of eminent domain under Federal law At the hearing of 
April 2, 1954, I supplemented my previous remarks, placing in the record a form 
f amendment to section 7 (h) of the Natural Gas Act 


Much ha hapye ed since the earings were concluded about a vear ago, so 
vou should be brought up to date 
Throughout 1953 and 1954 representatives of companies in our system met 


with men from other gas companies in the Appalachian area and with repre 
sentatives of some of the largest coal interests owning mines in Pennsylvania 
nd West Virginia As a result of countless sessions this group hammered out 


Ss near a model piece of gas storage legislation as I believe can be found It is 
prehensive bill which covers the entire field of storage activity. There is 
section d g with the drilling and plugging of wells, an eminent domain 


t< 
ection, and a procedural section providing for administration of the act and 
ppeals from administrative rulings 


The eminent domain section contains the same limitations and restrictions | 
n the exercise of eminent domain which we have previously urged here before | 
rour ce mittee I will speak at greater length in this connection later 
Because West Virginia already has an enactment providing for the exercise 


eminent domain by qualified persons, only that part of the model bill, agreed 
upon by the gas and coal people, which deals with the storage operation, was 
ntroduced in that State. The new law was passed in West Virginia this spring 
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In Pennsylvania, the agreed-upon bill has been introduced into the legislature 
1h Mi Kent and Dr. Sarraf The bill has been assigned to the Committee on 





Mines and Mining. It had the approval of the United Mine Workers of America 
I assume that the coal interests with whom we worked are informed as to the 
ogress of the bill toward final enactment 
When I speak of an agreed-upon version of this bill I « 








ahnnot empl iZe Lor 
uch that many hours were spent in painstaking inquiry into the need for and 
meaning of every word, sentence, Comilua o1 period There s Sl roo! Lon 
miprovement 
At the various drafting sessions in Pennsylvania, the Pittsburgh Comm ‘ 
etermined that safety of ope m could me ve achie 1 unl hie g 
se eminent domain was also givel It is oftel ecessary to search f I 
cation before Vv work can be commences rhe exercise ( g f 
eminent domain will be of great aid i ocating ch cd swe 
NO . eneral rule is COlmpahy W d "¢ le 
) L ¢€ Lie iny ¢g field in which it h SI ble interes i 1 the 
quire any outstanding literest of other producers o1 whe by eg \ 
rage operating arvreements By di of hard w | nad h ! ‘ 
e been able successfully to acquire the requisite outstand 
ir present poo But there are alwa a few unwilling owners who 
settle tany fair price and e must either pay what thi il ‘ u 
herue ithout these interests Obviously we would like t« i\ | | { ( 
ter tives On the one hand, the consuming p ic Suffers f ! e 
necessary, payment On the other, the company risks its very 
estinent in the field if there is any outstanding “hole” in its propert 
Hence, we wholeheartedly support the right of eminent domain by w 
few outstanding property interests could be acquired 
(on the other hand, we sincerely believe that S. 712, as introduced { re 
its terms, and, if enacted in its present unlimited form, would be unreaso1 rhe 
ind contrary to the public interest There are four main considerations w 
( this conclusion and each can be solved by a rather simple ita 
First, the bill as introduced is broad enough to permit a natural-gas com 
condemn interest in a field already being used for storage by another pro 
nee} the storage capacity of which may already be devoted to the 
terest It would appear obvious that the right of eminent domain should 
t be broad enough to permit such condemnatior 
Second, the bill as introduced is broad enough to permit a it , 
condemn interest in a producing field even though the field contait 
rege part of its original reserves and even though the perso iin 
the condemnation proceeding is brought is producing he 
suming public. For example, two gas companies may 
s from the same field for the supplying of two different is 
ean important element in the supply picture of each ¢i 
f interest by one company from the other might have a serious effec ‘ 
supplies of the other company and might interfere greatly and harmft 
the supply arrangements of the other. ‘The same harmful situation would aris 
f there were independent producers in the field supplying two separate pipe 


ines under contract 
Che right to condemn sheuld be limited to fields which are nearly exhausted 


of heir original reserves, although we do not think that the field need be 
upletely exhausted As we see it, a figure of SO percent of the g exhaustec 
would be a reasonable one to fix as a prerequisite to condemnatior 
Third, the power of eminent domain contained in the bill would permit 


tural-gas company Which has only a small interest in a field, or even no 


nterest at all, to condemn property rights from other natural-gas companies o 


itilities which have the bulk of the interest in the field and may be produci 
gas from the same or holding it in full anticipation of ultimately utilizing fo 
storage. It does not appear reasonable or proper that a natural-gas compat 


vhich has only a small, or no, interest in a field should be able to interfere wit! 
the plans and programs of another natural-gas company which has alread 
built up a major interest in a field. This is one utility interfering with anotlhe 
It seems to us, predicated on a long-period of experience in building up sterage 
operations, that the company desiring to found a storage field should first acquire 
1 sizable interest in the field before being able to utilize the right of eminent 


ginain to condemn and thereby exclude other companies. In this manner the 
arious rights of the chief operators in the field may first be settled by agres 
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TI very problem has already arisen in connection with pools in which we 
have held a large interest and in which other alien natural-gas companies have 
d-sired storage rights We have been able to work out mutual operating agree- 
ments which have served both our interest and theirs, to the benefit of the 
Cu er f both Hence, as we see it, the company or compat ies which want 
to use eminent domain should first acquire the right by grant, lease, or other 
rr ( to store gas in at least 75 percent of the said geological stratum 


the area of the proposed storage project before using the right of eminent 


Fourth, the exercise of right of eminent domain should be limited to con- 
den tion of the stratum to be used for storage and the wells leading to the 
stratul as well as the right to condemn for the purpose of searching 


d abandoned wells. Condemnation should not interfere with operations 
+} 


ir as they relate to other producing and mining activities in other strata. 
In iry, therefore, we respectfully suggest that S. 712 be revised to provide 
hat the ht of eminent domain may be exercised : 
1) Only if the storage reservoir is not already being used for purposes 
of storage by another person, and 


(2) Only if the original gas reserves in the proposed storage reservoir have 
been at least SO percent exhausted, and 

(3) Only if the natural gas company or companies, at the time of appro 
priation, hold title in fee, or have the right by grant, lease, or other : 

ent. to store gas in at least 75 percent of the said geological stratum within 


the area of the mre posed storage project, and 


rree- 





1) Only for the purpose of appropriating the geological stratum to be used 
for storage, any gas reserves remaining therein, and any active or aban- 
doned 1 or wells drilled into said stratum, and further to authorize the 





ht to enter upon and use the surface of lands for the 
purpose of locating, reconditioning, maintaining, plugging, or replugging 
anv active or abandoned wells, or operating any wells drilled into or through 
snid storage stratum within the storage area. 
With the above in mind there is attached hereto as a supplement an amended 
er of section 7 (h) of the Natural Gas Act which is respectfully submitted. 
Respectfully submitted. 
J. FRENCH ROBINSON, 
Chairman, Consolidated Natural Gas Co. 
S. 712—A Britt To ENLARGE SECTION 7 (11) OF THE NATURAL GAS Act To PERMIT 
CONDEMNATION FOR GAS STORAGI 


SUPPLEMENT TO STATEMENT OF J. FRENCH ROBINSON 


Substitute revision of S. 712 so as to make section 7 (h) of the Natural Gas 
Act read as follows: 

(h) When any holder of a certificate of public convenience and necessity 
cannot acquire by contract, or is unable to agree with the owner of property as 
to the compensation to be paid for, the necessary right-of-way to construct, 
operate, and maintain a pipeline or pipelines for the transportation of natural 
gas, and the necessary land, or interest in land, or other property, in addition 
to right-of-way, for the storage of gas, or for the location of compressor stations, 
pressure apparatus, or other stations or equipment necessary to the proper 
operation of such pipeline or pipelines or storage operations, it may acquire the 
same by the exercise of the right of eminent domain in the district court of the 
United States for the district in which such property may be located, or in the 
State courts: Provided, That in the case of the acquisition of land or an interest 
in land for the storage of gas by such exercise of the right of eminent domain, the 
court’s judqment or decree shall contain restrictions and conditions which will 
reasonably and fully protect the rights of owners of lands lying within the 
reasonably and fully protect the rights of owners of lands lying within the 
boundaries of the proposed storage area, or of owners of any minerals or oil 
or gas thereunder, to explore for and produce the same from said lands by any 
method, and to conduct operations in connection therewith, including the produc- 
tion and disposal of waters and waste matter, all from or into any geological 
stratum other than the stratum to be condemned for gas storage; and provided 
further, That the right of eminent domain shall not be exercised to acquire, for 
the purpose of gas storage, (a) any known recoverable coal, except that the 
right to pass through said coal into the storage strata shall not hereby be denied, 
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or (b) any imterest in any geological stratum within the area of the proposed 
torage project which stratum contains oil or gas producible in commercial 
quantities through primary production methods either with or without pressure 
maintenance or secondary recovery methods oft any type, in said stratun citi 
ich area and from which such stratum within the area of the proposed storage 
project the original recoverable oil or gas reserves have not been depleted or 
erhausted 
acquired the right by grant, lease or Other agreement, to store gas in at least 


yy at least 80 percent, and unless and until the condemnor shall have 


percent of the said geological stratum within the area of the proposed storage 
project, or (ec) any tnterest in any geological stratum within the area of the 
proposed storage project owned directly or indirectlu by a natural-aas compa 


or by a person engaged in the local distribution of natural gas, which interest 
heing used bu such natural gas company or by such person for present st if 
f natural gas in the performance f service to customers thi e? a 
The practice and procedure in any action or proceeding for that purpose in the 
district court of the United States conform to the Federal Rules of Civil 





Procedure, as amended, (as nearly as may be with the practice and procedure 
in similar action or proceeding in the courts of the State where the property 
situated) : Provided, That tl United States district courts shall only 

irisdiction of cases when the amount Claimed by the owner of the property to 
be condemned exceeds $3,000.” 








lv have 


Amendatory material in italics. Deletions in brackets. ) 


Senator Monroney. Thank you very much, Mr. Robinson. The 
committee will stand in recess. 


Whereupon, at 4:09 p. m., the committee adjourned, to reconvene 


it 10 a. m., Thursday, June 2, 1955.) 
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THURSDAY, JUNE 2, 1955 


UNITED STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, dD. ¢ 

The committee met, pursuant to adjournment, at 10 a. m., room 
Senate Office Building, Senator A. S. Mike Monroney presiding. 
Present: Senators Pastore (acting chairman ) and Monroney. 
Senator Monroney. The committee will be in order, to resume 
earings on S. 18535 and related legislation. 

We ire pleased LO have Mv. Jame , s L. Bomar, speake) ot the hou e 

repre entatives, of Nashvil lle. Penn... as a witness here today. 

We are clad to have you, Will you cole forward and Lestily Ni 


\l Ly I ask, if the other witnesses are here, Mr. George F. MeCan 


Mir. Bomar. Yes, he is here. 

Senator MoONRONEY. Mr. John C. Hammer, chairman of Tennes 
ee Publie Service Commission 4 

Vin. Arthur K. Lee, } resident of United Cities Utilities Co., Mr. 
Patrick Smith, attorney, fidianapolis, Hlon. Alex Clark, mayor of 
Indianapolis, and Mr. William Jackman, president, Investors League. 

You may proceed, Mr. Bomar. 


STATEMENT OF JAMES L. BOMAR, JR., ATTORNEY, MUNICIPAL GAS 
SYSTEMS, TENNESSEE 


Mr. Bomar. In the first place, I want to state my name is 
James L. Bomar, Jr., and I certainly appreciate the opportunity 
of appearing before this committee, particularly with this rather 
ozy conference, [ think we have this morning. 

It is certainly a pleasure, and I will state my qualifications. 

| am an attorney from Shelbyville, Tenn. 

Since 1948 I have partic ipeted before the Federal Power Commis 

m in numerous dockets in behalf of distributing companies and 

itural-g: as companies and natural-gas systems of municipalities from 
the State of ‘Tennessee. Through these early years | fought diligently 
for certificates of public convenience and necessity that were issued to 
pipeline aanenens who were willing to construct facilities to serve 
he peop ‘le of Tennessee. Notably among these companies at the pres 
ent time are East Tennessee Natural Gas Co., Texas Eastern Gas 
lransmission Corp., and Texas Gas Transmission Corp. 
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At iater date. after certificates of pulalic convenience and neces 
d to these various companies, | appeared for the pur- 
pe ( optall vy prope r allow wien of hh itural Aas for our ‘Tennessee 
er inities, and during the past 3 years I have appeared continu 
Ol opposition to the rate increases that have b en so ioht by the 
\ nine line companie because of : steady rise in the tield price 
‘ i 
hat I am presently appearing in opposition to a rate 
by Tennessee Gas Transmission Co. in Docket No. 
Power Commissio1 
| i Ve terday ind t re, Ly enred the wh 1 try 
ISO r'¢ I posit the rate inere ly SO D 
i i 
1 M7] | every ¢ yt company i pat Von 
1 eneth of tl tral ! ( line vas present ran nd i 
1? { oday oppe siti t< t rate nerease 1! with th m 
Sf t| it thev ca t stand \ further ren inthe? ‘ was 
l tle } iker of t a e oT Ren be rAd 1; 
1 e¢ ' 1} rted e resort } pis i ul ! | 1 by 
{ Nennessee Lecislatur the 19 n just concluded. which 
’ ol ( eft tT req ta ft} t the ama } oducers no he relieved 
( of regulation | the | leral Power (¢ mmis ! 
L ine tor Il am representing the distributing ind 
\ of the State of ‘Tennesse ! ere 
mre rousiy tl nA r( f t} EFulbrioht bill S Q | 
| f tic 
! cu ng 1 protest, | the Te ( 
1) Seone of the probler 
Reculation of all segments of the natural gas industry is 
the onh “wel 
In the scope of the problem, I might state that in 1938, because of a 
nositive need, the Natural Gas Act was enacted and the Federal Power 
Comm nm was given the jurisdiction, among other things, to reculate 
the rates charged by transmission companies who were defined as 
“natural gas companies,” because their transportation of natural gas 


in interstate commerce was affected with public interest. These rates 


were applied to all sales of natural eas for resale. 

\t the time of the passage of this act, some natural gas was moving’ 
into the streams of interstate commerce. But not even the most ardent 
dreamer in Congress in 1938 ever visualized that in 17 vears. tens of 
thousands of miles of pipeline highway s would be constructed to everv 
section of the United States to furnish the factory worker in New 

his cooking, and his water heating 
merely by the turn of a valve, the housewife in Tennessee her heating 
requirements or the little man all over these United States this luxury 
uel that is a byproduct in the search for oil. 

No segment of American industry or no Member of Congress would 
have prophesied that in the same 17-year period, $6 billion would 
have been invested by the distributing companies and municipalities 
into vas systems to serve this factory Vi orker. this housewife. or this 
industry wherever it might be located. A man or anv Member of 
Congress would have been called a ridiculous dreamer if he had stated 
? 


in 1938, on the floor of Congress, that by 1955. $4 billion would have 


England with his house heating. 
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been invested in pipelines to transport this gas to become the basic 
fuel in every segment of our American economy. 

In 1938, natural gas was the wasted byproduct in man’s search for 
oil. It burned at the wellhead because it had no utility to the producer 
except in such local uses where it was economical to construct pipelines 
for limited consumption. 

Purchase contracts could be made for unlimited supplies of gas at 
9 cents to 4 cents per M ec. f. with the only obligation on the purchaser 
to devise some means of transporting it from the wellhead to the user 
at a cost by which he could make a reasonable return. 

Not even the most fantastic prophet, and certainly, no Member of 


Congress in 1938 ever dreamed that in 17 years ever 20 million families 


in the I nited States would be depending upon gas in the same Way and 
to the same extent that they depend upon electricity, telephone, water, 
ancl public tral sportation systems for their economic welfare. 

It took tremendous ingenuity, long-range speculation, $10 billion in 
capital investment, and some expert salesmanship, in reverse, on the 
part of the leaders of certain segments of the coal industry to revamp 
the natural-gas picture. 

So that tod y, as this Senate committee faces the cope ol the prob 
e] of reoul ition of all segments of the natural Vas ndustry, tC ca 
not look at the issues involved through the same perspective as that 
which confronted Congress in 1938. 

Insofar as the natural gas producers are concerned, it must view 
the natural-gas industry as to whether it should be regulated from the 
wellhead to the burner tip in the heht of the 1955 facts, instead of the 
1938 history. . 

The issues are clearly established as follows: 

1) Inthe public interest, (Congress has deemed it proper to regu 
late the return of the transmission companies engaged in interstate 
commerce by permitting them to charge the distributing companies 
and muni ipalities to whom they sel] the amas commodity arate that) 
“just and reasonable.” This return has usually been declared “just 
and reasonable” by our Kederal Power Commission if it did not exceed 
6 percent to 61 ? percel t of the necessary plant investment less depre 
clation plus working capital. 

(2) In the publice interest, our various State Public Service Com 

missions have also deemed it proper to regulate the rate of return of 
the distributing company who collects the final bill from the consumer. 
by stating that the rates should be just and reasonable. The average 
allowance of return by the Public Service Commissions throughout 
the United States is in line with that approved by the Federal Power 
Commission and usually does not exceed 614 percent. 
(3) The question of whether, in the public interest, the producer 
should also be allowed to charge a rate that is “just and reasonable” 
was not finally resolved until June 7, 1954, when the Supreme Court, 
in the now famous Phillips case, held that the producer whose com 
modity moved into interstate commerce, was within the purvie of the 
Natural Gas Act of 1938, under the jurisdiction of the Federa! Power 
Commission, and therefore, subject to regulation as to whether the 
rates to be charged the interstate pipeline company, for example, the 
fie d price of natural gas, were “just and reasonable.” 








ne 
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re It of t} Supreme Court de s10n. Immediately the hue and 
if Grover ent reoulat On was interfering Ww th freedom of e1 
( f ried everbperint nye ieross t | e Country t | roug! the large 
mal ¢ eompnanies, with charges bemeg hurled rioht md left that 
a tiadecl ae a dices vhs } ] atin: rs 
if ‘ eonstituted the most radt | ehnange in the natm l vas 
bry nee the days of the invention of the pilot light 
f te] fatements were made that if this policy of reculation 


ered To DY the Feder il] Power Com LISsION that producing com 


vould void their contracts. not sell their product in interstate 
ee, and the consume! could vo il | “paddle his o1 eanoe” in 


be of threats of boy ‘ott have emanated from the major vas 





ne States, md in my opinion, one of the ereatest moving 
ve qd 1 Ss present leo slation is the tl] reat, not so ind rect, 
I f }: WoOrignt bil] not pas ed, produce rs will] stop pro 
el] 1 thd money from the field 
on. and the rey CO)! mel \ I] he left \ thout any as 
( purner 2 
\ | if est ( e Tac and cons nmated, if 
eouln | ( i rongvest f rs Tavorineg 
} } nterest 
( ) 11 att Tat . } ttorney I belie ¢ hye 
Court is correct 11 { iterpretation of the Natural Gas 
e P lip se. But rec irdless ( { whethe} the Ssupreni 
! f ! al ie © Li didi f the Federal 
( ot Xe] ~¢ \ clict i my OF ) 
( ce iry ror 4 oy} oO | Ve ( | Civ N 
\ | requir hat the ra OT pore mMcers Who i tel 
e) bi { 0 ie rutinv of the Federal Pow r Con 
elr vuUustrre 1 rea ibleness No O hey course 1S 
le if we are to look after the consumer interest of more thai 
m familes in America today. 
reTore, the sve ay fore thy Ss committee 1s simply this: 
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uld the rate of the interstate pipeline company be regulated, 


he rate of the distributing company be regulated, while the rate 


dustry is to rate ot return, by build h 


roducing company is unregulated ¢ 
| 1, ld . . a . 1 ] 
other words, should we | mit every seoment of the natural 
ling a legislative wall com 


rround the consumer for his best. interest. and then leave the 


de open for the producer to charge anv rate he desires to a 


ompletely captive market, exacting whatever or as many pounds of 


= he thinks the traffic will bear or the consumer can stand. 


= connection, we are dealu og In such astronomic fivures that 
; t 


: ‘ , . Be ae ie ae 
nNouUunT OF Capltal Gain the roducers stand to recelve 1f this legis 


passes will exceed the total investment of both the pipeline 
es and distributing companies in the United States by several 
dollars. 


The position of the was consumers in Tennessee is that all seements 


naustry should be treated the same that each seoment should 


_ 


permitted to charge a reasonable rate of return on the basis ot a 


i that will be just and reasonable to that particular segment, 
r he be producer, transporter, or distributor. 


| ennessee story 


iral gas has been distributed in west Tennessee for many years. 
er.a majo portion of our cities in ‘Tennessee have used natural 





ror the first time since LYoU., and are renily hn thell Lil 


ne development oft the niarket. 


| spite of this early development, today there are more t \ et) 
lie iid businesses bennessee dependent upon nat ‘ 
hese families represent a population area of over LLo0.000 peo 
over one-th rad of our State's population. 
\ tot | plant nvestment ot approxin itely S1OO miltior s veel 


E } 
ide by l'e messee cnpltal to distribute natural Gas to our people, and 


during 1954, 111,164,950 M ec. f. of gas, approximately, was purchased 
for sale in ‘Tennessee. 
Exhibit 1. attached hereto, shows a breakdown of the number of 
tomers, population served, annual sales, and gas plant investinent 
of near all the areas in Tennessee now being served with natural 
) Only some small areas were not included because their figures 


were hot available it the time this exhibit Wits prepared, but then 
ision would increase the figures and not reduce them. so the 


exhibit to this extent is conservative. 


However, even though these people are being served with natural 
| | ke 


oas, they are alarmed at the tremendous increase 1n field price of gas 
ch has occurred since 1948, but principally since 1953, 
Exhibit 2, attached, shows eraphically the rate situation as 
tected one of our nk jor pipeline COMpPAhles, let nessee Cra Pray 
lol C‘o.. sine 194s, \ very aretul SCTUTINA of thi ePXHIDIT SHOW 
that the field price of natural eas sold Tennessee Gas Transmissio1 
Co. has increased Prom approxin itely tf cents pel Phousana bbe 
reel 1 1948S to ipproximately IYv.6 cents per thousand cub reel 
1955, or a total increase of 190 percent. 
During the same time Tennessee Gas Transmission Co. has increased 
Ls pread between gvas purchase price and con modity charge from +. 
cents pel thousand cubie feet to 0.08 cents per thousand cub) feet o} 
only 5} percent. So, almost 100 percent of the price merease cost of 


Tie held pri e ot Oas, all other cost $ hav ing been absorbed bY lennessee 
(vas Vi smMission Co. 

I would like for you to look at that aph very carefully, because it 
hows the picture, In 1949, we were paving in ‘Tennessee, in the field. 


1.6 cents for was in the field. 


at 
_ 


The spread between the field price and the price sold to the city 
gate in Tennessee was 4.92 cents. In 1955, under bond, at the present 
time, we are now paying 12.6 cents. and that is what we are un here 
fussing about before the Kederal Power (Commission, vesterday and 
today 12.6 cents and the spread is 5.08 cents. so the pipeline has kept 
its spread almost the same all the Way, while the producers have 
increased their price 190 percent since 1949, 

However, natural gas 1s today being sold in Tennessee in compet! 
tion to 7 mill electricity and cheap coal which is mined in the immedi 
ate area of some of our major communities. The final delivered cost 
to the distributor in west ‘Tennessee is approximately 2514 cents per 
thousand cubic feet, for upper east ‘Tennessee it is 50.85 cents, unde1 
bond, per thousand cubic feet, with varied prices in between across 
the State, depending on the pipeline company and load factors 
involved. 

Senator Monroney. These are all the city gate prices 

Mr. Bomar. These are city gate prices. I want to make one thing 
clear. There has been put in this record before this committee, that 


4 
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there has been a tremendous charge received by the distributing com- 
pany and a very small charge by the producing company. The point 
[ want to make is that at no time has the rate of return, has it ever 
been charged that the rate of return on the plant investment of the 
distributing cempens has been exorbitant. The rate of return has 
been in line with the usual rates of return that are charged by the 
pipe line companies, that are fixed by the Federal Power Commission, 
the public service commission, and at not over 6 to 6.5 percent. 

You can’t compare the situation at the present time as between what 
the prov lucer gets, based on his inve MeN, and what the pipe line com- 
pany gets, based on its investment, or what the distributing company 
gets based on its investment. 

Senator Monroney. What was your burner-tip rate? 

Mr. Bomar. The burner-tip rate will move on up to 10 cents a 
therm, or a dollar per thousand cubic feet in some of the cities, even 
up toa little more than that. 

I would say that the average price runs from a beginning sale of 
10 to 12 cents per therm, or a dollar to $1.20 per thousand cubic feet, 
that roes down to as low as, depending on consumption, 50 to 70 cents 
in some of the cities. 

‘| Lie orades in between those two prices 

Senator Monroney. At the beginning rate of 12.5 cents, average 
cost to the Tennessee for their field price, would it run about 10 per- 
cent, roughly, for your raw gas, is that right? 

Mr. Bomar. I would say a little more than 10 percent, because the 
average consumption is less than the average price I stated to you. 
The consumer would use enough gas to bring his price below that 
ficure. 

Today gas is rapidly running out of the competitive market with 
coal, electric ‘ity, and fuel oil. A wi increase in the field price 
means $1,111,000 in increased cost to the consumer in Tennesee on a 
100 percent load factor, all other charges being constant. 

We are told if this bill is passed, we can expect a 10-cent increase. 

Senator Monroney. Who told you ths at ? 

Mr. Bomar. We have heard from several sources that we will get 
an increase from the producers that might be approximate 10 cents. 
Whatever it is, every penny that goes up is $1,111,000 to our economy 
in the State of Tennessee. If it only also went up 1 penny per 
year, over a 20-year period—we are bound by 20-year contracts—that 
means that every penny increase, and we are talking about 1.9 cents 
over on “TGT” right now, that means over 20 years, $24 million out 
of the poc kets of the people of Tennessee. 

Nearly all of our oe gas systems which have been con- 
structed since 1950 are bonded 100 percent of cost, and today, many 
of them are facing ae ae financial trouble if the upward trend in 
prices continues. Many of them are holding on hoping for a reduc- 
tion in order to obt: ain ‘enough funds to pay bond interest. 

One of the parties yesterday was represented by a trustee in bank- 
ruptey. If this continues, there will be a lot more of our companies 
represented by trustees in brankruptcy before the Federal Power 
Commission. 

Our position is simply this: The natural gas market in Tennessee 
cannot stand any further increases in field prices and, in order to stay 
healthy financially and earn a reasonable rate of return, it will be 
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essary to seek ; a reducti lon In prese nt — ol ee livered was, and to 
resist vigorously all present proposed incre s. Any other course 
ll sound the death knell to the $100 niilow: a int investment in our 
State. We feel that if the producers cannot see the handwriting on 
the wall, we believe that an impartial referee, such as the Federal 
Power ( ommission can, and will, adjust rates accordingly In the 
public interest. 
Lennessee 1s a consumer State. Its people do not oppose any rea- 
sonable profits that can accrue to the citzens of another State, but 


t the citizens of both States are so tightly inter 


he economy ot 


ere 
ocked, we feel that proper regulation by the Federal Power Com- 
mission 1s the only answer. 


Regulation of the producer is the only answer. The immediacy 


if the necessity of regulation of the rates charged by the producer 
for natural amas heine sold into interstate con lmerce Was beimeo acute ly 


felt at the time the Supreme (¢ ourt rendered its schaleas in the Phill lips 

ise. It did not become an obvious necessity until about 1953. 

\s you can see on this graph, because in 1953 was when the graph 
tarted climbing rapidly. ‘The Supreme Court merely, coincidentally, 
iffirmed a crying public need for an elimination of all types of esca 
lation clauses, no matter how adroitly drawn or on whom they were 
aan . ; 

This committee has heard reams of testimony on Senate bill 1853 
and related legislation. Yet, in spite of all the insistence that the 
senate bill L853 he passed to exempt the producers, not one word 
heen uttered that I have been able to read that if the Federal Power 
Commission regulated the producers, it would be unfair in its regula- 
Ton. No one has said that the Federal Power (‘Commission would be 

njust or unreasonable in its administration of its proper duties. No 
one has said before this committee that the Federal Power Commis 

on cannot desion a formula that will give to the producers a just 
ind reasonable return. It mav be difficult. but it certa nly IS not 1m- 
Hossible, No one has charged before this committee that the Federal 
Powe} ( ommission would, ly Some Way, be derelict in its duty as a 
public servant and take some administrative action that would take 

way the produce rs properties without the process of law. 
In fact, by implication, this Senate bill 1853 might be construed as 

dmitting that the Federal Power Commission would, if given the 
chance, find rates for the producer that would be just and reasonable, 
ind that the producers themselves want to charge rates that are unjust 
ind unreasonable and for that reason they are willing to spend millions 
of dollars in advertising, propaganda, and lobbying to accomplish 
this purpose. 

Our insistence is: As a consumer State, let the Phillips decision 
stand. It isin the interest of the public welfare. 

Let the Iederal Power eae have a chance to administer 
the Natural Gas Act as interpreted by the Supreme Court. I have 
been appearing before them for years, and I have faith that they will 
find, in the pub ‘lic interest, that the producers are entitled to a rate 
of return that will be just and reasonable, consistent with the risks 
attendant to their types of operation and production. 

Much has been said about the cancerous escalation clauses that are 
now being included in the purchase contracts of pipeline companies. 
I take the position that these clauses, as now written and enforced, are 








Oe 5 0 ATURAL GAS Al 
{ } i Mh itedd eithel l ( 
( ( ‘ ed j 1’¢ er (¢ li ~1¢ { oueh ropel 
ition of the Natural G Lct 
ih ora ) e TI HOlit m ( pa itable the propo hit ( 
! : 41 
( try ive Ou t erdce i i! in Lie i Lhe 


‘ ( POY tne ] ipie } ket DD! ‘ Live i 
rod f ~O ( lined, thie iturai gas Ol pall\ 
! ( no’ ¢ ! ~e TO ! tural o pul ] l 
ict Oo ich it | e increas price a res { rice 
Of hot exceed such ve oO} ible market pl ces, 
| nroacl neither workable nor sound. 
Ni e¢ herein prevents the pipeline companies and the prod 
evotinting all of their present contracts so as to provide al 
} tio of escalation clauses. in return for a h oner fixed price. 
3 method, the consumer will be completely exploited, as in my 
| |< should be e) l tect. n 2 years all present e lation 
iuses will be negotiated out of the contracts. and higher fixed price 
ll take their place 
This not the approach to solve the problem. If any producer, 
trans} ssion company, or distribution company has a finan ul prol 
qd not earning a proper retul . let each one of them have his 
day court to prove his need. That is the American way of doi 
things and Iam quite certain that oul recul iting bodies will prot { 
terest well as that of the general public and grant him relief. 
J { ine. and sensible reoulation ot all three seoments of the 
hatural owas ndustry, the producer, the interstate pipel he company 
| the local distributor is the onlv wav that the small consun ean 
rec e the protection to which he is entitled. 
Private enterprise is the greatest bulwark of our freedom. Privat: 


nterprise, however, must alwavs be ompatible with the public n 
terest, and wherever the latter is paramount, the former must, in some 
restricted. 

or those reasons. we believe that Senate bill 1853 and all similar 


slation sho ild not be enacted. 
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Tables accompanying Mr. Bomar’s testimony are as follows:) 
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E init I TO STATEMENT OF JAMES L. BoMar, JR. 


The Tennessee Storu 


, A l sa t 
a] 4 
( { $8, 043, 589 
( ( 47,75 
2 Ht 22 
At j QO, 1 40. OOF 
i 25. OO 
4 ng) 10, OOO 
} ) u ip } 2, 88 
" ‘ + 4), 412 
I ( S 659 
j » t xu st ut 
7 j { 51, 89 
( » 6, ¥24 6,119 
( f 140. Of 
I s iy 2 
I wy 400). OF 
I ias ( 8 O8, 478 
I ( j 
\ } 
Mu hor l'y ( - nd C t R 212 64. U3 2, 000, 000 


Senator Monroney. Do you feel that the regulation of natural gas 
is the same as the regulation of any other utility—and on the same 


basis ‘lectricity, water, or anyt hing of that kind ? 
Mr. Bomar. I feel that anything that reaches to the place where it 
afte ts such a tremendous phase of our economy should be regulated. 


W hen elect ricity reached that phase, it was reculated, when water and 
other facilities reached that phase they became regulated, and I feel 
natural gas has reached that phase and should be regulated. 


Senator MonRONEY. You are sel] ng a service, not a commodity with 


electricity. You ean build more generators and generate whatever 
electric power is needed on the lines. You are converting coal or other 


energy fuels to electricity. The price of 
fuels is not controlled in any way, and when the electricity is sold, the 
cost of that fuel for generating is allowed to escalate the cost of the 
electricity, isn’t that true ? 

Mr. Bomar. When you use the term “coal,” coal is sold under a free 
competitive market in this country at the present time, and I have 
yet to find a single coal contract that I know of that has an escalation 
clause in it. 

Senaor Monronry. Do you know coal has gone up considerably since 
1939? 

Mr. Bomar. But there is no coal contract in this country that has in 
it an escalation clause that says if a certain area charges a higher 
price for coal, they automatically get a higher price for their ton of 
eoal. 

Senator Monroney. But under the free enterprise system, they can 
raise their price of coal. Coal has gone up more in proportion than 
gas has gone uD. I believe, over the last 15 or 20 years. 

Ir. Bomrar. I would say coal has gone up more than gas in the last 
few vears, ves, and that is one reason why the people in Tennessee 


} ? } - ¢ 1 
the coai, the price of the other 


were willing to spend a hundred ] Lillion dollars of their money to go 


down to Texas, Louisiana, and Oklahoma, and other places to bring 
the Mas to Tennessee, but it was Tennessee money spent to go and gel 


the was, not ‘T eXas, Lo lisiana, or ( Y\klahoma money. 


a 
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We have spent our money in Tennessee to go and get this product. 
Now, once we have spent our money, the producers say, “Now, I have 
got your pipe in the ground, we are going to ] price 
on vou. We eontend that they have a ob in oh det should be 
reculated.” 

Senator Monroney. I think they should so far as the pipelines are 
concerned, but whether you can ficure the commodity going into the 
pipelines is a utility, I think, presents an entirely new concept. 

You mentioned in your statement earlier, and it 1s eee, — 
everybody in the producing end, and my State is a producer of natural 
was and we are concerned about the whole industry, you mention as a 
result of the Supreme Court decision, there has hee n the most radical 
change of the natural-gas industry since the invention of the pilot 
—. 

Cer inl 7 it dic under regulation within the States that had natural 
sas since the beginning of time, gas was figured as a commodity, when 
t entered the pipeline it was at the field price, and then the regulation 
started on the utilities that delivered it and carried it to the city gate, 
or carried it on to = burner tip. 

Do vou know any case before the Phillips decision where any effort 
was made to regulate the field price ¢ 

Mr. Bomar. | neta say that the Phillips decision—I think that 
‘ase started in 1946, and was not decided until 1954, on June 7. so for 
8 years, there were efforts being made legally by certain interests 
who were interested in the consumers to see that the Natural Gas Act 

as enforced in the manner in which quite a number of people thought 
t should be enforced to prevent the consumer from being exploite 1. 

Here is the thing: This grap +h is a fairly typical graph, I would 
Say, ot f all ¢ gas pipe line companies’ chi arges This graph shows that 
up until 1953, we didn’t have much of a problem. — in 1953, after 
ve got $10 billion of investment in the ground, either in pipelines 
and that $10 billion was not a by the gas ataiinid ing States 
that $10 billion was invested by the consuming States to go to the 

is-producer States and haul this gas to them to use. 

Now. after they got that $10 billion in the ground en coincident 
ally, the price jumped almost 100 percent in 2 years in Tennessee. 

Now, the same gas that the y sold back here unde r the 20-vear con 
tract in 1950 or 1949, that they sold at this time was bringing : a little 
more than 4.6 cents at that time, but they were willing to se 1 it at 
that time for that price, and now they claim they can’t afford to sell 
it for even the 12.6 cents. 

We want all the segments of this industry to earn a just and reason- 
able rate of return, but not to the extent of exploiting any other seg 
ment. 

Senator Monroney. In earning a just and reasonable rate of return, 
there is a great difference in the investment of a pipeline or any utility 
property and the investment in the search for oi] and gas. 

Mr. Bomar. That is right. We feel that the Federal Power Com 
mission has never been charged yet with being derelict in its duty 
n enforcing the Natural Gas Act. Now, no one has given the Fed 
eral Power Commission a chance to design a formula which will 
provide a just and reasonable return to the producer that will be just 
ind reasonable, consistent with the risk, that are attendant to the 
production of the natural-gas field. 
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Now. we don’t sav. and we are not going to insist here before this 


j 
t 


ommittee, that a just and reasonable return for a natural-gas pro 
lucer should be 6 percent of his plant investment. We feel that there 
ire other factors: in fact, the Internal Revenue Department has held 

i 121.5 percent deplet On allov ance should he m ie. They found 
hat to be a manner in which they could encoi rage the ] roduction of 


nd give a man credit for the dry holes he finds out here in the 


\ll we are asking this committee to do, let’s don’t go into this 
ng and free the producer willy-nilly. Let’s let the Federal Power 

’ i that will give to this 
le return. and I have confidence that 
{ vive that opportunity, they will design a formula that will @ive to 


} } ’ ] 
{ ommission have a chance to design a Tormul: 

} ’ 1 
producer a Just and reasonal 


1 
t 


I) ni a rate that is yust al | reasol ibe 1 return, and ( OnVVess won't 
ive to worry about it at all. 

Senator Monroney. You would be against the establishment of the 
price of the comme (aity of OAS in the field before it enters the pipeli e, 

y matter how competitively that field price might be established, you 
would be against that arrangement ? 

Mr. Bomar. Tam trying to follow your question. 

Senator Monronery. You are saving that you want the price fixed 
by the Federal Power Commission based on investment and adequate 
returl on that investment. What I am asking you 1s you would be 

waist no matter how competitive the supply of was might be in the 
field—you would be against setting that by competitive methods, such 
s has been historically done ? 

Mr. Bomar. I would say that if the result of that competition is as 

now before the Federal Powe Commission | would be opposed to 
t, because all we have found is every time we turn around, the price 


ip more and more for the same Vas coming out of the same 


Senator Monronry. You have had a vast expansion in the use of 

itural gas over this same period, and it is entirely possible that 

as is finding its economic level for the value of the eas. 

Mr. Bomar. I think this is the best example that U know of to tie 
twotogether. 

You have the sale—you have a city out in Oklahoma, Tulsa—we 

ill use that as an example, that uses water. Suppose the water 
supply of Tulsa came from wells that were Surrounding Tulsa. and 
that is the only way Tulsa could get its water supply. 

[ think we would all agree that the people who own those wells. 

iough they might be competitive ith each other in di 

ose wells, could not charg just whatever they wanted to charge. 

It wouldn’t be in the public interest for them to so do that to the 
City of Tulsa. The consumers in the city of Tulsa should be protected 

om such exploiting by those people, even though they may be 
ompetitive with each other in digging those wells and selling that 
water to Tulsa. 

Now, that is exactly the situation here. We have a thing that has 
reached a tremendous national picture, and it is no longer a little 
thing that you talk about competition. When you are talking about 
“() million families in America, that affect 80 million citizens, 4 citizens 
tothe family, I think is the national average, you are talking about half 

r Nation. 


ring 
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When you are talking about half our Nation, you are talking about 
a thing that can cause the greatest ground swell to build up across this 
Nation, and actually do more harm, in my opinion, to the producing 
interests by that ground swell going against them than they would 
ever hope to vain by getting this legislation through and having a 
free and unc ‘controlled economy in the tield of the produc tion of natural 
Was. 

We want to protect those producers. We want them to enjoy a rea- 
sonable profit, and we feel like they will. 

Senator Monroney. Don’t you feel the producers, perhaps are also 
try ig to protect the supp ly of gas, and they know under a regulated 

dustry for production, you can’t develop the gas reserves that you 
are going to need for these 80 million peop le? 

Mr. Bomar. No, sir; I don’t think they know that, because we have 
ever had it regulated. 

Senator Monroney. [lave you always had an adequate su] ply ot 
was ¢ 

Mr. Bomar. We had a supply of gas, unregulated, at a reasonable 
— and that is the important thing. We want to keep the price 

ASON: ible, and I don’t think the producers can say, accurately, that 
they won't furnish the was to us under regulation. 

Senator Monroney. I don’t think that, and I disagree completely 

th you that there has been any threat made by the gas industry or 
ne Pas produc Ing States that we will try to be a dog in the manger 


ind hold off this gas. 

We are mer ly talking about the economic ve) iti s that eas 1 
lined to flow to the unreeulated market if one 1s avilable ‘ just iKe 
inv other commodity. 

Mr. Bomar. I don’t know whether you call this a threat or not, 

t there is national adve rtising’ going on in W: ashineto1 irght now to 
this extent, that if we regulate the produ er, we Just may not get any 
ras for the consume ry because he won't be able to pre duce the wells 

Now. that sathreat 

Senator Monroney. I don’t think there is any threat that they 
vill slack off production, but I do think there is a very serious ques- 
tion in the mn ad ot those who KNOW the oll and was industry that there 
vill be the development and discovery of reserves, and the plentiful 
upply that will be there to take care of vour 80 million people that 
have been put on these oas lines. 

Mr. Bomar. In that connection, our position is this: 

I have full faith that the Federal Power Commission, if given the 

opportunity, will provide a formula that will enable the proper pro 
duction of gas wells to continue to bring the reserves in, to protect 
the consumers in the Nation. 

Now, my position is this: The Phillips decision was made last June 
7. Why rush this here with Congress and all of a sudden try to say, 
“Well, look here, we are in terrible shape since the Phillips decision 
was passed.” 

They haven't had a chance. They don’t know what the Federal 
Power Commission is going to do. 

Let’s wait and see what the Federal Power Commission is going to 
do, and then if they find out the Federal Power Commission is taking 
acts against them that are arbitrary, or designed to cut them back 
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so that it will hurt the production of new wells and new reserves, then 
let’s come before Congress, and we will all straighten this thing out. 

We don’t know that that is going to happen until we have given it 
a chanes 

Senator Monroney. The Federal Power Commission was here yes- 
terday, and fou members testified they do not see any adequate 
formula or means by v which the Vy Col uld ap yply utility reoul: ation to the 
production of natural gas. 

Mr. Bomar. I don’t know. ‘Those four members may have testified 
to that, but I am certain if the responsibility is placed upon their 
shoulders fully to do it, , think they are 200d public servants and 
will search and find the wa and means that will be proper. 

Senator Monroney. Wouldn't they be a food judge of whether 
they can find the proper way to do it, having had experience in this 
thing for some considerable number of years 4 

Mr. Bomar. Those four memibe rs are fine men, and they are indi- 
vidual members of the Federal Power Co) :MISSION. There are a 
large number of people in the GAs industry today that feel sincerely 
thata proper formula can be designe <d to protec [ the pr due er. 

Senator Monroney. Most of those in the gas industry are on the 
buying end, not on the producing end. 

| think we have had only one witness on the producing end, that in 
the Appalachian region, that was testifying strongly in favor of Fed- 
eral regulation of the — “Of course, their production was only 
a small part of their main business 

Mr. Bomar. You have got to give—after all the Federal Power 
Commission has been loaded down with a new job, and our insistence 


is that the eer nna to be to give them more facilities, 
more staff and more money to handle this matter, and I believe if you 
do th: at, dior will come up with a proper job. 

Senator Monroney. I can see where they can regulate pipelines, 


utility companies, and all that sort of thing, because they have some- 
thing very definite, but most all of the suppliers of this natural ¢ 
some 8,000 of them, didn’t intend to be in the utility business to hare 
with. They were drilling for = when they suddenly found them- 
selves with gas. They arranged a contract between a willing buyer 
and a w illing seller, and they ieee up to sell, for 20 years, gas under 
contract and under certain conditions, all of these conditions arrived 
al by open free e nterprise bargaining. 

Now, the -y found those contracts invalidated appare ntly by the Su- 
preme Court decision, and still they are going to be tied up to supply 
that gas not knowing what the consideration is going to be at the other 
end. 

They are in a position now of being captive sellers to the pipelines, 
the same as many of the witnesses said that the customer on the other 
end of the line are captive customers. 

Mr. Bomar. The man in the street—and that is the man I am speak- 
ing for here today, and J me there are 80 million of those men in the 
country today—that man in the street that goes and spends money, 
a GI out here that has heute a house with a GI loan on it that has got 
a gas system in it, he hasn’t got the money to switch from gas to coal. 

He is doing well to have the money to make his monthly payments 


over the next 25 years. I imagine that in my section of the country, 
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75 percent of the new homes that are being built are built under FITA 
or GI mortgage over the next 20 years, and those peop le buying those 
homes with gas in them, they don’t have the mone y, the average citi- 
zens, tO mi ake a conversion bec: ause the pr ice of gas goes up from, say, 
owas to coal, or to oil, because they haven't got that kind of money. 

Therefore, they are strictly a captive market. They are tied down, 
and that man over here before the Federal Power istediadiian right 
now—and I would use this as an example, talking about this free and 
uncontrolled economy, you might as well do away with the Federal 
Power Commission, in my opinion in many respects, if you pass this 
natural gas legislation, and this is the reason. 

The distributors are being regulated by the public service commis- 
sions of the various States. The pipeline company is being regulated, 
but over here, yesterday, the staff of the Federal Power Commission 

came up witha formula, without saying what it was, that it looked like 
we were going to have to se wap th at case. 

They don’t recommend it, but appears tl iat way when you read it, 
because the whole case is soot ‘ted upon an increased price of gas in 
the field, and there is nothing we can do about it. 

Last November the Federal Power Commission let 238 prod cers’ 
rate applications LO into effect without even notice to the people 
affected. 

The consumers in Tennessee didn’t even known the applications 
were filed. How in the world could we have protected ourselves ? 

With that sort of situation, if you are not going to regulate that 
man in the field, you might as well do away with the regulation of 
your pipeline company, and do away with the regulation of dis 
tributors, throw the whole thing wide open and let us all just battle 
for what we can. ‘That is the situation we are confronted with. 

We do not believe that type of disorganization is good for the 
economy of the Nation. We feel that where they are so completely 
tied together, the economy of the distributing company, the economy 
of the consumer, the pipeline company, and the producer are : a locked 
together, and they are one team working together, and each is depend- 
ent upon the economy of the other. and the -refore, the Vy eac th shoul l be 
regulated. 

Senator Monroney. The producer didn’t intend to be a publie 
utility, did he? He just happened to stumble onto some gas. All 
the rest of the people have been regulated, deliberately, intentionally 
going into the utility business. 

Mr. Bomar. I don’t say he intended to be a public utility, but maybe 
by a situation that he is a part of, developing, he has become that 
whether he intended to be or not. 

Senator Monronrty. Someone made him become that. 

Mr. Bomar. Well, the consumers, 80 million of them. 

I just feel that you have got some legislation up here, you are rush- 
ing through this legislation. 

Senator Monronry. No, we are not, we have been at it for several 
weeks. 

Mr. Bomar. This is the first Congress after the Phillips decision, 
the first Congress. We haven’t even had a chance yet. 

Naturally the Federal Power Commission isn’t going to try to do 
anything so long as Congress is sitting over here with legislation 
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aes oned to relieve the producer. If the Federal Power ( ‘ommission 
knew that you weren't going to pass any legislation that was going 


to relieve the proaucer, and in turn that you were going to give them 
enough money to get a staff in order to enforce the act, I think that 
ie@\ would tart to work, and we would vet some fine results 1h the 


ext 12 months 


Senator Monroney. I certainly agree with you that it is important 
that the producers know where they are going to be in this, so that 
they may LO ahead ana search fo! reserves. They ought to know 
petter thah we do not to keep kick oth ball around. 

Mir. Lom \R I { you take action, they vill know where they are under 
Iit Ph llip cif Sit 

Senator Monroney. I don’t think we are rushu Oo into it. I think 

ve to ce ae which Was we are golIng: whe ther tO control the 

oOnonmy proaucth)o Of natural Gas, oO} whether we are FOoOIng to 

ive it free and open as it has been 1n the past, to give us the supplies 
that ive peel equ t¢ 

Mr. Bomar. Well, when you get to a situation such as this, we are 

ferested II e¢ neo the e produce} Sul ve as well as we are nterested 

seelIng the consume survice, but down in the State of Tennessee, 
ve have rea furation point i complet saturat mn point on 

price t! it we lve ) pay. Wi al ‘| pas more now than we are 
paying in Tennessee. Wearetrving tosell that story. Weare trying 
o tell people that is the situatio 

We are having difficulty getting it back to the producer that that 

} it iatiol 

Wi ave got a $100 million investment in Tennessee that we want 
'O protect, too, and we fee] that he has an obligation, and Congress 
h iS an ¢ blie bie ~ 1 he Ip 5s protect it, and the only way we can pro- 
tect it is to kee pt ; rate down to a “ust and rea onable” rate, and 
right now it is out of hand. 


We hav got to even 1 1] the rate back, 1 up in ‘Tennessee, or our com- 
pane are eoing to go into bankruptcy 
ituation we are confronted with. It is all right to talk 
ibout the producer making a just and reasonable rate of return. 
I think the best example of that might | the Colorado Interstate 
ase. As I understand the figures of what the producer is doing, 
Colorado Interstate came in after this eaahtad average decision of 
he I vanes Power Commission in the Panhandle case and asked for 
the same relief, and Phe: e . that the weighted average of the was that 
] 


hey were se alling | nto ti ystem was 1n excess of 9 cents per thousand 
cubic feet, but they a pes ae that the cost of that gas, including re- 
turn, was only a little in excess of 1.52 cents per thousand cubic feet. 
Therefore they are making 900 percent profit—900 percent profit, 
ind we have got distributing companies in Tennessee that have made 
an investment to buy this oas, that are not even making a4 percent 
return on their investment, cod that is not enough to pay bond interest. 
Senator Monroney. Do you know what price the leases on the land 
that produced that 1.52 cents per thousand cubic feet originally were 
priced at; how they arrived at that rate on the basis of investment ? 
Mr. Bomar. My understanding is that the 1.52 included all their 
cost. 
Senator Monroney. And return on an investment that was prac- 
tically nonexistent, probably negative at the time they figure the 
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previous production, and the question is: Are you going to allow a 
man that goes out and | NUYS wildcat leases for a dollar an acre and 
finding a gas fiel ‘ to capit alize that investment of a dollar an acre 
wees’ discovery; is he going to get what he paid for the leases as 

inproven wil le iy territory, or is it going to obtain value as an oil ot 
was field ? 

Mr. Bomar. That man that made that discovery, if he didn't have a 
pipeline coming to his well from the Eastern end of the United 
States that was paid for by somebody else, he couldn't even sell it at 
1.52 cents. 

Senator Monronry. I think what you find is most of those wells 
were selling some gas in the intrastate system, and they were selling 
for considerably more than that amount through the years. Then they 
do have some extra Aas, and so the other people come in and want 
maybe 25 percent of their supply. 

The profit that they have made on the investment selliy Y in intra 
state 1s counted as a pay-back on his investment, and you can finally 
arrive at a negative figure for gas in some of these cases, where gas 1s 
going to pipelines at less than a cent. 

Mr. Bomar. The one reason, though, they are able to sell this gas 
is because of a demand that has been created thousand of miles away 
from them. and that demand is fed by the billions of dollars of money 
that came from other sources, not the producers. 

Senator Monroney. The producers have a market today for 50 pel 
cent of the gas that they produce, intrastate. That was always there, 
and there is more of it developing now, intrastate, on the threat that 
they are going to be told exactly what they can sell for in interstate, 
so there is alw: iys a tendency to try and find a market that would bi 
unregulated, if you are going to have your choice of the two. 
iat you arrive at on a cent o1 


| just don’t see how these figures t 
cent and i half cata be considered an honest, fair al al reasonable 
price for gas. 

Mr. Bomar. I don't Say that would be. I LO back to my original 
statement that [ am not Sa! ing that that is a just and reasonable re 
turn for them, I am saying that I have confidence in the Federal 
Power Commission, if given the opportunity to prov de a formula 
that will give to them a just and reasonable return consistent wit] 
the risks. that are attendant to that type of business. 

That is my position. 

Senator Monroney. Thank you, Mr. Bomar. 

Mr. Bomar. I want to take this op portunity to thank you. I know 
the members of C ongress have to welch the prob lems of : all seoments of 
our people. We are here representing one segment of it, and we 
know you will give due consideration to all segments of the population 
of this cou ntry, and all segments of our economy, in coming to your 
proper decision. | 

Senator Monronry. I am sorry we didn’t have a more complete 
attendance, but the Senate is meeting today, and we have several com 
mittee sessions going. 

Mr. Bomar. Thank you, sir. 

Senator Monroney. Our next witness will be the Honorable George 
McCanleff, attorney general of the State of Tennessee. 

Mr. McCanterr. Thank you, Senator. 
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Goy. Frank G. Clement, has asked me to read to the committee his 
tatement relative to the Senate bill 1853, and at the same time, to ex- 
press to the committee his regret that he can’t be here in person, but 
he has engagements that make that impossible. 

(The statement of Gov. Frank G. Clement of the State of Tennessee 
“as presented to the ¢ ‘ommittee on Interstate and Foreign Commerce is 
read by Mr. George F. MceCanleff as follows :) 

My name is Frank G. Clement I am making this statement as Governor of 
the State of Tennessee in the interest of the more than 240,000 gas consumers 


n my State who, during the past 5 years, have become almost completely de- 
pend pon natural gus as the fuel for domestic consumption in their homes, 
i ere ise in their business, and for the industrial needs of their 
fa 

I} e from the gas-producing States to Tennessee has become a life 
line to the economic existence of more than one-third of our State’s total popu 


during this period of time, and during the next quarter of a century, a 


if the field price of natural gas will create a tremendous financial 


inipact upon our total economic structure 
: 


lor this reason, I must, in the interest of the general welfare of the citizens 
of Tennessee, voice my opposition to the Fulbright bill, 8S. 1855, and to any other 
leg the effect of which will be to relieve the producers of Federal regula- 
tir as to the field price of natural gas which flows into the vast network of 
pipelines which ultimately is purchased by the little gas users thou- 

san ‘ I the o1 In we 1d 
VV I I it those fous wh rve as cove! rs are deeply mcerned 
ard giving furths er to the Federal Government, at the 
CX] f the State’s right to control it vn activities, we must, at the same 
time f nize that there are cer fields of our national economy that 
cannot be controlled by State action alone, and, therefore, are dependent almost 

entirely upon Federal regulation 

No re convincing illustration exists than in the field of natural gas produc- 


tion, transportation, distribution, and consumption. 

A major portion of natural gas that is sold in interstate commerce is pro- 
duced in four States, all of which command a natural monopoly of the commodity. 
Yet this commodity cannot be sold in interstate commerce, unless, and until, it 
is transported through thousands of miles of gas pipeline highways, distributed 
through thousands of distribution systems, and consumed by millions of users 
all of whom have no direct contact with the producer but still pay the bill 
that is brought about by an increased field price 

Therefore, the man on the street in a small city in Tennessee who uses natural 
gas produced in Louisiana or any other of the major gas-producing States, 
and transported to him through the connecting pipelines of any of our major 
pipeline companies, is wholly dependent, not upon his local public service 
commission, but upon Congress, to prevent him and all of his millions of fellow 
users from being viciously exploited. 

Such was the purpose and intent of Congress in passing the Natural Gas Act 
f 1938S and such was the final declaration of the Supreme Court in interpreting 
the act on June 7, 1954, in Phillips Petroleum Company vy. the State of Wisconsin 
et al. (347 U.S. 672), which this Senate bill 1853 now under consideration before 
this committee is obviously designed to annul and destroy. 

Such regulation by our Congress has been well established in the past as 
the means for providing protection to the public interest, where jurisdiction of 
the local State government is inadequate to cope with the magnitude of the 
problem which extends far beyond State boundary lines. I refer to well-estab- 
lished legislative beacon lights such as the Sherman Antitrust Act, the Robinson- 
Patman Act, the Clayton Act, and other similar legislation. 

ro exempt the producers from the regulation of the Federal Power Commission, 
on the one hand, while on the other hand continuing the regulation of the rates 
by the Federal Power Commission that the interstate pipeline companies can 
receive from the distributing companies and then to continue the regulation 
by the local Public Service Commission of the rates that the distributing com- 
panies will charge the gas users would be, in effect, legislatively building a wall 
of protection around the consumer, and leaving the gate wide open for the 
exploitant to enter and exact an unconscionable price for a product over which 
he, by sheer physical accident, holds a natural monopoly. 
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Distributing companies, municipalities, and local pipeline companies have a 
capital investment of over $100 million in the State of Tennessee for the 
distribution of natural gas. These systems are heavily bonded with securities 
having been sold on a general prospectus of a stabilized field price of natural 
gas. Since the construction of these systems, the field price paid by one pipe- 
line company serving the State of Tennessee, Tennessee Gas Transmission Co., 
has increased from approximately 4.2 cents per thousand cubie feet to approxi- 
mately 12.6 cents per thousand cubic feet, under bond at present, or a total in- 
crease of 190 percent. To continue this trend will be financially disastrous to the 
many small companies who have become heavily bonded on the basis of the sale 
of natural gas at, or near, the original field prices charged in the years 1948-50. 

Therefore, it is my insistence that it is not in the public interest to have all 
segments of the natural gas industry regulated save the one exception of the 

diucer, Who is just as vital to the end result as the pipeline company or the 

tributor. No one of these groups can survive without the other. 


ror these reasons, it is my position that Senate bill 1853 and all similar legis- 
tion creating the exemption of the natural-gas producer should be defeated, 
d in lieu thereof, more effective controls should be placed upon the producer 
to eliminate the establishment of any contractual provisions which would 
end to increase gradually the field price of natura as on some artificial basis 
ther than that of actual cost to the producer In this connection, it is my 
hat the isonable | ke 11 | n of 8S. 185 nw ible 
! Ind In it pract il i! Lado] nD l he « 
if mv State millions of « mnunall rl} theor will onl be a 
utlage for immedi higher price s one ¢ | gue with considerable 
e that th highe price ell ad sa l I eC! ket 1 ‘ 
I ] le ent ‘ rie ) iv Ame n f 
hout it e ¢ d not ] eye ‘ { pinn f nat yp ( 
) omm 1 But, eedon f 1 it nternt ‘ ot. j ¢ hye 
itible with the public interest, and wherever there is a conflict, 1 
tion must be established to en the nublie interest paramoun 
It would seem that st : emphasis is being made for a case for the producet 
a matter of fact, protection of the gas consumer is the objective of the 
Natural Gas Act. This protection can only be achieved by continued Federal 


regulation of the field prices for natural gas sold in interstate commerce on a 
formula that will provide a return that will be just and reasonable to the pro 
ducers 

rherefore, it is my insistence in behalf of the State of Tennessee that legisla 
tion should be passed by this Congress, the effect of which instead of completely 
naking a nullity of the Natural Gas Act, will implement this act in its protec- 
tion of the consumers. Such a step is mandatory in the public interest in the 
great vital natural gas industry and should be given every favorable considera- 
tion by this committee and all other types of legislation to remove the producer 
from the jurisdiction of Federal control should be defeated. 

Respectfully submitted. 

FRANK G. CLEMENT, 
Governor of the State of Tennessee. 

Senator Monroney. Thank you very much, Mr. Attorney General. 
We appreciate your appearance. 

There is a quorum call preceding a vote in the Senate. We will 
have to recess the hearings for 15 to 20 minutes. 
minutes. It will probably be 11:45 or 12 o’clock before we reconvene. 

(Whereupon, at 11:20 a. m., the committee was recessed, to recon- 


vene at 1:45 p. m., in G-16 Capitol, the same day. ) 
AFTERNOON SESSION 


(The Committee on Interstate and Foreign Commerce reconvened 
at 1:45 p. m., room G-16, Capitol Building, Senator John O. Pastore 
(acting chairman) presiding :) 

Senator Pasrore. Mr. Hammer, will you identify yourself for the 
record and proceed in any way you desire? 
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STATEMENT OF JOHN C. HAMMER, CHAIRMAN, TENNESSEE PUBLIC 
SERVICE COMMISSION 


Mr. Hammer. My name is John C. Hammer. I am chairman of 
Tennessee Public Service Commission with offices in the Cordell 
ih ull Building, Nashville, Tenn. 

My appearance is on behalf of that commission. 

May I depart from my prepared statement to make this short state 
ment / 

My) statement will not be technical, because I am not a technical ex 
pert nor a crusader. 

In general, I might Say that my commission adopts the testimony 
offered by Mr. Bomar and General McCanleff on the part of the Gov 
ernor of the State of = nnessee, and the statement I shall read repre- 
sents the positio m of the entire Tennessee commission, both collectively 
and individually 

My statement will deal with the subject ina very brief and wener: al 
way. 

The matter of regulation of pro ducers’ DP ices of natural eas is one 
of great concern to iy commissi oO! aad he natural vas customers in 
‘Tennessee. 

The commission I represent ha Ss partic ipated 1 In every proceeding 
relating to natural gas and in every case a ing Tennessee before 
the Federal Power Commission, making evé y possib le effort to hold 
down natural gas rates and prices to our con sumers. We have done 
ind will continue to do, everything within our power to keep natural 
gas in Tennessee and elsewhere at a reasonable price to the consumer 
and a reasonable profit to the pRonacern, pipelines, and distributors. 

I appear in opposition to the Fulbright bill which we rnsage eg 
will have the effect of caitieadiaae producers from regulation by the 
Federal Power ( ‘ommission. We recognize that there is a diverge nce 
of interests between the so-called producer States and so-called con- 
sumer States. We also recognize that the producer States are 
consumers of gas. 

The argument has been offered by some that the price charged for 
a basic commodity should not be re oulated and that the regulation of 
such a commodity is contrary to our free-enterprise system. 

While I am a strong advocate gener: ally of free enterprise I find 
myself unable to go along with this argument. If the producers of 
natural gas are left free to charge whatever they please for their gas 
in the field it could well result in pricing natural gas out of existence 
n many areas, particularly Tennessee. 

Natural gas has been regulated for many years from the pipeline 
to the ultimate consumer and this regulation by Federal, State, and 
local agencies has proven quite successful. 

To me it seems preposterous to regulate the price of gas to the pipe- 
lines and in turn to the distributors and finally the rates which the 
distributors may charge the consumer without regulating the field 
price. We are all aware of the fact that eventually the ultimate con- 
sumer must pay the profits accrued by everyone who is entitled to a 


profit from the time the gas leaves the field until it reaches the con- 
sumer. 


also 





ed 
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This means that every time the field prices are increased there must 
De A correspondil Y increase passed on which the consumer must evel 
tually pay. 

The absence of regulation of field prices has led to the brink of fina 
cial disaster of many distributing companies in Tennessee today, and 
this is attributable solely to instability and increases in field prices of 
was 

The recent announcement by the House Committee on Interstate and 
Foreign Commerce of its adoption of the Harris bill, H. R. 4560, with 
an amendment repre ents to my way of thinking, total defeat to the 
consumer interests. The Harris bill removes Federal Power ¢ OMNIS 
sion regulation of producers, and the adopted amendment merely pays 
Lipe ervice to the so-called escalation clauses, taking no real measure 
which will benefit the consumer in holding field prices down. 

The recommended action of the House committee would continue to 
o1ve produ ers a free hand in the pocket book of the consumer in eveé ry 
State in which natural eas is used. 

I am strongly of the opinion, and this opinion is shared by my asso 
ciates on the Tennessee Public Service Commission. that any bill 
which has the effect of removing producers of natural gas from regu- 
lation should be defeated. 

We know nt must look to the broad national interest but we are 
constrained t beens that the national interest and the interest of 
consumers of natur: al ras in ‘Tennessee and elsew here are not in ( onflict. 

Senator Pasrore. Thank you very much, Mr. Hammer. 

Mr. Hammer. Thank you, gentlemen. It is a pleasure to appeai 
before you. 

Senator Pastore. We have four remaining witnesses, Mr. Lee, Mr. 
Smith, Mr. Clark,and Mr. Jackman. Are they all here / 

Mr. Ler. I am Mr. Lee. 

Senator Pasrorr. Mr. Lee, how long do you feel your statement 
will be? 

Mr. Ler. To read my entire statement would require about 35 or 40 
minutes, but I can, if the committee is short of time, summarize it to 
some extent, and allow it to go in the record. 

Senator Pastore. Mr. Smith, how long do you think you will be? 

Mr. Smirn. About 20 minutes, sir. 

Senator Pasrorre. Mr. Clark / 

Mr. Crark. About 20 minutes, sir. 

Senator Pasrorr. Mr. Jackman ? 

Mr. JACKMAN. 15 minutes. 

Senator Pastore. All right, Mr. Lee, we are ready to hear you first. 

We have an important measure that needs unlimited time in the 
Senate today, and we may be interrupted again. We don’t want to 
inconvenience anyone. We would like to hear all the witnesses this 
afternoon, if we can, which is the reason I asked how long it would be. 

Mr. Ler. Would you like to have me summarize mine to the best of 
my ability ? 

Senator Pasrore. Only if you feel you are doing justice to yourself 
and your statement. We can put your statement in the record, and 
you can comment on it in any way you desire. However, if you feel 
your purpose would be better served | ry reading it, you may do, so. 
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Mr. Ler. I think the statement is better, but on the other hand, I 
think some of the others might be cut short, so I will try to sum- 
marize it to the best of my ability. 

Senator Pasrore. All right, we will have the statement inserted 
in the record at this point in its entirety. 


STATEMENT OF ARTHUR K. LEE, PRESIDENT OF UNITED CITIES 
UTILITIES CO. 


Mr. Ler. My name is Arthur K. Lee. I am president of United 
Cities Utilities Co. whose main office is 938 Merchandise Mart, Chicago, 
lil. Through subsidiaries we distribute natural gas in 15 towns and 
cities of Illinois, Tennessee, North and South Carolina, and Georgia, 
with a total population of approximately 115,000. Each city is, of 
course, supplied by only 1 long-distance pipeline, but we purchase gas 
from a total of 6 such lines. 

by way of showing qualification to testify before your committee 
regarding Senate 1853 and 1248, may I state that I was a resident of 
Wyoming during the beginning and early development of the oil 
business in that State and participated in the financial end thereof in 
a small way. I later organized and managed a power company in 
northern W yoming, which sold power for the drilling of oil wells 
in the Oregon Basin field. After the sale of this company in 1928, 
lL went to Hugoton in southwestern Kansas, where a gas well had been 
drilled some 2 years earlier. With associates I financed the drilling 
of a second well 5 miles away and this constituted the actual discovery 
of what is now known as the Hugoton eas field, whose reserves have 
been estimated by competent engineers as high as 19 trillion feet. The 
company which I formed obtained franchises and built pipelines to, 
and distribution system in 13 small cities and villages of southwestern 
Kansas, and later became a part of the Northern Natural Gas Co. 
system. 

After the sale of this property, I entered into a contract with the 
city of Colorado Springs to build a gasline from Hugoton, Kans. to 
that city and sell gas to the munic — at the city gate. Colorado 
Springs is onlv about 6 miles from t he line of Colorado Interstate 
Gas Co.. extending from Amarillo, Tex., to Denver, but Colorado In- 
terstate had refused to sell the city its natural gas supply after the 
city had refused to grant a distribution franchise to an affiliate of 
Interstate. My experience in attempting to build that line and the 
refusal of Colorado Interstate to sell gas to the city of Color: ado 
Springs became the subject of testimony by me and others before the 
Federal Tr: ide Commission in 1935. The testimony in this case and 
many others undoubtedly led to the passage of the Natural Gas Act 
by Congress in 1938 

At that time, only a few long distance gaslines had been built and 
because of the low price of coal, the competition of that fuel precluded 

e building of the lines of the langth which we see today. Gas re- 
serves in Hugoton, Kans.: Amarillo, Tex.: Monroe, La., and other 
fields were regarded as more than sufficient to supply all the territory 
which could economic ‘ally be reached to compete with coal at that time, 
and there was plenty of competition in the sale of gas in the fild at 
+ cents to 6 cents per thousand feet and even less. The price of coal 
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began to advance rapidly and pipeline ee rs saw they could begin 
to build long-distance lines to Pittsbur; Philade ‘Iphia, New York, 
and even at a later date to New England, aid by purchasing this low 
p riced gas, compete in cost with the high-priced coal. If these large 
investments had not been made by pipelines, distributors, and con 
suners, producers would today be looking for the local uses they now 
threaten us with. The FPC took the position that in granting certifi- 
cates of convenience and necessity for building pipelines they should 
insist on 20-year supply of gas under contract, economic feasibility, 
and financial ability, but felt they had no power to control the pric 
of gas contracted fore xcept that portion furnished from the pipe line's 
own reserves. Each producer, of course, whether affiliated with the 
pipeline or not. wanted all he could get for his gas and the pipeline, ae 
order to get a sufficient supply, was willing to let him insert the so- 
called escalator and favored-nation clauses, feeling that if it could 
vet a line built and could obtain, during the first few years, suflicient 
ustomers to sell the line capacity, it could then pay the prod cer 
greater prices because the consumers would have invested in Gas 
appliances and vas heating Syste 1s and would have become SO ehalh 
oured of this luxury fuel that they would be willing to pay the highe: 
prices. 

The pipeline « mae inv was perfectly willing to see the producer get 
more money for his gas at a later date because under the Natural Gas 
\ct they could pass this increase along to the distributing company, 
which also had made large investments in changing over from ar 
ficial gas to natural gas, most of which they could never recover by 
returning to artificial Gas. It was expected the distributor ould 
collect the increased price from the consumer. The producer, in 
most cases : haa oil companies, was as a whole, 1 maki ie re CY of 
return upon his actual investment, without any escalator or favored 
I ation clause ‘ bu t as th e pipeline bi ile le rs needed long term contracts 
for their supply, he saw a bargaining chance to provide for largely 
increased profits in the future. For instance, at the present time | still 
receive a small royalty from a certain well in southwestern Kansas 
It probably cost around $15.000 to drill this well. It has been produc- 
ing for years. I am informed the gas today is being sold for 32 cents 
per thousand cubic feet and even under proration that gas bring 
approximately $3,500 per month, and that $3,500 is subject to a 2714 
exemption bigs any income tax. 


P receding the passage of the Natural Gas Act, in many perhaps 





; 
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i 
most cases the pipeline controlled the gas supply or was able to buy 


vas at its own price from affiliated or favored producers because there 
was no other field market for the gas. The gas was usually sold 
a utility at the end of the line and to utilities in other towns en route. 
In some cases gas was withheld from cities or utilities, which desired 
to buy, as in the case of Color: ado Springs. A pipe ‘line ch: araed almost 
any pric e the market would pay and it had no competition because no 
one could afford to build a parallel line with the hope of obtaining 
only a portion of the isle 

The control of electric and gas utilities had become almost nation 
wide and when it became evident that interstate pipelines could not be 
controlled by the State commissions, Congress passed the Natural 
Gas Act to protect the consumer from unjust treatment and charges. 








1374 AMENDMENTS TO THE NATURAL GAS ACT 


At that time the available market area was restricted and the supply 
great, but today over 20 million families are using natural gas, and 
every one of these consumers has an investment ranging generally 
from $200 to $1,000 which will be practically worthless if he discon- 
nues the use of natural gas. With captive markets and captive 
distribution systems the producers now ask to be released from all 
control except reasonable market price, which by most of the testi- 
nony thus fir adduced, the \ conside r to be the highest price at which 
vas could be sold in competition with other fuels. As gas is a luxury 
fuel and eve ry domestic consumer who has used gas would be willing 
to pay more for it than for any other fuel, and as eve ry consumer also 
i large investment which ties him to gas, the amount of the 
here for which they wiil demand FPC approval is all the market 
will bear. With Federal pipeline rate control and State commission 
if lity distribution control] around the consumer pasture, the passage 
of S. 1855 would, in my opinion, open the gate for the producer to 
harge all the traffic will bear. 
What are the reasons given for release of Federal control ? 
1. Control is socialisti 
Production prices are controlled by competition. 
Price control will bring gas shortage. 
Producers should be compensated for additional risk. 
». Gas will be sold locally. 
6 The field price is only a small portion ot the consumer cost, 
My unswer to these contentions is: 


1, CONTROL IS SOCIALISTIK 


The producers state there is no more reason to control the price of 
OAS al the well than the price of coal, oil, or hams. Conditions sur- 
rounding the sale of gas are not comparable with those surrounding 
any of these et Coal, oil, and hams can be exposed to the air 

ind tr: ansported by hand, by truck, and by railroad, but domestic 
vas can only be tr: muported by building a pipeline to it and carrying 

Faaatles pressure to a captive market up to 1,000 to 1,500 miles away. 

Fifty years ago, hundreds of electric and artificial gas plants were 
operating as priv: ite industries. Abuse of the public interest caused 
nearly every State to pass laws tt aking control of their oper ation and 
while there were charges of socialism at that time, few people would 
today say control of utilities is socialistic. In 1938 because of abuse 
of the public interest by pipelines, Congress passed the Natural Gas 
Act. Again there were charges of socialism, but I think even the pipe- 
lines today would admit the need of this legislation. Today because 
of the vast extensions of natural gas lines and the abuses of the public 
nterest by escalator and favored-n: ations claus ses, the control of gather- 
ing and production as provided i in the Natural Gas Act by the Phillips 
lecision is not socialistic. It is just and proper and should be retained. 


PRODUCTION PRICES ARE CONTROLLED BY COMPETITION 


Competition presupposes a free market for both buyer and seller. If 
I don’t like the price of Texas hams, I can adjust iny appetite to the 
possibly less flavorable Illinois variety, but if I do lke Texas gas 
or in fact any natural gas, there is only one place I can get it, and 


= 
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that is from the distribution company in my city, at such price, plus 
service rates, as it has to pay the pipeline company producer. The 
consumer who buys the product has nothing to say about the price and 
the pipeline company, under present conditions, is not particularly in- 
terested because under law it can charge the distributor whatever it 
has to pay the producer. All it is interested in is to contract for 
enough gas, either from its own affiliates or otherwise, to keep its 
lines filled for at least a sufficient time to cover its profit and through 
depreciation, the return of its investment. All it must watch in gas 
cost is not to price itself out of its market, and with the captive market 
[ have above described, I am unable to say where the limit would 
be reached. Another reason there is no real competition is because 
of the great cost of building or relocating a pipeline to the supply. 
Transcontinental Pipeline Co. today is paying an average of 7.2 cents 

r thousand cubic feet for 380 million feet per day in southern Texas, 
al would like to contract for more, but if 1t buys more gas in south- 
ern Texas at the going price of 12 cents to 15 cents it would have 
to pay 12 cents to 15 cents for practically all the gas it is now buying 
for 7.2 cents, if producers were not subject to Commission regulation. 
This shows how vicious these escalator and favored-nation clauses 
are, but if price control of production 1 is released and price is limited 
only by other fuel competition, it will matter little to the ultimate 
consumer which horn he is hoisted on: an increase from 8 cents to 
16 cents by escalator or by release of control. 

With only approximately 15 main long-distance lines in the United 
States and usually only 1 or 2, in a few localities up to 7, pipelines 
able to serve any one community, how mue n competition 1 in price does 
anyone believe there would be in the field, especially when the pipe- 
lines are interested chiefly in support and only mildly in price? The 
entire number of both pipelines and important producers is Pe 
less than 70. Just one big happy family. Production price rele: 


- 
and pipeline transportation ability working together could and hiore l 
create a nice snug monopoly. And the coal interests are glad to see 
the price of gas increase because it will make more coal purchasers. 

I agree that in the sale of industrial gas, there is real competition 
with other fuels. But I feel sure that with the removal of Federal 
control, there would be no real competition in either the production 
and gathering price or the sale price for domestic gas, and that the 
passage of legislation similar to S. 1853 would mean the transfer of 
hundreds of millions of dollars from 20 million gas consumers to 29 
large independent producers and about 10 or less pipelines, whose 
reserves are located chiefly in the States of Kansas, Arkansas, Okla- 
homa, Mississippi, Louisiana, Texas and New Mexico. In this the 
big producers are being aided by approximately 4,000 small pro 
ducers together with royalty holders and bankers and investment 
houses handling their loans and securities. 


. PRICE CONTROL WILL BRING GAS SHORTAGE 


Known @as reserves have increased from about 148 trillion feet in 
1945 to 211 trillion January 1, 1954. The American Gas Association’s 
1954 report, quoted by the Federal Power Commission. Says reserves 
increased 11.7 trillion cubic feet in 1953 notwithstanding a use of 9.2 
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trillion. 1954 figures just released still show slightly more gas dis- 
covered than used. ‘The use in 1954 reached 9.4 trillion feet. It was 
pointed out by Mr. Paul Kayser, president of E] Paso Natural Gas 
Co., now a leading proponent of production release and largely in- 
terested in production, at a gas conference in the spring of 1951, that 
as long as we are finding new reserves in excess of annual production 
there is no occasion to be concerned about their exhaustion. One year’s 
leveling off does not mean that a gas shortage is imminent. By the 

‘ases cited herein it is quite evident that since the campaign to release 
control started and since the majority of the members of the Federal 
Power Commission have expressed a seeming willingness to allow the 
price of gas to be fixed by what people will pay in competition with 
other fuels, the field price has already increased from 8 cents per 
thousand to around 16 cents. If the possibility of release has so 
great an effect, I feel sure actual passage will make a 30-cent price 
conservative. 

This 211 trillion feet of recoverable reserves is the producers’ in- 
ventory. Even the present increase of only 8 cents per thousand in the 
sale price applied to all reserves will in the next 23 years mean a 
“windfall” of over $16 billion to the approximately 4,000 large and 
small producers owning these reserves. I have been unable 
to obtain figures showing the reserves owned by interstate pipeline, 
independent producers attached to such lines and reserves not so 
attached, but by using certain 1953 figures of the American Gas 
(ssociation and applying them to tables for 1953 furnished Senator 
Douglas by the Federal Power Commission, I have arrived at what 
I believe to be the basic position of the pipelines and large independent 
producers with reference to reserves, basing calculations of class re- 
serves upon class usage in that year. They are as follows, excluding 
California which was not available to me. 


Trillion feet 


Total reserves Zs Ss shane tacit tata tc edd Gate ana a ienlliechsiaslls Nao 
Net use of entire ‘country _ ee ps dhe bashed nue chluasaieaiaiarsaniiok: «sean 
Sales by independents to interstate lines st Nd a a a ie a 4, 255 
Produced hy pipelines and e@iilintes.__._....-- 2 cue 1. 167 
IE err ancl hacia lal bite cnicencidante alee f 5. 4 

Y 84 


[t would seem therefore that approximate applicable reserves would 
be: 


| Trillion feet | Windfall 


| Billions 
Pipelines _. nea keapan ate dss pas ala dal oa Ciel 26 | $2 
Inerstate ind pendents i ‘ mene O8 8 
Unatta i -- 78 6 


Of the reserves owned by the independents, 29, 19 of which are 
large oil compe own 65 percent and their share would be $176 
million each, but the first 7’s share would be $457 million each. Or, 
slice it as nie please it is still an average of $4 million for each of the 
4,000 producers. One pipeline in their annual statement says in 
effect the oas reserves for which it paid $3 million can be sold to con- 
sumers at 13 cents per thousand cubic feet now for $450 million. 
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Think what this would be with controls released at 26 cents and I 
am satisfied this is conservative. Shades of Teapot Dome, fur coats 
and deep freezes. The $1,500,000 which the Wall Street Journal 
reported was the fund being raised to put over control release is only 
peanuts. And if they do not succeed this time, they will probably 
be back next year, as this is already their third try. 

These are the things that cause socialism. 

Producers should be compensated for additional risks. The oil 
and gas businesses are divisions of the same business. Oil companies 
have the most up-to-date scientific equipment and knowledge for 
judging the possibility of striking oil or gas in any so-called wildeat 
or new field, but all this equipment and knowledge rarely ever tells 
them whether, if it is productive at all, the product will be oil or gas. 
Only the drill tells the story. Oil is more compensatory because the 
risk is great therefore the search is always for oil. But gas is found 
in new structures only as an incident in the search for oil, or as a by 
product in the production of oil. In searching for oil, if the first 
well produces gas in sufficient quantities to be marketable, there is, 
of course, always some risk in succeeding wells, but until the edges 
of the field are locate cd, the danger of unproductive drilling is little, 
if any, greater than the losses by seasonal and other shutdowns in the 
steel and automobile business, and possibly dry holes qualify as part 
of the total investment anyway. 

The large oil companies, which probably control much more than 
50 percent of the gas reserves of the country today, are as a class, 
among the most prosperous of our industrial organizations. They 
are compensated for their oil drilling risk by a 2714-percent-income-tax 
exemption and this applies also to their production of gas if gas is 
found. If it is thought that in addition to this 27% percent, further 
regard should be offered, should they not consider the mselves fairly 
treated if the “fair and reasonable” return upon production were fixe d 
by the Federal Power Commission at say, 7 percent or 8 percent — 
income tax, upon all actual depreciated used and useful investment, 
stead of the approxims ately 6 percent after income tax allowed by the 
Federal Power Commission as a return upon pipeline investments. In 
my opinion, even 10 percent would mean far cheaper gas for the con 
sumer than release of controls would produce. I would agree with the 
general principles of S. 1248 if it were liberalized in this respect, not 
because of the risk but to provide incentive. 


— = 


5. GAS WILL BE SOLD LOCALLY 


If the producer can obtain locally the price for which he will be 
able to sell the gas to an interstate pipeline under present conditions 
or under continued Federal control, he will not hestitate to do so, 
but he knows that he is at the present selling all the gas the domestic 
market in his State can use and that there are only limited industri 
which can be transferred to his State which can use gas at a price 
as much as he can obtain by the sale to interstate lines with full Fed- 
eral control. 


6. THE FIELD PRICE IS ONLY A SMALL PORTION OF CONSU MER COST 


It is true that the field price of gas constitutes only a minor fraction 
of the final cost of delivery to the eastern domestic market, the major 
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portion of the cost being the operation of transport and distribution 
facilities and the servicing of the large investments in those facilities, 
together with taxes to local and State governments, income taxes, etc. 
In the literature of the well-organized campaign of the oil companies 
and producers for the release of control, they state that the average 
price paid for was at the we 1] Is approximate ly Scents. Inthe Anthony 
J. Tamborello case, an application was filed Se “ptember 24, 1954, with 
the Federal Power Commission for a ecrtificate to cover the sale to 
Transcontinental Pipe Line Co. of 30 million cubic feet a day of 
natural gas at an initial price of 16 cents per thousand cubic feet, plus 
l cent State g rathering tax. with an “escalator” clause raising the price 

cent at the end of the 5th, 10th, and 15th years. Transcontinental 
has under contract at this time approximately 800 million feet of gas 
pel day - 294 million cubic feet of this was 1s produced on the Louisiana 
Gulf Coast, including this 30 million cubic feet. An American Gas 
Association information service release, on May 6 says that the price 
may soon be increased to 20 cents, which will mean an additional rise 
oft 4 cents upon all but 14 million cubie feet of this gas. Producers 
ire now talking to their bankers, telling them they expect to get at 
least 30 cents fo their was as soon as the prese nt levi | itiol is l 


) 

Not only these increases will be transmitted to the commana: but 
ilso the inereased cost of gas used for pressure in pipelines and eas 
lost in transit and in distribution plants will increase the ultimate 
cost. Furthermore, any increase in the production price of any pro »d- 
uct IS alws Lvs mi agnified as it passes through the process of distribution 
to the consumer. For instance, the probable increase in the production 
price will be sufficient to price gas out of many eastern industrial oper- 
ations, upon which the pipeline and distribution system realizes con- 
siderable profit. If this takes place, all that loss must be transferred 
tot he domestic consumer in order to produce ; a fair return for the pipe- 
line and distribution system. It is probably fair to assume then that 
ph Increase 1n price in the field will be more than doubled when it 

eaches the consumer and I believe the rate hearings of the various 
pipeline systems in the past 3 years, which have been based upon 
increased field costs, will show that assumption to be conservative. 

In conclusion may I state that the Natural Gas Act was passed in 
1958 to prevent elaring abuses of the public interest then existing in 
interstate pipeline operations. In my opinion as a layman, it was 
not the intention of Congress in that act to control production and 


t 
catherine, but the Supreme Court has decided otherwise. Although 
I was at the time of the passage of the act against production control, 


condition s have how changed so r: idicalh \ that I fee] controls effective 
by the Supreme Court decision must be retained, as it may be very 
difficult if not impossible when necessity is found, to reinstate them. 
Low prices and constantly increasing production have caused over 


2 million people to discard other fuels and invest in natural gas. 
Just ber Luise the inerease of amas reserves hi as pre ictic: lly le veled off for 

vear is no reason to let producers excite t] ew hole country by threats 
of natural eas shortage, espe iallv when anv effort w hich would be 


‘couraged by the release of controls can ‘ust as well be encouraged 


; liberal. fair. and reaso1 ab le control. 
May TI venture to suggest the broad outline of a fair and equitable 


. . 
solution ¢ 
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The FPC is, I believe, now in position to examine the fairness of 
both all new and existing contracts for the purchase of production “4 
the pipelines and can eliminate unfair “escalator” and “favored 1 
tion” clauses. W hy not give them time to deve lop a guide or for shia l 
of fairness for both past and future contracts, based upon a return 
after income tax upon actual original investment. ‘This return can 
be whatever liberal rate the Commission considers necessary to pro- 
mote a zealous deve ‘lopme nt of gas reserves. 

After the Supreme Court dec: ision a flood of applications was filed 
bv the producers for fixing rates. This flood is too great for the 
Commission, with its gene staff, to handle in an orderly manner. | 
therefore suggest that the Commission be directed to compute the 
average price being paid by all interstate pipeline companies for all 
AS purchases in the various fields to which they were connected, as 
of the date of the Phillips decision, and that such price be used, 
legally possible, as a temporary vardstick to measure the fairness of 
new applications until the Commission can handie these applications 
in an orderly manner. I furthermore suggest that the price of gas 
under all existing contracts on that date be continued but that future 
“osealat ion.” eee nation.” or other price clauses be declared 
effective until such time as the Commission may determine either 
upon application of the producer, application of the pipeline, its own 
motion, or in rate hearings, the fair and reasonable price, as fixed by 
the formula which they shall promulgate. Provision could be made 
for the Commission to allow returns even greater than those set forth 
in the formula in extraordinary cases of hardship oor necessity. The 
average price should also apply to a pipeline’s own reserves until 
price is fixed by formula. It may take the Commission, even with an 
increased staff, a year or more to pass upon existing and new contracts, 
but I believe that in rate hearings of each major pipeline, either upon 
their application or upon the Commission’s motion, a method can be 


developed to handle approvals or disapprovals by froups where sim 
lar conditions prevail. No applications will be pressed vl the pro- 
ducer or pipeline if they realize they will probably be unt: able to sus 


tain a price anaes the formula greater than the average price, and 
for that reason cases where the producer 1 Is not recelving a fair return 
will receive the first relief. 

We should hurry slowly in passing legislation which will either 
saddle the present users of gas with average actual increased charger 
of $35 to $100 each for the next 25 years or limit the use of gas to 
only those who can afford a luxury fuel. 

This entire problem can be adjusted equitably to both the consumer 
and producer if present Federal Power Commission control is exer 
cised by them on a basis of a liberal fair and reasonable return upon 
actual investment. But if the present control is released it will never 
be recaptured. 

Mr. Ler. I will read portions of it, and summarize, if I may. 

The second paragr: ‘ph shows my qualifications. Then I go ahead to 
take u p the six reasons that have been advanced, as I see it, for Federal 
control. 

1. Control is socialistic. 

2. Production prices are controlled by competition. 

}. Price control will bring gas shortage. 


63057 55— 88 
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t. Producers should be compensated for additional risk. 

5. Gas will be sold locally. 

The field price is only a small portion of the consumer cost. 

With the passage of the Natural Gas Act and low price of gas it 
becomes possible to build these long lines, and the release of control of 
producers now would let them charge the captive market which has 
been created by their building all the traffic would bear. 

I feel Congress, in the Natural Gas Act, promised the people fair 
and reasonable rates, not so-called fair market rates, and to pass the 
Senate bill 1853 would be a reversal of that promise, and would really 
amount to a reinstatement of conditions preceding the passage of the 
Natural Gas Act. 

I will say that competition presupposes a free market for both buyer 
and seller. If I don’t like the price of Texas hams, I can adjust my 
appetite to the possibly less flavorable Illinois variety, but if I do like 
‘Texas gas, or in fact, any natural gas, there is only one place I can 
vet it, and that is from the distr ‘bution company in my city, at such 
prices, plus service rates, as it has to pay the pipeline company who 
pays the producer. 

I feel that the sale of domestic gas is really a service, more than a 
commodity. Certainly as much of a service as the sale of electricity. 
We all know, from a socialistic standpoint, at first there were hun- 
dreds of plants in the United States owned privately, which had to 
become public utilities. I feel that the only competition, either at 
buying or selling end of the line, under present conditions is in con- 
nection with industrial gas. 

As to the gas shortage, we have reserves, according to the American 
Gas Association which is quoted by the Federal Power Commission, 
of a total of 211 trillion cubic feet, which is still increasing. At the 
present rate of use, it will take 23 years to use these nonrecoverable 
reserves. Why all the hurry for fear of shortage? Just because the 
increase of gas reserves has practically leveled off for 1 year is no 
reason to let producers excite the whole country by threats of natural- 
gas shortage, especially when any effort which would be encouraged 
by the release of controls can just as well be encouraged by liberal, 
fair, and reasonable control. 

May I venture to suggest that I have missed something that I 
would like to put in. 

Senator Pasrorr. You may dothat any way you desire. 

Mr. Lee. This 211 trillion feet of recoverable reserves is the pro- 
ducer’s inventory. Even the present increase which I show in my 
‘tatement as being in my opinion, at least 8 cents, already, per thou- 
sand, in the sale price applied to all reserves will, in the ne st 3 years, 
mean a windfall of over $16 billion to the approximately 1,000 large 
and small produce ers ow ning these reserve Ss. 

] ha ve bee mn une able to obtain fioures show ing the reserves owned by 
interstate pipeline S, indepe ndent producers attached to such lines, and 
reserves not so attached, but by using certain 1953 figures of the 
American Gas Association, anc applying them to tables for 1953 
furnished Senator Douglas by the Federal Power Commission, I have 
rived at what I believe to be the basic position of the pipelines, and 
arge independent producers with reference to reserves, basing calcu- 


y 
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iations of class reserves upon class usage in that year. They are as 
follows, excluding California, which was not available tome: 

Total reserves, excluding California, 202 trillion feet. 

Net use of the entire country, per annum, 8.8 trillion feet. 

Sales by independents to interstate lines, 4.255 trillion. 

Produced by pipelines and affiliates, 1.167 trillion, or a total for the 
independents and the pipelines of 5.4 trillion. 

Sold in intrastate business, simply a subtraction from the other, 3.4 
trillion. 

[It would seem, therefore, that approximately applicable reserves 
would be 

Pipelines, 26 trillion feet ; windfall, $2 billion. 

Interstate Independents, 98 trillion feet : windfall, $8 billion. 

Unattached to interstate lines, 78 trillion feet: windfall, $6 billion. 

Of the reserves owned by the independents, 19 of which are large 
oil companies—own 64 percent, and their share would be $176 million 
each, but the first 7's share would be 8457 million each. Or 
slice it as you please, it is still an average ot s4 million for each of the 
t,UUU producers. 

On pipeline in their annual statement says, in effect, the gas reserves 
for which it paid $3 million—and, by the way, that was the customers’ 
money that brought that in—can be sold to consumers at 13 cents per 
thousand cubie feet now of $450 million. Think what this would be 
with controls released at 26 cents, and I am satisfied that sale price is 
conservative. Shades of Te: apot Dome, fur coats and deep freezes 

Senator Monroney. Where do you get that 26 cents, may I ask ? 

Mr. Ler. I said I think what this would be with controls released, 
if it was at 26 cents, and an independent engineer named ‘Taylor, 
whose estimate was that it would go to 25 cents, within I think 6 
months 

Senator Monronery. That was the figure CIO put in their testi- 
mony the other day, 1 man in a letter to the Federal Power Com- 
mission said he thought that gas ought to go up to 25 and maybe 26 
cents, because then it would be reaching the approximate price of coal 
or other competitive fuels. 

Mr. Ler. It might have been in the CIO statement, Senator. 

Senator Monroney. You don’t know anybody charging 26 cents 
tod: LY, do you! f 

Mr. Lex. I know they are charging 16 cents, and I cite here from 
where Transcontinental, which is now paying 7.2 cents for, I believe, 
380 million feet per day in southern Texas, would like to buy more, 
but can’t do so because the going pr ice is 15 to 16 cents. 

[ also know that I was told by a banker that certain producers had 
approac hed ms: iny on the basis th: at they e xpected to get 30 cents for 
their gas, and they had several billion feet of it, inside of the next 
year. 

Senator Monroney. I never heard anybody talking about that kind 
of price. and the only evidence we have is that one letter in which a 
man said if it became effective with other fuels. it would have to sell for 

5 or 26 cents. 

Mr. Lee. The $1.5 million which the Wall Street Journal reported 
was the fund raised to put over control release is only peanuts, and if 
they do not succeed this time, they will probably be back again next 
year, as it is already their third try. 
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To me. these are the t hings that cause socialism. 

I think I will conclude by reading, if I may, the last paragraph 
on the next to the last page, an d the last page. 

Just because the increase of gas reserves has practically leveled off 
for | year is no reason to let produce rs excite the whole country by 
threats of natural gas shortage, especially when any effort which 
would be encouraged by the release of controls can just as well be en 
couraged by 9 fair, and reasonable control. 

I agree entirely with the testimony of Mr. Bomar this morning that 
as sand as I am concerned, I think that the control price should be 
enouch to be liberal over and above the 6 percent. I think the Federal 
oe Commission should be allowed to take into the fixing of the 
rate of return not only a proper i increased rate, but also, perhaps, 
larger depletion charges, and matters of that kind, to compensate the 
producer. 

Senator Pastore. And also take into account as they do in the tax 
depletion arrangement that we have, the spread of the businesses and 
the successes i] explori ng for oil. 

Mr. Ler. Oh, that woes without saving, that any of these oil com 
panies and if you W it] sick. the entire rese ves, not the entire, but 
65 percent of them as I have shown here attached to the lines are 
controlled by oil companies, and they, of course, have the right to put 
in all their misses. 

Senator Pasrorr. You are quite familar with regulatory pro- 
cedures, are you not, especially in the utility field ? 

Mr. Lee. I think fairly so. 

Senator Pasrore. Do you think that some kind of a reasonable for- 
mula could be worked out whereby a fair income and profit could be 
given to the producers, and at the same time, protect the consumers’ 
interest ¢ 

Mr. Ler. I do. 


Senator Pasrorr. You wouldn’t say it is impossible of administra- 


/ 





tion 

Mr. Ler. Not at all. That, of course, is exactly in line with the 
next paragraph. 

May I venture to suggest the broad outline of a fair and equitable 
solution ¢ 

The FPC is, I believe, now in position to examine the fairness of 
both all new and existing contracts for the purpose of production by 

pipelines and can eliminate unfair escalator and favored nation 
clauses. Why not give them time to develop a guide or formula of 
fairness for both past and future contracts, based upon a return after 
income tax upon actual original investment. 

This return can be whatever liberal rate the Commission considers 
necessary to promote a zealous development of gas reserves. 

After the Supreme Court decision a flood of applications was filed 
by the producers for fixing rates, This flood is too great for the 
Commission, with its prese $ st iff, to handle in an orderly manner. 

I therefore suggest that » Commission be directed to compute 
the average price being aid all interstate pipeline companies for 
all was purchases in the various fields to which they were connected. 
as of the date of _ Phillips decision, and that such price be used 
legally possible—by that I mean the Commission would normally be 
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expected t o use judgment, and it might be that the Congress would 
see fit to go so far as to say this temporary yardstick could be used 
for all producers having even less than th: at average price as of that 
amills date. 

I am not recommending that, I am just suggesting that. 

The average price should also apply to a pipeline’s own reserves 
until a price is fixed by formula. It may take the ¢ Commission, even 
with an increased staff, a year or more to pass upon existing and new 
contracts, but I believe that in rate hearings of each m: yjor pipeline, 
either upon their ap ypheation or upon the Commission’s motion, a 
method can be developed to handle approvals or disapprovals by 
groups, where similar condi tions previ ail. No Hs ake ations will be 
pressed by the producer or pipeline if they realize they will probably 
he unab le to sustain a pr ice under the for a. i oreater th an the average 
price, and for that reason, cases where the producer is not asa 

. fair return, will receive the first relief. 

We should hurry slowly in passing legislation which will either 
saddle the present users of was with average at tual increased charges 


~~ 


) 


of $35 to $100 each for the next 23 years O1 limit the use of gas to 
only those who can afford a luxury fuel. 

This entire problem can be adjusted equitably to both the consumer 
and producer if present Federal Power Commission control is exer 
cised by them on a basis of a liberal fair and reasonable return upon 
ictual investment, but if the present control is released, it will never 
be recaptured, 

Senator Pastore. Thank you, Mr. Lee. 

Mr. Ler. There has been called to my attention a pamphlet, Natu- 
ral Gas in Tennessee, that is just so full of errors, it was evidently 
put out ke that committee. 

May I just call the committee’s attention to the fact that they quote 
Chattanooga as paying 9.4 cents for gas, Knoxville as 9.5 cents, and 
Nashville at a different. price. 

They all come through the same pipeline, and it is an absolute error 
on its face. Nashville is quoted at 10.6, showing that as being paid out 
in the field. It all comes out of the same pipeline. 

I haven’t had a chance to check it, but it is evidently full of errors. 

Senator Pastore. If you desire to make further comments with 
reference to that report, you may send it in and we will have it incor- 
porated at this point in the record, as a part of your statement. 

Mr. Lre. Thank you, Mr. Chairman. 

(The following was subsequently supplied for the record :) 


UNITED CITIES UTILITIES Co., 
Chicago, Ill., June 8, 1955. 
Hon. JoHN O. PASTORE, 
Chairman, Subcommittee, Interstate and Foreign Commerce, 
United States Senate, Washington 25, D.C. 


DEAR SENATOR: At the close of my prepared testimony June 2, you stated 
that I might prepare a short supplement to my statement regarding a publica- 
tion which had just come to my attention, and that such supplement would be 
published as part of my statement. 

I am taking advantage of your kind offer and am submitting herewith, in short 
form, such a supplement. 

Thanking you, I am, 

Very truly yours, 
ARTHUR K. LEE, President. 
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SUPPLEMENTAL STATEMENT OF ARTHUR K. LE! 


My attention has just been called to several pages of statements and charts 
prepared by Research Services, Inc., post office box 279, Ridgewood, N. J. I 
presume this is one of the agencies sponsored by the million and a half dollar 
campaign for release of producer control and is made for the purpose of refuting 
the prepared statements of the Governor of Tennessee and other officials repre 
senting that State 

The statement, in my opinion, is full of misleading remarks. Many of them 
are true per se, but give an entirely incorrect impression. The price paid to 
producers in the field is shown, for gas sold at Chattanooga in 1953 to be 9.4 
cents per therm, at Knoxville 9.5 cents per therm, and at Nashville 10.6 cents 
per therm, although gas for all 3 of these cities comes through the same line 
and therefore the field cost must be the same for each. 
In several charts a comparison is made of the price of gas between 1945 and 
1953 Che only gas sold in Tennessee in 1945 was distributed at Memphis and 
The price comparison which they have tried to use is chiefly between 
artificial gas and natural gas. Everyone knows it did cost and should cost 
more to produce artificial gas and no considerable attempt was made to use 

tificial gas for home heating, which constitutes a large portion of the use 
of natural gas 

The statement is made on page 159: “Gas requirements for household uses 
have increased faster than the number of homes served.” Of course the use of 
gas increased faster because gas had not until the advent of natural gas about 
1950 been used or home heating except in Memphis vicinity. Later on the 
same page it is stated: “The cost of gas had decreased in contrast with living 
costs.” Of course the cost of gas decreased. When you compare the cost 
of natural gas with artificial gas, it is supposed to decrease. 

‘And in contrast with increases in the price of competing fuels’—the chart 
used is for gas costs in Memphis, the cheapest in the State. 

The chart on page 160 shows, presumably, the small portion of total cost t 
home consumer paid for production. If a chart were also submitted show- 
ing the portion paid to the producer for industrial gas, an entirely different result 
would be evident, and it would be seen that the probable increase which will 
take place by the release of producers will price natural gas out of a large 
proportion of the Tennessee industrial market. If this happens, the Tennessee 
commission will be forced to increase domestic rates to provide the revenue lost 
to the distributing companies 

This addition to my prepared statement has been made with the indulgence of 

ttee. I do not have the time to refute other various statements in 
detail but submit that the pub 


the commi 
cation should be given no validity because it 


li 
in every res] ect. 


evidently entirely misleading 
Senator Pasrorre. Mr. Patrick Smith. 
You may identify yourself, and then proceed as you wish. 


STATEMENT OF PATRICK J. SMITH, LAWYER, INDIANAPOLIS, IND. 


Mr. Smirn. My name is Patrick Smith. I am a lawyer. 

Since 1935, I have engaged in the general practice of law at Indian- 
apolis, Ind. My firm is Thompson, O’Neal & Smith. 

I, and those for whom I speak, are grateful for the opportunity you 


folks, busy as you are, have given us. To me, it is an exemplification 
( f democracy at work. 

Last night I was thinking about my appearing before you to express 
my views. It’s really like appearing before an executive committee of 


a board of directors. In fact, on my way here I passed the White 
House, where the general manager of this $100 billion corporation 
meets with his 10 vice presidents. They carry out the policy fixed 
by the board of directors and measured by the best interests of all 
the stockholder citizens. 

You have the good of our country at heart as do I. In respect to 
this common interest I will put my remarks. 
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The one thing which I feel has contributed most in our 166 years 
as a nation has been the liberty which we have had. It has been an 
individual liberty; it has been a liberty that has left each free to work 
out his own destiny, to plan his own life in his own w: iy; a liberty to 
stand or fall by his own efforts; and above all, a : aes to possess 
the fruits of his own toil. 

I am certain there are those among us in this room who have had 
humble beginnings. But they had a chance. No doors were barred 
because they were = They could work. Whether the reward 
was much or little, it was theirs. They had the liberty to exploit 
their talents. J cic thi at such liberty will not be whittled away. 

For two decades now we have moved from crisis to war to crisis to 
war and back to crisis, again. We live today at the high tension of 
alarm. Many seek tocure it. There are nostrums aplenty. The real 
cure lies in maintaining and fostering free enterprise. 

Why did the United States, of all countries in the world, become 
the one to produc e half the world’s factor y goods with about 6 pe reent 
of the world’s population? Because there has been free enterprise. 

Someone said: 

Of all the great industrial nations, the one that clings most tenaciously to 
private capitalism has come closest to the socialist goal of providing abundance 
for all in a classless society. 

It is true and cannot be gainsaid by all the history books, that the 
American system of free enterprise, with American businessmen, do- 
ing things the American way, has accomplished more than any other 
system on earth. 

These beliefs in the free enterprise system and these fears > losing 
our democratic institutions are the impelling forces which cause me 
and those for whom I am authorized to speak to suggest "that the 
Fulbright bill be favorably recommended by you. 

I speak for the gas company which serves Indianapolis and Marion 
County, Ind. 

Who are these folks? 

The gas company is owned by the city of Indianapolis in trust for 
the inhabitants. It is known as Citizens Gas & Coke Utility. It is 
the sole supplier of mixed, manufactured, and natural gas to . £0,000 
meters. Of these, 15,000 are house heaters, ‘ (a industrial, and about 
$000 commercial. The remainder we class as domestic, that is, 
they use gas for cooking, water baabal: ine Dicraens and clothes 
drving. 

Che gas company, by law, is under the exclusive management and 
control of a board a Reis who receive $50 a month, as fixed by 
law. , 

The duty imposed upon these directors, as announced by the Seventh 
Circuit Court of Appeals in 7'odd vy. Pitisins Gas Co. (46 F. 2d 
855) is to operate the gas utility in the best interests of the inhabitants 
of the city of Indianapolis. Having in mind this duty, and based on 
experience of operating the utility since 1936, the board of directors 
is in favor of the Fulbright bill. 

is in favor of the bill for the following reasons: 

The gas utility is interested in the quantity of natural gas which 
can Ses made available to it rather than the price it has to pay. Natural 
gas in inexpensive. To supply manufactured gas to its customers, 
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the gas utility in the fall, summer, and spring poupplemented the supply 


of coke oven gas with butane and water g: 

Water gas costs from 10 to 12 cents per ee butane costs about 
6.6 cents, W hile natural costs only 2.7 cents. 

In 1945, before natural gas was obtained, the gas company at In- 
dian: poll charged 141 » cents per therm. In early 1951 the was utility 
received 10 million cubic feet of natural gas and promptly reduced its 
rates about 9 percent to 1344 cents per therm. 

The gas company would have taken more gas but the Federal Power 


Commission, after a full, fair hearing, determined additional quan- 
tities were not then available. By November 1, 1952, the quantity 


was Increased to 30 million cubic feet. The gas utility increased the 
Brith : thermal unit content from 570 to 625 cubie feet at no increase 
n price. At the present time, gas in Indianapolis costs only 12.1 cents 


per therm. 

The average domestic customer in Indianapolis now pays about 
$2.71 per month; the house heater pays about $14.34 a month; the in- 
dustrial user about $404 a month. We believe this is inexpensive 
premium fuel. It would not have been possible except for natural 
vas. 

Contrasted to the low cost of gas in Indianapolis, other fuels have 
risen in price. Fuel oil was 81% cents a gallon in 1945 and 10 years 
later, in 1955, costs 14.6 cents a gallon. Pocahontas coal, which sold 
for $10.45 a ton in 1945, now sells for $19.50 a ton. Domestic coke, 
which brought $11.95 a ton 10 years ago, now is $19.75. 

These are the experiences which prompted the board of directors 
to say that it is more interested in the quantity of natural gas than the 
price it has to pay. 

The second reason the folks in Indianapolis favor the Fulbright 
bill is that we believe that there is proof abundant that free and open 
competition is a stimulus to enterprise. As I pointed out, this Nation 
was founded on the principle of liberty. The principle of liberty 
is the foundation stone upon which our strength is bottomed. Free 
enterprise is the cement which binds us together into a producing unit 
unequaled in history. 

What do the opponents of the Fulbright bill want? They want 
Government control of gathering and producing natural gas. They 
want competition to give way. They want a Government agency to 
say what is a fair field price for gas, not have the price determined 
by free and open competition. These are not the elements of free 
enterprise. 

We, in Indianapolis, choose to cast our lot with free enterprise. We, 
therefore, want it stimulated to the utmost; free and open competition 
will do the job. Regulation will stifle enterprise. 

The third reason we advocate adoption of the Fulbright bill i 
because we believe that regulation will not, as many have mek, 
bring about lower prices. The mere fact of regulation is no assurance 
that any price will remain low. 

During World War II, we had an abundance of regulation. We had 
rent control and we had the Office of Price Administration. We had 
regulation of practically everything. We even had a new currency; 
red and blue stamps. What were the results of that regulation? For 
one thing, we had black markets. For another, we had increasing 
prices. 
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I think it is axiomatic that regulation raises prices; it does not 
reduce them. Perhaps I can make my point clear by putting it in the 
form of a syllogism. Each of you is familiar with the Socratic syllo 


gism, “All men are mortal,” and so on. Let’s paraphrase that. Any 
scarcity of commodity causes its price to mcrease. Regulation pro 
duces scarcity. Regulation causes prices to increase. 

Once free enterprise is interfered with, you create an artificial 
economy. The law of supply and demand no longer works normally. 
As reoul: ation is impos sed, the supply lessens and the demand caus es the 
price to rise. Thus it will be, if regulation is imposed on gathering 


and producing. Fewer explorers will risk their een fewer goas 
reserves will be proven in—those now in the natural gas market will 
bid higher and higher for the less and less gas. 

Why are some stamps, coins, or books worth hundreds of dollars 
when originally they sold for a few pennies? Because they are scarce. 
Why is ur: anium costly 4 Snenseasinee is so little. I dare Say if the 
Congress were to regulate the price of uranium today, many a Geiger 
counter would go to the attic Econ Before another decade has 
passed, we free Americans, if left free, will have discovered every 
deposit of uranium in this Nation. We are searching it out because 
up to now we can have the fruits of our toil—we are free. 

Again, I reiterate, we, in Indianapolis, are interested in the quantit 
of ns on al gas rather than the price we have to pay. 

We believe that regulation of production and gathering will retard 
the day that we can obtain the quantities we want and need, if ever such 
qui — should become available at all. 

The fourth reason upon which we rely is that regulation of pro 
aa tion and @ rather ing will induce those States which have natural eas 
to keep it out of interstate commerce. Indiana has no large com 
mercial quantities of natural gas. For this premium fuel Indiana 
relies upon the bounty of her sister States. If natural gas is kept at 
home in larger qui untities, then again the ogre of s earcity has reared 
its head. 

Already some of those States that have natural gas are inviting 
industries to a new home with a promise of cheaper fuel. If this Con- 
gress wants to aid the citizens of the have-not States, then, certainly, 
further regulation is not the answer. 

Indiana is proud of its economy. It wants to further improve. It 
wants more industry to make more jobs for its sons and daughters. 
If Indiana and Indianapolis cannot promise adequate fuel, industry 
will not come. In Indianapolis some of our industrial customers 
would like increased quantities of gas. We can supply their needs in 
the summer, but not in the winter. Indianapolis would like to buy 
50 million more feet a day of natural gas 

This again is anothe ‘r reason we are interested in the quantity rather 
than the price. What’s a few pennies a thousand feet for natural gas 
against 50,000 jobs and increased property values and manufactured 
products? 

5. Our fifth and final reason for favoring the principle of non- 
regulation of production and gathering is that those who take the 
risks and do the exploration should be encouraged to continue. It 
was Tennyson who said, “The jingle of the guinea soothes the hurt 
that honor feels.” It’s the jingle of profit that has driven men across 
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uncharted seas, into deep jungles, up precipitous mountains, and down 
wild rivers. 

It certainly was not the prospect of regulation that has caused our 
estimated reserves of natural gas to increase. While I appreciate that 
statistics are usually as uninteresting as 1920 movie actresses, I think 
it worthwhil ) point out 1 or 2 arresting figures. In 1940 we had 
85 trillion cubie feet of reserves and produc ‘ed 3% trillions. 

By 1948 the reserves had risen to 173.9 tr Mion and we were produc- 
ing 6. By 1953 we were producing 9.2 trillion cubic feet and had dis- 
covered and had in reserves, 211.4 trillion feet. In other words, the 
risk tal ers, the explorers for natural was, increased the Nation’s re- 

erve from 85 trillion feet in 1940 to 211.4 trillion feet in 1953. 


In the meantime we had produced from those reserves approxi- 
Nh tely {8 trillion feet. 

I daresay that had exploration and production been regulated the 
Lor) vould not have had a similar happy ending. 

Whe vou thuml through the pages of hi tory, it was the risk takers 
vho did the job. Ranking alongside Columbus, Dr: ike, Magellan, 
\ pl . vou must name the oe . the cae the F irestones, and 

. ers Whom vou can rea allto mind. America isa Nation 
rreat risk takers. Even our scientists belong in that group. For 

il they 1 re unable to open the day coach windows of passenger 
t} ( they onditioned the trains 

( il} 9 Ps llock put this free enterprise thing quite well. He 


\ hundred and fifty years ago a group of gentlemen got together and wrote a 
document called the Declaration of Indepe ndence. It set the world on fire. 
ily man ceased to be a pawn of the State. Suddenly he realized he was 

he captain of his soul. And mankind made more material progress in the next 
150 years than in the 5,000 years that went before. 

Gentlemen, we can save democrac yV by produc tion and selling. We 
can save free enterprise only by keeping it free. 

Further regulation is only a false beacon. To follow it leads to the 
rocks and the Ship of State will one day founder, there, a mere carcass 
of a once free people. 

Someone W hose hame is lost to me said: 

We may be very sure that if America abandons liberty to follow the swamp 
lights of either socialism or collectivism out into the bogs of communism, future 
generations of America must creep slowly and painfully back out of that foul 
morass to fight again and to die to regain the liberties which this generation so 
thoughtlessly tossed away. 

Jefferson said that government is best which governs least. This 
principle is as sound now as when uttered. 

Further regulation is a swamp light of socialism which leads to the 
quagmire and morass of common ownership and the loss of freedom 
and free enterprise. 

We favor the Fulbright bill. 

Thank you. 

Senator Pastore. Mr. Monroney would like to ask you several 
questions. I was wondering if you would remain. 

Mr. Sairn. I will, sir. 

nator Pasrore. The company you represent is publicly owned, 
isn’t it? 

Mr. Soiru. In asense, sir; it isin atrust. 
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Senator Pasrore. It isn’t privately owned ? 

Mr. Smiru. No, sir. 

Senator Pasrore. Will you remain’ Senator Monroney would like 
toask you a few questions. 


Mayor Alex M. Clark. 
STATEMENT OF ALEX M. CLARK, MAYOR, CITY OF INDIANAPOLIS 


Mr. Criark. Senator, I am Mayor Alex M. Clark, mayor of the 
city of Indianapolis and by virtue of that, vice president of the Muni 
cipal League. 

We are a member of the Conference of Mayors and the American 
Municipal Association, by virtue of being members of the Municipal 
League. 

[ prepared a press release which I would like to have incorporated 
nto the record, ‘be fore | give my testimon y. 


Senator Pasrore. All right, that will be incorporated in the record. 
The press release of eas Alex M. Clark, follows:) 

The city of Indianapolis officially and the Citizens Gas & Coke Utility, owned 

and operated in trust for the users of gas in the metropolitan area of Indianap 
, Support the principle of 8. 1853 and urge its passage. 

We do so because of onr inherent belief in the principles of free enter] 
which we think serve the greatest public good when subjected to a minimum 
of official regulation. Our country’s remarkable economic development has been 
accomplished because our so¢ iety has tended to avoid such reg tions, rather 
than court it. 

Our gas utility depends for part of its supply of natural gas, which it sells to 
its customers mixed with manufactured gas. The utility has adopted a policy 


of depending for all future expansion of the use of gas in this community on 
increasing its supply of natural gas. x 

We therefore, are vitally interested in national policies being adopted that 
will promote exploration and location of added gas suppl) We believe the 
effort to place the price of natural gas at the wells under Federal regulation 
will discourage rather than encourage exploration; will by the natural appli- 
cation of economic law, tend to cause producers to attempt to dispose of their 
product within the States where produced, rather than in interstate commerce, 
which would have a detrimental effect upon natural gas supply for Indianapolis 
and other comparable cities, and that adequate protection of the consumer exists 
under present Federal regulation of pipelines and State regulation of consumer 
prices. 

Free and open competition has proved to be a stimulus especially to oil and 
gas exploration in our country. Such competition, where supply can be weighed 
against demand, is by far the best control over prices and profits, and the best 
method of protecting the interest of the consumer. That kind of competition 
exists in the natural gas production field, and the consumers will be benefited 
the most by adherence to our country’s longtime policy of avoiding Federal 
regulation of prices at the point of production. 

Those who are advocating extension of Federal control include many who 
undoubtedly believe that more and more Federal controls are good. I speak 
for a great many, perhaps a large majority of the citizens of the city I serve 
as mayor, in saying that they just as sincerely and vigorously oppose this idea, 
believing that our country will produce more and share it better and more 
widely by following the tried and tested principles of the free enterprise system 
and the free market which have made us already the most productive nation 
and the one with the highest living standards in all history. 


Mr. Crark. It is my pleasure to appear before you and to express 
my deep interest in, and firm support of the Fulbright bill which 
vou gentlemen are considering. 

I come before you as mayor of Indianapolis, Ind., the 23d largest 
city in the United States, representing the people of our city. I am 
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also here on behalf of the mayors of some other communities who are 


unable to be here i person, but whose sentiments are alined with Mine 

n this present issue. 

But I should lke to present first the views of us in Indianapolis 
vho have come to rely heavily on natural gas, and who desire to 
see our supply of natural gas increased as soon as it 1s possible 

Ours is an inland city. It is not situated on a major waterway, a 
fact, which distinguishes it from virtually every other large city in this 
Nation. This was one of the factors that rendered our city prim: arily 
an agrarian community and marketing center prior to the 1930's 
We had very little established industry and as a result, our economy 
was an unbalanced one, subject to the whims of the weather and other 
factors with which farmers are concerned and on which their pros 
perity depends, 

SI hortly after the de os ~ dianapolis became aware of its in 
dustrial potential, and it began aggressively to seek new Sa and 
industry that would give it economic balance and stability. As World 
War Il approached, we began to achieve that end. 

The national defense program stimulated our progress. Certain 
(government plants were located there, including the Curtiss Wright 
propeller division and others, and we began to realize an influx of 
labor to staff these new facilities. This inevitably meant a growing 
population. 

With the end of the war and the eradual S hutdow n of defense plants, 
it became evident that conversion to peacetime activity would not 
maintain for us our newly found eains in the industri: ul field. And 
so we renewed our efforts to attract new and larger industries. 

Today, we are proud to have Western Electric, Chrysler Corp. and 
the Allison engine division of General Motors among our larger in 
dustrial citizens. The latter is heavily enga iwed in building jet en 
mines, and so our contribution to the nation: il security effort is still 
a mayor one. 

Indianapolis has realized a substantial growth as a result of these 
developments. Its metropolitan area population has increased from 
386,000 in 1940 to more than one-half million today. Its trade area 
embraces even oreater numbers of people. It has achieved its coal of 
a balanced economy. It has taken its place among the major indus- 
trial cities in the United States. But if we are to continue to justify 
our position in the industrial world, we must be able to offer industry 
the things it needs. We must have adequate supphes of premium 
fuel. I refer of course to natural gas. 

Indianapolis does not now have adequate supplies of natural ga 
We are concerned about this problem, for we fear that our growth and 
development—for which we visualize unlimited horizons except for 
this one disturbing element—will be seriously retarded if we cannot 
find a way to get adequate supplies of natural gas for our industrial, 
residential, domestic and commercial consumers. 

[ wish to emphasize to you that we, in Indianapolis, have long 
been accustomed to natural g We used to produce it right in our 
own back yard, so to ake N: atural gas was first produced in In- 
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diana in 1881, and we continued to produce it in commer 
ties until about 1905. 

Of course, in those days, long-distance transmission lines were Ww 
heard of, and we consumed most of our locally produced gas out 
elves. Our present State fairgrounds located on what used to be 
Fas producin g property, fields that in an earlier d L\ up yplied Indi 
inapolis. ur tatehouse, built Mh LISTS, Was comipilete ely piped for 
gas, and 1f you visit there, you can still see the gaslight fixtures on the 
valls in many of the rooms 

In the early days, the judges of the Indiana Supreme Court had 
living quarters adjacent to their ambers. Each living room had 
t fireplace, and each fireplace was piped for natural gas; this was the 
way in which the quarters were heated, 

I mention these facts simply to illustrate that we have long and 

imate knowledge of the advantages, convenience. and economy of 

al gas. We can speak With the authority of experience ' 

ve Say that we | ke OAS and that we want more Cus for om 
md future requirements, 

Our locally produced GAS supply began to fail around the 
the « eng : the wells were shallow and the sands thin. For d 
needs, we turned to ey manutactured from coal, Manufactured vas 


ts more costly, to be sure, but t was virtu lly the only solut on unt 


1 
‘ 


long-distance gas transmission lines could bring us new supplies from 
the Sou iwest 

Our local utility, Citizens Gas & Coke Utility, received its first 
atural gas from the Southwest in 1951. It took some doing, because 
P anh in dle Kastern Pipe Line Co. was already selling virtually all the 
vas it could transport. But, we were finally able to negotiate the put 
hase ot some 10 milion cubic feet per day. 

Chis amount wa not by any means aclequate for all 
but the economies affected by the a of low-cost 
perm tted our utility to reduce its rates by a straight 9 perce 

» board almost immediate ‘ We continued to seek mor 

Py handle finally was able to sell us 30 million cubic feet daily. 

Immediately rates again were decreased across the board, this time 
by 6 percent. Today, our utility is serving a mixed gas, part natural, 
part manufactured. It wants to convert completely to natural eas 
‘To do that. it must be able to nearly trip le its present ai vily purchases, 

As mayor of Indianapolis, I am quite ni wanes concerned with the 
city’s future progress, | growth, and development. I see for it a 
potential, one that we have not yet really been | to tap. 

But I also forsee serious handicaps to that potential if we cannot 
vet adequate supplies of natural gas to our city. [say to you in all sin 
cerity that my principal concern is over adequate future supplies of 


OAs. 


oreatl 


My chief fear is that unless the legislation you are considering is 
passed by the Congress, we may never realize our goal of plenty of 
natural gas for everyone who w ants it. 

As sev as this situation remains, we can hardly expect to be suc- 
cessful in induci ing large industries to make substantial investment 
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in our community In order to create more and more jobs for our grow 
Ing popt lation We may, In fact, find ourselves in danger of losing 
the industries we now have. If they cannot get gas in Indianapolis, 


they may he rorced to move where they can get it. 


(‘ertainly consumers are interested in vetting natural oas at reason- 


ably prices. I am convinced that natural-gas prices today are reason- 
able, and that they always have been. If anyone needs reassurance, 
however, the b Il you are considering offers the consumer of natural 
gas real protection. He is protected through continued local regula- 
tion of distributing utilities: through continued Federal regulation of 
the transmission companies ; through a return to effective competition 
among producers, the same free competition which for many, many 
ve i's has kept Yas prices down and was supplies on the increase: and 
finally he is protected by the new provisions of this bill which will 
ce mpletely eliminate any possibility of soaring prices, about the pros 
pect of \W hich sO many pel sons seem to be so concerned. 

It is my earnest conviction that extended regulation of independent 
prod wers in any form will not foster the search for and production 
of « upon which the interstate pipe lines, and in turn we consumers. 


cle pend. You cannot by means of legislation force a man to search for, 
produce, and sella commodity against his will. 

it my further conviction that unless the Fulbright bill is enacted 
into law, freeing the wildeatters and producers from the restrictions 
of regulation, you will find more and more natural gas finding its way 


into local, intrastate markets where competition and not regulat on 
tat the price, al d ft ss and less vas being sold to interstate pipe- 
lines and ultimately to consumers in non-gas-producing areas. 


you have heard from the mavors of many cities reg rding’ their 
belief that continued Federal control of eens ies production is 
essential to assured reasonable prices for natural gas. I honestly do 
not share their concern. It | Nas bee h our experience in Indianapolis 
that natural gas means lower prices to consumers. I prefer to place 
my Tait h in the proven record of the natural-gas industry, rather than 
the unfounded suppositions of those who make these charges. 

I was one of the 108 mayors of the large American cities whom the 
record shows was asked to join with Mayor Joseph Clark, Jr., of Phila- 
delphia in opposing the legislation now before you. 

I understand from evidence put in the record by Mayor Joseph 
Clark, Jr., that 48 mayors responded favorably, that 17 mayors de 
clined the invitation, that 5 indicated indecision, that 35 mayors did 
not respond at all. and that 3 withdrew after having indic ated a will- 
ingness to join in this movement. 

I was one of those invited who declined to oppose the Fulbright bill. 
My stand in that regard has apparently attracted widespread atten- 
tion. As evidence of this, I have with me today, many, many tele- 
erams and letters that I have received from mayors, other people, and 
organizations all over these United States. I would welcome an op- 
portunity to read them into the record individually, but feel that 
perhaps time will not permit. 

Since the ag already shows the individual Reapousee to Mayor 
Joseph Clark, Jr.’s solicitation, I would like to insert in the record an 
alphabetical fist by States of the messages which I found at my office 
when I returned from Mexico. 


Arizona (2 


Oregon (1 
South Carolina 
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| 1 ] P ] . ] P 
Mr. Cuark. J have the originals of these telegrams and I feel some 
} 1 } 1 } ; : 
yi vation to ask that the originals be placed in the record, sir, 1f I 
l 
Pear = ee , : 
Nel tO] PAs RE. \"\ ithout obyection, 10 1S so ordered. 
(Originals of above-referred-to telegrams, follow :) 
BorGI 3 1955 
I \ \I. ¢ } 
( j ne 
f f f ( orel / f¢ fate Com) 
( tol Building. Washinate D. ¢ 
On behalf of citizens of Borger, I join ith mayors of other Texas cities to 
mene I nd on Senator Fulbright’s bill, which opposes Federal control 
oducers You are hereby authorized to speak in my behalf in this 
‘ | ed with 1 Ippo! 
L. D. P ON 
Vauo City )/ Bor Jey 
ELDON. Mo Vay f 1595 
May \ v t 
Committee Room on Interstate and Fo gn Conmerce, 
Washington, D. C.: 
I hope your mission today is a successful one. The purpose is just and fair. 
Our business ent rises were built on a competitive basis instead of by regula- 


Ratepn L. MorGan, 
Wayor, Camde nton, Vo. 


HENDERSON, Tex., May 23, 195 
Mayor ALEx M. CLARK, 
United States Senate Chamber, 
Washin jton, D.C 
We of Henderson and this east Texas area commend you on stand to exempt 
as producers from Federal control. 


L. H. REEp, 
Vayor, Henderson, Ter. 


GLENDALE, AriIz., Jay, 18, 1955. 
Mayor ALEx CLARK, 
City Hall, Indianapolis: 
Satisfactory you represent me approving Harris-Fulbright natural-gas bills. 
Rosert D. LUNDBERG, 
Mayor, Glendale, Ariz. 


MIAMI, Ariz., May 18, 1955. 
ALEX CLARK, 
Vayor, City Hall, Indianapolis: 
Satisfactory you act as my spokesman approving Harris-Fulbright natural 
is bill 
W. C. Karr, 
Mayor, Town of Miami, Ariz. 
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TEXARKANA, TEX., Vay 21, 1955 
Mayor ALEXANDER M. CLARK, 
Indianapolis: 


We wish to commend you on your stand in support of Senator Fulbright’s bill 
to exempt gas producers from Federal control We feel that this is a vital 
necessity for the continuance of efforts to provide the country with necessary 
supplies of natural gas. 

HASKELL C. Hay, 
Vayor, Texarkana, Ari 


Los ANGELES, CALIF., May 18, 1955. 


' 


ALEX CLARK, 
Mayor of Indianapolis, City Hall, 
Indianapolis: 
You have my unqualified support in testifying against the Federal regulation 
natural gas prices at the well. 
CHARLES H. PECKENPAUGH, 
Yagor, City of South Gate, 
South Gate, Cabif 


Bou.pER, Coro., May 24, 1955. 
Mayor ALEX CLARK, 
Indianapolis: 
gest of luck in your appearance before the Senate Commerce Committee hear 
ings I agree with your stand against Federal control of private industry 
Dr. JOHN GILLESPIE, 
Boulder, Colo 


Fort Conutns, Cono., Way 20, 1955. 
Mayor ALEX CLARK 
Indianapolis: 


Best of luck in your appedrance before the Senate Commerce Committee hear 
ings. I centainly agree with your stand against Federal control of private 
industry 

WILLIAM H. ALLEN, Mayor. 


Deira, CoLo., May 18, 1955 
Mavor ALEX CLARK, 
Indianapolis, Ind.: 
Best of luck in your appearance before Senate Commerce Committee hearings 
| certainly agree with your stand on Federal control of private industry 


Oscar B. SWANSON, 
Vayor, City of Delta, Colo. 


GRAND JUNCTION, CoLo., May 19, 1955. 
Mavor ALEX CLARK, 
Indianapolis, Ind.: 
Best of luck in your appearance before Senate Commerce Committee hearing. 
| certainly agree with your stand against Iederal control of private industry. 
HERBERT M. WrIGiT, 
Vayor, Grand Junction, Colo. 


LIMON, CoLo., May 20, 1955 
Mayor ALEx CLARK, 


City of Indianapolis, 
Indianapolis, Ind.: 

Best of luck on your appearance before the Senate Commerce Committee hear- 
ngs. I agree with your stand against Federal control of private industry. 
Our Washington representatives have been requested to watch for any nutural 
gas legislation. 

JAMES W. BUCHANAN 
Vauvor, Limon, Colo 
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MorGan, Coro., May 20, 1955. 
Mayor Arex CLARK, 
Indianapolis: 

Best of luck in your appearance before the Senate Commerce Committee hear- 
ings. I certainly agree with your stand against Federal control for private 
industry. 

Mayor Wm. M. WHITTIER. 


RANGELY, CoLo., May 19, 1955. 
AL CLARK, 
Mayor, Indianapolis: 
gest of luck during your appearance before Senate Commerce Committee 
hearing in support of Harris bill opposing FPC regulation of natural gas industry. 
RANGELY AREA CHAMBER OF COMMERCE, 
Rangely, Colo. 


RIFLE, Coio., May 19, 1955. 
Hon. ALEx CrARK, 
Mayor, Indianapolis: 
Best of luck in your appearance before Senate committee hearing. I agree 
with your stand against Federal control of private industry. 
JAcK H. GoopricH, 
Mayor, Town of Rifle. 


Rocky Forp, Coro., May 20, 1955. 
Mayor ALEx CLARK, 
Indianapolis: 

Best of luck in your appearance before the Senate Commerce Committee hear- 
ings. I wholeheartedly agree with your stand against Federal control of private 
industry. 

CarL Ustick, Jr. 
Mayor, Rocky Ford, Colo. 


Yuma, Coro., May 20, 1955. 
Mayor ALEx CLARK, 
Indianapolis: 

Best of luck in your appearance before the Senate Commerce Committee hear- 
ings. I certainly agree with your stand against Federal control of private indus- 
try. 

Howarp OLSEN, Mayor. 


Los ANGELES, Cauir., May 18, 1955. 
ALEx CLARK, 
Mayor of Indianapolis, City Hall, Indianapolis: 
You have my unqualified support in testifying for the Hinshaw-Fulbright bills 
which would eliminate Federal control of price over the producer of natural 
gas. 
D’ArcY QUINN, 
Mayor of the City of Alhambra, 
Alhambra, Calif. 


Ex Secunpo, Cauir., May 18, 1955. 
ALEX CLARK, 
Mayor, City Hall, Indianapolis: 
You have my 100 percent support in testifying against Federal regulation of 
natural gas price at the well. 


WILLIAM R. SELBY, 
Mayor, City of El Segundo, Calif. 
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GARDENA, CALIF., May 18, 1955. 
Mayor ALEx CLARK, 
Mayor of Indianapolis, City Hall, Indianapolis: 
You have my permission to express my sentiments against the Federal regu- 
lation of natural gas prices at the well. 
ADAMS W. BoLrton, 
Mayor, City of Gardena. 


INGLEWOOD, CALir., May 19, 1955. 
Mayor ALEX CLARK, 
City Hall, Indianapolis: 
You have my unqualified support in testifying against Federal regulation of 
natural gas prices at the well. 
GEORGE C. ENGLAND, 
Mayor, City of Inglewood, Calif. 


MANHATTAN Beacu, Carir., May 18, 1955. 
Hon. ALEX CLARK, 
Mayor of Indianapolis: 
You have my permission to speak for me in opposition to Federal regulation 
of natural gas prices at the well. 
THOMAS P. Foye, 
Mayor, Manhattan Beach. 


Pomona, Cauir., May 18, 1955. 
Mayor ALEx CLARK, 
City of Indianapolis, Ind.: 
You have my permission to express my sentiments in support of your position 
in behalf of the Harris and Fulbright gas bills. 
Mayor ArTHuR H. Cox, 
City of Pomona, 


RIVERSIDE, CAuir., May 19, 1955. 
Mayor ALEX CLARK, 
Indianapolis : 
You have my permission to express my sentiments in support of your position 
in behalf of the Harris and Fulbright gas bills. 
E. V. DALES, 
Mayor of Riverside, Calif. 


SANTA BarparRA, Cauir., May 20, 1955. 
Mayor ALEx CLARK, 
Indianapolis: 
You have my permission to express my sentiments in support of your position 
in behalf of Harris and Fulbright gas bills. 
JOHN T. RIcKArD, 
Mayor of Santa Barabara, Calif. 


WILMINGTON, Det., May 20, 1955. 
Hon. ALEx Clark, 
Mayor of Indianapolis, 
City Hall, Indianapolis: 

We have learned of the position taken by you in connection with Senate 
bill S. 1853, and the Harris bill H. R. 4560, approving natural gas legislation. 
We commend you and wish to advise that we are in accord with your standard 
in this matter. 

Avaust F. WALtTz, 
Mayor, City of Wilmington, Del. 
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CHAMPAIGN, ILL., Way 19, 1955 
Mayor ALEx CLARK, 
City Hall, Indianapolis: 

Just want you to know that we support you in your appearance before United 
States Senate committee on the lifting of Federal control over producers of 
natural gas 

Vireit F. Larrerry, Wayor. 


DELAVAN, ILL., May 20, 1955. 
Mayor ALEx CLARK, 
Indianapolis: 
We are advised of your position on the FYubbright bill and join with you in 
urging passage of this legislation. 
Lester E. Beyor, 
Vayor, Delavan, Ill 
EVANSTON, ILL., May 18, 1955. 
Mayor ALEXANDER CLARK, 
City Hall, Indianapolis: 
Wish to express myself as favoring support of the Harris bill now under 
consideration before Congress of the United States 
Joun R. IMBaRK, Mayor. 


ProrIA, ILL., May 20, 1955. 
Hon. ALEX CLARK, 
Mayor, City of Indianapolis: 

It has come to my attention that you are supporting an amendment to the 
Natural Gas Act which would remove the independent producers from the juris- 
diction of the Federal Power Commission. I agree with you that this is a 
desirable amendment. 

Rosert D. Moran, Mayor. 


URBANA, ILL., May 20, 1955. 
Mayor ALEC CLARK, 
City Building, Indianapolis: 

We heartily approve your efforts next Tuesday, May 24, in support of Ful- 

bright bill to amend the Natural Gas Act. 
GLENN E. CHAPMAN, Mayor. 
ANDERSON, Inp., Way 19, 1955. 
Mayor CLarK, 
City Hall, Indianapolis: 

As mayor of the city of Anderson, we oppose Federal Power Commission con- 
trol of production and price of natural gas at source or at drilling wellhead, 
and further oppose any type of Government control which might interfere or 
retard progress of free enterprise system in this country. 

NOLAND ©. Wricut, Mayor. 


Crry oF ELKHART, IND., May 19, 1955. 
Hon. ALEX CLARK, 
Vayor of Indianapolis, 
City Hall, Indianapolis, Ind.: 

DeAR Mayor CLARK: I am glad to note that you will be testifying next Tuesday 
before the State Commerce Commission in the pending legislation with regard to 
the National Gas Act of 1938. 

In my opinion, the proposed controls are not to the best interests of the general 
public and, therefore, I would like to voice my opposition to these controls. 

if you need additional backing in furthering your opinion, do not hesitate 
to call upon me. 

Best regards 

Sincerely, 
E. L. DANIELSON, Mayor 
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Ciry oF Fort WAYNE, INp., J/ay 19, 19565 
Hon. ALEx M, CLARK 
Yayor, Indianapolis, Ind. 


Deak Arex: I have been informed by Mr. Hansel Smuts, of the Standard O 
Co., South Bend, Ind., that you are testifying before the Senate Commerce Com 
mittee on May 24 in favor of the bill to exempt the producers of natural gas from 
Federal regulation. Once again, I find myself opposed to one Clark and in favor 
of the other. Naturally, you know which one I am referring to as opposing. 

When I received the letters and the telegrams from Mayor Joseph Clark and 
his committee, I immediately started to check the issues involved in this con 
troversy and, as is probably to be expected, found myself diametrically opposed 
to the views taken by Mayor Joseph Clark. I also found myself sufficiently 
opposed to write him stating my position and telling him how definitely I was 
opposed to his views. Copies of my letter were also sent to both of our Senators 
and Ross Adair, our Congressman. 

I just wanted to let you know that in testifying before the committee, you 
may say that there are other mayors in the State of Indiana, including me, who 
share your views 

Jack Seott and I missed you at Las Vegas. We had a pretty good time out 
there, even though we failed to see any bomb bursts. I even got back with my 
shirt on, though I did perhaps leave my tie and socks. Hope you had a very 
fine time in Mexico and that the fish were really rearing to go. 

3est wishes to you, Margaret, and the children, 

Respectfully yours, 
Rospert ©. MEYERS, Mayor 


HAMMOND, IND., Vay 19, 1955 
Mayor ALEX CLARK, 
Indianapolis: 

I understand that next Tuesday you will testify before the Senate Commerce 
Committee on the natural-gas issue. I applaud your stand. I agree, as do my 
constitutents, that the gas producers should be free and independent of any Fed 
eral regulation. I would appreciate you expressing my views as those not only 
of myself but also the community. 

VERNON CC. ANDERSON, Mayor. 
LAFAYETTE, IND., May 18, 1955 
ALEX CLARK, 
City Hall, Indianapolis: 

My heartiest endorsement for the stand you are taking on Federal regulation 

of producers of natural gas 
K. R, SNYDER, 
Wayor of Lafayette 


May 18, 1955 
Hon. ALEX CLARK, 
Mayor of Indianapolis, 
City Hall, Indianapolis, Ind. 


Deak ALEX: I am delighted to hear that you are going to testify before the 
Senate Commerce Committee next Tuesday on the legislation now pending with 
regard to the Natural Gas Act of 19388. 

My position in this matter is opposed to Mayor Joseph Clark, of Philadelphia, 
and I believe that the controls proposed are not to the best interests to the general 
publie. 

I am leaving tonight for the mayor's conference and I propose to discuss this 
with the mayor of Tulsa who has been corresponding with me on this matter. 

If I can be of any assistance to you in this matter I hope you will call on me. 

With best personal wishes. 

Yours sincerely, 
Joun A. Scort, Mayor 


MASON Cfrry, Iowa, May 20, 1955 
Hon, ALEX CLARK, 
Uayor, Indiaxapolis: 
We applaud your stand on the Fulbright bill. We are still for free enterprise 
GEORGE FE, MENDON, 
Mayor, Mason City, Towa 
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Houma, La., May 18, 1955. 

Mayor ALEx CLARK, 
City Hall Indianapolis: 
As mayor of county seat of largest natural-gas-producing county, Louisiana, 
I wish to add my support to your views on recent regulations imposed upon 
natural gas by Federal Power Commission. 
LEON GARY, 
Mayor, City of Houma, La. 


LAKE CHARLES, La., May 18, 1955. 
Hon. ALEx CLARK, 
Mayor, city of Indianapolis: 

I understand you will take a position before Senate committee against regula- 
tion of producers of natural gas. As mayor of Lake Charles, La., I wholly con- 
curr in that position. 

SIDNEY L. GRAY, 
Mayor, City of Lake Charles, Lake Charles, La. 


HANNIBAL, Mo., May 20, 1955. 
Flon. ALEx CLARK, 
Vayor, Indianapolis: 
Highly endorse your stand against Federal natural-gas control. Agree with 
your conclusions, 
JOHN R. SCHRODER, 
Mayor, Hannibal, Mo. 


LOUISIANA, Mo., May 19, 1955. 
Hon. ALEx CLARK, 
Office of the Mayor, Indianapolis: 


My congratulations. Highly endorse your stand against Federal gas control. 
Agree with your conclusions. Feel there is much misunderstanding and such 
people as you with your view can clarify the situation. 

F. C. HALEy 3d, 
Vayor, Louisiana, Mo. 


Bou.tper, Mont., May 25, 1955. 
ALEx M. CLARK, 
Mayor of Indianapolis, 
Indianapolis: 


Please represent the mayor and citizens of this town and community in protest- 
ing before the Senate Committee on Interstate and Foreign Commerce at hear- 
ing of Senator Fulbright protesting the regulation of price of gas. 


HAROLD HANSON, Mayor. 


CHOTEAU, MontT., May 23, 1955. 
ALEX M. CLARK, 
Vayor, Indianapolis, Ind.: 


You are to be commended for your position on the amendment to exempt 
producers from the Natural Gas Act. You are authorized to represent me before 
the Senate Interstate and Foreign Commerce Committee at the hearing of the 
Fulbright bill. 

T. B. HALVorRSON, 
Mayor, Choteau, Mont. 


ConRAD, Mont., May 22, 1955. 
ALEX M. CLARK, 
Vayor, Indianapolis, Ind.: 


You are to be commended on your position on the amendment to exempt the 
producer from the Natural Gas Act. You are authorized to represent me or us 
before the Senate Interstate and Foreign Commerce Committee on the hearing 
of the Fulbright bill. 

R. G. Arnot, Mayor. 
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CuTBANK, Mont., May 21, 19565 
ALEX M. CLARK, 
Vayor of Indianapolis, Ind.: 

In regard to the Fulbright bill. You are to be commended for your position 
on the amendment to exempt producers from the Natural Gas Act. You are 
authorized to represent me before the Senate Interstate and Foreign Commerce 
Committee on the hearing of the Fulbright bill. 

A. J. Myruow, 
Mayor of Cutbank, Mont. 


HARLOWTON, Mont., May 21, 1955. 
ALEX M. CLARK, 
Mayor, Indianapolis, Ind.: 


You are to be commended for your position on the amendment to exempt 
producers from the Natural Gas Act. You are authorized to represent me before 
the Senate Interstate Commerce Committee on the hearing of the Fulbright 
bill. 

W. A. POrReER, 
President, Harlowton Kiwanis Club. 


HAVRE, Mont., May 20, 1955. 
ALEX M. CLARK, 
Mayor, Indianapolis, Ind.: 


You are to be commended for your position on the amendment to exempt 
producers from the Natural Gas Act. You are authorized to represent me 
before the Senate Interstate and Foreign Commerce Committee on the hearing 
of the Fulbright bill. 


OvaL S. HATLER. 


MissouLa, Mont., May 23, 1955. 
ALEX M. CLARK, 


Mayor, City of Indianapolis: 

You are to be commended for your position opposing the Federal control of 
natural gas prices at the source of supply. You are authorized to represent 
me before the Senate Interstate and Foreign Commerce Committee on the 
hearing of the Fulbright bill. 

JAMES A. HArtT, 
Mayor, City of Missoula, 


BEATRICE, NEsR., May 20, 1955. 
Mayor ALEx M. CLARK, 
Indianapolis, Ind.: 


You are to be commended for your position on the amendment to exempt 
producers from Natural Gas Act. You are authorized to represent me before 
Senate Interstate Commerce Committee hearing on the Fulbright bill. 


ALLEN DAVISON, 
Mayor, Beatrice, Nebr. 


McCook, NEBR., May 21, 1955. 
Mayor ALEx CLARK, 
City Hall, Indianapolis: 

I commend you for your stand to exempt producers on the Natural Gas Act 
before the Interstate Commerce Commission. This will authorize you to repre- 
sent me at the hearing. 

ARTHUR JOHN, 
Mayor, McCook, Nebr. 


OMAHA, NEBR., May 27, 1955. 
ALEX M. CLARK, 
Mayor, Indianapolis, Ind.: 
I commend your stand exempting independent producers and gathers of gas 
from regulation under the Native Gas Act. 
JOHN ROSENBLATT, 
Mayor, Omaha, Nebr. 
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RENO, NEV Mau 19, 1955 
Hor ALEX CLAR 
Vayor of Indie napolis 


Understand that you expect to testify before the United States Senate com 
mittee in favor of the Fulbright bill to exempt independent producers of natural 
gas from the control of the Federal Power Commission. I join with you in 
support of the Fulbright bill and sincerely hope that Congress passes that measure 
or equivalent legislation 

Francis R. SmMItru, 
Vayor, City of Reno 


Devits LAKE, N. Dak., May 20, 1955. 
Hon. ALEX CLARK, 
Mayor, City of Indianapolis: 
Urging full support of Fulbright bill which is to release independent gas 
preducer from Federal control 
DENNIS W. KELLY, 
Vayor, City of Devils Lake 


DickINSON, N. Dak., May 23, 1955 
Mayor ALEX CLARK, 
Indianapolis, Ind: 
Would appreciate what you can do to oppose Federal control of price of gas 
at wellhead. Believe gas prices should continue on competitive basis. 


FRANK P. WHITNEY, Mayor. 


May 19, 1955 
Hon. ALEx M. CLARK, 
Mayor of Indianapolis: 

In your appearance before Senate committee please let me urge that you 
point out the great public need for passage of the Fulbright bill as I under- 
stand you fully appreciate. I am confident that if the true situation is fairly 
presented the conclusion will be manifest that producers and gatherers of gas 
must be freed of Federal regulation if dangerous encroachment on our free- 
enterprise system is to be preserved, and if natural gas resources are to be 
properly developed and utilized for the greatest good. 

W. A. HENSLEY, 
Vavor, Bartlesville, Okla 


ENID OKLA, May 24, 1955 
Hon. ALEX M. CLARK, 
Vayor, City Hall, Indianapolis: 

You have my authority to speak for me at congressional Committee meetings in 
support of the Fulbright bill, The independent producers and gathers of natural 
gas should be relieved of Federal control, and I heartily endorse your efforts in 
their behalf. 

GEORGE EmMrRICK, Mayor, Enid, Okla 


MUSKOGEE, OKLA., May 24, 1955. 
Hon, ALEX M. CLARK, 
Vayor, City Hall, Indianapolis: 
I concur in your position supporting the Fulbright bill and authorize you two 
represent me before congressional committees favoring enactment of the bill. 
LYMAN BEARD, 
Vauvor. Measkovec, Okla. 


OKLAHOMA City, OKLA., May 25, 1955. 
Hon, ALEX M. CLARK, 
City Hall, Indianapolis: 

I agree with you that independent producers and gatherers of natural gus 
should be removed from Federal control. The Fulbright bill serves this pur 
pose and you are to be commended in your support of this legislation. Please 
represent me at committee hearings favoring passage of this bill. 

ALLEN STREET, 
Vayor of Oklahoma City, Okla. 


AMENDMENTS TO THE NATURAL GAS ACT 1403 


Tusa, OKLA., May 26, 1955. 
Hon. ALEX M. CLARK, 
Vayor, City of Indianapolis, 
Indianapolis, Ind.; 


I commend you for your position in favoring the amendment of the Natural 
Gas Act to exempt therefrom independent producers and gathers of gas. You are 
hereby authorized to represent me before the Senate Interstate and Foreign 
Commerce Comittee as favoring and supporting the enactment of the Fulbright 
bill 

L. C. CLARK, 
Mayor, City of Tulsa 


Crry or TULSA, OKLA., 
OFFICE OF THE MAYoR, 
Vay 16, 1955 
Hon. ALEX M. CLARK, 
Mayor of Indianapolis, 
Indianapolis, Ind. 


Dear MAyor Ciark: A few days ago, Mayor Joseph Clark, Jr., of Philadelphia, 
invited me to join forces with a newly organized mayors’ committee to oppose 
egislation which would exempt local gas producers from Federal regulation, 

Because I wholly disagree with this committee’s purpose, both in principle 
and in effect, I have declined, and have written Mayor Joseph Clark my views 
on the subject. 

It is my understanding that you have been invited to participate in the effort 
to defeat this essential legislation. For that reason, I am sending you herewith 
i copy of my letter to Mayor Clark and 38 others who have consented to serve 
yn the committee. 

This letter sets out in detail my position on this issue. I believe only a free 
producing industry can supply our future needs for gas. I hope you will have 
time to examine my letter, and that you will share my convictions in the matter 

Most sincerely, 
L. C. CLARK, 
Mayor, City of Tulsa 


City oF TULSA, OKLA., 
OFFICE OF THE MAYOR, 
May 16, 1955. 
Hon. JosePH S. CLARK, JR., 
Vavyor of Philadelphia, 
Philadelphia, Pa. 

My Dear Mayor Criark: This is in further response to your invitation to me 
to join in the mayor’s committee instituted by yourself, Mayor Lawrence, of 
Pittsburgh, and Mayor Wagner, of New York, to oppese legislation now pending 
in the Congress to clarify the Natural Gas Act of 1938 so as to exempt local 
production and gathering of natural gas from Federal controls. 

[ reiterate my position that I regard such controls to be not only an infringe 
ment of States rights which would conflict with and destroy oil and gas conserva 
tion programs of all our producing States, but also wholly inconsistent with the 
public interest and with our American free-enterprise system. 

For the record, I want to say that I neither own nor have an interest in 
natural-gas production. My interest is as mayor of a growing municipality 
whose residents are dependent virtually 100 percent on natural gas as a fuel, 
Anything which would discourage the continuous drilling for and development of 
natural gas is a threat not enly to the consumers of Philadelphia, but to Tulsa 
Controls over the natural-gas producer would unquestionably discourage the 
search for, and reduce the supply of, gas. 

In Tulsa, natural gas is a bargain. Our people use natural gas for cooking, 
heating, hot-water heating, and refrigeration. For this service, the average 
rulsa family paid last year, I am informed, a total of $61.33. I know of no 
ther commodity which provides more comfort and convenience for a full vear for 
so little. 

Claims have been made that northeastern area gas consumers have been faced 
with continuous gas-rate increases. This may be true; I do not know. However 
by contrast, I would point out that in Tulsa there have been only 5 natural-gas 
onsumer-rate adjustments since the vear 1923, and 3 of these have been 
downward 











1404 AMENDMENTS TO THE NATURAL GAS ACT 


It is therefore obvious that if consumers of other areas have been harassed 
by rate increases, the nominal producer price is not the cause. Tulsa is served 
from the same producing areas as many northeastern municipalities. Our 
advantage is being close to supply. I question whether mere men, sitting in 
Washineton, could juggle the natural economic laws so as to remove the disparity 
in price in all sections of our country. 

I can only conclude that if natural-gas rates are unreasonable in Philadelphia 
or New York or Boston, the cause lies in the cost of transportation and dis- 
tribution from our great Southwest to such distant points. By any accepted 
standard, natural gas produced in the Southwest, at the well, is today the 
cheapest fuel at the source of production—on a heat-value basis—in the entire 
world. 

I am profoundly disturbed by the growing misunderstanding of facts which 
to me seem obvious in this matter I feel that someone in the business of 
promoting centralized bureaucracy in our beloved country must be working 
overtime to have planted so many seeds of mistrust against a basic American 
industry which is composed of average Americans, employs average Americans, 
and has so well served average Americans. 

Historically, our country has established so-called rate controls, as consumer 
protection, only in instances involving utility or monopoly-franchise operations. 
Natural-gas-producing activities can by no yardstick be classified as a utility 
function. In Oklahoma, hundreds of producers compete as gas producers in 
single fields and sell their gas competitively to willing buyers at fair prices. 
The facts do not support your contention that a small group of oil companies 
control natural-gas production. 

To give small, individual natural-gas producers the status of Federal public 
utilities would be setting a dangerous precedent in America. If we do this in 
1955—in 1956 it will be oil, then coal, then lumber, and cattle, and wheat. To 
lay the withering hand of Federal control on local commodity production is 
the first step toward State socialism. To me, this would violate all concepts 
of our free competitive system which has made our economy the most dynamic 
and productive in the history of mankind. 

The natural-gas producer has never been controlled. When Congress wrote 
the Natural Gas Act, it specified that he would be exempt from Federal regula- 
tion. In 17 years operating freely under the act, natural-gas producers con- 
tinuously found and made available increasing supplies of natural gas. When 
supply of any commodity is adequate, the consumer is protected. When short- 
age occurs, as it always does under OPA treatment, the consumer becomes the 
victim. 

Natural-gas prices at the well were not even controlled in wartime. The 
thinking American needs but reflect on what happened to prices and availability 
of commodities which had controlled prices at the point of production, under 
OPA, to revolt at the thought of that type of treatment of any maerial, service, 
or commodity. Meat is a case in point. Under OPA, meat became practically 
nonexistent, and our people could hardly afford the little that was available 
under the counter. 

I am sure the American housewife does not want to be deprived of natural 
gas hecause of short-sighted and unneeded control policies. 

Evidence already presented in hearings before the House Interstate and 
Foreign Commerce Committee, which is considering the Harris amendment to 
restore natural-gas production to a competitive position in our economy, has 
fully acquitted the gas producer of any unfair treatment of consumers. 

For example, it was brought out that natural gas sold in New York at $2.42 
per thousand cubic feet was purchased from southwestern producers for 8 cents 
per thousand cubic feet. Thus, the producer received only 3 cents of each 
dollar paid by the average New York consumer of natural gas. Is this a situa- 
tion which demands OPA treatment? 

If the price of $2.42 in New York is too high, this conclusively illustrates to me 
that either (1) New York utility regulatory authorities have not adequately 
safeguarded consumer interests, or (2) it is not economically practical to trans- 
port and distribute natural gas to such distant point. In either case, I fail to 
see how any fair American could seek to penalize the producer of gas with 
crippling bureaucratic controls. 

I am informed that a cabinet-level committee appointed by President Bisen- 
hower has fully studied the natural-gas problem and has recommended that local 
production of gas be excluded from Federal regulation. Furthermore, the 
Chairman of the Federal Power Commission, which agency would have the job 
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of controlling gas production, testified before Congress that legislation exempt- 
ing gas production from controls should have the approval of Congress. 

The FPC Chairman spoke, in his testimony, for 4 of the 5 members of the 
Commission. These Commissioners supported corrective legislation to exempt 
gas producers from regulation, according to the Chairman’s statement, because 
“* * * We firmly believe that such legislation will in the long run result in the 
greatest good to the largest number of people in this country.” 

I believe the FPC Chairman was upholding a principle. His testimony ex- 
pressed the position of public servants whose experience has been in the field of 
regulating the natural gas industry. I can only concur in what these public 
officials have said. 

I reaffirm that my position in this matter is dictated only by my belief in our 
competitive system. I have no confidence in “controlism,’ when it is so utterly 
and obviously unnecessary as in this instance. 

I wish to make one other point. It is the “little fellows’ who find the gas 
used in Philadelphia, and throughout our Nation. Small, independent, risk-taking 
producers have found more than 75 percent of the oil and gas developed in 
America. In our southwestern press, many of these men have already served 
notice that they will not commit newly discovered gas to interstate use, unless 
the Natural Gas Act is clarified so as to reaffirm its original intent to exempt gas 
production from Federal control. If such a situation should develop, Philadel 
phia consumers cannot escape paying more money for less gas. As gas supplies 
dwindle, the pipeline companies and distributors will still get their fixed per 
centage of return on investment. When they are accorded the same percentage 
of return on a smaller volume of gas, only the consumer will pay the bill. 

It is my hope that you, and others in responsible positions of public trust, 
will not be persuaded to continue fighting to make the gas producer a pawn of 
bureaucracy : secause of my strong conviction that the producers, the con- 
sumer, and America will all be the losers. I am taking the liberty of sending 
this letter to all of those mayors who have expressed their intent to support con- 
trols of the natural gas industry in the Congress. 

You have my apologies for the length of this letter. However, I feel its length 
is justified by the importance of the subject. 

With every confidence in your judgment in this most important issue, I am 

Very truly yours, 


’ 


L. C. CLARK, Mayor, City of Tulsa. 


Carbon copies of the attached letter to the following mayors: Thomas P. 
tryan, Richmond, Va.; Richard J. Daley, Chicago, Ill.; Thomas D’Alesandro, 
ir., Baltimore, Md.: W. Lee Mingledorff, Jr.. Savannah, Ga.: Frank P. Zeidler, 
Milwaukee, Wis.; Anthony J. Celebrezze, Cleveland, Ohio; Frank X. Kryzan, 
Youngstown, Ohio; Fred L. Peterson, Portland, Oreg.; Richard C. Lee, New 
Haven, Conn.; Quigg Newton, Denver, Colo.; Ollie Czelusta, Toledo, Ohio; 
Joseph E. Dillon, St. Paul, Minn.; W. A. Gayle, Montgomery, Ala.; Leo P. 
Carlin, Newark, N. J.; George W. Welsh, city manager, Grand Rapids, Mich.; 
Ben Wesi, Nushville, Tenn.; John B. Hynes, Boston, Mass.; Albert E. Cobo, 
Detroit, Mich.; Walter Reynolds, Providence, R. I.: George R. Dempster, Knox- 
ville, Tenn.; John J. Foley, Cambridge, Mass.; H. H. Hendren, Sacramento, 
Calif.; Andrew Broaddus, Louisville, Ky.; Kristen Dristensen, Yonkers, N. Y.; 
Eric G. Hoyer. Minneapolis, Minn.; J. W. Morgan, Birmingham, Ala.; Leo Berg, 
Akron, Ohio; Arthur J. Gardner, Erie, Pa.; Raymond E. Snyder, Waterbury, 
Conn.; DeLesseps 8S. Morrison, New Orleans, La.; Nicholas Sylvester LaCorte, 
Elizabeth, N. J.; Peter Mandich, Gary, Ind.; Raymond R. Tucker, St. Louis, Mo.; 
George E. Brunner, Camden, N. J.; Maynard E. Sensenbrenner, Columbus, Ohio; 
George D. Johnson, Duluth, Minn.; David L. Lawrence, Pittsburgh, Pa.; Robert 
F Wagner, Jr., New York, N. Y. 


BuGene, Orec., May 19, 1955. 
ALEx CLARK, 
Mayor, City of Indianapolis, 
City Hall, Indienapolis: 
Please express my support of Senator Fulbright’s bill opposing Federal regula- 
tion of independent natural-gas producers. 
V. E. Jounson, Mayor. 
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ALLENDALE, 8S. C., WVaw 27, 1955 
The Honorabie ALEX CLARK, 
City Hall, Indianapolis: 
Congratulations on your support of the Fulbright bill, S. 1853. You have our 
full cooperation and I join sincerely with you in the decontrol of natural-gas 


M. C. Mrxson, 
President Ex Officio, Municipal Association of South Carolina 


ABILENE, TEx., May 23, 1955 
Hon. Atex M. CLARK, 
Vayor, City of Indianapolis: 


We sincerely commend you for your support of legislation to remove authority 
of Federal Government to impose prices on producers of natural gas. Unless 
decision in Phillips case is abrogated by congressional action, we know that 
continued exploratory work for and development of natural gas resources will be 
severely limited because of decline in risk capital needed in substantial sums 
for this work. This would result in serious economic conditions affecting 
farmer, rancher and all business interests represented in oil- and gas-producing 
areas as well as reduction in supplies of gas for consumers in northern and 
eastern States. If we can assist you, please let us know. 

IRED H. HUSBANDS, 
Executive Vice President, 
West Texas Chamber of Commerce. 


ALBANY, Tex., May 21, 1955. 
Hon. ALEX M. CLARK, 
Mayor, Indianapolis: 
This wire your authority to speak for me on behalf Senator Fulbright bill to 
exempt gas producers from Federal control. I commend you on your stand. 
E. F. RopGErs, 
Mayor, Albany, Ter. 


ATHENS, TEx., May 21, 1955. 
Mayor ALEx M. CLARK, 
Vayor’s Office, Indianapolis: 


Commend you on stand and authorize you to speak for me on Senator Ful- 
bright’s bill to exempt gas producers from Federal control. 
A. R. Cox, 
VYayor, Athens, Ter 


Austin, Tex., May 26, 1955. 
Hon. ALEx M, CLARK, 
Vayor, Indianapolis: 


As mayor am interested in an adequate continuous supply of natural gas for 
my consumers. I think we can best assure this by freeing the gas producers from 
Federal control. May I commend you for your interest and for your courage 
in agreeing to present this view to the Senate committee and to act as a repre- 
sentative of mavors and city governments in favor of the Fulbright bill before 
the Senate 

Tom MILLER, 
Vavyor of Austin, Ten. | 


Beaumont, TEx., May 24, 1955 | 
Mayor ALEx M. CLARK, | 
Indianapolis: 
You are to be commended for your stand against FPC price control of natural 
ras at the production level. I strongly feel that the Supreme Court erred in | 
their decision in this matter, and I feel that Congress should pass the necessary 
legislation to clear up this injustice at the earliest possible date. 
Eimo R. BEARD, 
Vayor of Beaumont, Tex. 


lh 
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Bre Sprincs, Tex., May 23, 1955 
ALEX M. CLaAkti 
Mauvor of Indianapolis, Ind 
May | congratulate you upon your stand in support of Fulbright bill to exempt 


¢ 


producers of gas from Federal control You are authorized to use n name 


n support of vour position before the committee 


G. W. DABNI aa Vayor of Bia Springs 


BRECKENRIDGE, TEXx., May 23, 195 
Mayor ALEX M. CLARK 
Indianapolis, lind 
Your stand in behalf of the Fulbright bill to exempt gas producers from Federal 
ontrol is very much appreciated by my city We feel the Supreme Court 
lecision in the Phillips case to be a threat to the American way of life. Please 
epresent my city When you testify in behalf of the Fulbright bill this week 
CHARLES Fox, 
Mayor, City of Breckenridge 


Brownwoop, Tex., May 27, 1955 
Phe Honorable ALEX M. CLARK, 
Vayor of Indianapolis, Ind.: 
In regard to your testimony next week behalf Senator Fulbright bill (to 
exempt gas producers from Federal control) would like to Commend you very 
ighly on your stand and authorize you to speak for me on this important 
matter 
Smiryu Bex 
Mayor City of Broiwnacood 


Conorapo Crry, Vex., May 23, 1955 
ALEX M. CLAtI 
Mayor of Indianapolis, Jnd 
Want to compliment vou on appearing in behalf of the Fulbright bill We 
here in this area realize the importance of free industry and don’t want a price 
fixing yoke on our gas for we feel that it will curtail development and in the 
end work a hardship not only on producer but on consumer 
WALTER GRUBES 
Mayor of Colorado City, Tea 


Conrok, TEX., May 23, 1955. 
Mayor ALEX M. CLARK. 
Indianapolis, Jnd.: 
Heartily endorse your efforts in behalf of Senator Fulbright bil Authorize 
an appre late your sp aking for our city on this matter 


Bit, NEwron, Mayor of Conroe 


Corpus CuHristI, Tex., May 30, 19965 
Honorable Mayor ALEX CLAR! 
Indianapolis, Jnd 
Our city declined to join in opposing the Harris-Fulbright isure. We are 
happy to learn that you ‘are appearing as mayor of Indianapolis in support of 





these bills. I commend you highly for your actions and would like to be shown 
ys joining in support of these bills From first-hand experience I am certain 
that toe restore Collpe tition in thre produc tion of gas is the best Way poss ble to 


ve consumers long-range assurance of supply and reasonable prices 


Sincerely, 


FARRELL IL), Smiru, Mayor 
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CorRSICANA, TEex., May 23, 1955. 
ALEX M. CLARK, 
Mayor of Indianapolis: 
Commend you on stand regarding Fulbright bill. Please speak for me in this 
matter. 
WALTER ERWIN, 
Mayor of Corsicana, Ter. 


Datxas, TEXx., May 23, 1955. 
Mayor ALEx M. CLARK, 
Indianapolis, Ind.: 

Your realistic stand against Federal control over production of natural gas 
deserves the praise of all city officials concerned for a continued supply of fuel. 
Please add my name to the list of mayors endorsing your support of Senator 
Fulbright’s bill. 

R. L. THORNTON, 
Mayor, City of Dallas, Tez. 


DALLAS, TEx., May 30, 1955. 
Hon. ALEX CLARK, 
Mayor, City of Indianapolis: 

I was asked to become a member of a committee known as the “‘mayors’ com- 
mittee.” Its objective, as I understand it, is to oppose the Harris-Fulbright 
bill, and I did not respond to the invitation, because I believe in competitive 
production of gas, and I am happy to learn that you are appearing in support 
of the bills and I wish to commend you for this courageous action and am happy 
to join with you in supporting the bills. I believe that competition is the best 
long-range assurance for the consumer, and if I can be helpful in any way, please 
let me know. 

R. L. THORNTON, 
Mayor, City of Dallas, Tex. 


GRAHAM, TEx., May 21, 1955. 
Mayor ALEX M. CLARK, 
Indianapolis, Ind.: 

We commend your stand on the Fulbright bill. Federal price control of gas 
or any other commodity produced in a competitive market is not in the best 
interest of our country. Please represent my views in this matter. 

Dr. V. O. Rosser, 
Mayor of Graham, Ter. 


KERRVILLE, Tex., May 21, 1955. 
Mayor ALEXANDER M. CLARK, 
Indianapolis, Ind. 
DEAR Mayor CLARK: We are on the same side in supporting bill to exempt gas 
producers from Federal control. Good luck to you. 
Sincere regards, 
J. L. BULvLArp, 
Mayor of Kerrville, Texr., Member of the Erecutive Commission, 
American Municipal Association. 


KiLcore, Tex., May 23, 1955. 
Mayor ALEX M. CLARK, 
City of Indianapolis: 
Wish to commend you on your stand to exempt gas producers from Federal 
control and authorize you to speak for me to thatend. . 
E. C. Evper, 
Mayor, City of Kilgore, Tex. 


LaRepDO, Tex., May 21, 1955. 
Mayor ALEex M. CLARK, 
Indianapolis, Ind.: 

Strongly support stand which you have taken on Fulbright bill. Exemption 
of gas producers from Federal control absolutely needed for best interest of 
public in general. Call on us for any assistance needed. 

J. C. Martin, Jr., 
Mayor of Laredo. 
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LONGVIEW, TEX., May 21, 1955. 
Hon. ALEX. M. CLARK, 
Mayor, City of Indianapolis: 

We desire to express to you our appreciation and commendation for the 
stand you have taken regarding Fulbright bill to exempt gas producers from 
Federal controls. We are interested in consumers gas and know that Federal 
controls will increase rather than decrease prices. We are proud of our free- 
enterprise and competitive system in America and appreciate your Courage in 
helping to continue same. 

J. CLyDE TOMLINSON, 
Mayor, City of Longview. 


LUFKIN, Tex., May 21, 1955. 
Mayor ALEx M. CLARK, 
Indianapolis, Ind.: 
Glad to hear you are testifying behalf Fulbright bill. Please speak for me. 
Wooprow Scort, Mayor. 


MARSHALL, Tex., May 23, 1955. 
Mayor ALEX M. CLARK, 
Indianapolis, Ind.: 
Commend you most highly your stand to exempt gas producers from Federal 
control and authorize you to speak for me on this matter. 
CHARLES SPANGLER, 
Mayor, Marshall, Tea. 


MIpLaANpD, Tex., May 21, 1955. 
ALEX M. CLARK, 
Mayor, Indianapolis: 
Very much in sympathy with your stand on Fulbright gas bill. 
ERNEST SIDWELL, Mayor. 


OLNEY, TEX., May 23, 1955. 
Mayor ALEx M. CLARK, 
Indianapolis, Ind.: 

Commend you 100 percent on your testimony regarding Senator Fulbright 
bill exempting gas producers from Federal controls. This area produces con- 
siderable natural gas and is retarded by these controls. 

Regards. 

W. C. WILSON, 
Mayor, Olney, Tez. 


PAMPA, TEXx., May 23, 1955. 
Mayor ALEx M. CLARK, 
Indianapolis, Ind.: 

I understand you are to testify before the Fulbright committee on the gas bill 
which has to do with Federal control price of gas at the well. It is my under- 
standing you are opposing Federal price control. I am located in a gas tield 
in the Panhandle of Texas and the price of gas at the well, whatever it may 
be, will not affect the price to cities such as yours but very little, if any. I most 
certainly commend you for your stand against Federal control of price of gag 
at the well. 

LYNN Boyp, 
Mayor, City of Pampa. 


RervuG@io, Tex., May 21, 1955. 
Mayor ALEx M. CLARK, 
Indianapolis, Ind.: 


I commend your stand and authorize you to speak out forthrightly in favor 
of the Fulbright bill (to exempt gas producers from Federal control). It is 
always through hard work and personal sacrifice of some individual like your- 
self and others that American free enterprise is protected from encroachment 
by our Federal Government. 

Henry V. SHAw, 
Mayor, Town of Refugio. 
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SAN ANTONIO, TEx., May 28, 1955 
Mayor ALEx M. CLARK, 
Indianapolis, Ind.: 

It is my considered judgment that Federal Power Commission regulation of 
independent gas producers is wholly unnecessary and that it is not in the interest 
of consumers but will damage the industry, thereby reducing available suppl) 
of gas and increasing cost thereof to all concerned. 

Best assurance of continued supply of economical fuel is protection of free 
enterprise system. Therefore, I commend your stand on Fulbright bill and urge 
its Vigorous support. 

J. EDWIN KUYKENDALL, 
Vayor, City of San Antonio, Tea 


SINTON, Tex., May 28, 1955. 
Mayor ALEx M. CLARK, 
Indiana polis, Ind.: 

I agree with your stand on Senator Fulbright bill to exempt gas producers 
from Federal control This telegram will be your authority to speak in my 
behalf 

D. O. MARTIN, 
Uayor, City of Sinton, Texr 


Snyper, TEx., May 23, 1955. 
Mayor ALEx M. CLARK, 
Indianapolis, Ind.: 

My compliments your testimony behalf Senator Fulbright bill exempting gas 
producers from Federal control. This city center great oil-producing area and 
we feel Federal contro] independent producers gas both unfair and unjust. I 
will appreciate your continued support legislation correcting this deplorable 
condition. 

MALVEN K. STEPHENSON, 
Mayor of Snuder. 


STAMFORD, TEx., May 22, 1955 
Mayor ALEx M, CLARK, 
Mayor, Indianapolis, Indiana: 
On behalf of the city of Stamford under the authority vested in me as mayor 
I heartily endorse your testimony on behalf of the Senator Fulbright bill exempt 
ing gas producers from Federal control. 
G. C. CAROTHERS, Sr. 
q 
4 
it 
\ 
1 


TAYLor, TEX., May 24, 1955 
ALEX M,. CLARK, 
Vayor, Indianapolis : 
(VIA WASHINGTON, D. C.) 
Congratulations on your position today in testifying on Fulbright bill I van 
100 percent behind you in testifying for free enterprise. 
R. EE. KotiMan, 
Vauor, Taylor, Tes 


TEXARKANA, TEX., May 24, 1955, 


Mayor ALEXANDER M, CLARK, 
Indianapolis: 

We wish to commend you on your stand in support of Senator Fulbright’s bill 
to exempt gas producers from Federal control. We feel that this is a vital 
necessity for the continuance of efforts to provide the country with necessary 
supplies of natural gas 

A. P. MILLkr, JR., 
Vauor, Texarkana, Tex. 
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TY Ler, TeEx., May 21, 195 
Mayor ALEx M. CLARK, 
Indianapolis: 

Commend you on your stand reference Fulbright bill exempting gas producers 
from Federal control. Your work is appreciated by all who are fully acquainted 
with serious injury that will result to this industry if Federal control is forced 
upon us. This could be just the opening wedge. 

ZEB J. SPRUIELL, 
Mayor, City of Tuler, Tea 


WiIcHITA FALLs, Tex., Vay 21, 1955 
Mayor ALEX M. CLARK, 
Indianapolis: 

Understand you plan to testify during coming week in behalf Senator Fulbright 
bill to exempt gas producers from Federal control. City of Wichita Falls 
strongly feels that Fulbright bill should be passed. You are to be commended 
for your stand. Hereby authorize use of this telegram if you so desire 

LLOYD THOMAS, 
City of Wichita Falls, Tea 


ReEFuUGIO, Tex., May 21, 195. 
Hon, ALEX M, CLARK, 
Vayor of Indianapolis: 

1 wish to commend and encourage you on your decision to testify next week 
in behalf of Senator Fulbright bill to exempt gas producers from Federal control 
I serve as mayor of a town located in the heart of gas and oil production of the 
coastal bend area of Texas. It has been my personal observation, through close 
association with gas producers for the past 30 years, that the economy and life 
blood of this area is related to that of our gas and oil producers. Our farms 
ranches, schools, Churches, and our welfare, in general, is at stake in the measure 
of fair play that is extended our oil and gas producers in this vital questior 
and decision. Your stand for the traditional rights of our American system of 
competitive enterprise has the encouragement of all south Texans who believe 
in and will fight for fair play 

CLARENCE S. Boon: 
Vauor of Woodsboro, Tea 


GREEN Bay, WIs., Way 23, 1955 
Mayor ALEX CLARK, 


City of Indianapolis, Ind 
Understand you are to appear before Senate committee May 24 regarding 
Federal control of natural gas producers. I view this type of Federal contro! 
us opposed to the principle of free enterprise and wish you to know that I support 
your stand in this issue 
Orro RACHALS, 
Vauor, Green Bay, Wis 


Toman, Wis., May 17, 1955 
Mayor ALEX CLARK, 
Indianapolis: 
As mayor of Tomah I am opposed to regulation of producers of natural gas 
Hope you can impress the importance of freedom from Federal control. 


A. C, HARRIS 
EL PAso, Tex., May 31, 1955 


Hon, ALEX CLARK, 
Vayor of Indianapolis, Ind 


For your information we decline to join in opposition Harris-Fulbright meas 
ure and will appreciate your appearance in support of this measure, 


Tom E RoGERS Vayo 


6B3057 95 0 
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CANTON, Onto, June 1, 1955. 
Mayor ALEx M. CLARK, 
Indianapolis: 
Pleased to hear of your position on bill affecting natural gas supply. Think 
everything possible should be done to insure adequate supply of gas at a fair 
price. 


i 


Car F. WISE, 
Mayor, Canton, Ohio. 


San Jose, Cavir., May 31, 1955. 
Mayor ALex CLARK, 


City Hall, Indianapolis: 
Mayor and city council of city of San Jose are unalterably opposed to Federal 


control of price of natural gas at wellheads. 
GEORGE A, STARBIRD, Afayor. 


Houston, Tex., May 31, 1955. 
Hon. ALEX CLARK, 
Vayor, Indianapolis, Ind.: 

You are to be commended for your action in supporting the Fulbright bill which 
in effect would restore competition in production of gas and doubtless such 
competition is best way to assure consumers of long-range gas supply at reason- 
able prices. Defeat of such measure would violate all concepts of our free 
competitive system which has made our economy the most dynamic and produc- 
tive in the history of mankind. As mayor of Houston I wish to join you in sup- 
port of the Fulbright bill and will appreciate your so advising Senate Interstate 
and Foreign Commerce Committee. 

Roy Horueinz, Mayor. 


SPOKANE, WASH., May 31, 1955. 
Hon. ALEx CLARK, 
Mayor of Indianapolis, 
City Hall, Indianapolis: 

As Mayor of Spokane, I strongly urge passage of Harris bill H. R. 4560 in 
such form as will eliminate Federal regulation of natural gas. You are author- 
ized to speak for me before Senate Commerce Committee to the foregoing effect. 

ARTHUR MEETAN, Mayor. 


3ATON RovuGE, La., May 31, 1955. 
ALEx CLARK, 
Mayor of City of Indianapolis, 
City Hall, Indianapolis: 


I use this means to personally congratulate you on your position concerning 
the Fulbright bill relieving the producers and gatherers of natural gas from 
Federal regulations. I have the same feeling as you do and you might inform 
the congressional committee of my feeling on the subject when you testify before 
them. Keep up the good work. 

JESSE L. Wess, Jr., 
Mayor, City of Baton Rouge. 


AIKEN, 8S. C., May 31, 1955. 
Mayor ALEx CLARK, 
City Hall, Indianapolis: 
I heartily agree with your stand regarding the Fulbright bill S. 1853. Also 
do not favor Federal price control on gas going into interstate commerce. 
CHARLES M, Jones, Mayor. 


Port Huron, Micu., June 1, 1955. 
Mavor ALex M. CLARK, 
Sheraton-Carlton Hotel, 
Washington, D.C. 
The Industrial Development Corporation and organization, whose membership 
mprises business and civic leaders of this area, offers its congratulations to you 
fur your positive stand in favor of legislation to free natural gas producers from 
Federal Power Commission controls. Please be assured of our intense support 
and interest in your endeavors in this regard. 
THE INDUSTRIAL DEVELOPMENT Corp. 
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Mr. Cuiark. I also received some today and since I arrived at the 
hotel yesterday evening. 

The total number of wires received in support of natural-gas regu- 
lation includes 16 who a expressed their opinion to the Hon- 
orable Joseph Clark, Jr., of Philadelphia, plus 4 additional who 
changed their minds _ their original wire to the mayor of Phila- 
delphia, making a total of 123 to date, in my office. 

I wish there were time for you to hear these men personally, for 
I know that each of these mayors could offer substantial evidence of 
the benefits that natural gas has brought to has city. 

These men, too, are concerned about future supplies of gas for their 
communities. They know their people want natural gas, and they 
want to see nothing done that would jeopardize the future growth and 
development of their respective cities. I offer their messages for the 
record of this hearing. 

These statements represent my earnest convictions in this issue. I 
most humbly and sincerely urge you gentlemen to do all in your power 
to seek support for and passage of the F — ight bill. 

[f I may, sir, I should like to read 1 or 2 telegrams, and a letter 
| wrote to a Congressman who is on one of the commissions here 
to give you a bac keround of how I happened to get into this matter. 

| will start with the telegram of April 6 of this year, which reads 
as follows: 


Regarding proposed legislation to exempt natural-gas producers from Federal 
price regulation greatly concerned that urban consumer interests are not being 
sufficiently weighed and represented. We therefore ask your support in forming 
mayor’s committee to oppose passage by Congress of H. R. 4860 and similar 
exemption bills. Time being short would appreciate early reply to following 
questions. 

1. Will you participate? 

2. Would you join in testifying against H. R. 4560, or authorize the under- 
signed as steering committee to arrange testimony and appropriate public 
releases ? 

3. Would you attend informal meeting of interested mayors in Washington, 
2 p. m., April 16, to plan further action? Please reply to Mayor Clark, 
Philadelphia. 

(Signed) JosepH F. CiarK, Jr., 
Mayor of Philadelphia. 
DAVID LAWRENCE, 
Mayor of Pittsburgh. 
ROBERT WAGNER, 
Mayor of New York. 


There was added to the list as follows: 


Thomas D’Alesandro, Jr., Baltimore, Md. 
W. Lee Mingledorff, Jr., Savannah, Ga. 
Frank P. Zeidler, Milwaukee, Wis. 
Anthony J. Celebrezze, Cleveland, Ohio. 
Frank X. Gryzan, Youngstown, Ohio. 
Fred L. Peterson, Portland, Oreg. 
Richard C. Lee, New Haven, Conn. 
Quigg Newton, Denver, Colo. 

Ollie Czelusta, Toledo, Ohio. 

Joseph E. Dillon, St. Paul, Minn. 

W. A. Gayle, Montgomery, Ala. 

Leo P. Carlin, Newark, N. J. 

George W. Welsh, city manager, Grand Rapids, Mich. 
Ben West, Nashville, Tenn. 

John B. Hynes, Boston, Mass. 

Albert E. Cobo, Detroit, Mich. 

Walter Reynolds, Providence, R. I. 
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George R. Dempster, Knoxville, Tenn 
John J. Foley, Cambridge, Mass. 

Ht. H. Hendren, Sacramento, Calif 

Andrew Broaddus, Louisville, Ky 

Kristen Kristensen, Yonkers, N. ¥ 

Eric G. Hoyer, Minneapolis, Minn 

J. W. Morgan, Birmingham, Ala 

Leo Berg, Akron, Ohio 

Arthur J. Gardner, Erie, Pa. 

ftaymond I. Snyder, Waterbury, Conn 
deLesseps S. Morrison, New Orleans, La 
Nicholas Sylvester LaCorte, Elizabeth, N. J 
Peter Mandich, Gary, Ind 

Raymond R. Tucker, St. Louis, Mo 

George E. Brunner, Camden, N. J 
Maynard FE. Sensenbrenner, Columbus, Ohio 
George D. Johnson, Duluth, Minn 

David L. Lawrence, Pittsburgh, Pa 

Robert F. Wagner, Jr., New York, N. Y 
Joseph S. Clark, Jr., Philadelphia, Pa 

























Mr. Crark. Tothat telegram, I gave this reply. 

Fion, JOSEPH CLARK, 
Uayor of Philadelphia, Pa.: 

In answer to your telegram of April 6 as mayor of Indianapolis, I am in favor 
of H. R. 4560, and therefore would not care to participate in meetings or opposing 
same. 

Mayor CLARK. 

Mr. Crark. It concerned me inasmuch as I was afraid if they did 
appear here it might appear to be a united effort of the United States 
Conference of Mayors, and because of that I wrote the following letter 
to Jerome K. Kuykendall, Chairman of the Federal Power Commis- 
sion, Washington, D. C. 


DeAR REPRESENTATIVE KUYKENDALL: Attached hereto is a copy of a telegram 
I sent to Mayor Joseph Clark in answer to a telegram from him asking me, as 
mayor of Indianapolis, to participate in opposing H. R. 4560, joining with him, 
Mayors David Lawrence, of Pittsburgh, and Robert Wagner, of New York. 

My reason for sending this is so that if opposition in the form of any mayors’ 
committee or any American municipal association committee is voiced to you, 
you may be sure that this is not the unanimous feeling of this association. 

I am, also, sending a similar letter to Representative Beamer. 


















I sent a letter to Hon. John Beamer, and the only difference is that 
I commented that I was sending a similar letter to Representative 
Kuy kendall, so I need not comment about that. 
Senator Pasterr. Do you want it made a part of the record ? 
Mr. Ciark. I will leave copies with the committee. 
Senator Pasrore. Thank you very much, Mayor. 
Our next witness is Mr. William Jackman. 


STATEMENT OF WILLIAM JACKMAN, PRESIDENT, INVESTORS 
LEAGUE, INC. 


Mr. Jackman. I am William Jackman, president of the Investors 
League, Inc., with headquarters at 175 Fifth Avenue, New York. The 
leagwue ] represent is the oldest and most successful organization of 
investors, who reside in every State in the Union. It is an organiza- 
tion of investors. both small and large, who make up the backbone 
of our private enterprise system. 

[I might say, Mr. Chairman, before I go into my statement, that 
about 16 months ago I received an overwhelming number of letters 
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from members of our organization from all over the country in refer 
ence to the regulation of natural gas. 

Up until re time, all I knew about gas was that if you burped, 
you got rid of it. I therefore went out into the States in which they 
produced sje gas, and as a result of that, this would be our state 
ment, 

[ am grateful for this opportunity to appear before your distin- 
guished committee on the question of Federal regulation of inde- 
pendent gas producers. 

[ am here, not as a representative of the oil industry or of the pro 
ducers of natural gas, but rather as a spokesman for the investor 
public. 

In March I appeared before the Interstate and Foreign Commerce 
(Committee of the House of Representatives to voice the league's sup- 
port of the removal of Federal controls. 

After weighing all the evidence carefully, both pro and con, sub- 
mitted to the House Committee during the rather lengthy hearings, we 
are still of this opinion. Our position is based on the following 
reasons : 

1. We believe that such regulation is in conflict with our basic con 
cepts of freedom of ente rprise. 

2. We are convinced that Congress never intended such regulation 
when it passed the Natural Gas Act of 1938. 

We feel that the industry has none of the characteristics which 
wink | warrant regulation as a public utility. 

+. We are convinced that regulation will adversely affect the growth 
and vitality of this industry, the other industries depending on this 
fuel, and the economy of our Nation. 

5. We believe that consumers will be better off in terms of adequate 
fuel at fair prices under a system free from regulation in the produc- 
tion of natural gas. 

6. We are certain that adequate safeguards can be provided which 
will protect consumers from the fear of unwarranted price increases. 

Natural gas production is a risk-taking venture. By placing Fed- 
eral regulation over this prime example of freedom of enterprise you 
establish a precedent from which no segment of industry is logically 
exempt, and open the way to a soc ialistic type of regimentation. 

Congress recognized the danger of setting a precedent of this nature. 
The Natural Gas Act of 1938 specifically states in section 1B- 
the provisions of this act * * * do not apply * * * to the production or gath- 
ering of natural gas. 

To make sure of this point, Congress in 1950 passed a second law 
which specifically exempted natural-gas producers from Federal 
regulation. 

The Federal Power Commission, recognizing the intent of Con- 
gress, refused in many instances to fix prices on production of natural 
gas, and even today, a full year after the Supreme Court decision, a 
majority of the members of the Commission believe the natural-gas 
producers should not be subject to Federal regulation. 

Regulation of pipelines which transport natural gas over State 
lines, and of the distributor who sells the gas to ultimate consumers is 
justified because both are granted exclusive franchises. 
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[In these areas competition does not exist, nor is the element of risk 
important. The business of discovery, extraction, and gathering of 
natural gas is radically different. It is handled by thousands of vig- 
orously competent individuals and companies, both large and small, 
at tremendous risks of money and time. 

In no sense can natural-gas production be considered a public utility 
and regulation be justified. 

The great demand for this clean economic fuel has resulted in a 
serious drain on known reserves as you already know. This means 
that exploration activities must be expanded. However, producers 
are reluctant to expend the huge sums required for such operations 
while the uncertainty as to return prevails. 

In addition, a concerted effort is being made to develop local markets 
vhere gas can be sold without the undue restraints imposed by Federal 


Already consumers in areas adjacent to natural-gas fields are using 
four times as much gas in relation to their total power needs as con- 
sumers elsewhere. In addition, the likelihood of conflict between 
Federal controls and State conservation measures will tend to keep ga 
in home States. 

The natural-gas producer who sells to companies operating inter- 
state lines may find himself in the middle—unable to comply with one 
authority without violating the rules of the other. 

What this means is that many thousands of homes and commercial 
establishments will not have any natural gas and many more will be 
denied the additional gas they require. 

It also means that thousands of miles of pipelines, pumping sta- 
tions, and other facilities will not be built with the loss of related pro- 
duction, sales of materials, and employment opportunities. 

Many persons have justified regulation as needed to protect the 
interests of consumers. They feel that, without such regulation, gas 
prices will rise steadily. In reality the savings, if any, to the con- 
sumer under regulation will be negligible. The field price of natura] 
gas constitutes approximately 10 percent of the price paid by the resi- 
dential consumer 

Even if the produc er gave the gas away, the savings to the consumer 
would be minor. For example, in New York City the sales tax on 
gas sales only is almost equal to the price of such gas at the wellhead. 
The competitive factors which have heretofore existed in the produc- 
tion and sale of natural gas are the best guaranty of an adequate future 
supply at a reasonable cost. 

Last year the President of the United States appointed a Cabinet- 
level commission under the chairmanship of Arthur Flemming, Di- 
rector of the Office of Defense Mobilization, to study this question and 
make recommendations for Federal policy. 

As you gentlemen know, the committee, after a 5 months’ study, 
recommended that Federal control over natural gas begin only when 
such gas enters interstate pipelines and not at the wellhead. We con- 
cur in this opinion. 

In our testimony before the House Interstate and Foreign Com- 
merce Committee we made no recommendations as regards specific 
legislation, although we did feel that Congressman Oren Harris’ bill, 
H. R. 4560, was substantially in line with our views. 
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This bill, as you know, has as its purpose the freeing of producers 
from Federal regulation while at the same time providing consumer 
safeguards by establishing a fair basis for determining gas-company 
rates to be charged. 

Since our testimony, however, serious concern has been expressed by 
many persons favoring the removal of Federal regulation over favored- 
nation, spiral, and other types of escalation clauses in contracts 
between gas producers and pipeline companies. They support our 
objectives but at the same time are justifiably concerned over the neces 
sity of protecting ultimate consumers from the harmful consequences 
of such clauses. 

After examining this question we are of the opinion that much of 
the criticism over escalation clauses, particularly those of the spiral 

variety, is justified. Most such clauses have no relationship to changes 
in producer expenses or value of gas to the consumer. We believe that 
producers have a right to seek protection from changing economic 
conditions that might adversely affect their operations since they do 
sign long-term contracts. However, the clauses that operate under 
the premise that if another producer receives a higher price for his 
gas then all producers in the same or other fields are entitled to like 
increases in existing contracts, or if a pipeline obtains a rate increase, 
it must pass on a portion of that increase to the producer, are clearly 
not in the public interest and should be outlawed. 

Senator Pasrore. Doesn’t that place you in a more or less incon- 
sistent position? That is a hard thing for me to reconcile on the part 
of these witnesses. 

They realize the viciousness of these favored-nation and escalator 
clauses which are not in the public interest, and take hat position. 

Then they go on to say that we shouldn’t regulate the produc er and 
the gatherer through the medium of the Federal Power Commission. 

Now the only way that you can decide whether these clauses are in 
the interest of the public is by supervision, so you want one kind of 
supervision where you think it is not in the public interest, and, at the 

same time, where they maintain there should be supervision in the 
public interest, you say that is un-American. 

How do you reconcile that as a matter of prince iple? 

Mr. JackMAN. The fact remains, Senator, in these escalator 
clauses— 

Senator Pastore. I am not talking about jurisdiction now, the 
power to decide whether or not two ne votiating parties have made an 
agreement, not in the public interest, brings you under the arm of 
regulation of your Government. 

‘You say the arm of regulation shouldn’t be there, it should be left 
to the parties to negotiate between themselves, in the American tra- 
dition, according to the free-enterprise system, which is a cliche with 
which we all agree. 

Now, the fact of the matter remains that you say these clauses are 
not in the public interest and should be supervised, so you go for 
supervision, and at the same time you say the supervision is un- 
American. 

Now, how do you reconcile that on a question of principle? 

Mr. Jackman. My dear Senataor, on the basis of the testimony 
given before the House on the question of these escalator clauses, if 
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that is going to have anything to do with determiming whether or not 


the was shall be regulated at the wellhead, then there has sot to be a 


vay out. 


Whether we shall eliminate these escalator clauses or not, in any 


event what we will have to do, I presume, as if we are going to eliminate 
them. then you W il] have to have some Government body be the super 
visor as to how the \ shall be regulated. 

I am not in favor of any controls, be it from Federal Power Com- 
inission or anyone else. 

senator PASTORE. Even if escalation clauses are not in the public 
nterest / 

Mir. Jackman. If that is so. we will leave them there. 

Senator Pastore. And the consumer he damned ¢ 

Mr. Jackman. No necessarily. 

Senator Pasrore. Well, doesn’t it lead to that ? 

Mr. Jackman. No,sir. If the only way in which you can stop the 
regulation at the wellhead is to leave the escalator clauses in, and the y 
would have to be governed by Federal power action then I say they 
should stay in. If they can’t take them out. 

Senator Pasrorr. You don’t argue that. 

You argue here there should be control over escalation clauses. 

Mr. Jackman. As I go on, Senator, I think I will explain that. 

Senator Pasrorr. To me, consistency is a virtue. 

Mr. Jackman. It is with me, definitely. 

I am certain that a provision outlawing all escalation clauses other 
than based on changes in esonomic conditions or taxes can be written 
into a law designed to free producers from Federal price regulation. 

An example of such a provision was recently adopted as an amend- 
ment to the Harris bill by the House Interstate and Foreign Com- 
merce Committee meeting in executive session. 

If I interpret the amendment correc tly, it would place control over 
escalation clauses in the hands of the Federal Power Commission, 
insofar as the amount of the producer-price increase which pipeline 
companies could include in their rates. 

Although producers could still charge the increase, I believe this 
amendment would act as a restraint on the use of escalation clauses. 

A more drastic step, and one perhaps worth considering, is giving 
he FPC the right to nullify or cause to be amended contracts between 
pipeline companies and producers if such contracts contain prohibited 
scalator clauses. 

Senator Pasrore. Isn’t that control ? 

Mr. Jackman. Right. 

[ have just returned from a cross-country tour, during which it was 
my privilege to adk arens many service, fratern: al, civic, and investor 
a. On more than one occasion I said “Socialism will never be 
voted : a part of our American w: ay of life, rather it will be thrust 
ipon us ‘b ‘vy other means, such as regul: itions, appropr lt itions, and gen 
eral apathy on the part of our citizens.’ 

I am sure few of the advocates of Federal regulation of gas produc- 

on will Say that this country 1 is ready for a feder: ally controlled econ- 
omy. but we can be sure that there are ae who will seize this straw 
is a springboard for attempts to impose their socialistic philosophies 
upon all industry. 
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What you are bel ny asked to do tod: Lv 1s hot mere ly to rescue ali ll 
portant industry, but to also reaffirm your faith in our system of fre 
enterprise. 

In conclusion, regulation of the independent producers of natural 
gas strikes at the very heart of our concepts of freedom of enterprise, 
and may be the entering wedge to the extension of a socialistic type 
of regimentation. For if natural-gas production remains subject to 
regulation no segment of industry is logically exempt. 

Congress took cognizance of the danger of setting a precedent of 
this nature when it specifically exempted natural-gas producers from 
regulation under the Natural Gas Act of 19338. The F PC, recognizing 
the intent of Congress, has. in 11 See since 1938, refused to tix 
prices on natural-gas production. 

Regulation of the pipeline ¢ — nies, = h transport the gas, and 
distributors, who sell the gas, is justified, because both are granted 
exclusive franchises. Not so with gas produce tion, which is a competi- 
tive risk-taking venture—one engaged in by thousands of individuals 
and companies. Economic surviv: al of these e ntrepreneurs is depend 
ent on the retention of incentives, particularly for exploration 
activities. 

The heavy demands for natural gas have resulted in a serious drain 
on our known reserves. However, under the present environment of 
uncertainty as to return, there is an extreme reluctance on the part of 
natural-gas producers to take the exceptional monetary risks neces 
sary to expand exploration activities. 

What this means is less gas for the consumer ane the loss of related 
employment and investment opportunities in the gas industry and in 
allied fields. And for what’ Regulation of nitiectinn could not 
lower the price of gas appreciably, since only about 10 percent of the 
cost goes for productio ni EF anything, the cost will increase as the 
supplies diminish. 

We are of the firm conviction that a bill similar to H. R. 4560 with 
suitable amendments to outlaw unfair escalation clauses will provide 
the means to correct this dangerous situation by exempting gas pro 
ducers from Federal regulation. It will at the same time “provide 
assurances that the consumer will be protected from unwarranted 
price mereases. 

Senator Pasrorr. Do you believe the Supreme Court of the United 
States was philosophy-socialistically inclined when they decided the 
Phillips case ¢ 

] hope we don’t 
us is a Socialist. 

Mr. Jackman. I don’t beheve the Court could make any decision 
other than what they did. The problem was the act of Congress. 

Senator Pasrore. You said the Congress never intended what the 
Supreme Court said, which makes it socialism in even a worse form. 

You said there in your statement that the Congress of the United 
States never intended to put the producer and gatherer 

Mr. Jackman. I don't believe they did. I don’t believe that was 
the intent of Congress. 

Senator Monroney. The Court has so said. 

Senator Pasrore. Therefore the Court becomes a super-super 
Socialist. 


vet to that day when everybody who agrees with 


_ 











1420 AMENDMENTS TO THE NATURAL GAS ACT 


Mr. Jackman. They become interpreter to that extent. 

Senator Monroney. Congress’ specific intention was to exempt the 
producers. 

Senator Pastore. That is the question that is before us. 

I think we throw around these cliches too loosely. We picture 
those who don’t agree with us as socialistic, and I don’t think that is 
good. 

Here we have had fairminded people. We had a fairminded mayor 
who came in and said it ought to be taken away from supervision. 
Then we had some very fine mayors who came in and said, “In the 
consumer interest, we think we need control because these consumers 
are captive customers.” 

After all, there is divergence of opinion between them. One is no 
more un-American, and neither side has an ax to grind, and they 
have no personal profits to make; but they feel in the public interest 
it ought to be done one way or the other. 

I don’t think anybody who believes in the Fulbright amendment is 
for socialism. 

Mr. JacKMAN. We have got to meet this opposition. 

Senator Pastore. All opposed to the Fulbright amendment are 
socialists ? 

Mr. Jackman. I didn’t infer that. 

Senator Pastore. I think you did, strongly. I followed you very 
closely, sir. 

Mr. JacKMAN. I am sorry if I did. 

Senator Pastore. I know you don’t mean that, but the tone is strong 
is your statement. 

Mr. Jackman. Thank you very much. 

Senator Pasrore. Mr. Smith, please. 

Senator Monroney. I am sorry I had to be absent at the end of your 
testimony. I wanted to say that I agree with the current philosophy 
of what can be regulated and what cannot be regulated in the suite 
interest. How far we go through stifling free enterprise and there- 
fore stifling the supply “of gas that is so badly needed is of vital im- 
portance in this bill, and that is one of the reasons that I feel that 
some form of this type of legislation will have to be passed if the 
cities away from the gas-producing areas are to have the supply. 

I ap ypreciated the deve lopment you gave as to how much more im- 
portant is the supply to Indian: ipolis for jobs, and for other things, 
than a cent or two in the cost per thousand at the field. 

Am I correct in understanding that you are not in favor of any 
regulation ? 

Mr. Situ. No, sir; I think that is a little broad. I think there 
are two circumstances wherein regulation is probably necessary, the 
first of which is when there is a Government created and maintained 
monopoly in necessary commodity or service; and, second, in the 
event of a declared war—not an emergency or crisis. 

I predicate that on this, in the main. I think history is valuable 
to us—as it is a teacher—and I have been interested for some 20 years 
in regulation, in its various aspects, and I think history tells us that 
as long ago as the time of Hammurabi. who lived some 3,000 years 
B. C., regulation has not worked. He tried regulation and it failed. 

Diocletian, in the heyday of the Roman Empire, attempted it. 
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Justinian attempted to regulate corn that flowed to Rome, and the 
price that would be paid for it. 

In the revolt of the Dutch, they attempted to regulate the price 
that would be paid for foodstuffs. 

Senator Pasrorr. Do you think the wheat-acreage program of the 
United States Government is socialism? Do you think that price 
support of agricultural products is socialism ¢ 

Mr. Smirn. I am afraid it is; yes, sir. 

Senator Pastore. Do you think unemployment compensation 1s 
socialism ¢ 

Mr. Smirn. It isa form of socialism; yes. 

Senator Pastore. Do you think that a city owning a public utility 
company as against private ownership is socialism ? 

Mr. Smirn. No question about it. 

Senator Pastorr. Then you represent a soc ialistic company ? 

Mr. Smiru. Lam afraid Ido. Socialism, if our definitions « ‘oincide, 
grounds itself on control as against common ownership. It is my 
firm belief, Senator, that socialism is bottomed upon Government 
control, and, furthermore, I believe that socialism is a direct step to 
the morass of communism and common ownership. 

Senator Pastore. I will go this far with you. If you had a plenti- 
ful supply of natural gas, and you actually had a competitive market, 
and we have had witness after witness—and maybe Mr. Monroney 
will disagree with me—that have said it is still a seller’s market and 
are hoping one day it will be a free market, that they will discover 
enough gas. Of course you justify that argument by saying, “Let the 
boys alone and they will find it,” which is of course a nebulous specu- 
lation. 

The fact of the matter is that you have captive consumers in parts 
of the country who have sustained a terrific cost in converting to nat- 
ural gas on the premise that it was going to be a cheap product. 

In passing the Natural Gas Act the Congress of the United States 
said that this is affected with the public policy and should be under 
supervision and control. It is talking about gas now, not talking 
about the pipelines. It is talking ¢ about the quality of the thing that 
is being burned in order to give ‘these services to these people. 

Now, with all these captive consumers on one end, the big question 
arises in the mind of the Government, Should these people, large 
numbers of people, be placed at the mercy of a group of maybe less 
than 100 companies who are not strictly and free ly ina competitive 
market because these pipeline companies are coming in and at all 
kinds of fantastic prices trying to buy this gas, getting themselves 
hooked onto these escalation clauses, and spiral clauses, and favored- 
nation clauses, and even the FPC had to say they were not in the 
public interest ? 

When you have that situation, is it un-American for the Congress 
of the United States to legislate for the common good, and for the 
Jarge numbers of our people, in a situation that is not free and fluid 
as you and I would like to have it? 

If you had all the gas to supply everybody who ever wanted it, of 
course, you would have a free market, but you just haven’t got that 
today, and we have the situation now where in one field a new pipeline 
company comes in and offers to buy new gas. 
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We had test mony here by the mayor of Buffalo, who said the 
Iroquois Co., which serves them, the minute they wanted more gas 
the producer said. “You brd for it, and we will sell to the highest 
bidder.” 

The minute that you have that, you create an artificial market: 
and where you have all these spiral clauses and favored-nation clauses, 
which mean that any time a producer collects 5 cents more from one 
supplier of gas to a pipeline company that price automatically goes 
up with everybody that is buying gas in that region. 

Do you think that that situation should be free from some kind of 
supervision by a Federal agency that protects the common man on 
the other side / 

Mr. Smirn. Absolutely. Let us talk about those clauses for a 
minute. 

Senator Pasrore. Do you think those escalation clauses and favored 
nation clauses are without evil 4 

Mr. Smirn. [ am not prepared to say, except to answer you on a 
general principle. If I answer on a general basis, I will say “Yes.” 

Senator Pasrore. The FPC says “No.” 

Mr. Smiru. That doesn’t bother me. Let me give you some con- 
crete evidence here for a minute. Let’s talk about escalation clauses 
for a second. 

I think that any lawyer who is in the general practice of law would 
not draw even a 10-year lease without an escalation clause. As a 
matter of fact, the Department of Labor recognized the impact of 
inflation when it moved up the basis for the consumers price index to 
the 1940's in order to take advantage of inflation. 

This Congress voted itself an increase in wages. I have no quarrel 
with that. I think it should have been double what it was in 1935. 
Your dollar today is worth 52.3 cents as much as it was in 1940. 

Senator Pastore. Now, just a minute, You compel me to come 
back. I had to leave, but out of courtesy to you I have got to come 
back and listen to you after we go over on the floor and vote—in the 
public interest—but I will be back. 

I have an appointment, but I have to render you the courtesy of 
hearing you. 

(Whereupon, at 3:20 p. m., the committee recessed until 3:30 
p. m.) 

Senator Pasrore. All right, Mr. Smith. 

Mr. Smirnu. We were talking about escalation clauses and favored- 
nation provisions. My point was that I think escalator clauses are 
essential in long-term contracts. 

Senator Pasrore. Do you think it is in the public interest, in a 
commodity that is restricted like this, as you have said—even your 
mayor made the same presentation, “We would like to get gas and 
more of it.” 

Mr. Smiru. Correct. 

Senator Pasrorr. The reason you are not getting more of it is 
because there is already a scarcity. If this field were wide open, 
I don’t think there would be enough gas to last for too long a time 
unless we found additional reserves. 

That being the situation, do you think it is in the public interest 
that you should have a clause in a contract that is triggered off with- 
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out regard to the cost of operations, but merely because someone 
new comes in and pays a larger price in a scarce market, and ipso 
facto, the price goes up immediately / 

Don’t you think the distributing company and the consumer should 
know with some degree of certainty what the price is going to be 
the next day or the next month / 

That is what has been so peculiar about this market of natural gas, 
you don’t know from today to tomorrow what the price is going to 
be. It is the most unusual setup I have ever experienced. 

Mr. Sairu. If I lease land, I don’t know what I will have to pay for 
It. 

Senator Pasrore. But you have an arbitration clause where if you 
can’t agree on a price you will appoint an arbitrator, 

In some cases you could appoint a fictitious buyer who could go 
in and get himself a contract, and trigger off every ¢ ‘lause in the area 
to whose detriment? To the consumer’s detriment. 

Mr. Smiru. Certainty, but let’s pause a moment, now. We have an 
outstanding example of an escalator clause in a lease. The Clay 
Poole Hotel stands on one of the prominent corners in Indianapolis, 
cone of the 4 or 5 major hotels in the city. 

The ground lease under that hotel was entered into about 50 years 
ago, and it has some 20 years to run, 

The ground rent that is being paid is $24,000 a year. There is no 

scalation provision in it for inflation, or any other factor. 

A cigar store which occupies a space 30 feet long by 50 feet wide is 
paying more annual rent for that space than is being paid for the 
entire ground rent. 

If, 50 years ago, they had an escalator clause in that lease, they 
could have taken advant: age of the inflation resulting from World 
War I, World War I and also the Korean conflict. 

All I am trying to say is I think those escalator clauses are in the 
main fair and nec essary in a market such as we have here. 

Senator Pastore. Are you familiar with the favored-nation clause 
we are talking about, under these gas contracts 

Mr. Smirnu. I have read some of them. 

Senator Pasrore. If you would look at some of them, I am telling 
you as a lawyer you | will be shocked. 

Mr. Smiru. M: any treaties that the United States has entered into 
commercial treaties approved by the Senate, have had favored-nation 
clauses in them. 

Senator Pasrorr. Well, maybe so, but there again you have a very 
extraordinary situation. Now, I come out of Rhode Island. We are 
consumers. Not too long ago we got natural gas. We were told that 
natural gas would be much cheaper and much better, and natural gas 
has been a boon: I think it has been a blessing. 

We were told that the price of our bills would come down because 
this was a cheape I" product. Of course that has never happened. 1 
don't envision that it is going to happen. Of course I don’t take the 
position that you should freeze a price by law or by regulation. AT] 
| am saving to you is that these people shoul | be suflici ie ntly prote ‘ted 
to receive a fair return on their investment that is predicated - cm 
a formula that will do justice, and I am saving that in the public in 
ferest there should he some kind ot regulation. 
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Government regulation isn’t confiscation. That is the position you 
are taking, that any time you regulate you destroy, and that isn’t so. 

Your public utility is regulated, and you get a fair return on your 
money. 

Mr. Smiru. No, we don’t, and that is the point I want to make to 
you, senator. 

I heard you say a moment ago that during the course of these hear- 
ings there were many clichés used, and I agree in the short time I have 

sat here I have heard cliché after cliché. 

You used the phrase “a fair return on fair value,” I think. 

Senator Pasrore. On your investment. 

Mr. Smiru. I don’t believe that is right. I don’t think that is a 
sound principle, and I will tell you why I don’t. 

I think that regulation of utilities, and this has been true with few 
exceptions where it has been changed by statute in the so-called fair 
value States. Utilities, including pipeline companies—though I don’t 
Lelieve they are utilities—but a pipeline company, for example, in- 

vested X dollars in a pipeline in 1935, when prices were low. They 
bought a right-of-way. They bought reserves. They did a lot of 
things. They had an investment, let’s say, of $100 million, and that 
same investment today is worth—if nothing were added, and we dis- 
count depreciation—probably twice that much because of the inila- 
tionary factor. 

Now, until these regulatory bodies, as I see it, will come up with a 
realistic view and measure it by a fair return as earned by comparable 
industries having comparable risks in the area, upon a current fair 
cash value, then I think regulation is having the opposite effect. 

Now, nobody would quarrel if he were permitted to earn a fair re- 
turn on the value of his property today. 

For example, I know that this must be the rule in Rhode Island, I 
think it is the rule everywhere. If you owned a farm, and the Rhode 
Island highway commission were going to run a highway through that 
farm and took, say, 100 feet of your land, they would be forced to pay 
you, to compensate you for that land on the price that that land could 
bring on the day that it was taken—not what you paid for it. Your 
grandfather might have gotten it by land grant, so that your base 
might be virtually zero. 

The same is true, as I see it, in the gas industry. I could have gone 
to Texas back in the 1920's, I am sure, if I had had the money, “and 
bought land for probably a dollar an acre, and gotton all the mineral 
rights. 

Is it fair that I today have to sell that mineral for, say, 6 percent on 
my investment’ Not at all. The same investment has appreciated. 

Senator Pasrore. All you are talking about is the re I am 
willing to subscribe to the idea that chances are you can’t use a rigid 
formula as has been used with reference to public utility companies 
which have exclusive monopolies like your gas company in the city of 
Indianapolis. I don’t know whether you have any competition at all. 
That, of course, is a matter of formula. 

After all, you have got to take this into consideration. Here are 
people who are spec ulating for gas, here are people speculating for 
oil; they get a 27.5 percent depletion allowance for income-tax pur- 
poses. Do you get it ¢ 
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Mr. Smiru. I can get an equivalent thing on a capital-gain basis. 

Senator Pasrorr. This is not a capital gain at all. 

Mr. Smiru. I understand, but I am losing my asset. 

Senator Pastore. The point I am making to you is that they have 
asked for favoritism. If you speak about equality of opportunity in 
your free enterprise, you would throw everybody in the same bucket, 
and they are not in that bucket, are they 

Mr. Smiru. No, but that is not my fault. 

Senator Pastore. I am talking about favoritism. Now, after all, 
don’t you think that favoritism has something to do with initiative 
to go out and explore for more gas, and for more oil ¢ 

Why do you take the position. that if you regulate this by Federal 
regulation, and you give them a fair return on ‘their mone y, that will 
stop speculation for “all gas ¢ 

Mr. Smiru. Why? For two reasons. One, hi: 
I started to say when the bell rang to call you to eigen y ao oe 
that beginning with Hammurabi, regulation has never worked. It is 
the concomitant of sc arcity. 

Senator Pastore. Why go back to Hammurabi? I think it has 
worked with the stock market, with insurance companies, with public 
utility companies—regulation i is working on acreage for wheat; regu- 
lation is working in a lot of fields which have to be reguli ited in the 
public interest. 

Senator Monroney. But those are different types of regulation. 

Mr. Smiru. That isa point of difference between you and me. I will 
never concede that parity price is fair. Why should this Congress 
guarantee a farmer $2.10 for his wheat? ‘They don’t guarantee me a 
living; I have got to get out and make it. 

If a client doesn’t walk in my office, I get no money ; but the farmer 

can even go this far, he can agree not to plant something and make 
money on it. 

Now, that just isn’t right, and I want to go back to the point you 
made a minute ago on the 27.5 percent de :pletion charge. You have got 
a wasting asset ; “Lam using up my capital. Asa matter of fact, 27.5 
percent is by a long shot not liber ‘al in my view, because he has a cer- 
tain capital asset. “It is his inve ntory, somuch oil in the ground. That 
is all he has got. 

Senator Pasrorr. He throws in as a basic cost the fact that he has 
already tried 9 or 10 times. 

Mr. Smirn. Why shouldn’t he? It costs $40,000 to drill a hole, and 
it comes in a duster. 

Senator Pastore. If you went into business and went _bankrupt, 
when you went into business again could you deplete by 27.5 percent 
in that new business because you were a failure before? 

Mr. Smiru. No, but if I am in a wasting-asset business, | can—coal, 
oil, or gas. 

Senator Pasrorr. But they certainly allow you to throw in the 
kitchen sink. 

What I am trying to say to you is that we are not talking of the 
sort of restricted free enterprise that some people are inclined to 
think. Here we are talking about the field where less than 100 
companies control about 80 to 85 percent of this natural gas—not that 
I am against big business, but we keep talking about the “little 
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independent producer.” and the wildeat speculator, and I am per 
fectly willing to make certain concessions with reference to them; 
hut fundamentally here the basic question that we have to decide, 
whether you agree with it or not, if our positions were reversed, where 
you had to sit here—I know that possibly maybe Senator Monroney 
disagrees with my viewpoint, and maybe I disagree with his, honestly 
ind frankly, but the fact of the matter is that here we are dealing 
with so many American people, we are dealing with the consumers, 
and we are dealing with the producers. Now, we realize what their 
plight is, but you must realize, too, what the plight of the consumer is, 
and somehow someone has to find an answer. 

We are the ones who are supposed to find it, and it isn’t going to be 
easy. 

Whether you go one way or the other, it isn’t a question between 
Americanism and socialism; it is a question of doing the right thing 
in the public interest. 

These are ¢ aptive customers, They have no place to go if you 
shut off their gas, they have no place to go if you make the price 
prohibitive. There isn’t the arm’s-length negotiation, contact, and 
so on between the consumer or the distributing company and the pro- 
ducer. There is an inbetween, the pipeline company, and if they are 
forced to pay a higher price, all they do is go to the Federal Power 
Commission, and then they pass it on to the distributing company, 
your company. 

All I am saying is that these people ought to be guaranteed a fair 
return on their money. What it should be ts of course a question 
to be decided, but I don’t believe that supervision is confiscation; I 
really don’t. see it, because then what you might as well do is take the 
whole Natural Gas Act and throw it out the window if you are afraid 
of supervision. 

Senator Monroney. It is not supervision, only. The oil and gas 
people have supers ision under proration, and things like that. It is 
taking a commodity not subject to being re produced, and to evaluate 
that commodity as a utility product. I don’t think it is a utility 
product, because electricity can be generated over and over again. 

If you are going to do that, why can’t you regulate the coal that 
is transferred into electricity / 

Senator Pasrore. Because you have so many places to go and get 
the coal. Not only that, coal is a base by which you create the steam 
to turn the turbines and create the electricity. T hat is a lot different. 

Here is a natural resource that comes out of the ground impure, it 
is refined to a certain extent, and then goes through a line and goes 
to a distributing company, and finally comes out of the tip of your 
gas jet, and you burn it. 

I don’t see how vou try to draw an analogy between coal and gas, 
for the life of me I can’t see it. There isa distine ‘tion there. 

If there is no distinction there, then let’s throw the Natural Gas 
Act out? 

Mr. Smirn. Let’s do. 

Senator Pasrorr. Then you would be consistent. I grant you that. 
If you stop controlling the producer and gatherer and throw the Gas 
Act out. then we would not be engaged in a sham and hypocrisy. 
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Mr. Smrru. Absolutely. Up until the time we created the ICC we 
were a free country and we got along fine. We were a fine country, 
and we grew. 

I read in my statement what Channing Pollock said, and it is true. 
For 150 years from the date of the Declaration of Independence, we 
made more progress than all the peoples of the world did for 5,000 
years before that. 

Now, if you want to measure this thing by a hundred producers 
owning 80 percent of the gas, and if that is a basis for regulation—— 

Senator Pasrore. I don’t say that is evil. I say that is cause for 
supervision. 

Mr. Smirn. New, then, the same argument, the same element is 
in the automobile business. There are three large manufacturers of 
automobiles, and they take the raw product, they sit down—here is 
Ford and General Motors, right this moment, I presume, negotiating 
with Mr. Reuther in respect of a guaranteed annual wage. I haven't 
a thing to say about that. I bought a Chevrolet automobile 1 In 1940 for 
S860, with a radio and a heater in it. I bought one 2 weeks ago la 
Tuesday, and it cost me more than twice that, for pract cathe the same 
Chevrolet. 

Senator Pasrorr. But you are charging bigger fees than you did 
in 1940, 

Mr. Samirn. You bet your | 
money now than you did in 194 
Senator Pasrorr. I sure am. 

Mr. Smiru. And more power to you. 

Senator Pasrorr. The fact that these prices have gone up proves 
nothing. The question is have they gone up percentagewise which 
cannot be justified. 

The mere fact that the price of natural gas goes up does not dis- 
turb me particularly, because after all there may be increased costs 
of operation which should justify an increase in price. 

By the same token, if you get a wider distribution of natural gas, 
and the price can come down. or th 1e cost of operations decline and 
the price will accordingly come down in commensurate fashion, that 
is justifiab too; but the thing that disturbs me is how, without any 
cause at all, or any reason or any association with the rise in the cost 
of oper: sean wardly because you have a favored-nations clause, and 
someone else comes in and buys gas for 2 cents per thousand cubic 
feet more, automatically it goes up 2 cents to the consumer 

Mr. Smirn. We have the same provision in many of our treaties 
with foreign nations, our commercial treaties, and we have had them 
for more than a certury. 

Senator Pastors. I don’t think we are selling gas there. We don’t 
have captive consumers there. 

Mr. Smrrnu. I am not sure we have got a captive consumer. The 
minute that coal and oil become competitive with gas, people will 
go to coal and oil, or will go to electricity. It is a matter of competi- 
tion, that is what it amounts to. We have got a terrific competition 
with the electrical industry in our own city, for cooking, ventilating, 
incineration, hot water heating—we are in a very friendly battle, 
a very friendly competitive battle, but the oil business is a competitor 
of ours. 


63057—55 91 


ife I am, and you are getting more 
) 
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Up to now we have been able to furnish gas for house heating almost 
as cheaply as oil, and you have got all the conveniences of no guy com- 
ing to fill your tank, you don’t have to stay home; you set the thermo- 
stat and let her go, and you are reasonably sure it will always be there. 

Senator Pasrorr. I don’t question that. I have already said it is a 
oreat boon and a oreat b lessing, that is the reason so many people have 
converted to natural gas. It has been a wonderful thine for our 
coml munity. 

The only thing that I can’t understand is how this product changes 
its character only because at one level of the pipeline it is not yet in 
Interstate commerce, although it is intended to be, and it is contracted 
to vo there. 

It is the same product that comes out of the eround, it is processed 
a little bit, put into the pipe and sent to the jet where it is burned. 
How that changes its character within a question of minutes, I can’t 
reconcile. 

We take the position that the consumer interest is protected on the 
local level, and that is fair regulation ; how the pipe ‘line is supervised in 
interstate commerce, and that is under supervision; why we become so 
horrified when we step out and say, “When you take the gas out of the 
ground, and you make a contract to put it in interstate commerce, that 

interstate commerce, TOO, and should be super ised.” 

Why we become horrified at that point surprises me, unless we are 
out to grab more dollars. 


Mr. Smiru. Let me give you one answer to that. The man that 
takes that gas out of the eround, he is the risk taker. The pipeline 1S, 
of course, a seasonal business. They certainly do not have the market 
in the summertime that they have in the winter, whi h is why they are 
YO ing to storage: but he doesn’t take t the risk, nor does the distributor 


take the risk. 

Senator Pastore. What is the GAs supply runs out, look at the risk he 
ee 

Mr. Smiru. We went through that in Indianapolis in 1905, 

Senator Pastore. Why do you say he isn’t takinga risk? Of course 
he is taking some risk, isn’t he ? 

Mr. Suirn. Not the risk that the producer takes. The producer 
puts 550,000, commits $30,000 here for a 5,000-foot hole, and what does 
he get? He may get salt water. He is Just out $30,000, but the 
distributor doesn’t do that. 

Senator Pastore, Let’s say the pipeline company spends $20 million 
to extend its line, and then water comes out of the hole. Where is he 
with his20 million? Doesn’t he lose 20 million as against 30 thousand ? 

Mr. Suiru. If every field produced water, yes, but don’t forget— 

Senator Pasrorr. That is what we are talking about. the risk 
water coming out instead of gas 

Mr. Smirnu. Weare not talking about that at all, not at all. 

Senator Monroney. As a matter of fact, these pipelines don’t build 
into any field that is not a seasoned, going, tested field. There is no 
speculation, no risk. The only danger is that too many people may be 
bidding for a limited amount of gas. 

Mr. Smiru. Furthermore, the Federal Power Commission, in a cer- 
tificate case, requires you to prove 20 years of reserves. As a matter 
of fact, certificates have been held up. Not long ago a certificate was 
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held up until they could go out and acquire more reserves, so that 
actually the pipe line isn’t going to put $20 million in its pipe until, 


first, it has got a supply; and, second, a market. They make market 
surveys. 
Senator Pasrore. You don’t think the produce) begins to contract 


with the pipeline company unless they have vot the reserves, too, 
do you! 

Mr. SMITH No, I don't think he does. 

Senator Pastore. Then what are we talking about? No matter how 
you twist this thing around, it is still baloney. 

Mr. — I don't agree. 

Senator Pasrore. Absolutely, no matter how thin you slice it. 

After all. here is the pipeline colpalys cuaranteed a certaln re 
serve before it gets into a contract. It can’t vet into a contract with a 
producer unless he has already ot the reserve. 

Mr. Smirn. Well, that is true. 

Senator Pasrore. Then what are we talking about? Who is taking 
what chance / 

Mr. Smiru. The producer is taking a chance. 

Senator Pasrore. 1 wish they would bring all the poor produce 
in here so I could just taket a cood look at them. 

Mr. SmiruH. Let’s take a square look at it. True, you made the point 
a minute ago he gets 27. » perce nt dep letion. That may we 1] be. but 


this Government cuts him up pretty badly for tax purposes, and the 


27.5 percent he has got, if he dies wit h it, thes W Hl take another whack 
~ it 

Senator Pastore. That happens to every American citizen, even 
worse ih Some Cases 


Mr. Smiru. I am trying to point out to you that the money doesn’t 
jingle in his pockets forever. s 

Senator es rE. Nobody pays taxes unless they have an earned 
income, and ob: uly takes off ¢ ») percent depletion unless they have 
got some aes to deplete; and no one has to pay an income tax unless 
he earns money. 

I don’t think that the p roducers are a different breed of American. 
I think the ‘Vy are in business for profit. I think they. are ina good busi 
ness. I still think they are making’ a lot of money, and I still think 
they are not going to go poor, and whether the F albr ight amendment 
passes 01 not, they are still going to be very properous Reon 

Mr. Smiru. I don’t know what the produce rs are getting, but let me 
give you an interesting figure. From 1950 through 1951, the index 
of yield on transcontinental pipelines was less than 6 poe From 
1951 through the first quarter of 1955, it was less than 5 percent, 

Now, that is a pretty low yield. 

Now, you talk about 27.5 percent, so let’s think about that one 
for a minute. 

if am a corporation or a business that requires use of my automo- 
bile, I can depreciate that automobile in a maximum of 5 years, so | 
am oe my capital investment back that I pay no taxes on. 

This man in the producing business is in exactly the same situa 
tion. He has got a wasting asset, it is his inventory or stock of mer 
chandise, and when that is sold, they allow him 27.5 percent back. 

Now, actually, if you want to get right down to it, what they ought to 
do with him is let him get all his capital back. That is what you do 
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with me when I drive my automobile in a business. IT can depreciate 
t over a per od of 5 years, and take 20 cents out of every dollar I 
pent and cet it back in my pocket. 

Senator Pasrore. I just don’t agree wit 

Mr. Smiry. We are still free. 

Senator Monroney. Do you think the price of natural gas has 
reached the top limit ? 

Mr. en No, sir, I do not. I think the price of natural owas can 
ovo still higher and still be a competitive fuel. 

Senator Dhaest re. It is a question of how high it can go. 

Mr. Svrru. All prices are relative, Senator, all prices are relative. 
| paid S860 for an automobile in 1940. 

Senator Pasrore. Price is not the controlling thing, though I real- 
Ze Many people have come in here in opposition to the Fulbright 
mendment—and I have said this before—that is not the question. 
Phe question ¢ f whether or not the price W il] go up or down is only for 
the future to te 

if in the public interest the price should go up, and a person in the 
producing phase of this business ought to have a fair return on his 
money under a reasonable, wise, justified formula, the fact that the 
price 1s going to go up shouldn't compel us to control or to decontrol. 


I 


hy you. 


The question here is, Is this a product that is affected with the pub- 
lic interest? Is the consumer interest a captive interest? Is it one 
that should be protected in the public interest? That is the question 


that is before us 

Now, if it is one that shouldn’t be, maybe we ought to throw the 
whole Natural Gas Act out. 

Mr. Smiru. Yes. 

Senator Pasrorr. But where we say it is in the public interest to 


ipervise the line, it is in the public interest to supervise the distribut- 
ng company, but it is not in the public interest to supervise the man 
vho sells it in interstate commerce after he takes it out of the ground, 


[am afraid that somewhere along the line we are breaking off on our 
onsistency, 

Mr. Smirn. Well, that may be, I don’t know. I wanted to fininsh 
the answer to your question, Senator Monroney, if I may. 

I think there will be further ine reases of prices gener ally across 
the board, and I will tell you why I think so. 

One big element is the supply of money. I think the supply of 
money will increase. By certainly close to June 30 of this year, the 
national debt, after the accounting office gets through, will be $274.9 
billion, $100 million less than the debt limit. This Congress will be 
faced with the problem of increasing that debt limit, and by however 
much you increase it, by that much will there be inflation. It has just 
got to be. It has been true ever since we started with the $16 billion 
national del rt. 

‘Therefore prices will rise correspondingly, unless they have already 
caught up, and look at the market. The market is in many instances, 
on stocks, way above book. God knows why, nobody can give you 
the answer. 

Senator Monronry. Under regulation, you would not anticipate 
that gas, then, could go up while coal and oil and everything else 
would be free ? 
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Mr. Smrru. That has been the experience. I read some figures 
here. Oil was 8.5, and today it is 16.6. Anthracite coal has practi 
cally doubled in price. 

Senator Pasrore. What does that prove, that the cost of living has 
gone up?! 

Mr. SmirnH. Sure. 

Senator Monroney. But is it a crime for gas to take that same in- 
crease ¢ 

Senator Pasrorr. No, that is just the point, because the increase of 
the gas under these escalation clauses and favored-nation clauses is 
not based upon the cost of operation. We all agree to that. 

Mr. Smiru. It doesn’t have to be. 

Senator Pasrore. It is triggered off artifically. 

Mr. Smitu. That is only one element. The value of the me rchan 
dise itself is another important element, and I think you ought to take 
into account the present current fair cash value when you are fixing 
rates, and I am entitled to a return on the present fair cash value. 

I am completely in favor of an escalation clause, really. 1 think it 
is the only safe way to deal. 

Senator Pastore. Well, that is where you and I part company, Mr. 
Smith. 

Mr. Smirn. Thank you very much. 

Senator Monroney. I have some things I want to put in the record. 

I have a letter from the P hillips Petroleum Co. in explanation of 
statements made by Mr. Vernon Thomson, attorney general of Wis- 
consin, and Mr. James R. Durfee, chairman of the Public Service 
Commission of Wisconsin, in relation to the charge that Phillips had 
a monopolistic position in supplying the Michigan-Wisconsin Pipe 
Line requirements. 

This letter, which is a covering letter of one to Senator Magnuson, 
chairman of the committee, points out in detail the true facts regard- 
ing this contract, and I would like to have the letter to me, which briefs 
it, and the letter to Senator Magnuson, included in the record, as it 
clears up a lot of misstatements that were made originally. 

Senator Pasrorr. Without objection, that will be included in the 
record. 

(The letters from Phillips Petroleum Co. to Senators Monroney and 
Magnuson, referred to above, read as follows:) 

PHILLIPS PETROLEUM Co., 
Bartlesville, Okla., June 2, 1955. 


Hon. A. S. MIKE MONRONEY, 
United States Senate, Washington 25, D. C. 

DEAR SENATOR MONRONEY : The enclosed letter addressed to Senator Warren G. 
Magnuson, Chairman of the Interstate and Foreign Commerce Committee, is an 
answer by Phillips Petroleum Co. to the testimony before the Senate Interstate 
and Foreign Commerce Committee in opposition to S. 1853 by Mr. James R. 
Durfee, chairman of the Public Service Commission of Wisconsin, Mr. Vernon 
Thomson, attorney general of Wisconsin, the mayor and the first assistant city 
attorney of Milwaukee. 

The points made by this letter may be summarized as follows: 

1. The charge of monopoly on the part of Phillips Petroleum Co. is spurious. 
Phillips contracted to supply Michigan-Wisconsin Pipe Lines’ requirements of 
gas up to 343 million cubic feet per day because the Pipe Line Co. wanted to 
get its supplies at one point after production, gathering, and processing had been 
completed. To do this Phillips bought gas from other producers which Michigan- 
Wisconsin could have bought had it desired to do so. 
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2. The claim that Phillips took advantage of Michigan-Wisconsin in negotiating 
an amendment of the contract in 1948 is supported only by suspicion cast by 
eference to certain documents in the Phillips case which were excluded from 
the evidence in that case. Michigan-Wisconsin has never complained. Its 
chairma W. G. Woolfolk, testified before the FPC in 1949 that he initiated 
the negotiations in 1948 for extensions of time and for additional gas acreage, 

d that there had been no threat by Phillips to terminate the contract if 
gun-Wsiconsin failed to meet its time requirements. 


The claim that escalation provisions were forced upon Michigan-Wisconsin 
by the amendment in 1948 is untrue. The original contract contained escalation 
provisions. The 1948S amendment contained substantially the same escalation 


as the amendment made in 1946, prior to the time Michigan-Wisconsin obtained 


‘ ficat \ copy of the escalation provision as contained in the 1948 amend- 
howing the changes from the 1946 amendment is attached to the letter 
x B 
e ne base price of 7.5 cents agreed upon in the 1948 amendment was only 
0.55 0 cent higher than the price would have been anyway by reason of the 
| { I f the escalatior Proviso! Ample additional consideration moved 
, Wis or 1 t 0.55 of 1 ee per thousand cubic feet 
hie tement by Mr. Thomson t Pl ps’ contract with 7 ( a n- 
ed t iuse is no orrect The Tascosa transaction had 
el t I W CONS pig S Sup] V ¢ prices 
rhe ects is de ed to Mich Wisconsin over the period 
Y49 to ) ea ng betwee 6.005 cents » 9.5976 cents—the 9.5976 cents 
~ ( e Fr 197 ur yond to re d as much as 
f f« xcessive by FP¢ Phese prices are far below the current 
market } e \ : ! n re esentatives have eagerly soug!l additional gas 
Dp ! h American Louisiana Pipe Line Co. at more than twice the price 
é | P) ps’ g 
\ ! 5 — 
RAYBURN L. FOSTER. 
PHILLIPS PETROLEUM Co., 
Bartlesville, Okla., May 31, 1955. 
He WARREN MAGNUSON, 
Che wma Interstate and Fore m Commerce Committee, 
United States Senate, Washington 25. D. C 


Drarn Mr. MaGnuson: My attention has called to the statements by cer- 
tain State and municipal officials of the State of Wisconsin in opposition to S. 
1855, which stress the position of Phillips Petroleum Co. in respect to the supply 
of gas to Wisconsin communities via Michigan-Wisconsin Pipe Line Co. I refer 
to the statements of Mr. James R. Durfee, chairman of the Public Service Com- 
mission; Mr. Frank P. Zeidler, mayor of Milwaukee; and Mr. Vernon Thomson, 
tt y general of Wisconsin. I shall direct my remarks particularly to the 
Mr. Durfee and Mr. Thomson inasmuch as they discuss the 
lation in more detail and with more emphasis than the other officials. 








ir. Durfee undertakes to carve out of the contract relationship between 
Phillips Petroleum Co. and Michigan-Wisconsin Pipe Line Co. a special case for 
Federal regulation not only of Phillips but of the entire gas-producing industry. 


His theory is that “Phillips held and fully exploited an unregulated monopoly 
over the basic supply and price of natural gas to over 95 percent of the con 


f gas in our State” (R. 1015). Mr. Thomson takes a similar position 


Although it seems unlikely that Congress would seriously consider regulating 
n entire industry on the basis of reported facts relating to one member of an 
industry, whether true or false, I feel that the facts in regard to the Phillips 
contract and the Phillips position in the Wisconsin gas supply should not be 
n the confused and misleading state which the record presently reflects. I 
herefore respectfully request that this letter be placed in the record. 
I was assistant general counsel from 1944 to 1951 and thereafter vice president 
and general counsel of Phillips Petroleum Co., and was Ii miliar with the Michi- 
can-Wisconsin transaction from its inception. The transaction between Phillips 
and Michigan-Wisconsin was complex. It would be difficult for the most patient 
judge to assimilate the facts of the transaction. Millions of dollars were in- 
volved on both sides. The time period covered 5 years—1944 to late 1949, It is 
not an appropriate subject for the consideration of such a large body as Con- 
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, aS I shall later point out more specifically. I shall therefore resist the 
impulse to refute in detail the numerous erroneous and misleading statements 
(for example, in vol. 5, p. 1016 of the Report. of Proceedings, Mr. Durfee makes 38 
erroneous statements of fact in 1 short sentence. I quote: “It’—-the contract of 
December 11, 1945—‘provided for an initial delivery rate of 348 million cubic feet 
daily at an initial price of 5 cents per thousand cubic feet of gas for a period of 
20 years.” The contract provided for an initial delivery rate of 158 million 
cubic feet maximum prior to June 380, 1949. There was no minimum prior to 
July 1, 1948, and from that date until June 30, 1949, the minimum was 122 
million cubic feet. The 343 million cubic feet maximum was to commence July 1, 
1952 (art. III, par. 2 of the contract). The price for the first 5-year period 
was 5 cents with provision for adjustment of the price up or down in the event 
of inflation or deflation (art. VIII, pars. 1 and 2 of the contract). The term 
of the contract Was not 20 years but was as long as gas could be produced in pay- 
ing quantities (art. XVII of the contract) and innuendoes of the Wisconsin 


spokesmen, but shall present the basic facts as succinctly as possible without 


Tess 


calling specific attention to all of the contrary assertions by the Wisconsi 
spokesmel! 

Kirst, it appears desirable to have before the committee the basic subject 
matter of the discussion n unely, the prices charged and collected by Phillips 
from Michigan-Wisconsin. (It is not clear, however, that Wisconsin repre 
sentatives do not regard the mechanics for bringing the prices into being as 
more important than the prices themselves, ) The prices l he lates the 
Ww in effect follow. (In addition to these prices Phillips billed Michigan 
consiti Tol its contract share of ZTross product on taxes on FAS prod wed hi 
Oklahoma and Texas, which approximated 0.025 of 1 cent per thousand cubic 
feet prior to September 1955 and 0.2 of one cent thereafter, the iners e being 
due to increase in Texas tax effective September 1, 1955.) 

Ju 49 to February 6, 1950: 8.0397 cents per thousand cubie feet ( 


upon Michigan-Wisconsin gate rate of 50 cents). 

February 7, 1950, to October 1, 1951: 7.593 cents per thousand cubic feet 
(Michigan-Wisconsin gate rate reduced to 28 cents February 7, 1950, Phillips’ 
price then dropped to 7.593 cents specified in the December 1, 1949, amendment) 

October 1, 1951, to December 11, 1952: 8.4416 cents per thousand cubic feet 
(Michigan-Wisconsin gate rate increased to 31.5 cents under bond to refund excess 
over amount found proper by FP 





Phillips’ price shown is based upon the 31.5 
cent Michigan-Wisconsin rate and was received by Phillips under an agreement 
to refund if said Michigan-Wisconsin rate was reduced by FPC). (Beginning 
on August 1, 1952, Phillips billed for that portion of the gas produced in Okla 
homa by Phillips and one of its suppliers the price of 9.8262 cents per thousand 
cubic feet specified by the Oklahoma minimum price order which was later de 
clared invalid by the Supreme Court of the United States in 1955. Michigan- 
Wisconsin paid the minimum price until August 1, 1954, under an agreement 
which provides for refund of such payments by Phillips if the order was invalid. 
The weighted average price billed during this period for all gas sold Michigan 
Wisconsin under the contract of December 11, 1945, as amended, including gas 
produced in Texas, was 9.2687 cents, leaving 0.5575 cent per thousand cubic feet 
to be refunded. This amount represents excess payments made only because of 
the minimum price order and does not include any refund due because Michigan 
Wisconsin collected a higher rate under bond than was subsequently allowed by 
the Commission), 8.8746 cents per thousand cubic feet (FPC ruled in 1954 
Michigan-Wisconsin rate be reduced to 31.25 cents during this period. Phillips 
maintains its price during the period, therefore, became fixed at 8.3746 cents). 

December 12, 1952, to August 1, 1954: 9.3796 cents per thousand cubic feet 
(Michigan-Wisconsin rate increased to 35 cents under bond to refund excess 
of amount found proper by FPC. Phillips’ price shown is based on Michigan 
Wisconsin rate of 35 cents and was received by Phillips under an agreement 
to refund if Michigan-Wisconsin rate was reduced by FPC) and 8.4684 cents 
per thousand cubic feet. (FPC ruled in 1954 Michigan-Wisconsin rate be reduced 
to 81.6 cents during this period. Phillips contends its price during the period, 
therefore, became fixed at 8.4684 cents). 

August 1, 1954, to February 1, 1955: 7.5930 cents per thousand cubic feet 
(amount billed because of FPC suspension order ; appeal to Court of Appeals for 
Tenth Circuit pending) and 8.4684 cents per thousand cubic feet (amount 
Phillips claims price should be but is withholding billing pending decision of 
Court of Appeals, Tenth Circuit). 
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February 1, 1955 to date: 9.5976 cents per thousand cubic feet (increase under 
5-year step-up provision of contract suspended by FPC and placed in effect under 
bond to refund any part of increase which may be held excessive by FPC). 

These are the prices which Wisconsin representatives claim resulted from 
Phillips’ “exploitation of an unregulated monopoly.” Strangely enough, no 
witness was able to say what the prices were which they were complaining 
about. Mr. Durfee thought they were 11 cents (R. 1096, 1081, 1982). How he 
could be so certain of a 40-percent increase without knowing from where to 
where the prices rose is not explained. 

I shall have more to say about the reasonableness of these prices later. I 
shall now take up the matter of how the prices came into existence. 

Answer to the charge of monopoly. The charge of “monopoly” sounds odious. 
It sounds like Phillips had such control of the gas business that it could force 
the Wisconsin people to obtain substantially all of their gas from it. The facts 
are quite different. The facts are that Phillips supplies Michigan-Wisconsin 
with all the gas which it transports from the Panhandle-Hugoton field in Texas 
to Wisconsin because Pipe Line wanted to get its supply at one central point 
after all gathering and processing had been completed. It desired to engage 
n transmission of gas but not in producing, gathering, and processing. 

At the time the Michigan-Wisconsin pipeline was conceived and negotiations 
opened by American Light & Traction Co. with Phillips to supply the gas the 
entire gas-producing areas of the United States were available. No pipeline had 
been built; no expense had been incurred to reach the Panhandle-Hugoton field 
of Texas and Oklahoma. That field was chosen and Phillips was chosen to supply 
the gas because it appeared that thereby the greatest assured supply of gas could 
be obtained at the cheapest price. Although Phillips may have owned enough 
gas reserves to supply the entire requirements of Michigan-Wisconsin, it did not 
desire to dedicate all of its reserves to that project, and did not originally intend 
to do so. American knew that there were other producers of gas in those fields 
with whom it could have dealt, but chose to have Phillips buy gas from other 
producers, gather it, process it, and deliver the residue to Michigan-Wisconsin. 
This is evidenced by the first contract which Phillips made concerning this 
project. That was an agreement with American Light & Traction Co. dated 
December 29, 1944. It was in the form of a letter from American, accepted by 
Phillips, and contained this significant recital: 

“To enable you [Phillips] at this time to undertake the work of acquiring the 
necessary gas reserves to supply gas under the proposed contract you desire a 
commitment on our part with respect to certain matters set forth below.” 

There was attached to the letter a form of gas contract which American agreed 
it would cause to be executed by its affiliate, to be thereafter organized, which 
became Michigan-Wisconsin Pipe Line Co. The agreement provided that Phillips 
would dedicate three-fourths of a trillion ¢ubic feet of gas reserves and would 
try to buy 2% trillion cubic feet from others within 60 days so that a total of 
3 trillion cubic feet of gas reserves coudl be dedicated to the pipeline. 

Phillips was unsuccessful in purchasing the contemplated 24 trillion cubic feet 
of gas reserves within the time provided. This preliminary contract terminated. 
Negotiations continued, and approximately 1 year later, on December 11, 1945, 
Phillips and Michigan-Wisconsin executed a contract whereby Phillips dedicated 
an estimated 4 trillion cubic feet of gas reserves to the pipeline. Of these 
reserves, Phillips contracted on December 5, 6, and 7, 1945, to buy an estimated 
1 trillion cubic feet from 4 large producers. 

When this contract was made there was a great deal of uncommitted gas in 
the Panhandle-Hugoton field available for sale. Phillips purchased 1 trillion 
eubic feet to dedicate to Michigan-Wisconsin. Much of the available gas was 
Jater contracted by the producers to other pipelines. 

Mr. Durfee concedes that the negotiations between Phillips and Michigan- 
Wisconsin were “free open, competitive bargaining”, but he says that “within 3 
years after the contract was entered into it had ceased to be arm’s-length bar- 
gaining” (R. 1080). Apparently, therefore, he claims Phillips’ “‘monopoly” was 
the result of “free, open, competitive bargaining.” That’s an entirely new con- 
cept of monopoly. I never before heard it contended that after a contract had 
been negotiated and executed there should continue to be “free, open, competitive 
bargaining” in respect to the matter so negotiated and agreed upon—and that 
if one of the parties insists upon his rights under the contract he thereby 
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“exploits” an “unregulated monopoly” and therefore the Federal Government 
should regulate him. 

Not even the citizens of Wisconsin, for whom Mr. Durfee and Mr. Thompson 
purport to speak, were persuaded by this line of argument. 

The Waukesha Daily Freeman of Waukesha, Wis., under date of May 2, 1955, 
commented in an editorial on Attorney General Thompson’s testimony before the 
House Interstate and Foreign Commerce Committee ‘“‘that the people of this State 
are ‘victims of a monopolistic system’ of producing and distributing natural gas,” 
and, after reviewing the consumer prices, the pipeline gate rate and the producers’ 
prices, concluded : 

“The splendid price performance record shown by the foregoing was compiled 
during the period when there were no Federal controls upon natural gas produc- 
tion. The pending legislation would, of course, continue controls upon the trans 
portation and distribution phases of the industry, just as they have always been, 
and would provide additional safeguards for the consumer. But in answer to 
the Attorney General's cries of ‘wolf’ on the Harris bill, we can only reply: ‘If a 
natural-gas monopoly has produced the price the people of this community now 
enjoy, what a delightful monopoly it is.’ ” 

A copy of the editorial is attached as appendix A. 

The obligation of the pipeline company to purchase from Phillips its require- 
ments of gas up to 343 M ¢. f. per day is supported by the reciprocal obligation 
of Phillips to dedicate to the pipeline and to sell to no one else the gas produced 
from acreage estimated to contain approximately 4 trillion cubic feet. Producers 
can hardly be expected to dedicate their gas reserves to a pipeline without a 
reciprocal obligation of the pipeline to take and pay for the gas. If this trans- 
action constitutes a monopoly, then every contract for the sale of a buyer’s re- 
quirements of a commodity, whether it be gas, coal, oil, electricity, milk cheese, 
newsprint, or what not, constitutes a monopoly, and under the Wisconsin repre: 
sentatives’ logic should be regulated by some governmental bureau. 

Having built up a fictitious monopoly upon which to operate, the Wisconsin 
representatives claim that Phillips took advantage of its “monopoly” to force 
higher gas prices and obnoxious escalation provisions upon Michigan-Wisconsin 
while the pipeline was being constructed. There appears to be no claim that 
there was anything illegal about Phillips’ conduct when measured by ordinary 
standards applied to contracting parties and hence no occasion for court action, 
but it is suggested that Phillips’ conduct warrants action by Congress not only 
in respect to Phillips but in respect to all other gas producers as well. 

How Phillips’ prices came into existence: At the outset it should be understood 
that there never was a contract for a 5-cent price for gas between Michigan-Wis- 
consin and Phillips. There was a base price of 5 cents in the contract of Decem- 
ber 11, 1945, but provision was made in that contract for adjustment upward in 
the event of inflation, which was believed to be imminent at that time and which 
occurred right off. Moreover, the contract contained so many conditions whereby 
each party could terminate it that it amounted to little more than a declaration 
of intention. It could be carried out and its purpose accomplished only by co- 
operation of the two parties in an effort to obtain a certificate from the Federal 
Power Commission and the necessary steel to construct the pipeline. Numerous 
extensions of time were granted by Phillips in order to keep the contract alive. 
Delays were encountered far beyond the anticipation of the parties at the time 
the contract was made. This was a period of short supplies of steel and other 
basic commodities and sharply rising prices. Prices bad been held in check dur 
ing the war by Federal controls. When controls were lifted prices of most com- 
modities and services skyrocketed. 

At the time the original contract was executed, Michigan-Wisconsin contem- 
plated the sale of gas to Milwaukee Gas Light Co., at a rate averaging approxi- 
mately 18 cents per thousand cubic feet. A contract was entered into to that 
effect dated December 5, 1945. It was not until November 30, 1946, that Mich- 
igan-Wisconsin received a certificate from the Federal Power Commission, 
qualified by numerous conditions, and subject to acceptance by Michigan-Wis- 
consin. Construction of the line was not commenced until December 12, 1947. 
This was almost exactly 2 years after the date of the original contract with 
Michigan-Wisconsin and 3 years after the date of the contract with American 
Light & Traction Co. During all of that time Phillips held its acreage in 
readiness, with no income and at a tremendous cost for annual delay rentals, 
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purchases of additional leases, and interest on its investment in the acreage 
ey the time construction of the line started, on December 12, 1947, the parties 
knew that the pipeline would cost at least 14% times the original estimate, 
and, instead of an average rate of approximately 18 cents per thousand cubic 
feet, Michigan-Wisconsin’s average resale rate would have to be as much as 
25 cents per thousand cubic feet. Phillips’ costs of development of the acreage 
had increased proportionately. 

Under the terms of the contract, Michigan-Wisconsin could have abandoned 
the project without liability to Phillips. It elected to go forward, knowing that 
the price to Phillips, based upon conditions then existing, would be at least 7 
cents per thousand cubic feet, and that there would likely be further inflation 
and the necessity for further increase in Michigan-Wisconsin’s rates and 
Phillips’ price by the time the line was completed. 

By the amendment of August 9, 1948, Michigan-Wisconsin was granted an 
tension of 6 months to January 1, 1949, to commence taking gas into the 
ie, and was granted an extension of 1 year from January 1, 1949, to take 
the minimum contract quantities of 132 million cubic feet of gas per day, and 

as granted the option to require Phillips to deliver a maximum of 343 million 
cubic feet of gas per day as against the previous maximums during the first 5 
years ranging from 158 to 208 million eubic feet per day. In addition, the obliga- 
tion to take or pay for the minimum quantities of gas was extended from July 1, 
1949, to January 1, 1950, and Phillips dedicated an additional 50,000 acres of 
vas lands to the project 

\ll of these things were for Michigan-Wisconsin’s advantage. On the Phillips 
side, its base price was increased from 5 cents per thousand cubic feet to 7% 
cents per thousand cubic feet, and the inflation adjustment clause was revised 
to conform to the new base price. At that time the commodity index and the 
cost of supplies had risen further and Michigan-Wisconsin was contemplating 
an average resale rate of 28 cents per thousand cubic feet. If Phillips’ prices 
should be increased in the same proportion as Michigan-Wisconsin’s as the con- 
tract of December 11, 1945, contemplated, this would have given Phillips a 
price of 7.75 cents per thousand cubic feet. Under the amendment, the price at 
that time would have been 8.33 cents per thousand cubic feet. In other words, 
for all the benefits granted to Michigan-Wisconsin by that amendment as above 
ted, including Phillips’ agreement to hold the acreage for a later commence- 
ment of deliveries and its dedication of additional reserves, Phillips agreed to 

increase of about 0.55 of 1 cent per thousand cubic feet over what was 
contemplated by the original contract and the amendment of September 11, 1946. 

Mr. Durfee claims that the 1948 amendment was made due to the inability 
of Michigan-Wisconsin to meet the deadline date of January 1, 1949, to have 
the pipeline constructed a certain distance, and Michigan-Wisconsin was ready 








sta 


accept al 


» be “put over the barrel, if necessary, to extend its contract deadline date’ 
R. 1018. He then undertakes to prove that Phillips put Michigan-Wisconsin 
“over the barrel.” 

I have said earlier that the Phillips-Michigan-Wisconsin transaction is not an 
appropriate subject for the consideration of Congress. We now come to some 
of the reasons why this is so and why Congress may be imposed upon if it 
considers irresponsible statements based upon documents excluded from the 
evidence in the Phillips case. 

Both Mr. Durfee and Mr. Thompson have relied largely upon documents ap- 


pearing in the record on appeal to the Court of Appeals and to the Supreme 
Court in the Phillips case. These documents were offered in evidence by the 
(commission's staff and were rejected by the examiner. Having been excluded 


from the evidence by the examiner there was no occasion for Phillips to present 
any evidence in explanation or refutation of these documents, and it did not 
do so. Yet these documents are cited to this committee by the Wisconsin spokes- 

e] s evidence that Vhillips dealt unfairly with Michigan-Wisconsin—or, as 
Mr. Durfee put it, that “Phillips exploited an unregulated monopoly.” 

Both Mr. Durfee and Mr. Thompson refer to an interoflice memorandum be- 
tween certain gas department employees written Mareh 14, 1947—nine months 
before construction of the pipeline began—wherein the need for higher prices for 
Phillips gas was discussed, as supporting their claim that Phillips took advan- 
tage of Michigan-Wisconsin. 

Without undertaking to fully explain this memorandum as would have been 
done if it had been admitted in evidence, I will call attention to a few cir- 


cumstances surrounding it. 
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It was not then known whether the pipeline would ever be built. The certifi- 
eate had been granted but an appeal had been taken to the Court of Appeals. 

Three of the four producers with whom Phillips contracted for an estimated 
one trillion cubic feet of gas to dedicate to Michigan-Wisconsin had become 
dissatisfied with the prices specified in their contracts and the delay in getting 
ihe pipeline underway. Those contracts, by their terms, were terminabie if 
Michigan-Wisconsin did not obtain a certificate by November 30, 1946. On or 
about December 1, 1946, they notified Phillips that they elected to terminate 
their contracts on the ground that the certificate was not issued within the time 
provided. Litigation ensued and terminated approximately 414 years later in 
the Supreme Court of the United States. Sheliy Oil Co. v. Phillips Petroleum 
Co. (339 U. S. 667, 94 L. ed. 1194), decided June 5, 1950. As a result, settlement 
was made by amended contracts providing for substantially higher prices to be 
paid by Phillips. 

Although this memorandum did not represent the decision of Phillips’ man 
agement and expressly said: “I am of the opinion that top management negotia 
tions between Phillips and Michigan-Wisconsin should be reviewed”—renewed ? 
“before making a definite recommendation,” it is believed that when the com- 
mittee sees the entire memorandum as contrasted with the few sentences read 
by Mr. Durfee, it will appear in an entirely different light from what Mr. 
Durfee and Mr. Thompson would have it appear. Mr, Durfee promised to 
supply a copy for the record. 

Mr. Thompson refers to another document excluded from evidence in the 
Phillips case to show that Phillips’ efforts to raise gas prices to Michigan-Wis 
consin were most successful and resulted in excessive profits to Phillips. He 


erroneously characterized this document as “their’—Phillips—‘“report of their 
gas operations in 1950 * "_R, 2109. This document was a Computation 
by an FPC investigator, with allocations of cost between gas, oil and gas liquids 
in his own way. It was excluded by the examiner and therefore no refutation 


was made by Phillips. 

One of the things Mr. Durfee and Mr. Thompson complain of is that Phillips 
was willing, as they say this memorandum shows, to sell this gas to Panhandle 
Eastern for 6 cents when it amended the contract with Michigan-Wisconsin to 
provide for 744 cents—he says 8% cents. Aside from the point just mentioned 
that this inemorandum was merely a discussion—not even a recommendation by 


gas department employees, and not a decision by management, it was written 
approximately 17 months before the August 1948 amendment. The commodity 
index had moved up from 150 to 169.5. Gas prices had risen. <A willingness to 


1¢ 


sell in March 1947, even if the suggestion of an employee that this might be done 
be regarded as a decision of the nanagement to do it, is no evidence of willingness 
of value 17 months later. 
Mr. Durfee said further concerning the 1948 amendment—R. 1026 
escalation clauses that were then inserted in that contract are far different than 
the rather modest escalation clauses contained in the original contract.” The 
original contract was amended on September 11, 1946, prior to the time Michigai 
Wisconsin acquired a certificate from FPC, by extending the time to obtain the 
certificate from Septeinber 1, 1946, to December 1, 1946, and revising the escala 
tion clause to correct technical defects. The original contract contained provi- 
sions that would have prevented any increase in Phillips’ price regardless of the 
amount of inflation prior to the time Michigan-Wisconsin commenced delivering 
gas and had thereafter obtained approval by FPC of an increase in the rates 
established upon commencement of deliveries and even then not until 50 percent 
of the distributors to whom Michigan-Wisconsin sold gas had also received an 
increase in the rates which they established for commencement of natural gas 
sales. Since the original rates established by the distributing companies could 
have been so high that an increase would never be obtained, the escalation 
clause as originally drawn would not accomplish the stated purpose of protecting 
Phillips in the event of inflation. Both parties to the contract found themselves 
in the need of relief. Michigan-Wisconsin needed additional time to obtain a 
certificate. Phillips needed an amendment of the inflation clause to make it 
work, if the contract was to be continued in force. Either party could have termi 
nated the contract at that time without liability to the other. Instead of termi- 
nating the contract, the parties agreed upon the amendment. 

Any substantial change in the escalation clause as it appears in the original 
contract was made by the amendment of September 11, 1946, before Michigan- 


or 
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Wisconsin had expended any substantial sum on the project, and not in the 1948 
amendment. 

The inflation or escalation clause as contained in the 1948 amendment is sub- 
stantially the same as the one contained in the amendment of September 1946, 
except (1) the provision for deflation was eliminated and (2) it was provided 
that Michigan-Wisconsin must obtain a rate increase higher than “one and four- 
tenths times,” instead of “higher than” the rates which would have otherwise 
been in effect, etc., before Phillips would be entitled to an increase. I am attach- 
ing to this letter as appendix B a copy of the inflation clause as contained in the 
imendment of August 9, 1948, showing the respects in which it was changed from 
the September 11, 1946, amendment. 

To conelude this phase of the discussion, there is not one whit of evidence 

» sustain the contention that Phillips took advantage of Michigan-Wisconsin in 
negotiating the 1948 amendment. Nothing but suspicion is presented and that is 
largely hased upon documents excluded from evidence in the Phillips case. No 
complaint has ever been made by Michigan-Wisconsin. On the contrary, Mr. 
W. G. Woofolk, chairman of Michigan-Wisconsin Pipe Line Co., testified before 
the Federal Power Commission in 1949, and said that he initiated the negotia- 
tions for extensions of time and for additional gas acreage, and that no threat 
was made by Phillips to terminate the contract if Michigan-Wisconsin failed to 
meet its time requirements (FPC docket No. G—1156, Record pp. 3939-3942). 

(ne other correction of Mr. Thompson’s testimony is necessary—the Tascosa 
transaction. It was apparent at the time this testimony was given that the com- 

ittee members who heard it were satisfied that it had no relevancy to the Wis- 
consin gas supply—a least until Mr. Thompson said that the Phillips-Michigan 
Wisconsin contract contained a favored-nations clause (R. 2126, 2127) and that 
Phillips’ purchase of gas from Tascosa would “trigger off” that escalation clause 


R. 2129). Mr. Thompson promised to furnish the committee with a copy of the 
contract, and, if he does, the committee will see that there is no favored-nations 
clause in it. The only escalation clause is attached hereto as appendix B. 


REASONABLENESS OF PRICES 


The concern of Wisconsin gas consumers and their representatives, should be 
in the price paid for gas and not how the price was arrived at. No one has said 
that gas could have been purchased from others cheaper at the time the contract 
was made in 1945, at the time it was amended in 1948, or that it could be pur- 
chased cheaper now. 

I have also pointed out that there were many opportunities during the 5-year 
period that the pipeline was getting underway for either party to terminate the 
contract. Phillips would have been justified, therefore, even in the absence of 
escalation provisions in the contract, in demanding prices equal to the current 
market value of the gas as a condition to renewing the contract from time to 
time. Phillips did nothing that it was not entitled to do legally or morally. 

The period between 1945 and 1950 witnessed a dynamic surge in production and 
prices. You already have the basic figures in the record. Steel pipe, one of the 
principal items of Phillips’ expense in producing and gathering gas, increased 
72 percent. One of the leading manufacturers was located in Wisconsin. 

As might be expected from the tremendous increase in marketed production 
of natural gas between 1945 and 1950 (interstate movement of natural gas in- 
ereased from 1.1 trillion cubie feet in 1946 to 4.1 trillion cubic feet in 1952- 
Bureau of Mines Mineral Market Report), natural gas prices firmed. A few 
examples of contract prices for gas in the Panhandle-Hugoton field are: Sale by 
Plains Natural Gas Co. to Northern Natural Gas Co., dated September 14, 1949, 
at 10.5 cents per thousand cubic feet for a 10-year period; sale by Shamrock 
(oil & Gas Corp. and Continental Carbon Co. to Northern Natural Gas Co., dated 
September 26, 1949, at 8.5 cents, 9.5 cents, and 10.5 cents by 5-year periods; sale 
by Cities Service Oil Co. to Northern Natural Gas Co., dated September 9, 1949, 
of gas at the well at 9 cents per thousand cubic feet, increasing 1 cent per 
thousand cubic feet each 5-year period ; sale by Hugoton Production Co. to Kansas 
Power & Light Co., dated October 18, 1948, at 12 cents per thousand cubic feet. 
When the 1948 amendment was executed, the commodity index had risen from 
104 in 1945 to 169.5 or 63.07 percent. Thus the 5-cent base price had declined in 
value to 2.8465 cents, and in order to maintain the purchasing power of the 5-cent 
base price it should be adjusted to 8.1535 cents, 
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Despite these increased costs of virtually everything which Phillips buys, or, 
stated another way, despite the decline in the value of the dollar between the 
time the base price of 5 cents was established and the time gas commenced to 
flow through the pipeline, the Wisconsin representative would have it believed 
that Phillips should have extended the time when it was to commence receiving 
revenue from its gas for 1% years and granted the many other privileges con- 
tained in the 1948 amendment without any increase in the price of gas and 
without any other consideration. 

The clinching proof that Phillips’ gas is a bargain for Wisconsin citizens is 
found in the procedings before the Federal Power Commission in dockets Nos. 
GG-6067, G-6077, the application of American Louisiana Pipe Line Co., an af- 
filiate of Michigan-Wisconsin, which has already been discussed in the record. 
The Pipe Line proposed to transport 400 million cubic feet of gas per day. The 
project was supported by gas producers under contracts calling for an average 
minimum of 20 cents per thousand cubic feet. One hundred million cubic feet 
per day of this gas was destined for points in Wisconsin. Apparently everything 
was going well until the Supreme Court’s decision in the Phillips case. Shortly 
thereafter the Federal Power Commission ruled that it would be necessary 
for the producers who had contracted to supply the gas to file applications with 
the Federal Power Commission for certificates as natural-gas companies under 
the Natural Gas Act. Phillips was not one of the contracting producers. The 
producers were reluctant. Some of them refused. The time required by pro- 
ducers’ contracts for American Louisiana to obtain a certificate as a condition to 
continuing the producer contracts in effect was about to expire. 

The Public Service Commission having been granted permission to intervene 
on March 38, 1954, Mr. Durfee, its chairman, appeared before the Federal 
Power Commission on September 8, 1954, and personally appealed for the 
granting to American Louisiana of a conditional certificate to construct and 
operate the pipeline—conditioned upon the producer suppliers filing applica- 
tions with the Federal Power Commission for certificates at a later date. He 
said that the additional supplies of natural gas were badly needed in Wisconsin, 
and were required by public convenience and necessity. The conditional cer- 
tificate was granted to American Louisiana. 

If the producer prices in the American Louisiana project were applied to 
the remaining quantity of gas deliverable under Phillips’ contract with Michi- 
gan-Wisconsin, Phillips would receive $10 million annually more than it will 
receive from Michigan-Wisconsin. 

Belatedly on April 19, 1955, Mr. Stewart G. Honeck, assistant attorney gen- 
eral of Wisconsin, moved to disniiss the applications of the producers (vol. 2, 
Transcript of Record, in the matter of Superior Oil Co. et al., docket No. 60067, 
et seq., p. 84). The Public Service Commission of Wisconsin appeared through 
its general counsel, Mr. William Torkelson, and asked that FPC issue “what cer- 
tificate it deems best” (id., p. 3384). Subsequently the certificate was issued 
and the FPC has recently issued certificates to the producers who applied. 

A petition for rehearing was filed by the attorney general of Wisconsin on 
May 26, 1955, the same day he testified before this committee. Thus a con- 
flict has grown up between Mr. Durfee and Mr, Thompson concerning the de- 
sirability of the American Louisiana gas for Wisconsin. Long before the 
conflict arose the inconsistent position taken by Wisconsin’s spokesmen concerning 
the Phillips gas at 9.5 cents or less and American Louisiana gas at 20 cents 
had been widely publicized. 

Further evidence that Phillips’ prices to Michigan Wisconsin are a bargain 
is found in recent press items from Wisconsin. Recently, certain industrial 
sales by Michigan-Wisconsin on an interruptible basis have been discontinued, 
There has been discussion in the press concerning them. One industrial con- 
sumer was quoted in the Milwaukee Journal under date of January 23, 1955, 
as saying that his fuel bill saving with natural gas was 30 percent under oil. 

I wish to refer the committee to an article published in Public Utilities Fort- 
nightly, issue of April 14, 1955, entitled “Out of the Mailbag—Some Facts Re 
garding the Phillips, Michigan-Wisconsin Contract,” by Ralph E. Davis, who was 
consultant engineer for Michigan-Wisconsin Pipe Line Co. when the pipeline 
was being certificated and constructed. Mr. Davis corroborates some of the 
principal facts which I have related. A copy of the article is attached. 

Respectfully submitted. 

RAYBURN L, FOSTE! 
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APPENDIx A 
EDITORIALS 
[Waukesha Daily Freeman, Monday, May 2, 1955] 


If this is monopoly—how very delightful 

Attorney General Vernon Thomson, of Wisconsin, testified last week before 
a House committee in Washington that the people of this State are victims of a 
monopolistic system of producing and distributing natural gas. The attorney 
generu like the Waukesha city council, its attorney, and others—is on record 
as opposed to a bill by Representative Harris, Democrat, of Arkansas, which 
would free independent producers of natural gas from control of the Federal 
Power Commission 

\ttorney Thomson’s statement is spectacular and alarming, but we seriously 
question its veracity. It so happens that a survey of natural-gas prices charged 
in Waukesha has been made by a nationally known economist, Dr. John W. Boat- 
wright, for presentation to the committees in Congress studying this question. 
It is believed to be the first of its kind and it discloses some very interesting data. 

The introduction of natural gas to Waukesha, the study reveals, reduced the 
average cost per thousand cubic feet for residential gas service by nearly one- 
half from 1949 prices. The average cost per thousand cubic feet for residential 
vice by Wisconsin Natural Gas Co. in 1949 was $2.88 on an equivalent basis. 

The company converted to natural gas from manufactured gas in February 
1950. In 1953 the average cost for the same residential service was $1.48. 

During the 1949-53 period, the average use of natural gas per residential cus- 
tomer served by the company increased from 16,800 cubic feet per year to 51,300 
cubic feet per year. 

Prices received by independent producers in the fields where the Waukesha 
gas supply originates represent only a minor portion of the prices ultimately paid 
by consumers. Producers received an average of 9.5 cents per thousand cubic 
feet in 1953, an increase of 1.3 cents per thousand cubic feet from 1950. 

Thus, despite a slight increase in field price, the introduction of low-priced 
natural gas was responsible for very substantial reductions in average residen- 
tial consumer costs. Cost of transporting the gas from the producing fields to 
the company rose slightly during the period, as reflected in average delivered costs 
at the Waukesha city gate. Average delivered cost was 28.2 cents per thousand 
cubic feet in 1950 and 35 cents in 1953. 

The splendid price performance record shown by the foregoing was compiled 
during the period when there were no Federal controls upon natural-gas pro- 
duction. The pending legislation would, of course, continue controls upon the 
transportation and distribution phases of the industry, just as they have always 
been, and would provide additional safeguards for the consumer. Sut in answer 
to the attorney general’s cries of “wolf” on the Harris bill, we can only reply: 

“If a natural-gas monopoly has produced the price the people of this com- 
munity now enjoy, what a delightful monopoly itvis.” 
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APPENDIx B 


Nort! Words appearing in the 1946 but not in the 1948 amendment are en- 
losed in black brackets. Words appearing in the 1948 but not in the 1946 amend- 
ment are indicated by italic. 

“2 In order to protect [the parties hereto] Seller from too great burden under 
the price provisions of this contract in the event of abnormal initiation [or 
deflation] of prices of commodities generally, it is agreed that in the event of 


the happening of the contingencies hereinafter mentioned, an adjustment of 
the prices to be paid by Buyer to Seller for gas hereunder shall be made as 
herein provided. Using as a standard the Federal Bureau of Labor Statistics’ 
Annual Index of Wholesale Prices of all Commodities for any calendar year, 
based upon or adjusted to 1926 prices as 100 and defining the word ‘points’ as 
ised herein to mean one per cent of the 1926 prices, it is agreed that no adjust- 

ent shall be made unless and until (1) the Annual Index shall be more than 
thirty (30) points above the level 104.0) indicated by the Annual Index on 
Decemlh« 11, 1945, Chereinafter referred to as ‘the present level’J and (2) 
| r sh have had a neral increase [or decrease] in rates for gas sold by 
it for resale above the level specified in the next sentence hereof. Buyer shall 
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be deemed to have had such general increase [or decrease] whenever during 
any adjustmut period (as hereinafter defined) a general revision in rates for 
gas sold by Buyer for resale (herein referred to as ‘revised rates’) shall become 
effective and such revised rates shall be higher [or lower] than one and four 
tenths times the rates which otherwise would have been in effect at the same 
time under the Gas Sales Contract between Buyer and Milwaukee Gas Light 
Company dated December 4, 1945, as amended by agreement dated as of July 31, 
1946, including as a part of such latter rates all provisions of said contract 
affecting the cost of gas to buyer thereunder (except the provisions thereof 
relating to increases or decreases in the price of gas due to inflation or deflation). 
If and when revised rates above said level shall become effective during any 
adjustment period, the price for gas delivered hereunder shall be adjusted to 
a price which bears the same ratio to the price provided in Section 1 of this 
Article VIII which the revised rates bear to one ond four-tenths times the rates 
provided in said Gas Sales Contract. The ratio referred to above shall be deter 
mined by applying the revised rates and the rates provided in said Gas Sales 
Contract respectively to the total volumes of gas (other than gas sold on an 
interrupitble basis) sold by Buyer for resale during the twelve [(12)] calendar 
months next preceding said determination in the same manner as if such rates 
respectively had been in general effect throughout Buyer’s system; provided 
that, if Buyer shall not have sold gas for resale throughout the twelve [(12)] 
calendar months next preceding said determination, an interim adjustment shall 
be made until Buyer shall have sold gas for twelve [(12) ] consecutive months by 
using a ratio determined by applying said two rates respectively in the same 
manner to a yolume of gas for twelve [(12)] consecutive months consisting of 
the actual volumes of gas (other than gas sold on an interruptible basis) sold 
by Buyer during the preceding calendar months during which such sales have 
been made and the estimated volumes of gas (other than gas to be sold on an 
interruptible basis) to be sold during the succeeding calendaf months of such 
twelve-month [(12)] period, and the adjustment shall then be made as al 
provided. Further proportionate adjustments in the prices hereunder shal 
made in the same manner whenever a further general increase [or decrease] in 
the rates of Buyer shall become effective during any adjustment period; provided, 
that whenever the Annual Index shall be not more than thirty (380) points above 
Lor below] the [present] level indicated by said Annual Index on December /1, 
1945, the prices provided in Section 1 of this Article VIII shall again be in effect. 
Whenever the Annual Index shall be more than thirty (30) points above [the 
present] said level, Buyer shall diligently pursue all rights and remedies to 
which it is entitled in a good faith endeavor to bring about, and procure the 
approval of, an increase or successive increases, as the case may be, in its rates 
to bring its rates up to the inflated price level. Buyer shall notify Seller in 
writing within ten [[(10)] days after receipt by Buyer of any general in- 
crease or decrease during any adjustment period in rates for gas sold by it 
for resale. The term ‘adjustment period’ as used in this Section 2 means the 
period beginning on the first day of the calendar montk following the publica- 
tion of the Annual Index showing such index to be more than thirty (50) points 
above [or below] the [present] level indicated by said Annual Index on Decem- 
ber 11, 1945, and ending on the first day of the calendar month following the 
publication of the Annual Index showing such index to be less than thirty (30) 
points above [or below] said level. For the purpose of applying the provi- 
sions of this Section 2, (a the revised rates and the rates provided in 
the above-named Gas Sales Contract shall not be deemed to include rates for 
gas sold on an interruptible basis, and (b) the price of gas delivered here 
under as provided in Section 1 of this Article VIII shall be deemed to be the 
price provided in said Section 1, exclusive of the provisions relating to the 
weighted average price of gas in the Panhandle Field and the Hugoton Field. If 
for any calendar year an Annual Index is not published on or before April 1 of 
the following year, the Annaul Index shall be deemed to be the arithmetic ave! 
age of the monthly indices for the twelve [(12)] months of such calendar year 
and shall be deemed to have been published in March.” 
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Pus.ic UTILITIES FoRTNIGHTLY—OUT OF THE MAILBAG 
SOME FACTS REGARDING THE PHILLIPS, MICHIGAN-WISCONSIN CONTRACT 


I did not until recently have the opportunity to read the article “Wisconsin and 
the Phillips Case” in your January 20, 1955, issue, by Chairman James R. Durfee, 
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of the Wisconsin commission. But I would like to straighten out the record and 
your readers on certain statements made therein which are not in accord with 
the facts as I understand them. In August 1945 I was retained by the late Frank 
L. Conrad, president of the American Light & Traction Co., to make a study of 
gas reserves to be dedicated by the Phillips Petroleum Co., for the newly formed 
Michigan-Wisconsin Pipe Line Co. 

After investigation, it was my conclusion that the proposed reserves were in- 
sufficient for the project. At Mr. Conrad's request, I attended a conference be- 
tween officials of Phillips and of American Light & Traction. As a result, the 
Phillips people went back to the Hugoton area to try to get additional reserves. 

Other requirements were demanded of, and substantially agreed to, by Phillips. 

It was recognized that these additional requirements, favorable to the pipeline 
company, would necessitate a higher price. Phillips succeeded in getting commit- 
ments from four other producers, thus increasing the committed reserves by 
approximately 35 percent. 

When the proposed contract was prepared, Mr. Conrad sent me a copy request- 
ing that I suggest any changes which would give the pipeline company additional 
protection. This I did, in a 3-page memorandum sent him on October 13, 1945. 
In November 1945, I wrote Mr. Conrad a report, stating that Phillips then owned 
or controlled an estimated 3,400 billion cubic feet of gas under acreage to be dedi- 
cated to his company, and that this reserve was insufficient for the pipeline 
project. 

My recommendations were generally accepted, and the result of these steps was 
the contract dated December 11, 1945. 

At the time, it was thought that the certification and construction of the new 
pipeline would proceed with dispatch. However, there were numerous delays, 
and it was not until October 1949 that Michigan-Wisconsin began delivering gas. 

Thus, I was familiar with this project and its problems practically from the 
beginning. In addition, I have been studying the Hugoton gas field for more than 
25 years. 

Although it was discovered in 1919, the major development did not come until 
the 1940's. In 1939, only about 300 wells had been drilled in the field; today the 
number exceeds 5,500. Nine interstate pipelines are now supplied from this field. 

Increased demand for gas, along with greater producing costs, have been re- 
flected in higher field prices for gas. In the years 1945-49, the national economy 
experienced a period of sharp inflation. The commodity price index rose two- 
thirds. Steel pipe, one of the principal items of cost in producing and gathering 
natural gas, increased more than 70 percent. 

Phillips and the four producing companies which had contracted to supply 
Michigan-Wisconsin had to hold their gas reserves in readiness, with no income 
and at great annual cost for delay rentals and interest on the millions of dollars 
invested in the acreage. 

It should be emphasized that the rising price of gas in the producing areas 
of the Nation has been the result of these forces common to our entire economy, 
and not the arbitrary action of any particular producer or group of producers. 
It is entirely reasonable, and to be expected, that natural gas would bring a 
higher price in the field in 1949, or in 1955, than it did in 1945. 

Mr. Durfee makes some erroneous implications (pp. 71, 72, Public Utilities 
Fortnightly, Jan. 20, 1955), about the price provisions of the Phillips contract. 
No gas was ever sold under this contract at 5 cents. And price adjustment, or 
escalation, was provided for in the original contract dated December 11, 1945; 
si was not a supplementary provision “added to the original contract by amend- 
ments which the pipeline company had to accept because of contract deadline 
dates and contruction difficuties” (p. 72). 

Furthermore, the price was not raised to 8% cents for unmerited reasons. 
Under the normal operation of the escalation clause, the price would have 
turned out to be 8% cents by the time the first gas was sold in 1949. 

Escalation clauses, being much misunderstood, merit special discussion. The 
expectancy of price changes has been commonly recognized by producers and 
pipeliners, and evidenced by some sort of safeguarding price provision in long- 
term contracts, which can be found in contracts made more than 25 years ago. 

The contracting parties, recognizing their inability to predict values at distant 
future dates, tie the price to some yardstick considered fair by both parties. In 
this instance, the vardstick is a commodity price index. The escalation clause 
provides that an increase should take effect only in the event that Michigan-Wis- 
consin should receive a rate increase, thus protecting the middleman, and 
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that the price to Phillips would then increase not in proportion to the rise in 
the commodity index, but only in proportion to Michigan-Wisconsin’s rate 
increase. 

Apparently Mr. Durfee’s premise is that the contract with Michigan-Wisconsin 
made Phillips a monopoly. Actually before contracts are made between pipe- 
liners and producers, the pipeline company shops around for the most eco- 
nomical supply source available for its proposed markets, and, having succeeded, 
then the most intensive bargaining takes place before any lines are built. 
Such was the case here. I know, for I was there for much of the bargaining. 

American Light & Traction concluded that Phillips offered the most attrac- 
tive supply price situation available to it. In my judgment, that is exactly what 
it got—for itself and for the people of Wisconsin and Michigan—a contract which 
fairly protected the buyers. 

If Frank Conrad had failed 9 years ago to secure a gas supply exceeding 3 
trillion cubie feet in one field, with a single place of delivery, within economical 
reach of his markets, and at the priee stipulated in the Phillips contract, includ- 
ing controlled escalation, no comparable supply at comparable cost could have 
been negotiated by his company during the years since that time. 

It is becoming increasingly difficult for a pipeline to contract for large 
quantities of natural gas to be delivered over a period of 15 or 20 years. In 
fact, in not very many years hence, and in some markets of the Nation, the 
price problem may very well be overshadowed by the inability of the suppliers 
to obtain additional gas for their customers. 

Regulatory bodies responsible for protecting the interests of consumers should 
give some thought to longevity and adequacy of supply when they are assessing 
the reasonableness of prices paid to producers. 

The position of the Wisconsin Public Service Commission in the recent Amer- 
ican-Louisiana Pipe Line Co. certificate case illustrates realistic thinking about 
price in relation to additional supply. The new pipeline based its case on a pro 
posed gas supply for which it would initially pay producers a price of 20 cents per 
thousand cubic feet, under contracts with price adjustment provisions similar 
to those in the 1945 Phillips contract. 

The Wisconsin commission, inconsistent with its criticism of the Phillips con- 
tract, vigorously supported this proposed line. In September of 1954, Mr. Durfee, 
in his capacity of chairman of the Wisconsin commission, appeared before the 
Federal Power Commission and stated in part as follows: 

“T wish to make it clear that we do now support the motion of the Amer- 
ican-Louisiana Pipe Line Co. for a conditional certificate * * * the American- 
Louisiana project would for Wisconsin * * * supply much additional gas to the 
existing utility customers, substantially double their supply, and would supply 
* * * communities * * * not now being served with natural gas.” 

The field cost of gas to American-Louisiana was a result of arm’s-length bar- 
gaining. It was based on economic factors, paralleling those of the criticized 
Phillips contract, that make the higher price of the proposed new gas supply 
entirely realistic and reasonable. 

Furthermore, the proposed suppliers of a proposed line are hardly in a position 
to be arbitrary as to price or other conditions, since the project, even in the 
absence of producer regulation, must have its plans reviewed and approved by 
the Federal Power Commission, 

Manufactured gas and electricity can be produced at costs which are related 
largely to the cost of the equipment, materials, and labor used for their pro- 
duction. 

By inference, such costs give the regulators a rough guide to the value of these 
commodities. 

Natural gas, on the other hand, affords no such yardstick for measuring its 
value. Rather, the value of gas depends upon such things as its quality, quantity, 
the longevity of supply, and, principally, its accessibility to markets. In other 
words, the adequacy of supply and reasonableness of price of natural gas in the 
field do not hinge on the same sort of physical facts which goven supply and price 
of manufactured gas or electricity, or the transportation and distribution of 
natural gas. 

The competitive business of searching for natural gas, of drilling and producing 
gas, and the public utility business of natural-gas transmission and distribution, 
must compete with other economic activities in order to get funds for growth. 
This competition for expansion funds requires that the producing end of the 
business continue to operate in an atmosphere which is favorable to further 


Tite ee “ 
G3057 5 92 





1442 AMENDMENTS TO THE NATURAL GAS ACT 


of the Wisconsin commission. But I would like to straighten out the record and 
your readers on certain statements made therein which are not in accord with 
the facts as I understand them. In August 1945 I was retained by the late Frank 
L. Conrad, president of the American Light & Traction Co., to make a study of 
gas reserves to be dedicated by the Phillips Petroleum Co., for the newly formed 
Michigan-Wisconsin Pipe Line Co. 

After investigation, it was my conclusion that the proposed reserves were in- 
sufficient for the project. At Mr. Conrad's request, I attended a conference be- 
tween officials of Phillips and of American Light & Traction. As a result, the 
Phillips people went back to the Hugoton area to try to get additional reserves. 

Other requirements were demanded of, and substantially agreed to, by Phillips. 

It was recognized that these additional requirements, favorable to the pipeline 
company, would necessitate a higher price. Phillips succeeded in getting commit- 
ments from four other producers, thus increasing the committed reserves by 
approximately 35 percent. 

When the proposed contract was prepared, Mr. Conrad sent me a copy request- 
ing that I suggest any changes which would give the pipeline company additional 
protection. This I did, in a 3-page memorandum sent him on October 13, 1945. 
In November 1945, I wrote Mr. Conrad a report, stating that Phillips then owned 
or controlled an estimated 3,400 billion cubic feet of gas under acreage to be dedi- 
cated to his company, and that this reserve was insufficient for the pipeline 
project. 

My recommendations were generally accepted, and the result of these steps was 
the contract dated December 11, 1945. 

At the time, it was thought that the certification and construction of the new 
pipeline would proceed with dispatch. However, there were numerous delays, 
and it was not until October 1949 that Michigan-Wisconsin began delivering gas. 

Thus, I was familiar with this project and its problems practically from the 
beginning. In addition, I have been studying the Hugoton gas field for more than 
25 years. 

Although it was discovered in 1919, the major development did not come until 
the 1940's. In 1939, only about 300 wells had been drilled in the field; today the 
number exceeds 5,500. Nine interstate pipelines are now supplied from this field. 

Increased demand for gas, along with greater producing costs, have been re- 
flected in higher field prices for gas. In the years 1945-49, the national economy 
experienced a period of sharp inflation. The commodity price index rose two- 
thirds. Steel pipe, one of the principal items of cost in producing and gathering 
natural gas, increased more than 70 percent. 

Phillips and the four producing companies which had contracted to supply 
Michigan-Wisconsin had to hold their gas reserves in readiness, with no income 
and at great annual cost for delay rentals and interest on the millions of dollars 
nvested in the acreage. 

It should be emphasized that the rising price of gas in the producing areas 
of the Nation has been the result of these forces common to our entire economy, 
and not the arbitrary action of any particular producer or group of producers. 
It is entirely reasonable, and to be expected, that natural gas would bring a 
higher price in the field in 1949, or in 1955, than it did in 1945, 

Mr. Durfee makes some erroneous implications (pp. 71, 72, Public Utilities 
Fortnightly, Jan. 20, 1955), about the price provisions of the Phillips contract. 
No gas was ever sold under this contract at 5 cents. And price adjustment, or 
escalation, was provided for in the original contract dated December 11, 1945; 
1 was not a supplementary provision “added to the original contract by amend- 
ments which the pipeline company had to accept because of contract deadline 
dates and contruction difficuties” (p. 72). 

Furthermore, the price was not raised to 8% cents for unmerited reasons. 
Under the normal operation of the escalation clause, the price would have 
turned out to be 8% cents by the time the first gas was sold in 1949. 

Escalation clauses, being much misunderstood, merit special discussion. The 
expectancy of price changes has been commonly recognized by producers and 
pipeliners, and evidenced by some sort of safeguarding price provision in long- 
term contracts, which can be found in contracts made more than 25 years ago. 

The contracting parties, recognizing their inability to predict values at distant 
future dates, tie the price to some yardstick considered fair by both parties. In 
this instance, the vardstick is a commodity price index. The escalation clause 
provides that an increase should take effect only in the event that Michigan-Wis- 
consin should receive a rate increase, thus protecting the middleman, and 
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that the price to Phillips would then increase not in proportion to the rise in 
the commodity index, but only in proportion to Michigan-Wisconsin’s rate 
increase. 

Apparently Mr. Durfee’s premise is that the contract with Michigan-Wisconsin 
made Phillips a monopoly. Actually before contracts are made between pipe- 
liners and producers, the pipeline company shops around for the most eco- 
nomical supply source available for its proposed markets, and, having succeeded, 
then the most intensive bargaining takes place before any lines are built. 
Such was the case here. I know, for I was there for much of the bargaining. 

American Light & Traction concluded that Phillips offered the most attrac- 
tive supply price situation available to it. In my judgment, that is exactly what 
it got—for itself and for the people of Wisconsin and Michigan—a contract which 
fairly protected the buyers. 

If Frank Conrad had failed 9 years ago to secure a gas supply exceeding 3 
trillion cubic feet in one field, with a single place of delivery, within economical 
reach of his markets, and at the priee stipulated in the Phillips contract, includ- 
ing controlled escalation, no comparable supply at comparable cost could have 
been negotiated by his company during the years since that time. 

It is becoming increasingly difficult for a pipeline to contract for large 
quantities of natural gas to be delivered over a period of 15 or 20 years. In 
fact, in not very many years hence, and in some markets of the Nation, the 
price problem may very well be overshadowed by the inability of the suppliers 
to obtain additional gas for their customers. 

Regulatory bodies responsible for protecting the interests of consumers should 
give some thought to longevity and adequacy of supply when they are assessing 
the reasonableness of prices paid to producers. 

The position of the Wisconsin Public Service Commission in the recent Amer- 
ican-Louisiana Pipe Line Co. certificate case illustrates realistic thinking about 
price in relation to additional supply. The new pipeline based its case on a pro- 
posed gas supply for which it would initially pay producers a price of 20 cents per 
thousand cubie feet, under contracts with price adjustment provisions similar 
to those in the 1945 Phillips contract. 

The Wisconsin commission, inconsistent with its criticism of the Phillips con- 
tract, vigorously supported this proposed line. In September of 1954, Mr. Durfee, 
in his capacity of chairman of the Wisconsin cominission, appeared before the 
Federal Power Commission and stated in part as follows: 

“TIT wish to make it clear that we do now support the motion of the Amer- 
ican-Louisiana Pipe Line Co. for a conditional certificate * * * the American- 
Louisiana project would for Wisconsin * * * supply much additional gas to the 
existing utility customers, substantially double their supply, and would supply 
* * * communities * * * not now being served with natural gas.” 

The field cost of gas to American-Louisiana was a result of arm’s-length bar- 
gaining. It was based on economic factors, paralleling those of the criticized 
Phillips contract, that make the higher price of the proposed new gas supply 
entirely realistic and reasonable. 

Furthermore, the proposed suppliers of a proposed line are hardly in a position 
to be arbitrary as to price or other conditions, since the project, even in the 
absence of producer regulation, must have its plans reviewed and approved by 
the Federal Power Commission. 

Manufactured gas and electricity can be produced at costs which are related 
largely to the cost of the equipment, materials, and labor used for their pro- 
duction. 

By inference, such costs give the regulators a rough guide to the value of these 
commodities. 

Natural gas, on the other hand, affords no such yardstick for measuring its 
value. Rather, the value of gas depends upon such things as its quality, quantity, 
the longevity of supply, and, principally, its accessibility to markets. In other 
words, the adequacy of supply and reasonableness of price of natural gas in the 
field do not hinge on the same sort of physical facts which goven supply and price 
of manufactured gas or electricity, or the transportation and distribution of 
natural gas. 

The competitive business of searching for natural gas, of drilling and producing 
gas, and the public utility business of natural-gas transmission and distribution, 
must compete with other economic activities in order to get funds for growth. 
This competition for expansion funds requires that the producing end of the 
business continue to operate in an atmosphere which is favorable to further 
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exploration and wildeatting. If people are going to spend risk dollars in any 
phase of any business, including the gas business, they must be able reasonably 
to expect that the return will be appropriate to the risks taken. With Federal 
public utility regulation imposed on gas producers, the risk dollars will not, in 
my opinion, be forthcoming in adequate amounts for exploration and production. 
Regulation of producers will inject many uncertainties of arbitrary determina- 
tions into this highly competitive, risk-taking business, and in my judgment will 
work directly against the consumers’ interest of adequate supply at the lowest 
reasonable price. 

I submit these facts to the readers of Public Utilities Fortnighly, not as an 
idvocate for Phillips nor as an advocate for Michigan Wisconsin Pipeline Co., 
but as an advocate for facts. The problem of natural gas supply is a national 
roblem, in which all consuming areas have an interest; and their interest is 
not contrary to, but is in essential agreement with, the interests of the pro- 
ducers The consuming areas and the producing areas have many problems 
in common that can only be solved in an atmosphere of mutual understanding. 
It is my hope to promote this atmosphere. 

RatPpu E. Davis, 
Consultant, pe troleum and natural gas, Houston, Tex. 


Senator Monroney. I would like to also put in the record the 
explanation of the charges that we heard from Mr. William B,. Law- 
less, Jr., corporation counsel of the city of Buffalo, who claimed in 
his testimony that the city of Buffalo was forced to bid in order to 
obtain its share of gas, an additional share of gas, in the Sheridan field. 

I have a letter from Mr. W. B. Golush, manager and head of the gas 
department of Shell Oil Co., addressed to Senator Magnuson, which 
gives the explanation of how those negotiations took place. 

I ask that that letter be made a part of the record. 

Senator Pasrorr. Without objection, it is so ordered. 

(The letter from Mr. W. B. Golush to Senator Magnuson, referred 
to above, reads as follows:) 

SHELL OIL Co., 
RCA BUILDING, 
Vew York, June 2, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
Washington, D. C. 

Dear Str: On May 18, 1955, Mr. William B. Lawless, Jr., corporation counsel 
of the city of Buffalo, N. Y., testified at the hearings held before the Committee 
on Interstate and Foreign Commerce on 8S. 1853, S. 1880, S. 1248, and S. 712, 
bills to amend the Natural Gas Act. <A substantial part of Mr. Lawless’ testi- 
mony concerned the sale of natural gas by the producers in the Sheridan field, 
Colorado County, Tex., to Iroquois Gas Corp., which distributes gas in Buffalo. 

In the course of his testimony, Mr. Lawless said that the producers demanded 
sealed or blind bids from the prospective purchaser of that gas. 

The attached statement reflects the true facts regarding the sale of the 
Sheridan gas. It is respectfully requested that this statement, in reply to the 
testimony of Mr. Lawless, be included in the record of the hearings on the fore- 
going bills to amend the Natural Gas Act. 

Respectfully yours, 
W. B. GoLusH, 
Manager, Head Office Gas Department. 
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STATEMENT OF W. B. GoLtusH, MANAGER, HEAD OFFICE GAS DEPARTMENT, SHELL 
OIL Co. 


This statement, in behalf of Shell Oil Co., is in reply to the testimony of 
William B. Lawless, Jr., corporation counsel of the city of Buffalo, before this 
committee on May 18, 1955 (see vol. No. 7 of Report of Proceedings, pp. 1509- 
1548). 

As manager of the head office gas department of Shell Oil Co., and formerly 
head of Shell’s gas department in Houston, 'Tex., I am familiar with the negotia- 
tions leading to and the sale of gas by Shell and other producers in the Sheridan 
Field, Colorado County, Tex., to Iroquois Gas Corp., which supplies gas to the 
city of Buffalo, N. Y. 

The Sheridan Field gas sale is used by Mr. Lawless as an example that the 
producers captured Iroquois as a buyer and demanded sealed or blind bids 
from prospective purchasers, thus forcing Iroquois to bid and pay a price in 
excess of current market price. He contends this field price to Iroquois will 
unreasonably increase the cost of gas to consumers in Buffalo. 

The charge that the producers demanded sealed bids from prospective pur- 
chasers of the Sheridan Field gas is contrary to the facts. 

The charge that the producers demanded blind bids is also contrary to the 
facts. If however, in using the term “blind bids,” Mr. Lawless means that the 
producers did not inform one prospective purchaser what offers their negotiations 
with other prospective purchasers had brought forth, the statement is consistent 
with the facts. In negotiating with several prospective purchasers of this gas, 
the producers did not play one against the other by disclosing competitive prices 
offered. To have done so would have been tantamount to a public auction of 
the gas, and contrary to Shell’s policy in marketing its gas, although it is highly 
likely that such an approach would have resulted in a higher price being paid 
to the producers than they actually received from Iroquois. 

The actual facts concerning the sale of the Sheridan Field gas to Iroquois 
and the negotiations leading up to the sale of that gas are these: 

The Sheridan Field, which is located about 100 miles from Houston, Tex., 
has a very large gas reserve owned by a small number of operators, making 
it an attractive market for pipeline and other buyers interested in acquiring 
large supplies and reserves of natural gas. A large gas reserve such as that 
at Sheridan requires on the part of a purchaser the minimum investment in 
gathering and other facilities, minimum accounting and overhead costs, relative 
ease in varying daily takes, and other similar factors, so that, despite a higher 
field price paid by a purchaser of a large gas reserve, the price at which such 
a purchaser can deliver the gas to the consuming markets is often less than a 
similar total quantity of gas purchased from a large number of smaller reserves. 
Being located only about 100 miles from Houston, the Sheridan Field is 
reasonably accessible to the many major interstate and intrastate gas pipe- 
lines operating in that area. These factors, plus the fact that the operators 
in the Sheridan Field had invested considerable capital in a cycling plant 
whereby gas is produced, cycled through a processing plant for extraction of 
liquid hydrocarbons, and then returned to the reservoir, to maintain reservoir 
pressure so to assure a continued recovery of the liquid hydrocarbons, make 
the Sheridan Field and its operation unlike the normal natural gas field. 

After the field had been cycled for about 7 years, the operators determined 
that they could prudently operate the field with a limited depletion of the gas 
reserve through the sale of some of the residue gas, provided a price could 
be obtained which would economically justify such sale, rather than continued 
cycling of all of the gas. 

In this setting the operators negotiated with various prospective purchasers 
to determine what price could be arrived at. These negotiations followed the 
pattern generally followed in the sale of any commodity by Shell. The producers 
did not request or demand sealed bids from anyone. They negotiated with the 
several prospective purchasers on the same basis as any owner of a commodity 
who is free, willing, and able to sell his product in a competitive market, deals 
with any prospective purchaser who is free, willing, and able to buy that prod- 
uct—that is, each man tries to make the best trade he can. Certainly Iroquois and 
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other prospective purchasers knew, or readily could have ascertained from 
records of the Federal Power Commission and the Railroad Commission of 
Texas, what prices were being paid in the field for gas when they undertook 
negotiations for the Sheridan Field gas. And, as prudent businessmen, they 
were bound to realize that the Sheridan operators would consider current prices 
as the minimum for the Sheridan reserve in view of its extremely high 
desirability. 

Iroquois, unlike other gas distributing companies, had the foresight to go 
into the producing fields and negotiate for and buy gas on their own terms. 
They considered other sources of supply, but apparently chose to purchase the 
Sheridan gas at a slightly higher price for the gas itself than to purchase from 
several smaller available reserves with their additional gathering, transmission, 
overhead, and other costs. 

When Mr. Lawless refers to 9-cent and 10-cent prices he is taking a weighted 
average of many fields including older contracts and sales from small scattered 
reserves. He ignores the fact that by later 1952 the current market price for 
pipeline quality gas and reserves of the magnitude of Sheridan was well in 
excess of 15 cents per thousand cubie feet. Even smaller reserves were com- 
manding 12.5 cents per thousand cubie feet. He creates a picture of Iroquois 
desperately needing gas and being forced to come to Sheridan to buy it. He 
ignores the fact that Iroquois was trading with other producers or owners of 
gas at the same time, a number of whom were able to sell their gas at lower 
price. However, Iroquois came to the conclusion that their best course was to 
buy the Sheridan gas since despite its apparent higher field price, the gathering 
and transmission costs would be lower than other sources of supply and hence 
the delivered cost at Buffalo would be less than other sources of gas, which has 
turned out to be the case Furthermore, it is our understanding that Iroquois 
discussed their plans with the New York State Public Service Commission prior 
to purchasing the Sheridan gas and was urged by that Commission to consum- 
mate the contract as it meant providing Iroquois’ customers with additional gas 
at a reasonable price. 

Mr. Lawless points out that a substantial portion of Iroquois’ gas supply is 
coke-oven gas purchased at Buffalo from the Donner-Hanna Coke Corp. This 
coke-oven gas is unpurified and received at very low pressure. It must be purified 
and compressed by Iroquois before admixture with natural gas for distribution 
to consumers. Iroquois pays approximately 34 cents per thousand cubic feet for 
this unpurified low-pressure gas as compared with a Buffalo delivered price for 
the Sheridan high-pressure sweet gas of less than 38 cents per thousand cubic 
feet. Furthermore, since the coke-oven gas is only about 550 B. t. u.’s per cubic 
foot in heating value, its true cost after sweetening and compression must be 
between 65 cents and 70 cents per thousand cubic feet, as compared with Sheri- 
dan gas delivered to Iroquois in Buffalo at 38 cents per thousand cubic feet. 
Thus, instead of the Sheridan producers having “gouged” Iroquois and the con- 
sumers in Buffalo, as Mr. Lawless would lead this committee to believe, the 
facts establish that lroquois’ foresight in going into the Sheridan field and nego- 
tiating for this gas on a competitive basis, they have secured a long-term dedi- 
cation of a large reserve of natural gas which can be delivered to them in Buffalo 
at nearly one-half the cost of coke-oven gas. 

In my years of experience in negotiating purchases and sales of natural gas 
during which time I have kept generally abreast of activities and practices in 
the industry, [ have never heard or known of a case where a producer has sought 
sealed bids from prospective purchasers. Certainly that was not done in the 
sale of the Sheridan gas. In that case, a large and desirable reserve of gas was 
available for sale. The sale thereof was consummated competitively both from 
the standpoint of the seller and the buyer. There were prospective purchasers 
other than Iroquois who were interested in buying that gas. At the same time 
there were other supplies of gas in other fields which were available for sale 
to these same prospective purchasers. Froquois investigated these other sources 
of supply. The Sheridan producers negotiated with the interested prospective 
purchasers. A sale was ultimately consummated between the Sheridan producers 
and lroquois, with all parties acting without pressure or compulsion but in the 
exercise of their considered business judgment in a free and competitive market. 
Iroquois chose to buy this gas in an arm’s-length transaction at a price and on 
terms which it considered were fair and reasonable, thus insuring the citizens 
of Buffalo of an adequate supply of natural gas at a reasonable price. 
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Senator Monroney. I would also hike to put in the record a further 
brief statement with figures from Dr. Boatright in relation to the 
issue that was discussed a number of times of whether the utilization 
of uncommitted gas in the Southwest by local industries establishing 
there would be an important factor in the supply, not that these with- 
holdings would be in a punitive way, but just the fact there is a market 
there, unregulated and unhampered. 

I would like to include it in the record. 

Senator Pasrorr. Without objection, it is so ordered. 

(The statement of Dr. Boatwright, referred to above, reads as fol 
lows:) 

WASHINGTON, D. C., June 1, 1955 
Iion. A. S. MONRONEY 
United States Senator, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR MONRONEY: You requested additional information concerning 
the development of the industrial market for natural gas in the seven Southwest 
producing States. Data have been prepared in total for this section and also 
for particular industrial accounts. The individual accounts are listed, paired 
with natural gas consumed in certain large metropolitan communities so as to 
give a comparative basis for evaluation. 

Attached hereto is a table that is based upon information obtained from reports 
to the Bureau of Mines. The table shows the disposition of marketed production 
of natural gas in the seven Southwest States allocated to channels of sale. The 
lower half of the table shows the quantities as proportions of marketed produc- 
tion of natural gas. 

There are several points concerning the table that should be commented upon: 

1. Utilization of natural gas for carbon black production has declined both 
absolutely and as a proportion of the total. 

2. Field use of natural gas, other than repressuring, for drilling operations, 
compressor stations, ete., has increased but still represents a declining proportion 
of the total. 

3. Industrial consumption for processes other than carbon black or field use 
has increased. The proportion of natural gas sold for such purposes has in- 
creased from 23 to 28 percent. industrial use, therefore, has grown more rap- 
idly than has the total market for natural gas from this seven-State producing 
area. 

4. Industrial consumption of natural gas in the seven Southwest States in 
1953 reached an aggregate of 2,054 billion cubic feet. Residential consumption 
of natural gas in the United States in the same year was less than 1,S00 billion 
eubic feet. The industrial market of the Southwest is greater than the total 
residential requirements in the Nation. 

Natural gas has long been the low-cost fuel of the Southwest for steam gen- 
eration and ordinary power loads. Within recent years there must be added 
the fast unfolding market for natural gas for the chemical and aluminum in- 
dustries which have been attracted to the gas-producing area. Not only is nat- 
ural gas available as a raw material for processing and power, but also the 
availability of other raw materials, such as salt, lime, and sulfur, and access 
to bauxite from local production as well as through cheap water transportation 
all contribute to the tremendous growth of these industries in the gas-producing 
areas. They need gas in large quantities, and industries are moving in to the 
producing areas where gas can be obtained directly from the producer or from 
intrastate pipelines on an uninterruptible basis. 

It is difficult to describe the size of this new industry both because of diffi- 
culty of definition and because of absence of published data. I have secured 
a record of consumption of natural gas by a few particular industrial plants in 
this area. Some of the quantities are so large that the only way they can be 
appreciated is by comparison with large metropolitan communities to the north 
and east. The following listing is by no means complete but does present in- 
teresting comparisons of intrastate plant utilization versus total communities, 
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PUBLIC SERVICE OF OKLAHOMA, TULSA, OKLA, 


This company has just closed an intrastate contract for natural gas calling 
for increasing minimum annual quantities by year up to 96.2 billion cubic feet 
in 1976. Minimum quantities frequently represent about 90 percent of estimated 
requirements. Price terms provide for fixed step-up amounts by 5-year intervals 
with a high of 15.5 cents per thousand cubic feet for 1,000 B. t. u. gas. This 


would equal 21.2 cents per thousand cubic feet for gas of 1,150 B. t. u. Facilities 
will soon be under construction to meet the buyer's needs. 
In contrast, 1954 deliveries to the State of Colorado by the Colorado Interstate 


Gas Co. were 111.2 billion cubic feet 


DOW CHEMICAL CO., FREEPORT, TEX. 


This plant was constructed in 1940 and has shown regular and steady growth 
Its 1954 consumption of natural gas was 77.3 billion cubic feet In contrast, 
the Michigan-Wisconsin Pipe Line Co.’s total deliveries to the State of Michigan 


were 78.0 billion cubic feet. 


ESSO STANDARD OIL CO., BATON ROUGE, LA, 


Here natural gas is both a product for further processing and as a fuel. The 
billion cubic feet. The total deliveries of natural 
as to the State of Wisconsin by the Michigan-Wisconsin Pipe Line Co. in 1954 
were 40.8 billion cubic feet. In fact, this plant, plus the Dow Chemical plant, 
required 154.6 billion cubic feet of natural gas in comparison with total annual 
volume of Michigan-Wisconsin Pipe Line Co. for all areas served of 122.7 billion 
cubic feet 


1954 requirements were 57.3 





Billion 
cubic feet 
in 1954 


Houston Lighting & Power Co., Houston, Tex 1.1 


Carbide & Chemicals, Inc., Texas City, Tex 5 
Kaiser Aluminum & Chemical Co., New Orleans, La > 
Gulf Oil Corp., Port Arthur, Tex 6 
Hidalgo Chemical Co., Brownsville, Tex. (building) 0 





Shell Oil Co., Deer Park, Tex 


The annual requirements of these six industrial accounts, in 1954 or as planned 








for the Brownsville plant, virtt equaled the total volume of 236.9 billion cubic 
feet delivered by the Texas Transmission Corp. to other gas utilities serv 
ing parts of Louisiana, Arkansas, Mississippi, Tennessee, Kentucky, Indiana, 
J ( nd Ohio 
Billion 
cubic feet 
in 1954 
Oklahoma Gas & Electric Co., Oklahoma City, Okla 27.0 
Cities Service Refining Corp., Lake Charles, La 2h) 
Texas Power «& Light Co., Henderson County, Tex 22.4 
Carbide & Chemicals, Inc., Seadrift, Tex Ls. 6 
Aluminum Company of America, Port Lavaca, Tex Is. 6 
Total 111.8 
The annual requirements of these five accounts equaled the total 1954 volume 
of sales of 112.9 billion cubic feet of natural gas delivered by the Cities Service 
( Co. to other gas utilities in the States of Oklahoma, Kansas, Missouri, 
Nebraska, and Texas. 
Such comparisons of requirements of individual accounts could be continued, 
revealing the comparatively small number of intrastate industrial accounts re 
‘ red to equal the total volume of one of the larger interstate carriers Many 





plants utilize more natural gas per annum than any of several in 
l I ; 
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Perhaps one last brief comparative table will tend to establish the point on a 
community basis: 


1954 requirements in billions of cubic feet 


Indu Com- 
t ’ 
in bu rial munity ( 
cot con- 
umption | sumptior 
Dow Chemical Co., Freeport, Tex 77.3 120.8 | Detroit, Grand Rapids, Muskegon, A 
Art and other ci ! iby M 
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I am confident that these data will tend to place the industrial load of natura 
gas in its true perspective. It is already large. It is growing more rapidly than 
the total market. Single plants utilize quantities equal to entire Communities 
A few such plants equal large interstate pipeline carriers. Intrastate sales fo 
industrial users will grow rapidly in the future. 

If there be any further question on the intrastate market on which I can 
supply information, please advise. 

Yours truly, 
JOHN W. BoATWRIGH1 


Senator Monn NEY. | also have statements from Senator Fulbright 


which I would like to have included in the record. I would like to go 
over them first. Ile is out of town, and unfortunatel could tT 
here today. 

| would like to have these included in an appendix to the record. 

Senator Pastore. That may be done. 

(The statements referred to follows :) 


UNITED STATES SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 


Hon. A. S. MrKE MONRONEY, 
United States Senate, Washington, D. C. 

DeAR SENATOR: I attach copies of a number of resolutions which have beer 
adopted by a great variety of organizations in support of the principle of S 
1853. 

It occurs to me that these resolutions might well be made a part of the hear 
ings on S. 1853, but, unfortunately, I am leaving for Arkansas and will not b 
able to arrange to appear before the committee to request that they be printed 
as a part of the appendix of the hearings. 

If you feel that the resolutions should be made a part of the committee record, 
I shall appreciate your handling this in my absence. I believe that the hearin 
will be concluded sometime this week and I will not return to Washington until 
late Sunday. 

With kindest regards, I am 

Sincerely yours, 


J. W. FULBRIGHT. 


Net cere 
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RESOLUTIONS 


Alabama L. P. G. Dealers’ Association 
Alabama Petroleum Jobbers Association 
Albion, city of ( Mich.) 

American National Cattlemen’s Association 
American Rice Growers Association 
Arkansas Farm Bureau Federation 
Associated Industries of Kentucky 
Associated Industries of Rhode Island 
Bangor, village of ( Mich.) 

Buckeye Chamber of Commerce (Arizona) 

Building Owners and Managers Association of Los Angeles 
California State Chamber of Commerce 

Charlotte, city of ( Mich.) 

Colorado Oil and Gas Conservation Commission 

KE: Lansing, city of (Mich.) 

Ecorse, city of (Mich.) 

Essexville, city of ( Mich.) 

Flagstaff Chamber of Commerce (Arizona) 

Florida League of Municipalities 

Florida Petroleum Marketers Association 

Florida State Chamber of Commerce 

Fresno Chamber of Commerce (California) 

Fortuna Chamber of Commerce (California) 

Georgia Independent Oilmen’s Association 

Hammond, city of (Ind.) 

Hartford, village of (Mich.) 

Hastings, city of (Mich.) 

Hillsdale, city of ( Mich.) 

Hobbs Chamber of Commerce (New Mexico) 

Indiana Independent Petroleum Association, Inc 
Intermountain Oil Jobbers Association 

Iowa Independent Oil Jobbers’ Association 

Kansas Farm Bureau 

Kansas Oil Men’s Association 

Kentucky Petroleum Marketers Association 

Kern County Board of Trade (California) 

Lawrence, village of (Mich.) 

Lawton, village of ( Mich.) 

League of Kansas Municipalities 

Los Angeles Chamber of Commerce 

Manteca District Chamber of Commerce (California ) 
Marysville-Yuba County Chamber of Commerce (California) 
Miami Chamber of Commerce ( Florida) 

Miles City Chamber of Commerce (Montana) 
Mississippi L. P. G. Dealers’ Association 

Mississippi Oil Jobbers Association 

Missouri Petroleum Association 

Monroe, city of ( Mich.) 

Monterey Peninsula Chamber of Commerce (California) 
National Cotton Council 

National Grange 

National Oil Jobbers Council 

National Wool Growers Association 

New Mexico Oil and Gas Association 

New Mexico, State of 

North Carolina Oil Jobbers Association 

Oakland Chamber of Commerce 

Ohio Oil & Gas Association 

Ohio Petroleum Marketers Association, Inc. 

Palo Alto Chamber of Commerce (California) 

Paw Paw, village of (Mich.) 

Pensacola Chamber of Commerce (Florida) 

Phoenix Chamber of Commerce (Arizona) 

Port Huron, city of (Mich.) 

Powell Chamber of Chamber (Wyoming) 
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Petaluma Chamber of Commerce (California) 
Redwood City Chamber of Commerce (California ) 
tocky Mountain Oil and Gas Association 

St. Johns, city of (Mich.) 

Salt Lake City Chamber of Commerce (Utah) 

San Francisco Chamber of Commerce 

Santa Rosa Chamber of Commerce (California ) 
Schoolcraft, village of ( Mich.) 

Seattle Chamber of Commerce (Washington ) 
Sonoma Valley Chamber of Commerce (California ) 
Southern Governors’ Conference 

South Dakota Independent Oil Men’s Association 
South San Francisco Chamber of Commerce (California) 
Sutter County-Yuma City Chamber of Commerce (California) 
Tecumseh, city of (Mich.) 

Tennessee Liquefied Petroleum Gas Association 
Tennessee Oil Men’s Association 

Texas and Southwestern Cattle Raisers Association 
Utah, State of 

Vicksburg, village of (Mich. ) 

Western Oil and Gas Association 

Western Petroleum Refiners Association 

West Virginia Petroleum Association 

Worland Chamber of Commerce (Wyoming) 
Youngstown Chamber of Commerce 


RESOLUTION 


Whereas the United States Supreme Court decision which has the effect of 
placing the field price of natural gas under Federal regulation constitutes a grave 
setback to the natural gas business—a leading competitor of ours; and 

Whereas, if we were to take a shortsighted view, we might rejoice over this 
obstacle to the progress of a competitive business, but vision and foresight dictate 
the opposite attitude; and 

Whereas Federal regulation of the field price of natural gas sets a precedent 
that could jeopardize the future of all private enterprise, our own as well as our 
competitors’; and 

Whereas it is clear to us that the club that dealt this blow to a competitive 
business could be used to strike down practically any other business: Now, there 
fore, be it 

Resolved, That we. the members of the Alabama L. P. G. Dealers’ Association 
express our deep concern over the implications of the present interpretation of 
the Natural Gas Act of 1938 and urge the speediest possible action by the next 
Congress to draft and enact remedial legislation; and be it further 

Resolved, That copies of this resolution be presented to the Members of both 
the United States House of Representatives and the United States Senate, from 
Alabama, that they may know the alarm of this group of their constituents over 
a legal precedent which, if not quickly remedied, could have the most disastrous 
consequences to Americans traditions of free enterprise. 


RESOLUTION 


Whereas the Supreme Court of the United States has ruled that under present 
law the Federal Power Commission has authority to regulate prices in the pro- 
duction and gathering of natural gas; and 

Whereas the fact that natural gas is often produced in conjunction with crude 
oil means that the disruption of the natural-gas industry through regimentation 
is bound to affect the marketing of other petroleum products, including gasoline 
and heating oil; and 

Whereas such Federal regulation of natural gas represents a backward step 
toward Government control of private industry, with the clear danger that the 
principle involved here could spread to every industry and business, including all 
branches of the oil business, leading the country down the road to nationalization 
of all forms of productive enterprise : Now, therefore, be it 
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Resolved, That the board of directors of the Alabama Petroleum Jobbers Asso- 
iation go on record as calling upon Alabama’s Representatives in both Houses of 
the United States Congress to support corrective legislation which will relieve 
field prices of natural gas of unnecessary and dangerous Federal regulation, and 
respectfully request that they take a forthright stand in defense of American 
private enterprise by pledging their support of such corrective legislation. 
Approved December 2, 1954, at Birmingham, Ala. 


RESOLUTION, Crry OF ALBION, MICH. 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938 by removing from the jurisdiction of the 
Feder Power Commission regulatory powers over producers of natural gas; and 

Wherea 


s the construction of the existing Natural Gas Act of 1938, by the 
Supreme Court of the United States, in June of 1954, granting the Federal Power 


mmission extensive regulatory powers over intrastate producers of natural gas 


pplying interstate pipelines, has tended to result in a shortage of the supply of 





s commodity in industrial States such as Michigan, and has gravely impeded 
“ itions of the free-enterprise system which we uld otherwise rectify such 
hor f d 

Where: ndustry in the city of Albion has great need for natural gas, and the 
ilit e same wo enhance the industrial and residential development 

Ol he arena Now, therefore, be it 
ee ed, That the City Council of the City of Albion go on record as recom- 
ending the proposed amendatory legislation to the above effect, and as urging the 
I f the Senate and the House of Repre itatives of the United States to 
give serious and careful consideration to the same and support the prompt enact- 


ment thereof into law; and be it further 

/, That a copy of this resolution be forwarded to United States Senators 
Charles E. Potter and Patrick V. McNamara, and United States Representative 
August EF. Johansen. 

I, John P. Bentley, the duly appointed, qualified and acting city clerk of the 
city of Albion, county of Calhoun, State of Michigan, do hereby certify that the 
foregoing is a true and exact copy of a resolution adopted by the common council 
of said city of Albion at a regular meeting held in council chambers on the 28th 
day of March 1955 

In witness whereof, I have hereunto set my hand and affixed the corporate seal 
of the said city of Albion, this 29th day of March 1955 


Joun P. BENTLEY, City Clerk. 


THe PuHILuipes CAs! 


Whereas the Supreme Court of the United States in the Phillips gas case 
empowered the Federal Power Commission to fix the price the producer and 
landowner receive at the well; and 

Whereas gas is an important product of ranch and farm land, the production 
of which has none of the characteristics of a public-utility business but is a 
risk-taking, competitive business ; and a 

Whereas a free, competitive market for the products of our soil has fostered 
the greatest possible production of needed products to the benefit of all; and 
Whereas this decision in the Phillips case will take from the individual the 
right to control his property and put that power in the hands of the Federal 
Government and take us further on the road to centralization of power in the 
Federal Government; and 

Whereas this decision disregards the time-honored practices developed under 
State governments and under the American doctrine of sovereignty of the States 
in State affairs: and 

Whereas such power by the Government may well be the beginning of laws 
to regulate all industries in this country, including the livestock industry: There- 
fore be it 

Resolved, That we recommend to Congress that legislation be enacted to 
redefine the powers of the Federal Power Commission and that such definition 
state that the Federal Government may not encroach upon the prerogative and 
long-established practice of the States or the rights of individuals, not to fix 
prices in competitive business. 

Pussed by the American National Cattlemen’s Association, Reno, Nev., January 
12, 1955. 
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Whereas the members of the American Rice Growers Association, as land- 
owners, are vitally interested in the oil and gas business and the competitive 
price paid to the landowner and the producer for natural gas, a product of 
the lund: and 

Whereas the finding and producing of natural gas is not a_ public-utility 
operation but is a highly risk-taking venture and price fixing would in time dry 
up the supply of this high-grade fuel to the consumers of America; and 

Whereas price fixing in the American free competitive system is unworkable 
and unrealistic: Now, therefore, be it 


Resolved by fi typrerican Rice Growers tssociation (or bau the hoard of 
dire-tors of the American Rice Growers Association, as the case may be). That 
we @) on record as favorirg an amendment to the Natural Gas Act which would 


make clear that neither the Federal Power Commission nor any other commis- 


sion or bureau in Washington shall have the power to fix the producers’ field 


price of natural gas, whether moving in interstate commerce or otherwise; be 


Resolved, That the officers of this association mail a copy hereof to the Inter- 
state and Foreign Commerce Committee of the House of Representatives and 
o the Interstate and Foreign Commerce Committee of the Senate of the United 
States, and that a copy hereof be forwarded to each of the Senator nd Repre 

tative f the Congress 

Dated this the 14th dav of January A. D.. 1955 

I sed at Beaumont, Tex., January 14, 1955 


PRICE FIXING 


The Supreme Court of the United States has held the Federal Power Com 


I is 

n has the power and duty to fix the price of natural gas sold by producers 
and landowners to an interstate gas pipeline. We are opposed to Government 
price fixing on any commodity produced on or taken from the farms of this Nation 
by the Federal Power Commission or any other commission. We believe the 


action of the Supreme Court will discourage the drilling of exploratory wells and 
will deprive landowners of substantial income from lease bonuses, rentals, and 
royalties. We request the American Farm Bureau Federation to support legisla- 
tion in the next session of Congress to amend the Natural Gas Act of 1938 so as 
to eliminate from the Federal Power Commission's jurisdiction the authority to 
fix the field price paid to landowners, producers, and gatherers of natural gas. 

Adopted by Arkansas Farm Bureau Federation at 20th annual convention at 
Little Rock, Ark., on November 23, 1954. 


RESOLUTION 


Whereas the United States Supreme Court has recently authorized the Federal 
Power Commission to regulate the price at which independent natural-gas pro- 
ducers sell natural gas; and 

Whereas regulation of the price of natural gas could lead to regulation of the 
price of crude oil, coal, lead, zinc, copper, or any other commodity during or at 
the conclusion of its production ; and 

Whereas the production of any basic commodity is essentially a local activity 
reserved for State regulatory authority; and 

Whereas any violation of this traditional American principle constitutes a seri- 
ous invasion of established State’s rights too ominous to disregard even by any 
business or industry not affected in the first instance; and 

Whereas the Supreme Court’s decision is apparently contrary to the original 
intention of the Congress, the understanding of the States, and that of the Fed- 
eral Power Commission : Now, therefore, be it 

Resolved, That the Associated Industries of Kentucky go on record as calling 
upon their State’s Representatives in both Houses of the United States Congress 
to support corrective legislation which will relieve field prices of natural gas of 
unnecessary and dangerous Federal regulation; and be it further 

Resolved, That copies of this resolution be sent to all Kentucky Members of 
both Houses of Congress with the respectful request that they declare their 
allegiance to the principle of free enterprise by firm support of such corrective 
legislation. 

*assed November 11, 1954. 
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LESOLUTION UNANIMOUSLY ADOPTED BY THE BOARD OF MANAGERS OF ASSOUIATED 
INDUSTRIES OF RHODE ISLAND, MARCH &, 1955 


Whereas the Supreme Court of the United States has ruled, in what is known 
as the Phillips case, that the Federal Power Commission has the power to regu- 
late the price of natural gas at the well, even though such gas is produced by an 
ndependent producer who is not engaged in the transportation of said gas in 
interstate commerce ; and 

Whereas this ruling by the Court in our opinion is contrary to the principles 
of our private economy and the best interests of our country and further tends 
to violate the basic concepts of private contract ; and 

Whereas it is our belief that this ruling is socialistic in effect, if not intent, 
and should be abrogated by the Congress: Now, therefore, be it 

Resolverd, That the Rhode Island delegation in the National Congress be re- 
spectfully requested to aid in every way possible to bring about the enactment 
of legislation that will nullify this decision of the Supreme Court; and be it 
further 

Resolved, That a copy of this resolution be forwarded to each Member of the 
Rhode Island delegation in the Congress and that the individual members of this 
association be advised of the recommendation of this board. 

Signed: 

FRANK D. Suy, President. 

Attest : 

Fr. A, CARTER, Secretary, 


RESOLUTION 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938, by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; 
and 

Whereas the construction of the existing Natural Gas Act of 1938, by the Su 
preme Court of the United States, in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over intrastate producers of natural 
gas supplying interstate pipelines, has tended to result in a shortage of the sup- 
ply of this commodity in industrial States such as Michigan, and has gravely 
impeded the operations of the free-enterprise system which would otherwise rec- 
tify such shortage: and 

Whereas industry in the village of Bangor has great need for natural gas, 
and the availability of the same would enhance the industrial and residential 
development of the area: Now, therefore, be it 

Resolved, That the village council of the Village of Bangor go on record as 
recommending the proposed amendatory legislation to the above effect, and as 
urging the Members of the Senate and the House of Representatives of the 
United States to give serious and careful consideration to the same and support 
the prompt enactment thereof into law; be it further 

Resolved, That a copy of this resolution be forwarded to United States Sena- 
tors, Charles E. Potter and Patrick V. McNamara, and United States Representa- 
tive, Clare E. Hoffman. 

I hereby certify that the above resolution was adopted at a regular meeting 
of the Village Council of the Village of Bangor, Mich., held Monday, April 11, 
1955, at 7:30 p. m. 

Orto H. DUNKELBERGER, 
Village Clerk. 


RESOLUTION 


Whereas Congress in 1938 passed the Natural Gas Act which gave the Federal 
Power Commission regulatory authority over transportation of natural gas in 
interstate commerce and over sales of gas in interstate commerce for resale; and 

Whereas section 1 (b), the jurisdictional section of the act, specifically says: 
“The provisions of this act * * * shall not apply * * * to the production or 
gathering of natural gas.” ; and 

Whereas a recent United States Supreme Court decision imposed Federal regu- 
lation over sales of natural gas by independent producers and gatherers where 
the gas is ultimately to be transported across State boundary lines; and 
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Whereas the Federal Power Commission itself ruled on 11 separate occasions 
between 1938 and 1951 that it had no jurisdiction over sales of natural gas by 
independent producers and gatherers ; and 

Whereas the Supreme Court decision means dwindling supplies of natural gas, 
ultimate higher prices to the consumer as supplies diminish, and opening the 
door for extension of crippling Federal controls to every other commodity in the 
\rizona economy, such as gold, copper, lead, cattle, cotton, and other agricultural 
products: Now, therefore, be it 

Resolved by the Buckeye Chamber of Commerce at its meeting in Buckeye, 
iriz., on April 27, 1955, That it is the consensus of this chaniber that production 
and gathering of natural gas, including sales thereof in the field where it is pro- 
duced, should be conducted on a competitive basis free of Federal regulation, 
und that the United States Congress should by appropriate amendment of the 
Natural Gas Act so provide; 

Resolved further, That the president of this chamber be, and he is hereby 
authorized, to furnish copies of this resolution to such persons as he in his 
discretion may determine. 

Attest: 

WILLIAM J. BUTLER, 
President, Buckeye Chamber of Commere 
April 27, 1955 


RESOLUTION OF BUILDING OWNERS AND MANAGERS ASSOCIATION OF LOS ANGELES 


Whereas members of the Building Owners and Managers Association of Los 
\ngeles (major office buildings and commercial loft structures within the Los 
Angeles area) are large consumers of natural gas and consequently are con 
cerned with costs of the product ; and 

Whereas office buildings and commercial loft structures are competitive busi 
ness ventures operated under the principle of free enterprise without the aid of, 
nor desire for, governmental subsidies or controls ; 

Therefore the Building Owners and Managers Association of Los Angeles, at 

meeting of its board of directors, voted that the Congress of the United States 
be, and it is hereby, urged to reinstate the principle that production and gather- 
ing of natural gas and the sale thereof be conducted on a competitive basis 
locally without Federal regulation or control and that the Natural Gas Act be 
amended accordingly ; and 

The executive vice president of the association and others likewise concerned 
be, and they are hereby, empowered to present this resolution to the United 
States Senate and to the United States House of Representatives and to the 
Senators and Congressmen from California. 

The foregoing resolution duly adopted by the board of directors of the Build- 
ing Owners and Managers Association of Los Angeles in regular meeting assem- 
bled March 1, 1955. 

(s) Mark C. Cohn, 
MARK C. COHN, 
Executive Vice President and Corporate Secretary. 


At their meeting in San Francisco on December 3, 1954, the board of directors 
of the California State Chamber of Commerce unanimously adopted the follow- 
ing recommendation : 

“That the California State Chamber of Commerce support the principle that 
the production and gathering of natural gas, including the sales thereof, in the 
field where produced, should be conducted on a competitive basis, free of Federal 
regulation, and that the United States Congress should be petitioned to amend 
the Natural Gas Act to achieve this end.” 





RESOLUTION 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938, by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; and 

Whereas the construction of the existing Natural Gas Act of 1938, by the 
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me Court of the United States, in June of 1954, granting the Federal Powe1 
Commission extensive regulatory powers over intrastate producers of natural 
v supplying interstate pipelines, has tended to result in a shortage of the sup- 
piy of this commodity in industrial States such as Michigan, and has gravely 
impeded the operations of the free-enterprise system which would otherwise 
rec tity such shortage Now, therefore, he it 

Resolved, That the city council of the city of Charlotte, Mich., go on record as 
recommending the proposed amendatory legislation to the above effect, and as 
urging the Members of the Senate and the House of Representatives of the United 
States to give :e ious and careful consideration to the same and support the 
prompt enactn i thereof into law ; be it further 

Resolved, That a copy of the resolution be forwarded to the United States 
Senators, Charles EK. Potter and Patrick V. McNamara, and the United States 
Kepresentative August E, Johansen, 

Supported. Carried 

I, Bernadine Vaughn, clerk of the city of Charlotte, hereby certify that the 
foregoing is a true and correct copy of a resolution offered and passed at a regular 
meeting of the common council held on the 28th day of March 1955. 

(Signed) Bernadine Vaughn, 
BERNADINE VAUGHN, 
City Clerk. 
Dated March 29, 1955 


The following resolution was passed by the Oil and Gas Conservation Commis- 
sion of the State of Colorado on January 12, 1955: 

Whereas the Supreme Court of the United States has, after 16 years, held 
that the Natural Gas Act of 1938 applies to sales at the point of production by 
independent gas producers where the sale is in interstate commerce for resale 
r ultimate consumption, and that such sales will, therefore, be subject to the 
Federal Power Commission’s jurisdiction; and 
Whereas such Federal Power Commission jurisdiction of sales of natural gas 
produced in Colorado adversely affects the conservation of oil and gas within 
this State and threatens the jurisdiction of this commission over the conservation 
of the natural gas and oil resources of this State: Now, therefore, be it 

That this commission is opposed to any control by the Federal Power 


Commission of sales at the point of production of natural gas produced in this 


State and urges that appropriate congressional action be taken to correct this 
situation; and be it further 


Resolved, That a copy of this resolution be furnished to the Governor and to all 


resol 


United States Senators and Congressmen of Colorado. 
Dated at Denver, Colo., April 7, 1955. 
OIL AND GAS CONSERVATION COMMISSION 
OF THE STATE OF COLORADO, 
By ANNABEL Hogsett, Secretary. 





RESOLUTION BY THE Ciry CouNCIL, Crry oF East LANSING, MIcH. 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 19838 by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; 
and 

Whereas the construction of the existing Natural Gas Act of 1938 by the 
Supreme Court of the United States in June of 1954 granting intrastate pro- 
ducers of natural gas supplying interstate pipelines has tended to result in a 
shortage of the supply of this commodity in industrial States such as Michigan 
and has gravely impeded the operations of the free-enterprise system which 
would otherwise rectify such shortage; and 

Whereas the city of East Lansing has great need for natural gas and the 
availability of the same would enhance the residential development of the ares 
Now, therefore, be it 

Resolved, That the City Council of the City of East Lansing go on record as 
recommending the proposed amendatory legislation to the above effect and as 
urging the Members of the Senate and the House of Representatives of the United 
States to give serious and careful consideration to the same; and be it further 
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Resolved, That a copy of this resolution be forwarded to United States Sen- 
ators Charles E. Potter and Patrick V. McNamara and United States Representa 
tive Donald Hayworth. 

Motion by Pletz, supported by Lazell. Vote, ayes 5, nays none. Adopted. 

I hereby certify that the above is a true and correct copy of the original reso- 
lution adopted by the City Council of the City of East Lansing at a regular 
meeting held on March 21 A. D. 1955. 

(Signed) HELEN HENpDRICKSON, 
Deputy City Clerk. 





RESOLUTION OF CITry OF Ecorse, COUNTY OF WAYNE, STATE OF MICHIGAN 


At a regular meeting of the City Council of the City of Ecorse held in the 
city council rooms in the Municipal Building at the corner of Cicott and High 
Streets in said city on the Sth day of February A. D. 1955, at 7: 30 o’clock p. m., 
Mayor Willian W. Voisine presiding. 

Present: Councilmen Buday, Goodell, Korn, Labadie and Neal. 

Absent: Councilman Hickey. 

Moved by Councilman Korn, supported by Councilman Neal. 

Whereas the citizens of the city of Ecorse, Wayne County, Mich., have, for 
many years past, been desirous of receiving adequate quantities of natural gas 
for house space heating, commercial, and industrial needs ; and 

Whereas the construction of the Natural Gas Act, as interpreted by the 
Supreme Court of the United States in June 1954, has greatly enlarged the 
jurisdiction of the Federal Power Commission over the production, gathering, 
and transmission of natural gas in interstate commerce ; and 

Whereas this interpretation by the Supreme Court has caused the natural 
vas industry generally to circumscribe consumer States from receiving adequate 
volumes of natural gas sufficient to meet their needs ; and 

Whereas the city of Ecorse, because of its geographical location on the Detroit 
River in the “down river” area of Detroit, is a growing residential and industrial 
community dependent upon natural gas as an answer to an air-pollution cond 
tion caused by the type of industries in our cOmmunity and the adjoining 
communities ; and 

Whereas the city oflicials of the city of Ecorse are doing all in their power to 
alleviate the smoke and air-pollution condition created by the use in industry of 
other fuels: Now, therefore, be it 

Resolved, That the city of Ecorse, through its duly elected city officials, go on 
record as recommending the proposed amendatory legislation now pending before 
Congress, urging the Members of the United States Senate and the House of 
Representatives of the United States to give their serious and careful con 
sideration to said proposed amendatory legislation, and to give it their support 
to a prompt enactment thereof into law ; be it further 

Resolved, That a copy of this resolution be forwarded to United States Sena- 
tors, Charles E. Potter, and Patrick V. McNamara, and United States Repre 
sentative, John Lesinski. 

Yeas: Councilman Buday, Goodell, Korn, Labadie and Neal. Nays: None. 
Absent: Councilman Hickey. 

I, Patrick B. Trondle, clerk of the city of Ecorse, Wayne County, Mich., do 
hereby certify that the above and foregoing is a full, true and complete copy 
of a resolution passed by the city council of the city of Ecorse at a regular meeting 
held in the city council rooms in the Municipal Building at the corner of 
Cicotte and High Streets in said city on the Sth day of February A. D. 1955. 

PATRICK B. TRONDLE, City Clerk. 

Dated: Ecorse, Mich., February 9, 1955. 


RESOLUTION 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 19388, by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; 
and 

Whereas the construction of the existing Natural Gas Act of 1938, by the Su 
preme Court of the United States, in June of 1954, granting the lederal Power 
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Commission extensive regulatory powers over intrastate producers of natural 
gas supplying interstate pipelines, has tended to result in a shortage of the 
supply of this commodity in industrial States such as Michigan, and has gravely 
impeded the operations of the free enterprise system which would otherwise 
rectify such shortage ; and 

Whereas industry in the city of Essexville has great need for natural gas, and 
the availability of natural gas would enhance the industrial and residential de- 
velopment of the area, and also reduce vexing municipal problems involving 
sinoke nuisance: Now, therefore, be it 

Resolved, That the City Council of the City of Essexville go on record as rec- 
ommending the proposed amendatory legislation to the above effect, and as 
urging the members of the Senate and the Hlouse of Representatives of the 
United States to give serious and careful consideration to the same and support 
the prompt enactment thereof into law; and be it further 

Resolved, That a copy of this resolution be forwarded to United States Sen- 
ators Charles E. Potter and Patrick V. McNamara, and United States Repre- 
sentative, Elford A. Cederberg. 

[ hereby certify that the above resolution was adopted at a meeting of the 
Council of the City of Essexville, Mich., held Monday, March 7, 1955 at 8 p. m. 

MABEL ScHuttTz, City Clerk. 


I LAGSTAFF CHAMBER OF COMMERCE RESOLUTION 


Whereas Congress in 1938 passed the Natural Gas Act which gave the Federal 
Power Commission regulatory authority over transportation of natural gas in 
interstate commerce and over sales of gas in interstate commerce for resale; 
and 

Whereas section 1 (b), the jurisdictional section of the act, specifically says: 
“The provisions of this act * * * shall not apply * * * to the production or 
gathering of natural gas”; and 

Whereas a recent United States Supreme Court decision imposed Federal regu- 
lations over sales of natural gas by independent producers and gatherers where 
the gas is ultimately to be transferred across State boundary lines; and 

Whereas the Federal Power Commission itself ruled on 11 separate occasions 
between 1938 and 1951 that it had no jurisdiction over sales of natural gas by 
independent producers and gatherers; and 

Whereas the Supreme Court decision means dwindling supplies of natural 
gas, ultimate higher prices to the consumer as supplies diminish, and opening 
the door for extension of crippling Federal controls to every other commodity 
in the Arizona economy, such as gold, copper, lead, cattle, cotton, and other 
agricultural products: Now, therefore, be it 

Resolved by the Flagstaff Chamber of Commerce at its meeting in Flagstaff, 
triz., on April 20, 1955, That it is the consensus of this chamber that production 
and gathering of natural gas, including sales thereof in the field where it is pro- 
duced, should be conducted on a competitive basis free of Federal regulation, 
and that the United States Congress should, by appropriate amendment of the 
Natural Gas Act, so provide; be it 

Further resolved, That the president of this chamber be, and is hereby author- 
ized, to furnish copies of this resolution to such persons as he in his discretion 
may determine. 

Attest : 

HAL JACKSON, 
Manager, Flagstaff Chamber of Commerce. 
Aprit 20, 1955. 





RESOLUTION 


Whereas under a recent decision of the Supreme Court of the United States 
interpreting the Natural Gas Act, competitive producers and gatherers of natural 
gas have been brought under Federal regulation and have been assigned utility 
status as regards gas that enters interstate commerce; and 

Whereas it is the opinion of this body that the extension of Federal regulation 
to competitive producers of raw products—whether such raw product be natural 
gas or some other produce—and the assigning of regulated utility status to the 
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producers of such products, is a policy contrary to the true American political 
philosophy and is violative of the inherent rights of the several State; and 

Whereas it is also the opinion of this body that the continuance of such a 
policy of regulation will result in a searcity of natural gas for export from pro 
ducing States to consuming States, and a resulting increase in price to ultimate 
consumers as to that natural gas which is available to consumers in nonproducing 
States; and 

Whereas it is further the opinion of this body that unless the Natural Gas Act 
is amended so that producers and gatherers of natural gas may freely compete 
free from Federal regulation and thus produce an adequate supply of natural 
gas for interstate movement, the citizens of the State of Florida will be hindered 
in their efforts to obtain natural gas as a fuel: Now, therefore, be it 

Resolved by the Florida League of Municipalities in convention assembled at 
Tampa, Fla., That it is the belief of this body that the production and gathering 
of natural gas, including the sales thereof in the field where produced, should 
be conducted on a competitive basis free of Federal regulation, so that there may 
not be established a precedent of Federal regulation of competitive producers of 
raw: productst entering interstate commerce, and so that the people of the State 
of Florida, and of other States not producing natural gas, will not be denied the 
opportunity of obtaining and adequate supply of natural gas at a reasonable price 
due to scarcity of supply; be it further 

Resolved, That the secretary-treasurer of the Florida League of Municipalities 
be instructed to furnish a copy of this resolution to the cabinet Committee on 
energy, Supplies, and resources policy, and to each member of the Florida dele- 
gation to the United States Congress. 

Adopted November 238, 1954. 


RESOLUTION OF BOARD OF DIRECTORS, FLORIDA PETROLEUM MARKETERS ASSOCIATION, 
DECEMBER 10, 1254 


Whereas, the United States Supreme Court has recently authorized the Fed- 
eral Power Commission to regulate the price at which independent natural gas 
producers sell natural gas, and 

Whereas the placing of the field price of natural gas under Federal regulation 
constitutes a grave setback to the natural gas industry—a leading competitor 
of ours, and 

Whereas, if we were to take a shortsighted view, we might rejoice over this 
obstacle to the progress of a coinpetitive business, but vision and foresight 
dictate the opposite attitude, and 

Whereas Federal regulation of the independent producers of natural gas sets 
a precedent that could jeopardize the future of all private enterprise, our own 
as well as our competitors’, and 

Whereas it is clear to us that the club that dealt this blow to a competitive 
business could be used to strike down practically any other business: Now, 
therefore, be it 

Resolved, That the board of directors of the Florida Petroleum Marketers 
Association, express deep concern over the implications of the present inter- 
pretation of the Natural Gas Act of 1988 and urge the speediest possible action 
by the Congress to enact remedial legislation; and be it further 

Resolved, That copies of this resolution be sent to all members of the Florida 
delegation to the United States Congress that they may know the alarm of this 
group of their constituents over a legal precedent which, if not quickly remedied 
could have the most disastrous consequences to American traditions of free 
enterprise. 


RESOLUTION UNANIMOUSLY ADOPTED BY THE MEMBERSHIP OF FLORIDA STraTe 
CHAMBER OF COMMERCE AT 38TH ANNUAL MEETING AND BUSINESS CONFERENCE, 
Mrami, NOVEMBER 16, 1954 


NATURAL GAS 


Whereas the Florida State Chamber of Commerce is devoted to the develop- 
ment and betterment of the State of Florida ; and 

Whereas we believe that natural gas is essential to the industrial development 
and domestic betterment of the State of Florida; and 


63057 5 93 











1460 AMENDMENTS TO THE NATURAL GAS ACT 


Whereas, we believe that the Houston Texas Gas & Oil Corp., after having 
made a market analysis of Florida, is apparently making a sincere effort to 
properly petition the Federal Power Commission for a certificate of public con- 
venience and necessity and the authorization to build and operate a natural 
gas pipeline of sufficient size from Louisiana to the State of Florida; and 

Whereas the so-called Phillips case is apt to have a very injurious effect upon 
the further extension of natural gas: Now, therefore, be it 

Resolved by the Florida State Chamber of Commerce, in annual meeting as- 
sembied in Miami, 'la., this 16th day of November 1954, That this organization 
ask its national alfairs committee to support legislation similar to the former 
Kerr bill (which was vetoed) in connection with the Natural Gas Act of 1938: 
Le it further 

Resolved, That the board of directors of this organization is hereby requested 
to support the petition of the Houston ‘’exas Gas & Oil Corp., before the Federal 
Power Commission, provided this petition be filed within 6 months from this 
time or within a reasonable length of time. 

Fart W. Brown, President. 

Attest: 

WALTER L. Hays, Corporate Secretary. 


RESOLUTION 


Whereas Congress in 1938 passed the Natural Gas Act which gave the Federal 
Power Commission regulatory authority over transportation of natural gas in 
interstate commerce and over sales of gas in interstate commerce for resale; and 

Whereas section 1 (b), the jurisdictional section of the act, specifically says: 

The provisions of this act * * * shall not apply * * * to the production or 
gathering of natural gas.”: and 

Whereas a United States Supreme Court decision imposed Federal regulation 
over sales of natural gas by independent producers and gatherers where the gas 
is ultimately to be transported across State boundary lines; and 

Whereas the Federal Power Commission itself has ruled on several separate 
occasions between 1938 and 1951 that it had no jurisdiction over sales of 
natural gas by independent producers and gatherers; and 

Whereas the Supreme Court decision could lead to dwindling supplies of 
natural gas with utlimate higher prices to the consumer as supplies diminish, 
and opening the door for extension of crippling Federal controls to every other 
basic commodity in the Califorina economy, including agriculture: Now, there- 
fore, be it 

Resolred by the board of directors of the Fresno Chamber of Commerce at 
its meeting in Fresno, Calif., April 15, 1955_-That it is the consensus of this body 
that production and gathering of natural gas, including sales thereof in the 
field where it is produced, should be conducted on a competitive basis free of 
Federal regulation, and that the United States Congress should by appropriate 
amendment of the Natural Gas Act so provide. 

Resolved further, That the president of this chamber be, and he is hereby, 
authorized to furnish copies of this resolution to such persons as he in his dis- 
cretion may determine. 

Attest: 

SECRETARY, FRESNO CHAMBER OF COMMERCE 

Aprit 15, 1955. 


RESOLUTION OF Fortuna (CALIF.) CHAMBER OF COMMERCE, APRIL 4, 19355 


That the Fortuna Chamber of Commerce support the princple that the produc- 
tion and gathering of natural gas, including the sales thereof, in the field where 
produced should be conducted on a competitive basis, free of Federal regulation, 
and that the United States Congress should be petitioned to amend the Natural] 
Gas Act to achieve this end. 


RESOLUTION 
Whereas the United States Supreme Court decision which has the effect of 


pia g the field price of natural gas under Federal regulation constitutes a 
grave setback to the natural-gas busines a leading competitor of ours; and 


tt ixdy os 
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Whereas if we were to take a shortsighted view, we might rejoice over this 


obstacle to the progress of a competitive business, but vision and foresight dictate 
the opposite attitude ; and 

Whereas Federal regulation of the field price of natural gas sets a precedent 
that could jeopardize the future of all private enterprise, our OWn as well as our 
competitors ; and 

Whereas it is clear to us that the club that dealt this blow to a competitive 
business could be used to strike down practically any other business: Now 
therefore, be it 

Resolved, That we, the members of the Georgia 
over the implications of the present interpre 
Dy 


Independent Oilmer \sso 


ciation, express our deep concern 
tation of the Natural Gas Act of 1938 and urge the speediest possible action 
the next Congress to draft and enact remedial legislation; and be it further 

Resolved, Yhat copies of this resolution be presented to all Members of the 
United States House of Representatives and the United States Senate from 
Georgia that they may know the alarm of this group of their constituents 
over a legal precedent which, if not quickly remedied, could have the most disas 
trous consequences to American traditions of free enterprise 

Adopted in convention at Radium Springs, Albany, Ga., October 29, 1954 


RESOLUTION 
Inasmuch as it has come to our attention, that the Supreme Court ruling 
upon the interpretation of the act of Congress, concerning the Federal Power 
Commission’s control over the production of natural gas, and the decisions of 
that body abrogating parts of contracts, and continuing in effect expired contracts, 
has caused a reduction in the available supply of natural gas, which will un 


doubtedly get worse unless some tion is taken And since this shortage of 


supply of natural gas is preventing many of the citizens of Ham d fro 
installing gas heating in their home ind since th has bee bill is duced 


into the Congress to clarify the intent in regard to Federal Power Commission 
control of the production of natural gas, and remove control of production from 
such regulatory body, we wish to request the support of you, our Representative 
1 ft. ' ; 
A 


in Congress, Ray J. Madden, a1 of you, our two Senat 


Homer E. Capehart and William FE. Jenner, for this bill to remove control of 
production of natural gas from the Federal Power Commission, and hence « 
courage the increase of production, and exploration for new source f supply 


of natural gas, so that our Hammond citizens may be enabled to secure addi 
tional gas for the heating of their homes, and other uses 


The clerk of this council is directed to send copies of this resolution to the 
three above named to express our desire 
RALPH T. DONHAM, President 
Passed by con yn un n Te ruary 1] | certified to by Edward B 
Bellamy, city clerk, city of Hammond, Ind 
RESOLUTION 
Whereas the Congress of the United States is considering proposed legislation 


> 


Lo amend the Natural Gas Act of 1938 by removing from the jurisdiction of the 

Federal Power Commission regulatory powers over producers of natural gas: 

and i al ga 
Whereas the construction of the existing Natural Gas Act of 1928. by the 


Supreme Court of the United States, in June of 1954, granting the Federal Power 
Commission extensive regulatory powers ove intrastate producers of natural 
gas supplying interstate pipelines has tended to result in a shortage of tl > 
supply of this commodity in industrial States such as Michigar and has fete catee 
impeded the operations of the free-enterprise system which ‘woul 1 h owl : 
rectify such shortage; and é va a eee 

Whereas industry in the village of Hartford has great need for natural g: 
and the availability of the same would enhance the in justrial an ve id eo? 
development of the area: Now, therefore, be it a were nes 
Resolved, That the village council of the village of Hartford go on record as 
recommending the proposed amendatory legislation to the al ove effect ‘ nd si 
urging the Members of the Senate and the House f Represer beieheies a i 
: I ALIVes i Li 
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United States to give serious and careful consideration to the same and support 
the prompt enactment thereof into law; and be it further 

Resolved, That a copy of this resolution be forwarded to United States Senators 
Charles E. Potter and Patrick V. McNamara, and United States Representative 
Clare E. Hoffman. 

I hereby certify that the above resolution was adopted at a regular meeting 
of the village council of the village of Hartford, Mich., held Monday, April 11, 
1955, at 7:30 p. m. 

[SEAL] DANIEL D. LIGHTNER, 

Village Clerk. 


RESOLUTION BY THE Ciry COMMISSION, Crry OF HASTINGS, MICH. 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938 by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; 
and 

Whereas the construction of the existing Natural Gas Act of 1938, by the 
Supreme Court of the United States, in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over interstate producers of natural 
gas supplying interstate pipelines has tended to result in a shortage of the 
supply of this commodity in industrial States such as Michigan, and has gravely 
impeded the operations of the free-enterprise system which would otherwise 
rectify such shortage; and 

Whereas industry in the city of Hastings has great need for natural gas, 
and the availability of the same would enhance the industrial and resi- 
dential development of the area, and also reduce vexing municipal problems 
involving smoke nuisance: Now, therefore, be it 

Resolved, That the city commission of the city of Hastings, Mich., go on 
record as recommending the proposed amendatory legislation to the above effect, 
and as urging the Members of the Senate and the House of Representatives of 
the United States to give serious and careful consideration to the same and 
support the prompt enactment thereof into law; and be it further 

Resolved, That a copy of this resolution be forwarded to United States Sena- 
tors Charles E. Potter and Patrick V. McNamara, and United States Representa- 
tive Clare Hoffman, and State Senator Edward Hutchinson. 

Moved by DeVany, supported by Orsborn that the above resolution be adopted 
as read. 

Yeas : Chenoweth, Christian, DeVany, Hampton, Ingram, Miller, Orsborn, Wol- 
cott. Absent: None. Carried. 

FRANKLIN C. BECKWITH, 
City Clerk, Hastings, Mich. 


RESOLUTION 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938, by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; and 

Whereas the constrnetion of the existing Natural Gas Act of 1938, by the 
Supreme Court of the United States, in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over intrastate producers of natural 
gas supplying interstate pipelines, will tend to result in a shortage of the supply 
of this commodity in industrial States such as Michigan, and has gravely im- 
peded the operations of the free enterprise system which would otherwise rectify 
such shortage ; and 

Whereas industry in the city of Hillsdale has great need for natural gas, and 
the availability of the same would enhance the industrial and residential de- 
velopment of the area, and also reduce vexing municipal problems involving 
smoke nuisance, now, therefore, be it 

Resolved, That the common council of the city of Hillsdale go on record as 
recommending the proposed amendatory legislation to the above effect, and as 
urging the members of the Senate and the House of Representatives of the United 
States to give serious and careful consideration to the same and support the 
prompt enactment thereof into law, be it further 


Binet 
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Resolved, That a copy of this resolution be forwarded to United States Sena- 
tors, Charles E. Potter and Patrick V. McNamara, and United States Representa- 
tive, August EL. Johansen. 


STATE OF MICHIGAN, 
County of Hillsdale, City of Hillsdale, ss: 

I, R. M. Vaughan, hereby certify that the above resolution was adopted at a 
regular meeting of the Common Council of the City of Hillsdale held on Monday, 
March 21, 1955, at 8 p. m. 

R. M. VAUGHAN, City Clerk. 


RESOLUTION ON FEDERAL REGULATION OF NATURAL GAS PRICES AND PETROLEUM 
IMPORTS 


The development and production of petroleum and its allied products com- 
prise the main economy of the State of New Mexico. The recent order of the 
Federal Power Commission (No. 174—-A) which basically freezes the present 
low prices for natural gas produced in New Mexico is detrimental to this economy. 
The H>obbs Chamber of Commerce urges the Congress to act in preventing Fed- 
eral Government regulation of prices in the production and gathering of gas. 

The petroleum industry is one of the largest employers in New Mexico and an 
important source of income not only to individuals but to the State taxwise. 

The State of New Mexico through its oil conservation commission and in co- 
operation with oil and gas producers has ably demonstrated their ability in the 
prevention of waste through sound exploration and operating procedures. 

The importance of continued oil and gas development is vital to the economy 
of our entire Nation, and the Congress is further urged to maintain reasonable 
limitations on foreign petroleum imports in equitable relationship to demands 
of United States petroleum. 

The regulation of gas prices and the import of foreign petroleum can severely 
injure our national economy and the individual consumer: Now, therefore, be it 

Resolved, That the congressional delegates of New Mexico are requested to 
urge the United States Congress to become active in outspoken protest of price 
regulation of natural gas, and further, to impose reasonable curtailment of 
petroleum imports; be it further 

Resolved, that the Governor of New Mexico and other State officials be con- 
cerned with this problem and actively support such legislation in any way 
possible. 

Adopted, January 10, 1955. 

Horses CHAMBER OF COMMERCE, 
Hobbs; N. Mes. 


RESOLUTION 


Whereas the United States Supreme Court has recently authorized the Federal 
Power Commission to regulate the price at which all independent natural gas 
producers sell natural gas ; and 

Whereas regulation of the price of natural gas could lead to regulation of 
the price of crude oil, coal, lead, zine, copper, or any other commodity during 
or at the conclusion of its production ; and 

Whereas Federal regulation of natural gas prices will ultimately have a dis- 
ruptive effect on the marketing of other petroleum products, such as gasoline 
and heating oil; and 

Whereas the production of any basic commodity is essentially a local activity 
reserved for State regulatory authority ; and 

Whereas any violation of this traditional American principle constitutes a 
serious invasion of established States rights too ominous to disregard even by 
competitors of the industry affected in the first instance ; and 

Whereas the United States Supreme Court's decision is apparently contrary 
to the original intention of the Congress, the understanding of the States, and 
that of the Federal Power Commission: Now therefore be it 

Resolved, That the Indiana Independent Petroleum Association, Inc., in con- 
vention assembled, go on record as calling upon their State’s Representatives in 
both Houses of the United States Congress to support corrective legislation which 
will relieve field prices of natural gas of unnecessary and dangerous Federal 
regulation; and be it further 
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Resolved, That copies of this resolution be sent to all Indiana candidates for 
election to both Houses of Congress with respectful request that they declare 
their allegiance to the principle of free enterprise by firm support of such cor- 


rective legislation 


October 14, 1954 


I ERMOUNTAIN OIL J ERS ASSOCIATION 


SOLUTION, SEMIANNUAL CONVI ION, FEBRUARY 2, 1955 


FEBRUARY 8, 1955 


Drar Str: We view with growing alarm the intrusion of the Government with 





I ‘ to certain regulatory pricing presently existent in the Natural Gas Act. 
This could easily expand into nationalization of industry at the expense of 
ite enterp 
We advocate speedy congressional legislation freeing present Federal regu- 
tion of natural gas at the wellhead. The following resolution was unanimously 
pted at the semiannual convention of the Intermountain Oil Jobbers Associa- 
on, held at Las Veg: Nev., February 2 and 3, 1955: 
Whereas the Supreme Court of the United States has recently authorized the 
Federal Power Commission to control independent natural-gas producers and 
e the price at which they sell their product ; and 
Where \ believe that the ultimate effect of such price restrictions will be 
bit ative he production of crude oil as well as gas; and 
W he even though most of our m bers are selling fuel oils in direct 
] \ h nati og ve view with alarm and concern the problems of 
clpetitive ndustry 1 tricted by Federal contr of its operations and are 
! n til th a precedent thus established, that similar attempts 
be made to justify Federal control of the petroleum industry including the 
1 | na t larketing of its products; and 
Whe is the United States Supreme Court’s decision is apparently contrary to 
y f Congress, and not in accordance with the original under 
standing of the Federal Power Commission: Now therefore be it 
Resol , That the Intermountain Oil Jobbers Association, in meeting as. 
sembled Las Vegas, Nev., this 2d day of February 1955, call upon their State’s 
senate nd Representatives to vigorously support legislation to remove Fed- 
eral « trols from the producers of natural gi 


The Intermountain Oil Jobbers Association represents private capital invested 
n the oil jobbing business in the States of Utah, Nevada, and Idaho. This res- 
olution reflects the attitude of these independent businessmen with respect to 
the Natural Gas Act. 

We hope \ may count on your cooperation in bringing to an end this bill and 
any future b which attempts to impose socialistic theories upon any and all 
private industry 

Very truly yours, 
INTERMOUNTAIN OIL JOBBERS ASSOCIATION, 
ARVIN W. GRANT, Executive Secretary. 


IoWA INDEPENDENT OIL JOBBERS’ ASSOCIATION 


It is right and proper that we, the independent petroleum distributors of 
Iowa, in convention assembled at Des Moines, lowa, this 15th day of February 
1955, express an opinion about matters affecting our industry. 

Therefore, the following statements of opinion are hereby adopted: 

1. We recognize that the petroleum industry has a vital interest in traffic safety. 
Therefore, we urge all distributors of petroleum products to encourage and pro- 
mote any and all efforts to make driving on our highways a pleasure instead 
of a hazard. 

2. Recognizing the need of constantly increasing jobber efficiency, the associa- 
tion definitely recommends the establishment of management, selection and train- 
ing courses be made available to members of the association if a survey indicates 
a sufficient demand for such courses. 

3. Recognizing the interdependence of jobber and supplier, the association con- 
tinues its stand of encouraging and making available all media for improving 
jobber-supplier relations. 


Brn ee 
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4. Recognizing the invaluable service that NOJC has rendered State associa- 
tions and, in turn, individual jobbers through the Nation, the association un- 
equivocally endorses continued support and cooperation of NOJC, particularly 
urging jobbers to cooperate in gathering and furnishing data to NOJC when- 
ever requested. 

5. We request the General Assembly of the State of Iowa to include coverage for 
petroleum products in our present State lien laws in order to assure the supplier 
of these products equal opportunity for reiinbursement. 

A number of bills introduced in the lowa Legislature will adversely affect our 
business. Since it is not possible to enumerate them all here and to report on their 
status, we request that our secretary and board of directors keep our member- 
ship informed in order that they may be in a position to intelligently express 
their opinions to their respecive representatives. 

7. The association recommends that a committee be established and urge the 
jobbers of the State to participate in order that an intelligent study of jobber 
credits be made. 

8. Inasmuch as the petroleum marketing industry collects taxes for highway 
improvement and that such taxes represent the largest segment of tax income 
to the State and that there is constant controversy as to how and where these tax 
moneys be spent, the association recommends the establishment of a study com 
mittee of road taxes, their relationship to such taxes in adjoining States, and 
their application to the roads of Iowa, with the end view in mind of recommend- 
ing positive steps to efficiently utilize and distribute these funds. 

9. We reaffirm our opposition to the income tax favoritism extended to co- 
operative marketing organizations who are in direct competition with taxpaying 
independent businessmen, and we urge that each independent distributor inform 
i ’ ssman of his opinion in regards to this unfair situation. 

10. We urge the Iowa Legislature to adopt R. F. 272, known as the trading stamp 
licensing bill. 

11. We acknowledge progress toward eliminating phantom freight, and we 
direct our board of directors to continue their efforts in eliminating this market- 
ing inequality. 

12. We support the National Oil Jobbers’ Council in their decision to oppose 
the Supreme Court decision in the Phillips Natural Gas case. 

13. We support legislation introduced by Congressman James I. Dolliver, of 
fowa, providing for refund of the Federal excise tax paid on gasoline and lub- 
ricating oil destroyed by fire and/or other casualty while being held for sale by 
jobbers or dealers. 

14. The association wishes to thank sincerely the outgoing officers and directors 
for their conscientious, unselfish service rendered the jobbers of this State dur- 
ing their term in office. 

15. We appreciate the cooperation of equipment manufacturers and distributors, 
and the support of suppliers of petroleum products toward making our annual 
convention a worthwhile meeting for the oilmen of Iowa. 

The officers, secretary, and board of directors of this association are hereby 
instructed to implement these resolutions and to bring these matters to the 
attention of the proper persons, firms, agencies, or commissions. 





RESOLUTIONS COMMITTEE, 
ERNEST PETERS, 
Cresco 
L. H. SIDWELL, 
Cedar Rapids 
L. W. Mt NSON, 
JONIN W. ScHULTz, 
Davenport, Chairman 


RESOLUTIONS AND RECOMMENDATIONS ADOPTED BY THE VOTING DELEGATES REPRE 
SENTING 105 CouNTY FARM BUREAUS AT THE 36TH ANNUAL MEETING OF KANSAS 
FARM BUREAU IN TOPEKA, NOVEMBER 11, 1954 


KANSAS FARM BUREAT 


Federal supervision of utilities 

The Supreme Court decision in the so-called Phillips case permits the Federal 
Power Commission to extend its control powers into areas heretofore reserved 
to State regulating bodies. We cannot predict the final results of this decision. 
However, it appears possible that under complete Federal control the resources 
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of a State may be exploited and depleted without reasonable regard for the needs 
of the State. 

We believe that the people of any State have a right to primary consideration 
in the development and utilization of any resources of the State. We believe 
that right can be best protected by State regulation of all intrastate operations 
and transactions, including wellhead prices of natural gas. We urge that Fed- 
eral law be amended to limit the jurisdiction of the Federal Power Commission 
to interstate operations only. 


RESOLUTION 


Whereas the Federal Power Commission has the authority to regulate the 
prices of natural gas in its gathering and production and since it is often pro- 
duced in conjunction with crude oil is bound to affect the production and mar- 


Whereas such Federal regulation is another step toward Government control 
of private industry, clearly jeopardizing the inherited principle of free and 
private enterprise so essential to continuing good government; Now, therefore, 
be it 

Resolved, That we, the members of the Kansas Oil Men’s Association at our 
annual meeting held in Wichita, Kans., on Thursday, December 9, 1954, go on 
record urging our 2 Senators and 6 Congressmen to support corrective legisla- 
tion to return the field prices of natural gas to the independent producers 
thereof ; and be it further 

Resolved, That copies of this resolution be sent direct or delivered personally 
to Senators Schoeppel and Carlson, and Congressmen Hope, Rees, Scrivner, 
Smith, George, and Miller. 

Passed and approved this 9th day of December 1954. 

KANSAS Or MEN’s ASSOCIATION, 
By J. J. Schroeder, President. 

Attest : 

C. E. Hotmes, Brecutive Secretary. 


RESOLUTION 


Whereas the Supreme Court of the United States has ruled that, under present 
law, the Federal Power Commission has authority to regulate prices in the pro- 
duction and gathering of natural gas; and 

Whereas the fact that natural gas is often produced in conjunction with crude 
oil means that the disruption of the natural-gas industry through Federal regi- 
mentation is hound to affect the marketing of other petroleum products, including 
gasoline and heating oil; and 

Whereas such Federal regulation of natural gas represents a backward step 
toward Government control of private industry, with the clear danger that the 
principle involved here could spread to every industry and business, including 
all branches of the oil business, leading the country down the road to nationali- 
zation of all forms of productive enterprise: Now therefore be it 

Resolved, That the board of directors of the Kentucky Petroleum Marketers 
Association at their regular quarterly meeting held in Louisville, Ky., on Friday, 
October 15, go on record as calling upon their State’s Representatives in both 
Houses of the United States Congress to support corrective legislation which 
will relieve field prices of natural gas of unnecessary and dangerous Federal 
reculation: and be it further 

Resolved, That copies of this resolution be sent to all Kentucky candidates for 
election to both Houses of Congress with the respectful request that they take 
a forthright stand in defense of American private enterprise by pledging their 
support to such corrective legislation. 


RESOLUTION 


Whereas, Congress, in 1938, passed the Natural Gas Act which gave the Fed- 
eral Power Commission regulatory authority over transportation of natural 
gas in interstate commerce and over sales of gas in interstate commerce for 
resale; and 
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Whereas, section 1 (b), the jurisdictional section of the act, specifically says: 


“The provisions of this act .. . shall not apply . . . to the production or gather- 
ing of natural gas.”’; and, 

Whereas a recent United States Supreme Court decision imposed Federal 
regulation over sales of natural gas by independent producers and gatherers 


where the gas is ultimately to be transported across State boundary lines; and 

Whereas, as an importer of natural gas, California must rely on a competitive 
free enterprise source of supply, and, inevitably, Federal control would curtail 
exploration, deplete reserves and diminish supplies, and 

Whereas, because of keen competition in producing and gathering gas among 
thousands of producers, there is no need for regulation, and 

Whereas, regulation of competitive production of natural gas by the Federal 
Government would open the door for the spread of such regulation to any other 
competitively-produced commodity, and in the battle against Federal controls 
this particular issue is of major importance: Now, therefore, be it 

Resolved, That the Kern County Board of Trade support the principle that the 
production and gathering of natural gas, including the sales thereof, in the field 
where produced should be conducted on a competitive basis, free of Federal 
regulation, and that the United States Congress should be petitioned to amend 
the Natural Gas Act to achieve this end. 

BOARD OF DIRECTORS, 
Kern County (Calif.) Board of Trade. 
Attest: 
JAMES M. Rapoumis, Secretary. 
APRIL 21, 1955. 


RESOLUTION 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938 by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; and 

Whereas the construction of the existing Natural Gas Act of 1988 by the 
Supreme Court of the United States, in June of 1954, granting the Federal 
Power Commission extensive regulatory powers over intrastate producers of 
natural gas supplying interstate pipelines, has tended to result in a shortage of 
the supply of this commodity in industrial States such as Michigan, and has 
gravely impeded the operations of the free-enterprise system which would other- 
wise rectify such shortage; and 

Whereas industry in the village of Lawrence has great need for natural gas, 
and the availability of the same would enhance the industrial nad residential 
development of the area: Now, therefore, be it 

Resolved, That the Village Council of the Village of Lawrence go on record 
as recommending the proposed amendatory legislation to the above effect, and 
as urging the Members of the Nenate and the House of Representatives of the 
United States to give serious and careful consideration to the same and support 
the prompt enactment thereof into law; and be it further 

Resoived, That a copy of this resolution be forwarded to United States Sena- 
tors Char'es BE. Potter and Patrick V. McNamara, and United States Representa 
tive Clare E. Hoffman. 

I hereby certify that the above resolution was adopted at a regular meeting 
of the Village Council of the Village of Lawrence, Mich., held Tuesday, April 5 
1955, at S p. m. 

C. C. Witson, Village Clerk 


RESOLUTION 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural gas Act of 1938 by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; and 

Whereas the construction of the existing Natural Gas Act of 1938 by the 
Supreme Court of the United States, in June of 1954, granting the Federal 
Power Commission extensive regulatory powers over intrastate producers of 
natural gas supplying interstate pipelines, has tended to result in a shortage of 
the supply of this commodity in industrial States such as Michigan, and has 
gravely impeded the operations of the free-enterprise system which would other- 
wise rectify such shortage; and 
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Whereas industry in the village of Lawton has great need for natural gas, 
and the availability of the same would enhance the industrial and residential 
development of the area: Now, therefore, be it 

Resolved, That the Village Council of the Village of Lawton go on record as 
recommending the proposed amendatory legislation to the above effect, and as 
urging the Members of the Senate and the House of Representatives of the 
United States to give serious and careful consideration to the same and support 
the prompt enactment thereof into law; and be it further 

Resolved, That a copy of this resolution be forwarded to United States Sena- 
tors Charles E. Potter and Patrick V. McNamara, and United States Representa- 
tive Clare E. Hoffman. 

I hereby certify that the above resolution was adopted at a regular meeting 
of the council of the village of Lawton, Mich., held Tuesday, April 5, 1955, at 
5 p. m. 

Howarp R. Lewis, Village Clerk 


RESOLUTION No. 54-2 


A RESOLUTION BY THE GOVERNING BODY OF THE LEAGUE OF KANSAS MUNICIPALITIES 
MEMORIALIZING CONGRESS TO AMEND THE NATURAL GAS ACT 


Whereas the Supreme Court of the United States has recently ruled that sales 
of natural gas by independent producers and gatherers made in the field in 
which the gas is produced are subject to regulation by the Federal Power 
Commission under the terms of the Natural Gas Act when the gas is ultimately 
transported to and sold in other States ; and 

Whereas the League of Kanses Municipalities has, from its inception in 1910, 
concerned itself with the problems of its member cities in supplying themselves 
with an adequate supply of natural gas at reasonable rates and it has carried 
on studies, conducted research, issued brochures, news releases, reports and 
recommendations to its member cities, and to all municipalities of Kansas, con- 
cerning the availability, regulation and cost of natural gas to the ultimate con- 
sumer: and 

Whereas the ultimate consumer has a tremendous investment in gas consuming 
devices for the utilization of this fuel, the protection of which is a prime respon- 
sibility of municipal governing bodies ; and 

Whereas the production of natural gas is a highly competitive business and 
its conservation is of vital concern to the various States wherein it is found; 
and 

Whereas the State of Kansas has for 20 years regulated the production of 
latural gas to the end that wasteful practices be prohibited, that this great 
natural resource be conserved by the discouragement of early abandonment 
and the drilling of marginal wells, and by encouraging the orderly production of 
natural gas to insure maximum recovery thereof ; and 

Whereas the regulation by the Federal Government of the price of gas sold 
by independent producers and gatherers is contrary to the public interest, includ- 
ing the interests of consumers in the municipalities who are members of this 
leacue, in the following particulars: 

(1) Such regulation will result in curtailing the development of new sources 
of supply of gas because it will lessen the incentive of independent producers to 
explore for and produce natural gas, will interfere with and impede State con- 
servation measures and thereby result in waste of gas and will ultimately in- 
crease the cost of gas to the consumer and increase the rates of depreciation 
and obsolescence of his gas consuming devices, (2) Federal regulation is un- 
necessury in that field prices represent only a small portion of the cost of gas 
to consumers and in any event such prices are competitive with other fuel prices, 
(3) Federal regulation cannot be justified except on a socialistic basis which could 
lead to the regulation of the price of all commodities, including oil, coal, and 
other products of nature, and which would further centralize regulatory au- 
thority in the Federal Government and thereby usurp the powers and functions 
of the State: Now, therefore, be it 

Resolved by the governing body of the League of Kansas Municipalities, 
assembled at Topeka, Kans., That the Congress of the United States be memori- 
alized to amend the Natural Gas Act so as to restore to the several States their 
historic function of regulation for conservation of natural gas, and remove 
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from the field of Federal regulation sales of natural gas by independent pro 
ducers and gatherers made in the field, even though such gas is ultimately sold 
in interstate commerce, and be it further 
Resolved, That the executive director of the League of Kansas Municipalities 
be instructed to furnish a copy of this resolution to each Member of the United 
States Senate and the House of Representatives. 
Adopted this —— day of December 1954. 
, President 
Attest: 
_— —, Executive Director. 


Los ANGELFs CHAMBER OF COMMERCI 


COMMITTEE REPORT TO BOARD OF DIRECTORS 


JANUARY 13, 1995. 
Committee: Federal Affairs, Charles E. Ducommun, Chairman 
Subject: Amendment of the Natural Gas Act to exempt independent producers 
from Federal regulation. 
Status: Approved by board of directors for action. 


RECOM MENDATION 


That the Los Angeles Chamber of Commerce support Federal legislation em- 
bodying the principle that production and gathering of natural gas, including 
sales thereof, in the field where produced should be freed trom Federal regula- 
tion, and that the Natural Gas Act be so amended. 


STATEMENT 


The problem of Federal regulation of independent natural gas producers has 
been the subject of legislative proposals since 1947, following the United States 
Supreme Court decision in the Interstate case (luterstate Natural Gas Co., Ine., 
v. the Federal Power Commission). This case aroused speculation as to whether 
the Court might not permit the Federal Power Commission to regulate sales 
of natural gas by independent producers to the pipeline Companies under rezula- 
tory powers prescribed in the Natural Gas Act of 1938. Lexislation which would 
have specifically exempted independent gatherers and producers of natural gas 
passed the House and Senate in 1950, but was vetoed by President Truman. 
No attempt was made to override that veto. 

In favor of the exemption legislation at that time were the United States 
Chamber of Commerce, National Association of Manufacturers, the State reguk 
tory bodies of Arkansas and Texas, the Oklahoma Legislature, and several oil 
and gas associations. Those groups strongly opposed to the natural gas amend- 
ment, whose determined campaign resulted in the Presidential veto, included 
the CIO, the A. F. of L., Americans for Democratic Action, and the legal officers 
of certain Middle Western and Eastern States where natural gas is consumed, 

All speculation concerning what the Federal Power Commission might do 
enaed iu 1954, with the 5 to 8 decision of the United States Supreme Court 
expressly placing production of gas by independent producers, when sold to 
interstute pipelines for resale, under Federal regulation. The history of leis- 
lative debate on this subject rather plainly indicates that Congress did not so 
intend when the Natural Gas Act was adopted. Furthermore, on 11 separate 
occasions the Federal Power Commission has held that they had no jurisdiction 
to impose such regulation. It is significant that independent oil producers are 
not similarly regulated. 

The record of these corrective attempts, and the nature of the opposition, 
Clearly shows that the best time for action would be in a nonelection yeur. 


During the first session of the 84th Congress a major effort will be made to put 
through such exempting legislation. Already the Calitornia State Chamber 
of Commerce has resolved in favor of such action. Our leadership in this 


undertaking is needed in southern California. 

Briefly, the major arguments in favor of such action can be summarized as 
follows: 

1. As an importer of natural gas, California must rely on a competitive free 
enterprise source of supply. Inevitably, Federal control would curtail explora 
tion, deplete reserves, and diminish supplies. 
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2. The natu a pro ers oO Americ: ree of Federal controls have 
irnished « umers I supplic of gas nsistentl lo cost Because 
1) percent of imer bills represents transportation and local distribu 
tion costs which are already regulated either by the Federal Power Commission 
o! I local agencies, it is obvious that Federal control of gus product on 
cou n ] I eller ignificant savings to consumers 
Because keen competition in producit ind gathering gas among thou 
sands of producers, there is no need for regulation 
1, Regulation of petitive production of natural gas by the Federal Govern 
ent ! r for ft! S] d h re tio il her com 
petitively ] ‘ ‘ I f Feder ontro 
I as ! ] l s ! nportan 
\T i) { i 
\ 
RESOLU?TI 
Whereus, Congress in 1938 passed the Natural Gas Act which gave the I*ed 
eral Power Commission regulatory authority over transportation of natural gas 
in interstate Commerce and over sales of gas in interstate commerce r resale; 
and 


Whereas section 1 (b), the jurisdictional section of the act, specifically says; 
“The provisions of this Act * * *, shall not apply to the production o1 
gathering of natural gas”; and, 

Wherexus a recent United States Supreme Court decision imposed Federal reg 
ulation over sales of natural gas by independent producers and gatherers where 
the gas is ultimately to be transported across State boundary lines; and 

Whereas the Federal Power Commission itself ruled on 11 separate occasions 
between 1938 and 1951 that it had no jurisdiction over sales of natural gas by 
independent producers and gatherers ; and 

Whereas the Supreme Court decision means dwindling supplies of natural gas 
ultimate higher prices to the consumer as supplies diminish, and opening the 
door for extension of crippling Federal controls to every other commodity in 
the California economy, such as gold, lead, cotton, and other agricultural 
products: Now, therefore be it 

Resolved by the Monteca District Chamber of Commerce in its regular meeting 
April 6, 1955, That it is the consensus of this chamber that production and 
gathering of natural gas, including sales thereof in the field where produced, 
shou'd be conducted on a competitive basis-free of Federal regulation, and that 
the United States Congress should appropriately amend the Natural Gas Act 
to so provide; be it further 

Resolved, That a copy of this resolution be made a part of the minutes of this 
organization, and that copies be forwarded to Senators William F. Knowland, 
Thomas H. Kuchel, and Representative Leroy Johnson of the United States 84th 
Congress 

Dated this 6th day of April 1955, at Manteca, Calif. 

[State seal] EArt BLANKENSHIP, 

Secretary-Manager, 
For the board of directors, Manteca District Chamber of Commerce. 


RESOLUTION 


Whereas the production of natural gas is vital to the economic well-being of 
our Nation ; and 

Whereas a recent United States Supreme Court decision has imposed Federal 
regulations over sales of natural gas by independent producers and gatherers 
where the gas is ultimately to be transported across State boundaries ; and 

Whereas the Federal Power Commission, itself, ruled on 11 separate occasions, 
between 1938 and 1951, that it had no jurisdiction over sales of natural gas by 
independent producers and gatherers ; and 

Whereas such regulations are impractical and contrary to the best interest of 
our Nation, and will cause dwindling supplies of natural gas, ultimate higher 
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prices to the consumer, and the opening for Federal controls on other commod 
ities : Now, therefore be it 
Resolved, That the Marysville-Yuba County Chamber of Commerce does strongly 
support the principle that the production and gathering of natural gas, including 
the sales thereof, in the field where produced, should be conducted on a com- 
petitive basis, free of Federal regulation, and that the United States Congress 
should be petitioned to amend the Natural Gas Act to achieve this end ; and be it 
further 
Resolved, That copies of this: resolution be sent to United States Senators 
William F. Knowland and Thomas H. Kuchel, and to Congressman John E. 
Moss. 
MARYSVILLE-YORBA Country (CALIF. ) 
CHAMBER OF COMMERCE, 
FRANKLIN ©. MOREHEAD, 
President. 
BRUCE RODGERS, 
Manager. 


Approved and adopted by unanimous vote of the executive committee of the 
Marysville-Yuba County Chamber of Commerce on this 22d day of April 1955. 


RESOLUTION 


Whereas the Miami Chamber of Commerce is concerned with the development 
and betterment of the entire State of Florida; and 

Whereas we believe that natural gas is essential to the industrial development 
and domestic betterment of the State of Florida; and 

Whereas we believe that the Houston, Tex., Gas & Oil Corp. after 
having made a market analysis of Florida, is apparently making a_ sincere 
effort to properly petition the Federal Power Commission for a certificate of 
public convenience and necessity and the authorization to build and operate 
a natural gas pipeline of sufficient size from Louisiana to the State of Florida; 
and 

Whereas the so-called Phillips case is apt to have a very injurious effect 
upon the further extension of natural gas: Now, therefore, be it 

Resolved, That the Miami Chamber of Commerce support legislation similar 
to the former Kerr bill (which was vetoed) in connection with the Natural Gas 
Act of 1938; be it further 

Resolved, That the Beard of Directors of this organization support the petition 
of the Houston, Tex., Gas & Oil Corp. before the Federal Power Commission, 
provided this petition be filed within 6 months from this time or within a 
reasonable length of time. 

Adopted January 17, 1955. 

MIAMI CHAMRER OF CoMMERCE, Miami, Fla. 


RESOLUTION 


Whereas the residents of Miles City, Mont., enjoy the convenience of natural 
gas for heating and industrial purposes ; and 

Whereas the major part of the natural gas supplying this area is moved in 
interstate commerce: and 

Whereas a discovery of as yet undeveloped quantities of natural gas has been 
found in the vicinity directly south of our city, the continued development of 
which may have a most important and lasting influence upon the growth and 
economy of this area ; and 

Whereas the Miles City Chamber of Commerce, as a publie service organiza- 
tion believes that continued development and further exploration for additional 
natural gas reserves will be best handled by this industry in a free and competi 
tive climate unhampered by Federal regulations: Now, therefore, be it hereby 

Resolved, That the Miles City Chamber of Commerce join with other State 
and National organizations in supporting the principle that Federal regulation 


of the price of natural gas sold by producers and gatherers is contrary to the 
public interest, to the true intent of the Natural Gas Act, will result in curtailing 
the supply and constitutes unjust and unwarranted Feder reculation of a 
commodity | storicaily deve oped and sold competitively 

Dated this dav of Ma eh. W955 


Mites Criry CHAMBER OF COMMERCI 
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RESOLUTION 


Whereas the United States Supreme Court decision, which has the effect of 
placing the field price of natural gas under Federal regulation, constitutes a grave 
setback to the natural-gas business, a leading competitor of ours; and 

Whereas if we were to take a shortsighted view, we might rejoice over this 
»bstacle to the progress of a competitive business, but vision and foresight dictate 
the opposite attitude; and 

Whereas Federal reguiation of the field price of natural gas sets a precedent 
that could jeopardize the future of all private enterprise, our Own as well as our 


Whereas it is clear to us that the club that dealt this blow to a competitive 


business could be used to strike down practically any other business: Now, there- 
for } t 

Resolved, That we, the members of the Mississippi L. P. G. Dealers’ Associa- 
tion, « ress our deep concern over the implications of the present interpretation 
f the Natural Gas Act of 1938, and urge the speediest possible action by the 

Col to draf d enact 1 dial legislation ; and be it further 

hi ived, That copies of this resolution be presented to the Members of both 
the United States I f Representatives and the United States Senate from 
Mississippi, that they may know the alarm of this group of their constituents over 
a | precedent which, if not quickly remedied, could have the most disastrous 


consequences to American traditions of free enterprise. 
Approved November 15, 1954. 


RESOLUTION 


Whereas the Supreme Court of the United States has ruled that under present 
law the Federal Power Commission has authority to regulate price in the produc- 
tion and gathering of natural gas; and 

Whereas the fact that natural gas is often produced in conjunction with crude 
oil means that the disruption of the natural-gas industry through Federal regi- 
mentation is bound to affect the marketing of other petroleum products, including 
gasoline and heating oil; and 

Whereas such Federal regulation of natural gas represents a backward step 
toward Government control of private industry, with the clear danger that the 
principle involved here could spread to every industry and business, including all 
branches of the oil business, leading the country down the road to nationalization 
of all forms of productive enterprise: Now, therefore, be it 

Resolved, That the Mississippi Oil Jobbers Association go on record as calling 
upon their State's representatives in both Houses of the United States Congress 
to support corrective leg'slation which will relieve field prices of natural gas of 
unnecessary and dangerous Federal regulation ; and be it further 

Resolved, That copies of this resolution be sent to all Members of the House 
of Representatives and Senators from Mississippi with the request that they take 
an active part in supportine the above-mentioned corrective legislation. 

Approved December 8, 1954. 





RESOLUTION 


Whereas the Supreme Court of the United States has ruled that under present 
law the Federal Power Commission has autbority to regulate prices in the pro- 
duction and gathering of natural gas; and 

Whereas the fact that natural gas is often produced in conjunction with crude 
oil means that the disruption of the natural-gas industry through regimentation 
is bound to affect the marketing of other petroleum products, including gasoline 
and heating oil; and 

Whereas such Federal regulation of natural gas represents a backward step 
toward Government control of private industry, with the clear danger that the 
principle involved here could spread to every industry and business, including 
all branches of the oil business, leading the country down the road to nationaliza- 
tion of all forms of productive enterprise: Now, therefore, be it 
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Resolved by the Missouri Petroleum Association in convention assembled this 
8th day of February 1955, That we go on record as calling upon Missouri’s repre- 
sentatives in both Houses of the United States Congress to support corrective 
legislation which will relieve field prices of natural gus of unnecessary and 
dangerous Federal regulation, and respectfully request that they take a forthright 
stand in defense of American private enterprise by pledging their support of such 
eorrective legislation. 


RESOLUTION 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938 by removing from the jurisdiction of the 
federal Power Commission regulatory powers over producers of natural gas; 
and 

Whereas the construction of the existing Natural Gas Act of 1938, by the 
Supreme Court of the United States, in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over intrastate preducers of natural 
cas supplying interstate pipelines, has tended to result in a shortage of the 
supply of this commodity in industrial States such as Michigan, and has gravely 
impeded the operations of the free enterprise system which would otherwise 
rectify such shortage; and 

Whereas industry in the city of Monroe has great need for natural gas, and the 
availability of the same would enhance the industrial and residential develop- 
ment of the area, and also reduce vexing municipal problems involving smoke 
nuisance: Now, therefore, be it 

Resolved, That the city commission of the city of Monroe go on record as 
recommending the proposed amendatory legislation to the above effect, and as 
urging the Members of the Senate and the House of Representatives of the 
United States to give serious and careful consideration to the same and support 
the prompt enactment thereof into law; be it further 

Resolved, That a copy of this resolution be forwarded to United States 
Senators Charles E. Potter and Patrick V. McNamara, and United States RKepre 
sentative George Meader. 

I hereby certify that the above resolution was adopted at a regular meeting 
of the Commission of the City of Monroe, Mich., held Monday, January 17, 1955, 
at 7:30 p. m. 

D. A. Sieau, City Clerk. 


At a meeting of the executive committee of the Monterey Peninsula Chamber 
of Commerce on Tuesday, March 15, 1955, it was unanimously recommended 
that the following resolution be adopted: 

“That the Monterey Peninsula Chamber of Commerce support the principle 
that the production and gathering of natural gas, including the sales thereof in 
the field where produced should be conducted on a competitive basis, free of 
Federal regulation, and that the United States Congress should be petitioned 
to amend the Natural Gas Act to achieve this end.” 


MONTEREY PENINSULA CHAMBER OF COMMERCE, 
R. G. Mason, President. 


FEDERAL ENCROACHMENT 


That the council reaffirm its opposition to the unnecessary and unwarranted 
encroachment of the Federal Government upon the constitutional powers of the 
individual States ; and 

That a flagrant example of such encroachment is the fixing of natural gas 
prices by the Federal Power Commission at the local fields where the vas is 
produced ; and 

That the council support an amendment to the Natural Gas Act which would 
prohibit this practice. 

Source: National Cotton Council, annual meeting, January 31, 1955, Houston, 
Tex 
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AMENDMENT TO NATURAL GAS ACT 


The committee substitutes the following statement for resolution No. 6, by 
Bender : 

“The Grange is opposed to permitting the Federal Government to fix the price 
at which the landowner or producer sells natural gas. Because a recent decision 
of the United States Supreme Court grants the Federal Power Commission 
the power to fix the price of gas at the wellhead, we believe that the Natural Gas 
Act should be amended to prevent the Commission from using this power. We 
approve Senate bill 1498 of the 88d Congress as a suitable amendment, and 
urge the 84th Congress to pass this or a similar measure at the 1955 session.” 

Passed by National Grange, Spokane, Wash., December 1954. 

On Friday, November 5, 1954, the National Oil Jobbers Council adopted the 
following resolution in convention at Chicago, Illinois: 

This committee has extensively discussed and censidered the effects and 
impact of the decision handed down on June 7, 1954, by the Supreme Court of 
the United States in the so-called Phillips decision. In this opinion the Supreme 
Court determined that all producers and gatherers of natural gas fall within 
the purview of the Natural Gas Act and are therefore subject to the regulatory 
powers and authority of the Federal Power Commission. This committee is 
opposed as a matter of principle to the undue invasion of States rights by the 
Federal Government and particularly to the unjustified expansion of the scope 
of the Federal regulatory agencies over private business. The committee recom- 
mends that NOJC go on record as supporting legislation which would specifically 
exempt producers and intrastate gatherers of natural gas from being subject to 
the provisions of the Natural Gas Act and the authority of the Federal Power 
Commission.” 


RESOLUTION PASSED BY NATIONAL WOOL GROWERS ASSOCIATION 
4. ENCROACHMENT ON INDIVIDUAL RIGHTS 


The Supreme Court of the United States in a decision in the Phillips Gas case 
has established the principle that the Federal Government should fix and estab- 
lish the price that a producer can legally pay to the landowner for gus produced 
from such owner’s land and also to establish the price that a purchaser of such 
gas can legally pay to the producer at the well. We believe this decision is fun- 
damentally and dangerously wrong, and strongly recommend to the Congress that 
appropriate legislation be enacted redefining the powers of the Federal Power 
Commission, and in such redefinition, to clearly and firmly state that neither that 
agency nor any other agency of the Federal Government shall have the power 
to encroach upon the prerogatives and long-established practices of the respective 
States nor upon the intrinsic and inalienable rights of individual citizens, nor 
to fix prices in any competitive business. 


RESOLUTION—26TH ANNUAL MEETING OF New Mextco Or & GAs ASSOCIATION, 
ALBUQUERQUE, N. MeEx., NOVEMBER 30—DECEMBER 1, 1954 


Whereas the New Mexico Oil & Gas Association is an organization of persons 
and firms engaged in the exploration for and production of oil and gas in the 
State of New Mexico together with persons and firms who, as landowners, re- 
ceive royalty payments on production of such oil and gas; and 

Whereas the State of New Mexico, through the ¢ommissioner of public lands 
is the largest royalty owner in the State, such royalties being used for the 
support of public schools and many State institutions, the commissioner of public 
lands being the trustee of the State lands under the Enabling Act; and 

Whereas recent interpretations of the Natural Gas Act by the Supreme Court 
of the United States in a decision in, and the more recent interpretation of, that 
decision by the Federal Power Commission threaten the traditional and his- 
torical right of the State to regulate and control the production and gathering 
of oil and gas for the best interests of the people of the State; and 

Whereas the State of New Mexico has pioneered in laws and regulations to 
prevent waste of oil and gas and has spent many years establishing a method 
of control beneficial to the State and its people and fair to those engaged in 
the oil and gas business; and 
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Whereas the threatened and imminent regulation of the production of gas, 
and the inevitable resultant regulation of the production of oil, by the Federal 
Power Commission contemplates control of the price received for these re- 
sources at the wellhead, thus affecting the right and duty of the commission 
of public lands to reecive the benefit of the schools and institutions of the State 
royalties commensurate with a fair price for gas established by arm’s-length 
negotiation ; and 

Whereas, despite 14 years of interpretation to the contrary, the recent decision 
and orders woud now apply control of price and market for gas to independent 
producers ; and 

Whereas an informed public opinion and congressional action are required to 
correct this deplorable development : Now, therefore, be it 

Resolwed by the New Meaico Oil & Gas Association, At this, its 26th annual 
meeting at Albuquerque, New Mex., November 29—December 1, 1954, as follows: 

1. That this association and all its members shall inform the people of the 
State of New Mexico of this imminent threat to the sovereignty of the State and 
to the funds available for educational purposes within the State. 

2. That this association urge the Governor of the State of New Mexico, as its 
executive officer and as chairman of the oil conservation commission, and the 
commissioner of public lands of the State of New Mexico, as trustee of State 
lands and as a member of the oil conservation commission, to join in informing 
the people of the State as to this situation, and further urge them to continue 
to take such steps as are necessary to stop this encroachment upon State 
sovereignty. 

3. That this association and its members call upon the Congressional delega- 
tion from the State of New Mexico to aid in the passage of prompt and adequate 
legislation to make it clear that producers and gatherers are not subject to the 
control of the Federal Power Commission. 

4. That a copy of this resolution be transmitted to the United Sates Senators 
from the State of New Mexico and all other States, the members of the House 
of Representatives from the State of New Meyico and all other States, the 
Governor and the Governor-elect of the State of New Mexico, the Commissioner 
of Public Lands, the Attorney-General and the Director of the Oil Conservation 
Commission of New Mexico. 

Passed at regular meeting on the Ist dav of December, 1954. 

[S] Emery Carper, President. 

Attest : 

KF. W. Moxey, Frecutive Secretary. 


TWENTY-SECOND LEGISLATURE STATE OF NEW MEXICO 
SENATE JOINT MeMorIAL No. 7 
Introduced by F. L. Danglade 


4 JOINT MEMORIAL Memorializing the Congress of the United States to amend the 
Natural Gas Act 


Be it resolved by the Legislature of the State of New Mewico: 

Whereas recent interpretation of the Federal Natural Gas Act by the Supreme 
Court of the United States, and the recent interpretation of that Supreme Court 
decision by the Federal Power Commission, threaten the traditional and his- 
torical right of the State of New Mexico to regulate and control the production 
and gathering of oil and gas in the best imterest of the people of the State of 
New Mexico and the Nation; and 

Whereas, despite 14 years of interpretation to the contrary, the recent Supreme 
Court interpretation of the Natural Gas Act and the orders of the Federal Power 
Commission based on that interpretation, would now apply control of price and 
market for gas, to independent producers ; and 

Whereas the State of New Mexico, through the commissioner of public lands, 
the commissioner of public lands being the trustee of State lands under the 
Federal enabling act, is the largest royalty owner of oil and gas in the State; and 

Whereas royalties, rentals, and bonuses from oil and gas on State land are the 
major support of public schools and State institutions ; and 


GOIUO5 nw ‘4 
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Whereas the regulation of the independent production of gas, and the in- 
evitable resultant regulation of the production of oil, by the Federal Power Com- 
mission contemplates control of the price received for these resources at the 
wellhead, thus affecting the right and the duty of the New Mexico commissioner 
or public lands to receive the full benefit of its State lands for the schools and 
institutions of the State, such royalties, rentals and bonuses commensurate with 
i fair price established by arm’s length negotiations ; and 

Whereas the State of New Mexico, through its oil conservation commission, 
has pioneered in laws and regulations to prevent waste of oil and gas and has 
pent many years establishing a method of control beneficial to the State and 
the Nation, and fair to those engaged in the oil and gas exploration and produc- 





husiness; and 
ereas the State of New Mexico does not recognize the independent producer 
tural gas asa publie utility; and 

Whereas this legislature and the responsible officials of the State of New 
Mexico recognize: 

That the tried and proven method of arm’s length negotiations has been bene 
ficial to the development and establishment of the reserves of both oil and gas; 

That the industry under these circumstances has met rapidly the expanding 
demand for gas and currently supplies almost one-fourth of the Nation’s mineral 
energy ; 

That the field price of gas on a heat-content basis is far lower in cost than any 
other fuel; 

That the natural-gas producers’ field price currently amounts to less than 10 
percent of the residential consumers’ gas bill; 

That since 1945, the cost of living has risen almost 50 percent yet the cost of 
gas to the household consumer has risen only 12 percent; 

That the State of New Mexico and the Nation’s fuel problem can better be 
served by a continuation of the long standing interpretation of the Natura! Gas 
Act wherein independent producers were excluded from Federal Power Com- 
mission control: Now, therefore, be it 

Resolved, That the twenty-second legislature of the State of New Mexico, 
does hereby memorialize the Congress of the United States to take such steps as 
ure necessary to amend the Natural Gas Act to exclude the independent pro- 
ducers of natural gas from the control of the Federal Power Commission, and 
be it further 

Resolved, That copies of this memorial be sent to the President of the United 
States, the President of the United States Senate, the Speaker of the House of 
Representatives of the United States, and the Members of Congress, and to such 
other officials as the Governor of the State of New Mexico shall deem advisable. 


RESOLUTION 


Whereas the Supreme Court of the United States has recently ruled that sales 
of natural gas by independent producers and gatherers made in the field in 
which the gas is produced are subject to regulation by the Federal Power Com- 
mission under the terms of the Natural Gas Act when the gas is ultimately 
transported to and sold in other States ; and 

Whereas the decision of the Supreme Court was contrary to the interpretation 
and administration of the Natural Gas Act by the Federal Power Commission 
from the date of passage of the act in 1938 until the decision of the Supreme 
Court on June 7 of this year ; and 

Whereas Federal regulation of producers’ and gatherers’ prices for gas is a 
further step in a centralization in the National Government of regulatory au- 
thority and usurps the powers and functions of the States: Now, therefore, 
be it 

Resolved by the North Carolina Oil Jobbers Association in convention 
assembled in Raleigh, N. C., on this the 17th day of November 1954, That it is 
the sense of this association that production and gathering of natural gas, in- 
cluding the sales thereof in the field where produced, should be conducted on a 
competitive basis free of Federal regulation and that the United States Con- 
ress should by appropriate amendment of the Natural Gas Act so provide: be it 

her 

Resolved, That copies of this resolution be sent to all members of the North 
(‘arolina delegation in Congress. 


PES AR SS ht os 


a A 
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OAKLAND CHAMBER OF COMMERCE 
OAKLAND 12, CALIF. 


At its meeting on Monday, December 6, the board of directors of the Oakland 
Chamber of Commerce unanimously went on record in support of the principle 
that the production and gathering of natural gas, including the sales thereof, in 
the field where produced should be conducted on a competitive basis, free of 
Federal regulation. 

Further, that United States Senators William F. Knowland and Thomas H. 
Kuchel and Congressmen John J. Allen and George P. Miller be petitioned to 
amend the Natural Gas Act to achieve this end. 

The Oakland Chamber of Commerce feels that the regulation of the prices of 
gas sold by independent producers and gatherers is contrary to the public interest 
in that it will result in curtailing the already inadequate supply of gas flowing in 
interstate commerce. It would also increase the cost of gas sold in interstate 
commerce and tend to establish a pattern of socialism, applying to agricultural 
commodities as well as to other minerals and to timber and other natural 
resources. This we believe is contrary to the American system of free enterprise, 
an unwarranted centralization in the Federal Government of regulatory author- 
ity and a usurpation of a power and function properly belonging to the respective 
States. 

Sincerely, 
W. A. Spariine, General Manager. 


RESOLUTION, OHIO Ort & GAS ASSOCIATION, NEWARK, OHIO 


Whereas the Federal Power Commission has issued its order No. 174—A under 
the provisions of which either the sale of natural gas in interstate commerce or 
the transportation of natural gas which moves in interstate commerce would 
subject the producer or transporter of such gas to the jurisdiction of the Federal 
Power Commission; and 

Whereas this board, after full discussion and consideration of said order 
No. 174—A, believes it to be contrary to the intent and purposes for which the 
Natural Gas Act was enacted; and 

Whereas the enforcement of said order No. 174-A would require such pro- 
ducers and transporters of natural gas to constitute themselves public utility 
companies within the meaning of the Natural Gas Act, and would subject them 
to cegulation and control as such, involuntarily and contrary to their express 
desire to remain private producers of natural gas: Now, therefore, be it 

Resolved, That this board takes exception to said order No. 174—-A as an exer- 
cise of arbitrary authority by the Federal Power Commission not compatible 
with the meaning and intent of the Natural Gas Act, and therefore recommends 
to the several Members of Congress that action be taken by the Congress to 
amend, clarify, and restate the provisions of the Natural Gas Act so as to make 
it clear that producers and gatherers of natural gas which do not themselves sell 
natural gas in interstate commerce or transport it in interstate commerce are not 
subject to the provisions of the act, and not subject to the jurisdiction of the 
Federal Power Commission; and be it further 

Resolved, That a copy of this resolution be furnished by this association to 
every Member of Congress from the State of Ohio in whose congressional district 
natural gas is produced or gathered. 

Attest: 

KENNETH M. Kew, President. 
Ira M. Korst, Executive Secretary. 

SEPTEMBER 20, 1954. 


RESOLUTION OHIO PETROLEUM MARKETERS ASSOCIATION, INc., CoLuMBus 15, OnTO 


Whereas the decision of the United States Supreme Court in June last con- 
struing the Natural Gas Act of 1938 as authorizing and directing the Federal 
Power Commission to regulate and control field prices charged by the producers 
and gatherers of natural gas who sell their product for movement in interstate 
commerce, presents problems of far-reaching imports; and 
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Whereas the Natural Gas Act has hitherto been construed and administered 
by the Federal Power Commission with definite assurance to independent pro- 
ducers and gatherers of natural gas that they might enter into contracts to sell 
and deliver their product to interstate lines without apprehension that they might 
thereby become subject to its jurisdiction or control; and 

Whereas this act, as so interpreted by the Supreme Court, instituting Federal 
regulation of the field prices of natural gas marketed for resale in interstate 
commerce, constitutes an unprecedented and unparalleled extension of Federal 
domination of a major industry and a challenge to the entire competitive- 
enterprise system ; and 

Whereas the Ohio Petroleum Marketers Association, whose members are 
engaged in marketing fuel oil and other petroleum products in the State of 
Ohio, views with concern the problems of a competitive industry now faced with 
the threat of Federal control of its operations ; and 

Whereas the members of our organization anticipate serious problems where 
the Federal Government and its administrative agencies dictate the operations 
and the price policies of their competitors; and 

Whereas the extension of Federal control of natural-gas production is widely 
but questionably represented as a benefit to consumers, the members of our 
organization are deeply concerned lest in time similar or identical attempts will 
be made to justify Federal control over the petroleum industry including the 
production of crude oil and the marketing of its products; and 

Whereas our organization and its members are firmly of the opinion that the 
American consumer has profited immeasurably from the operations of the free 
competitive market hithereto existing in the United States as compared with 
the plight of consumers dominated by totalitarian governments and view with 
deep apprehension and deviation from the principle of free and open competition : 
Now, therefore, be it 

Resolved, That we, the directors of the Ohio Petroleum Marketers Association, 
reflecting also the views of our members, do hereby reaffirm our faith in the 
doctrine of free enterprise not only for ourselves but also for those engaged in 
competitive lines of business, and to that end we urge the 84th Congress to enact 
appropriate legislation specifically freeing the field prices of natural gas from 
Federal control; and be it further 

Resolved, That we endeavor to implement this position by directing that copies 
of this resolution be forwarded to all Members of that Congress from Ohio in 
the hope that they may join in the enactment of such remedial legislation. 

Adopted October 26, 1954. 


PALO ALTO CHAMBER OF COMMERCE, PALO ALTO, CALIF. 


That the Palo Alto Chamber of Commerce support the principle that the 
production and gathering of natural gas, including the sales thereof, in the field 
where produced should be conducted on a competitive basis, free of Federal 
regulation, and that the United States Congress should be petitioned to amend 
the Natural Gas Act to achieve this end. 

LINN WINTERBOTHAM, Secretary-Manager. 

Passed at regular meeting of board of directors March 16, 1955. 


RESOLUTION 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1983S by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gis: and 

Whereas the construction of the existing Natural Gas Act of 1938, by the 
Supreme Court of the United States, in June of 1954, granting the Federal Power 
Commission extensive regulatory powers over intrastate producers of natural gas 
suj plying interstate pipelines has tended to result in a shortage of the supply 
of this commodity in industrial States such as Michigan, and has gravely impeded 
the operations of the free-enterprise system which would otherwise rectify such 
shortage; and 

Whereas industry in the village of Paw Paw has great need for natural gas 
and the availiblity of the same would enhance the industrial and residential 
development of the area: Now, therefore, be it 
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Resolved, That the Village Council of the Village of Paw Paw go on record as 
recommending the proposed amendatory legislation to the above effect, and as 
urging the members of the Senate and the House of Representative f the 
United States to give serious and careful consideration to the same and support 
the prompt enactment thereof into law; be it further 

Resolved, That a copy of this resolution be forwarded to United States Scnators 
iarles KE. Potter and Patrick V. McNamara, and United States Representative 
are EK. Hoifman. 

i hereby certify that this is a true and correct copy of a resolution adopted 
by the Common Council of the Village of Paw Paw, Mich., at a regular meeting 
held on the 11th day of April 1955. 


( 


! 
Cl 


N. L. ADAMSON, 
Clerk of the Village of Paw Paw, Mich 


Phat the Peraluma Chamber of Commerce support the principle that the pro 
luction and gathering of natural gas, including the sales thereof, in the field 
where produced should be canducted on a competitive basis, free of Federal 
regulation, and that the United States Congress should be petitioned to amend 
the Natural Gas Act to achieve this end. 

CLAUDE D. Braprorp, 
Secretary-Manager 


Unanimously adopted regular meeting of Petaluma Chamber of Commerce 


directors, March 29, 1955. 


RESOLUTION 


Whereas Congress in 1938 passed the Natural Gas Act which gave the Federal 
Power Commission regulatory authority over transportation of natural gas in 
interstate commerce and over sales of gas in interstate commerce for resale; and 

Whereas section 1 (b), the jurisdictional section of the act, specifically says: 
“The provisions of this act * * * shall not apply * * * to the production or 
gathering of natural gas.” ; and 

Whereas a recent United States Supreme Court decision imposed Federal 
regulation over sales of natural gas by independent producers and gatherers 
where the gas is ultimately to be transported across State boundary lines; and 

Whereas the Federal Power Commission itself ruled on 11 separate occasions 
between 19838 and 1951 that it had no jurisdiction over sales of natural gas by 
independent producers and gatherers; and 

Whereas the Supreme Court decision means dwindling supplies of natural gas, 
ultimate higher prices to the consumer as supplies diminish, and opening the door 
for extension of crippling Federal controls to every other commodity in the 
Arizona economy, such as gold, copper, lead, cattle, cotton, and other agricultural 
products: Now, therefore, be it 

Resolved by the Phoenir Chamber of Commerce at its meeting in Phoenix, Ariz., 
on January 14, 1955, That it is the consensus of this chamber that production 
and gathering of natural gas, including sales thereof in the field where it is 
produced, should be conducted on a competitive basis free of Federal regulation, 
and that the United States Congress should by appropriate amendment of the 
Natural Gas Act so provide. 

Resolved further, That the president of this chamber be, and he is hereby, 
authorized to furnish copies of this resolution to such persons as he in his dis- 
eretion may determine 

Attest: 

Lewis E. HaAAs, 
Secretary, Phoenir, Ariz., Chamber of Commerce. 
JANUARY 14, 1955. 


RESOLUTION BY THE Ciry COMMISSION, Crry oF Port Huron, MIcH. 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938, by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; 
and 
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Whereas the construction of the existing Natural Gas Act of 19458, by the 
Supreme Court of the United States, in June of 1954, granting the Federal 
Power Commission extensive regulatory powers over intrastate producers of 
natural gas supplying interstate pipe lines, has tended to result in a shortage 
of the supply of this commodity in industrial States such as Michigan, and has 
cravely impeded the operation of the free enterprise systein which would other 
wise rectify such shortage; and 

Whereas industry in the city of Port Huron has great need for natural gas, 

d the a lability of the same would enhance the industrial and residential 
development of the area, and also reduce vexing municipal problems involving 
smoke nuisance: Now, therefore, be it 

Resolved, That the city commission of the city of Port Huron, Mich., go on 


record as recommending the proposed amendatory legislation to the above effect, 
and as urgi the Members of the Senate and the House of Representatives 
of the United States to give serious and careful consideration to the same and 
support the prompt enactment thereof into law; be it further 


Resolved, That a copy of this resolution be forwarded to United States Senator 
Charles E. Potter and Patrick V. McNamara, and United States Representatives 
Jesse P, Wolcott. 

Motion by Gaffney, supported by Reid; vote: Ayes 5, nays none. Adopted. 

I hereby certify that the above is a true and correct copy of the original resolu 
tion adopted by the city commission of the city of Port Huron at an adjourned 
regular meeting held on July 7, 1955. 


JOHN R. Hutt, City Clerk. 


POWELL CHAMBER OF COMMERCE 
POWELL, WYO. 


Whereas Powell being located in a vast natural gas and oil producing are; 

Whereas the new interpretation of the Natural Gas Act by the United States 
Supreme Court will jeopardize the Nation’s future supply of oil and natural gas; 

Whereas Section 1 (b) of the 1988 Natural Gas Act states that “The provisions 
of this Act—shall not apply to the production or gathering of natural gas.”; 

Whereas this section of the Act evidences the intent of Congress not to regulate 
independent producers and gatherers; also the bill passed by Congress in 1950 
clarifying the intent and the Federal Power Commission itself decided against 
regulating producers; 

Whereas the “upreme Court decision reversing the decision of the Federal 


Power Commission will open the door to Federal regulation on all commodities 
uffecting the welfare of the Nation; now, therefore be it 

Resolved by the Powell Chamber of Commerce that we are opposed to the 
regulation of natural gas and oil at the wellhead as it would zo a long way to 
ward breaking down our free enterprise system, 


Passed and adopted at Powell, Wyo., this 14th day of March, 1955. 
IE. B. Rover, President 
Attest 
C. C. BLACKMAN, Secretary 


Repwoop Ciry CHAMBER OF COMMERCE 


At its meeting on Thursday, March 10, the Board of Directors of the Redwood 
City Chatuber of Commerce unanimously went on record in support of the prin- 
e that the production and gathering of natural gas, including the sales 
thereof, in the field where produced should be conducted on a competitive basis, 
free of Federal regulation. 
Further, that United States Senators William F. Knowland and Thomas H 


Kuchel, and Congressman J. Arthur Younger be petitioned to amend the Natural 
as Act to achieve this end. 

The Redwood City Chamber of Commerce feels that the regulation of the 
| es of gas sold by independent producers and gatherers is contrary to the 
public interest in that it will result in curtailing the already inadequate supply 
of gas flowing in interstate commerce. It would also increase the cost of gas 

d in interstate commerce and tend to establish a pattern of socialism, apply 


ural commodities as well as to other minerals and to timber and 
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other natural resources. This we believe is contrary to the American system 
of free enterprise, an unwarranted centralization in the Federal government 
of regulatory authority and a usurpation of a power and function properly be 
longing to the respective States. 

E. W. Butter, Exrecutive Director. 





RESOLUTION OF RocKY MOUNTAIN OIL AND GAS ASSOCIATION, OCTOBER 23, 1954 

Following the opinion of the United States Supreme Court in the Phillips gas 
decision, the Federal Power Commission has issued certain orders designed to 
regulate the production of natural gas in this country 

There is a current misconception that regulating and restricti he price the 
producer receives for natural gas will protect the consumers by preventing ex- 
cessive consumer prices for retail gas; actually, the price the customer pays for 
gas is little affected by the field price paid the producer. As an example, in one 
of our largest metropolitan areas in the United States, the price paid the producer 
totals less than 4 percent of the consumer price. On the other hand, if regulation 
of the natural gas producer is permitted in this country, the result will be that 
the natural-gas development will be discouraged and retarded, and the consume! 
will ultimately suffer both by paying an increased price for a scarce commodity 
and finally by having to pay the cost of replacing natural-gas facilities which are 
rendered useless through lack of supply. 

Attention is directed to the record of the oil and gas business which 
of maximum operational efliciency and has inured to the benefit and welfare of 
the American people. One of the reasons we use so much oil and gas is that it 
is cheap. Despite Federal and local taxes—items over which oilmen have 
no control—oil is cheaper here for the consumer than in any major country in 
the world. For example, while expending our oil supplies and reserves which 
have provided us with comforts and conveniences unheard of a veneration ago, 
wholesale gasoline prices (excluding taxes) actually decreased almost 3 percent 
during the pericd from 1926 to 1949. During the same period of time, commodity 
prices generally increased 55 percent. Further, the quality of our gasoline today 
has been so greatly improved that 2 gallons of today’s gasoline will do the work 
of 3 gallons of gasoline made in 1926, Likewise, the price that consumers are 
paying for gas today makes it by far the cheapest fuel on the market. 

The oil and gas industry is highly efficient, competitive, and a vital part of our 
economy. It has reached its present stage of development simply hecause it has 
been free to expand without unnecessary restrictions. Competitive free enter- 
prise must be preserved in this country, and this cannot be accomplished through 
mistaken regulation to serve a purpose which may seem at the moment to be 
temporarily expedient. Such regulation ultimately would prove to be a dis 
service to the consumers whom it purports to protect. 

It is therefore urged that the Congress of the United States consider and enact 


is one 


legislation which will definitely remove producers and gatherers of natural gas 
from newly found Federal governmental regulation and affirm that such regu- 
lation shall remain in the hands of the respective State government nd agencies 


where it rightfully belongs 


RESOLUTION BY THE Crry COMMISSION, Crry or Str. Jomns, MIcH 


Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938, by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over preducers of natural gas; 
and 

Whereas the construction of the existing Natural Gas Act of 1938, 1 the 
Supreme Court of the United States, in June of 1954, granting the Federal 
Power Commission extensive regulatory powers over intrastate producers of 
natural gas supplying interstate pipelines, has tended to result in a shortage 
of the supply of this commodity in industrial States such as Michigan, and has 
gravely impeded the operations of the free enterprise system which would other 
wise rectify such shortage: and now, therefore, be it 

Resolved, That the City Commission of the city of St. Johns, Mich., co on record 
as recommending the proposed amendatory legislation to the above effect 
as urging the Members of the Senate and the House of Representatives of the 
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Ur s es to give rious and careful consideration to the same and support 
the | t enactment thereof into law; be it further 

Resolved, Vhat a copy of the resolution be forwarded to United States Senators, 
( f e d Patrick V. McNamara, and the United States Representa 

Livin Bentle 

Motion riedt, supported by Kentfield 

Vote yes 4, nays no adopted 

] hereby certify that the above resolution was adopted at a regular meeting 
[ I I Or f the eit of St. Joblns Mich., held Wednesday, March 16, 
1%) i } 

Signed) Jessre A. Fincn, City Clerk 
I? B » OF GOVERNORS 01 1K ¢ MBER OF COMM bh OF SALI 
LAKE C UTAH 

\ t Congress of the United States in 1938S passed the Natural Gas 
Act which ga the Federal Power Commission regulatory authority over the 
transport ind sale of natural gas in interstate commerce and provided 


that the provisions of that act sball not apply to the production and gather- 
ing of natural gas; and 

Wherees the Federal Power Commission ruled on may occasions between 
1988 and 1951 that it had no jurisdiction over sales of natural gas by pro- 
ducers and gatherers, and the United States Congress in 1950 again reiterated 
its intention that sales by producers or gatherers be exempt from Federal regu- 
lation under the Natural Gas Act; and 

Whereas the Supreme Court of the United States in 1954 held that all sales 
of nmuitural gas for resale in interstate commerce are subject to regulation by 
the Federal Power Commission under the Natural Gas Act whether made before, 
during, or after production and gathering, the decision reversing a precedent 
of long standing; and 

Whereas it is the consensus of opinion of the board of governors of the Cham 
ber of Commerce of Salt Lake City, Utah, that the resultant subjection of there 
tofore unregulated activities of producers and gatherers to Federal regulation 
is net in the best interests of the people of the United States as such regulation 
will have a very detrimental effect on the future development and ultimate 
beneficial utilization of natural gas, and will inevitably result in a clash be- 
tween Federal and State regulating authorities with respect to utilization of 
that resource; and 

Whereas the board of governors is of the opinion that unless corrective steps 
are taken, the regulation of producers and gatherers will have the further effect 
of encouraging the extension of crippling Federal controls to many other com- 
modities in the American economy: Now, therefore, be it 

Resolved (a), That the board of governors of the Chamber of Commerce of 
Salt Lake City, Utah, urges the Congress of thé United States to propose and 
enact an amendment to the Natural Gas Act of 1938 which will clearly and posi- 
tively exempt from the Federal regulation the activities of producers and gat 
erers of natural gas, including sale by them of natural gas in interstate com- 
merce for resale; (b) That the president of the Chamber of Commerce of Salt 





a City, Uiah, be and he is hereby authorized and directed, in the name of 
said chamber, to trausmit copies of this resolution forthwith to the President 


of the United States of America, the President of the United States Senate, the 
Speaker of the House of Representatives of the United States, and to each 
conzressional delegate from the State of Utah, together with a covering letter 
urg:ng prompt and expeditious legislative action to accomplish the purpose of 
this resolution; (¢) That the president of the Chamber of Commerce of Salt 
Lake City, Utah, be and he is hereby authorized and directed, in the name of 
said chamber, to transmit copies of this resolution forthwith to all chambers of 
commerce within the intermountain area, together with a covering letter urging 
adontion of similar resolutions by said organizations. 

loptea by the board of governors of the Chamber of Commerce of Salt Lake 
City, Utah, this 12th day of April 1955. 

W. T. NIGHTINGALE, 
President, Salt Lake City Chamber of Commerce. 


Gus P. BacKMAN, Secretary 





Sei 


sie 
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At their meeting in San Francisco on January 6, 1955, the board of directors 
of the San Francisco Chamber of Commerce approved the following recom- 
mendation which is reproduced below in part: 

“That the San Francisco Chamber of Commerce support the principle that the 
production and gathering of natural gas, including the sales thereof, in the field 
where produced should be conducted on a competitive basis, free of Federal 
regulation; and petition the California congressional delegation to amend the 
Natural Gas Act to achieve this end. 

“Regulation of the prices of gas sold by independent producers and gatherers 
is contrary to the public interest in that it will result in curtailing the already 
inadequate supply of gas flowing in interstate commerce; will destroy the in- 
centive of producers to explore for and produce natural gas; will increase the 
cost of gas sold in interstate commerce; and will tend to establish a pattern 
of socialism, which will apply to agricultural commodities, as well as to other 
minerals and to timber and other natural resources, contrary to the American 
system of free enterprise, and is an unwarranted centralization in the Federal 
Government of regulatory authority and a usurpation of a power and function 
properly belonging to the respective States.” 


RESOLUTION 


Whereas Congress in 1938 passed the Natural Gas Act which gave the Federal 
Power Commission regulatory authority over transportation of natural gas in 
interstate commerce and over sales of gas in interstate commerce for resale; and 

Whereas section 1 (b), the jurisdictional section of the act, specifically says: 
“The provisions of this act * * * shall not apply * * * to the production or 
gathering of natural gas.”; and 

Whereas a recent United States Supreme Court decision imposed Federal 
regulation over sales of natural gas by independent producers and gatherers 
where the gas is ultimately to be transported across State boundary lines; and 

Whereas this decision means dwindling supplies of natural gas, ultimate 
higher prices to the consumer as supplies diminish, and possible extension of 
Federal controls to other commodities and products: Now, therefore, be it 

Resolved, That the board of directors of Santa Rosa Chamber of Commerce 
recommends that the production and gathering of natural gas and sale thereof 
in the fi2ld where it is produced should be conducted on a competitive basis free 
of Federal regulation, and that the United States Congress should by appropriate 
amendment of the Natural Gas Act so provide 

Adapted at regular meeting of the Board of Directors of the Santa Rosa 
Chamber of Commerce the 29th day of March, 1955. 

Approved: 

JAMES II. Hurtry, President. 

Attest : 


Rost. WiLson, Acting Manager. 


VILLAGE oF ScrooncrarT, KaALAMAz00 Coonty, Micu 
Hon. Senator Patrick V. MCNAMARA, 
Washington, D.C. 

Dear Sir: At a regular meeting of the village council held in Corporation Hall 
on April &, 1955, the following resolution was made by Trustee Hayward, sup- 
ported by Trustee Moses, and unanimously approved by the council : 

“Whereas the Congress of the United States is considering proposed legislation 
to amend the Natural Gas Act of 1938 by removing from the jurisdiction of the 
Federal Power Commission regulatory powers over producers of natural gas; 
and 

“Whereas the construction of the existing Natural Gas Act of 1938 by the Su- 
preme Court of the United States in June of 1954 granting the Federal Power 
Commission extensive regulatory powers over intrastate producers of natural 
gas supplying interstate pipelines has tended to result in a shortage of the supply 
of this commodity in industrial States, such as Michigan, and has greatly impeded 
the operations of the free-enterprise system, which would otherwise rectify such 
shortage; and 











1484 AMENDMENTS TO THE NATURAL GAS ACT 


“Whereas industry in the village of Schoolcraft has great need for natural gas, 
nd the availability of the same would enhance the industrial and residential 
development of the area Now, therefore, be it 

“Resolved, J it the village council of the village of Schoolcraft go on record as 
recommending the proposed amendatory legislation to the above effect and as 
he Members of the Senate and the House of Representatives of the United 


urging tl 
States t ( rious and careful consideration to the same and support the 
pron ‘ ‘ ent thereof into law: and be it further 

Resolved, That a copy of this resolution be forwarded to United States Sena- 
tors ( ries E. Potter and Patrick V. McNamara and United States Representa- 


tive August E. Johanser 
Very truly yours, 
Leo J. Burcn, Clerk. 


R Apoprep BY THE Boarp or Trustees, SEATTLE (WaAsnH.) CHAMBER 
OF COMMERCE, APRIL 5, 1955 
eC wer of Commerce urges the Ist session of the 84th Congress 
Gas Act of 1938S to free from Federal reguiation the pro- 
| gathering of natural gas, including sales thereof in the field where 
(CHAMBER OF COMMERCE, 
Sonoma, Calif., March 23, 1955. 
e g lette vas sent to the Honorable Hubert B. Scudder, House of 
it i ( tors Thomas Kuchel, William Knowland; copies to Cali 
C} { erce, United States Chamber of Commerce, North- 
ern Calife N ! Gas & Oil Resources Committee. 
i of directors of the Sonoma Valley Chamber of Commerce, at its 
Mar 21, 1955, went on record as joining the stand of the Californis 
. e Chambe nierce and the Chamber of Commerce of the United States 
hat the 1988 Natural Gas Act should be amended by specifically 
ext ne natural-gas producers from price fixing and productien controls. 
he iber of commerce supports the principle that the production and 
yatherit itu cas, including the sales thereof, in the field where pro- 
eed should be conducted on a competitive basis, free of Federal regulation, and 
it the United States Congress should be petitioned to amend the Natural Gas 
Act pact this end 
VV ¢ l ey ir consideration of our views.”’ 
Sil rely 
(Sfgned) Lois McVeigh, 
Mrs. Lois McVetcn, 
Secretary-Manager. 
RESOLUTION 
Whereas, by decision of the Supreme Court of the United States, the Federal 
Power Commission has been authorized to regulate the price at which independ- 
ent nat gas producers sell natural gas; and 
Whereas prior to such decision the Federal Power Commission in construing 
eN ral Gas Act found it did not contain language granting it such authority 
but leaving such power, if any, to the several States; and 
Whereas the implication of such Supreme Court decision and opinion is to 
extend power to the Government to regulate all kinds of private industry and pro- 
duction, and prices of production under ordinary circumstances, such as coal, 
corn, Wehat, cattle, hogs, gasoline, fuel oil, ete.; and 
Whereas the pre ction of any commodity and its sale is fundamentally a local 


activity specifically reserved for State regulatory authority, if any ; and 
Whereas, the aforesaid Supreme Court decision is a serious invasion of estab- 
ished States rights and clearly contrary to the previously expressed intention 


of the ress with respect to Federal regulation of independent production and 


gatheri f natural gas: Now, therefore, be it 
Resolved by the directors of the South Dakota Independent Oil Men’s Associa- 
tion, Ne b 19, 1954, That corrective legislation should be enacted by the 


( ress as soon as possible to nullify such Supreme Court decision and 
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prohibit the Federal Power Commission such authority to regulate field prices 
of natural gas; and be it further 

Resolved, That copies of this resolution be sent to the South Dakota congres- 
sional delegation in Washington, D. C., with the request that each Member thereof 
exert his best effort to bring about such action by Congress. 


APRIL 1, 1955. 


The South San Francisco Chamber of Commerce at its regular meeting of 
March 29, 1955, unanimously adopted the following recommendation: 

“That the production and gathering of natural gas, including the sales thereof, 
should be conducted on a competitive basis, and that the United States Congress 
should be petitioned to amend the Natural Gas Act to achieve this end.” 

SouTH SAN FRANCISCO CHAMBER OF COMMERCI 
lL. D. WHEAD, Seerectary-Manager 


RESOLUTION PASSED AT THE SOUTHERN GOVERNORS’ CONFERENCE AT Boca RATON 
FLA., NOVEMBER 13, 1954 


Whereas the Congress of the United States in 1958 passed the statute known 
as the Natural Gas Act under circumstances clearly showing that it was not 
intended to apply to the production and gathering of natural gas, and for more 
than 14 years the act was administered by the lederal Power Commission so 
as to leave the production of natural gas wholly free from Federal regulation ; 
and 

Whereas the Supreme Court of the United States on June 7, 1954, rendered an 
opinion in the case of Phillips Petroleum Conpany v. State of Wisconsin et al. 
holding that the Natural Gas Act does apply to independent producers of natural 





ls gas into interstate commerce for 
resale is subject to utility type of regulation; an 

Whereas it is apparent that regulation attempting to govern the production 
and gathering of natural gas and prohibiting sales of gas into interstate com 
merce without compliance with such regulations will impose onerous and un- 
workable requirements on the production and sale of gas; and 

Whereas the conservation of oil and gas has been recognized as a function of 
government peculiarly within the jurisdiction of the individual States, and it 
appears that Iederal regulation under the Natural Gas Act will conflict with 
State conservation rules and the efficacy of State conservation laws; and 

Whereas the extension of Federal regulation into the field of production and 
gathering of natural gas represents a further encroachment of strong central 
government into the proper domain of the respective State governments; and 

Whereas the States represented in the Southern Governors’ Conference have 
historically and traditionally represented the States rights theory of Govern- 
ment and have steadfastly maintained the principle that the sovereignty and 
proper functions of the governments of the respective States should be kept free 
from Federal interference to the full extent consistent with the maintenance and 
achievement of our national objectives: Now, therefore, be it 

Resolved by the Southern Governors’ Conference, duly convened at Boca 
Raton, Fla., this 13th day of November 1954, That these indisputable facts be 
brought to the attention of the Congress of the United States, to the end that 
these evils may be promptly ended by adequate legislation; and be it further 

Resolved, That the Southern Governors’ Conference calls upon the Congress 
of the United States to amend without delay the Natural Gas Act to make it 
clear that the entire field of production, gathering, and handling of natural gas, 
including the original sale into interstate commerce, is exempted entirely from 
Federal regulation. 


gas so that the smallest producer who se 


Sutter CountTy-YuBA City CHAMRER OF COM MERCI 


YUBA CITY, CALIF. 


At their meeting in Yuba City on April 12, 1955, the board of directors of the 
Sutter County-Yuba City Chamber of Commerce unanimously adopted the fol- 
lowing recommendation: 
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That the Sutter-County-Yuba City Chamber of Commerce support the principle 
that the production and gathering of natural gas, including the sales thereof, in 
the field where produced should be conducted on a competitive basis, free of 
Federal regulation, and that the United States Congress should be petitioned to 
amend the Natural Gas Act to achieve this end. 

Rosnert H. Capitan, President. 
Harry P. HumMpureys, Secretary. 


RESOLUTION 


Meeting of the City Council of the City of Tecumseh, county of Lenawee, and 
State of Michigan, held on the 4th day of April 1955. 

Present: Mayor Hanna, Councilmen Bashore, Kelso, Moore, Schwartz, Smith, 
Titley. 

Absent: None. 

The following preamble and resolution was offered by Councilman Titley and 
supported by Councilman Smith: 

Whereas it has came to the attention of this municipality that, as a result of 
a recent decision by the Supreme Court of the United States, the Federal Power 
Commission has promiscuously engaged in price fixing of natural gas produced 
in the Southwest, sold natural gas a major source of heating power for this city ; 
and 

Whereas such price fixing has resulted in the discouragement of gas producers 
in the Southwest, such disc: ouragement being deemed a direct threat to the ulti- 
mate supply of natural gas to this city; and 

Whereas this city views with alarm such a threat to this basic ultity and is, 
furthermore, directly opposed to interference by governmental agencies in the 
free economy of this Nation: Now, therefore, be it 

Resolved, That the Council of the City of Tecumseh recommends emphatic 
support to H. R. 3902 which is the proposed amendatory legislation now being 
considered by the Congress of the United States, which said legislation has been 
introduced to terminate this un-American activity; be it further 

Resolved, That a copy of this resolution be forwarded to United States Repre- 
sentative George Meader and to the United States Senators, Charles E. Potter 
and Patrick V. McNamara. 

Ayes: Unanimous. Nays: None. 

Resolution declared adopted. 

H. H. HANNA, 
Mayor. 
Attest : NAOMI SAILows, 
Clerk. 
Dated: April 4, 1955. 


RESOLUTION 


Whereas the United States Supreme Court decision which has the effect of 
placing the field price of natural gas under Federal regulation constitutes a grave 
setback to the natural gas business—a leading competitor of ours; and 

Whereas if we were to take a shortsighted view, we might rejoice over this 
obstacle to the progress of a competitive business, but vision and foresight 
dictate the opposite attitude; and 

Whereas Federal regulation of the field price of natural gas sets a precedent 
that could jeopardize the future of all private enterprise, our own as well as our 
competitor. ; and 


Whereas it is clear to us that the club that dealt this blow to a competitive 
business could be used to strike down practically any other business: Now, there- 
fore, be it 

Resolved, That we, the members of the Tennessee Liquefied Petroleum Gas 
Association e xpre ss our deep concern over the implication of the present interpre- 
t of the Natural Gas Act of 1938 and urge the speediest possible action by 
the next emueees ss to draft and enact remedial legislation ; and be it ft irthe 

Resolved, That copies of this resolution be presented to the iabeck of both 


United States House of Representatives and the United States Senate from 
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Tennessee that they may know the alarm of this group of their constituents over 
a legal precedent which, if not quickly remedied, could have the most disastrous 
consequences to American traditions of free enterprise 

Approved December 15, 1954. 


Whereas the Supreme Court of the United States has ruled that, under 
present law, the Federal Power Commission has atuhority to re 
in the production and gathering of natural gas, and 

Whereas the fact that natural gas is often produced in conjunction with crude 
oil means that the regulation of the natural-gas industry through Federal con- 
trol is but a step toward Federal control in the marketing of other petroleum 
products, including gasoline and heating oil, and 

Whereas such Federal regulation stemming from the control of the natural-gas 
industry is in direct conflict with the free competitive system and the American 
way of life and would ultimately place our segment of the industry, the wholesale 
jobbers of Tennessee, under governmental regulation signifying the end of 
progress and the incentive which now makes for the public the best service 
and products available for the lowest possible cost. Such a step places the oil 
industry, which is one of the most competitive businesses in America, under 
binding chains thought only possible in socialistic or communistic nations: Now, 
therefore, be it 

Resolved this the 22d day of October, 1954, in closed session assembled at Nash- 
ville, Tenn., That the board of directors of the Tennessee Oil Men’s Association, 
acting in executive capacity, do go on record as calling upon their State’s repre- 
sentatives in both Houses of the United States Congress to immediately support 
and fight for corrective legislation, which will remove the Federal Power Comimnis- 
sion from any control of the prices of natural gas, demonstrating by this act 
that the American democracy will stop “creeping socialisin’’ wherever it finds 
it; be it further 

Resolved, That copies of this resolution be sent to all Tennessee representatives 
of the United States Congress with the urgent request that they take an 
immediate stand in defense of American free enterprise by pledging their sup- 
port to such corrective legislation. 


ssuiate prices 


RESOLUTION PASSED BY THE Boarp OF Directors OF THE TEXAS & SOUTHWESTERN 
CATTLE RAISERS ASSOCIATION AT ITS REGULAR QUARTERLY MEETING, LUBBOCK, 
Trx., OCTOBER 7, 1954 


The decision of the Supreme Court of the United States in the Phillips case 
causes us to look upon the trend toward centralization of powers in the Federal 
Government with grave concern. 

In the referred-to decision the Supreme Court has put into a judicial decree 
a dangerous principle that has been encroaching upon our long-established system 
of government for a number of years. sy that decision the Court has established 
the principle that the Federal Government should fix and establish the price 
that a producer can legally pay to the landowner for gas produced from such 
owner’s land and also to establish the price that a purchaser of such gas can 
legally pay to the producer at the well. 

We believe this decision is fundamentally and dangerously wrong. It is 
wrong because it authorizes the Federal Government to nullify the acts of State 
governmental agencies and violate all our long-held concepts of States rights 
as established in our Federal Constitution and in practices under that Consti- 
tution. 

It is wrong because it disregards the time-honored practices and systems that 
have been developed over the years under State governments and under the 
American doctrine of sovereignty of the individual States in State affairs. 

And it is fundamentally and grievously wrong because, while violating all 
our concepts and practices under the constitutional doctrine of States rights, 
it goes much further in that it steps into the field of individual rights of citizens 
and takes from the individual the right to contract and the right to control bis 
property and moves the Federal Government into the position of contracting for 
the individual and, by force of law, managing his property for him. This we 
believe to be horribly wrong and a development of the trend toward Federal 
encroachment that is intolerable. 








14S AMENDMENTS TO THE NATURAL GAS ACT 


We further believe that this move by the Federal Government in the gas 
ndustry may very well be but the beginning of such efforts and that, if allowed 
0 stand as our law, all industries of this country, including our cattle industry, 
nd | citizens, including us, may become the wards and vassals of Federal 
bureaucracy : Therefore, be it 

Resolved, That the board of directors of the Texas & Southwestern Cattle 
Raisers Association, in regular quarterly meeting at Lubbock, Tex., on this the 
ith day of October A. D. 1954, hereby registers its strong dissent from the deci 
the Supreme Court in the Phillips Gas case and strongly recommends 


oh ¢ 
to the Congress of the United States that appropriate legislation be enacted 
edefining the powers of the Federal Power Commission and, in such redefini 
tion, to clearly and firmly state that neither that agency nor any other agency 
f hederal Government shall have the power to encroach upon the preroga- 

es and long-estab'ished practices of the respective States nor upon the intrinsic 
nd inalienable rights of individual citizens, nor to fix prices in any competitive 
business ind be it further 


Resolved, That the secretary be instructed to forward copies of this resolution 


to each Senator and to each Congressman. 


SENATE JOINT RESOLUTION No, 12, By MESSRS. DAvip AND FOWLES 


4A JOINT RESOLUTION OF THE 31ST LEGISLATURE OF THE STATE OF UTAH MEMORIALIZ 
ING THE CONGRESS OF THE UNITED STATES TO ENACT LEGISLATION RECOGNIZING THAT 
rHE SALE OF NATURAL GAS BY PRODUCERS OR GATHERERS IN INTERSTATE COMMERCE 
FOR RESALE ARE AN INTEGRAL PART OF THE PRODUCTION AND GATHERING OF THAT 
RESOURCE AND EXEMPTING SUCH SALES FROM ANY AND ALL REGULATION BY THE 
FEDERAI OVERNMENT 


Be it resolved by the Legislature of the State of Utah (both houses concurring 
thercin): 

Whereas the Congress of the United States in 1938 passed the Natural Gas 
Act which gave the Federal Power Commission regulatory authority over the 
transportation and sale of natural gas in interstate commerce and provided that 


i 


the ovisious of this act shall not apply to the production and gathering of 
natural gas nd 

Vhereas the Federal Power Commission ruled on many occasions between 
1938 and 1951 that it had no jurisdiction over sales of natural gas by producers 


and gatherers, and the United States Congress in 1950 again reiterated its 
i that sales by producers or gatherers were exempt from Federal regula- 


tion under the Natural Gas Act: and 


Whereas the Supreme Court of the United States in 1954 held that all sales 
of natural gas for resale in interstate commerce are subject to regulation by 
the Federal Power Commission under the Natural Gas Act whether made before, 
during, or after production and gathering, such decision reversing a precedent of 
long standing; and 

Whereas it is the consensus of opinion of the Legislature of the State of Utah 


it the resu'tant subjection of theretofore unregulated activities of producers 
and gatherers to Federal regulation is not in the best interests of the people of 
the United States in that it will have a very detrimental effect on the future de- 
velopment and ultimate beneficial utilization of this very valuable natural re 
source, and will also result in an inevitable clash between the Federal regulating 
authorities and State regulation with respect to utilization of this resource, and 
will have the further effect of encouraging extention of crippling Federal con- 
) many other commodities in the American economy: Now, therefore, 


Resolved, That we do petition and memorialize the Congress of the United 
States to propose and enact an amendment to the Natural Gas Act of 1938 which 
will clearly and positively exempt from Federal regulation the activities of 
producers or gatherers of natural gas, including sale by them of natural gas 
in interstate commerce for resale; and be it further 

Resolved, That copies of this resolution be transmitted forthwith to the 


President of the United States, United States Senate, House of Representatives, 
and each congressional delegate from the State of Utah. 
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VILLAGE OF VICKSBURG 
KALAMAZOO COUNTY, MICH 
RESOLUTION 


Whereas the Congress of the United States is considering proposed leyislation 
to amend the Natural Gas Act of 1938, by removing from the jurisdiction of the 
l’ederal Power Commission regulatory powers over producers of natural gas; and 

Whereas the construction of the existing Natural Gas Act of 1938 by the Su 
preme Court of the United States in June of 1954, granting the lederal Powei 
Commission extensive regulatory powers over intrastate producers of natural 
gas supplying interstate pipelines, has tended to result in a shortage of the sup- 
ply of this commodity in industrial States such as Michigan, and has gravely 
impeded the operations of the free-enterprise system which would otherwise 
rectify such shortage; and 

Whereas industry in the village of Vicksburg has great need for natural gas, 
and the availability of the same would enhance the industrial and residential 
development of the area: Now, therefore, be it 

Resolved, That the village Council of the Village of Vicksburg go on record as 
recommending the proposed amendatory legislation to the above elfect, and as 
urging the Members of the Senate and the House of Representatives of the United 
States to give serious and careful consideration to the same and support the 
prompt enactment thereof into law; and be it further 

Resolved, That a copy of this resolution be forwarded to United States Sena 
tors Charles E. Potter and Patrick V. McNamara, and United States Representa 
tive August EK. Johansen. 

I hereby certify that the above resolution was duly adopted by the Village 
Council of Vicksburg, Mich., at a regular meeting held in the village hall in the 
village of Vicksburg, Mich., on Monday, April 4, 1955. 

R. R. Swan, Village Clerl 


RESOLUTION 


Whereas the Supreme Court of the United States has recently ruled that 
sales of natural gas by independent producers and gathers in the field in which 
the gas is produced are subject to regulation by the Federal Power Commission 
under the terms of the Natural Gas Act when the gas is ultimately transported 
to and sold in other States; and 

Whereas the decision of the Supreme Court was contrary to the interpreta- 
tion and administration of the Natural Gas Act by the Federal Power Com 
mission from the date of the passage of the act in 1938 until the decision of the 
Supreme Court on June 7 of this year; and 

Whereas the production, transportation, and distribution of natural gas have 
expanded markedly in competition with other fuels, under the interpretation and 
administration of the act by the Federal Power Commission, wherein pro- 
duction and gathering have been conducted as competitive enterprises free of 
Federal regulation; and 

Whereas the production and gathering of natural gas, in contrast with inter- 
state transportation and local distribution of natural gas, is not a monopoly in 
fact but, on the contrary, is a financially hazardous business conducted by 
thousands of individuals and corporations on a competitive basis and cannot be 
and should not be regulated by the Federal Power Commission; and 

Whereas regulation of the prices of gas sold by independent producers and 
gatherers is contrary to the public interest, including the interest of consumers 
in the States represented by the members of this association in the following 
particulars: 

(1) It will result in curtailing the already inadequate supply of gas flowing 
in interstate commerce, because the producers will choose to sell their gas in 
unregulated intrastate markets, as already demonstrated by numerous with- 


drawals by producers since the Supreme Court decision. It will destroy the 
incentive by producers to explore for and produce natural gas, and will increase 
the cost of gas which finds its way into interstate commerce because of in 


ability of pipelines to operate at full capacity; 

(2) Field prices for gas represents but a small portion of the ultimate cost 
of gas to interstate household consumers, and in any event on the average are 
not in excess of the cost of competitive fuels; 
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(3) Federal regulation of producers’ and gatherers’ prices for gas cannot be 
justified on the basis of monopoly as are true utility regulations, is not war: 
ranted by excessive field prices for gas, and cannot be justified except on a 
socialistic basis which would apply to all commodities such as wheat, corn, 
potatoes, cotton, coal, lumber, copper, lead, and zinc, contrary to the American 
system of free enterprise ; . 

(4) Federal regulation of producers’ and gatherers’ prices for gas is a further 
step in the centralization in the National Government of regulatory authority 
and usurps the powers and functions of the States: Now, therefore, be it 

Resolved, By the Western Oil and Gas Association at its meeting in San Fran- 
cisco, Calif., on November 23, 1954, that it is the sense of this association that 
production and gathering of natural gas, including the sales thereof in the field 
were produced, should be conducted on a competitive basis free of Federal regu- 
lation, and that the United States Congress should by appropriate amendment 
of the Natural Gas Act so provide. 

Resolved further, That the secretary of this association be, and he is hereby 
authorized, to furnish copies of this resolution to such persons as he in his 
discretion may determine, 


WESTERN PETROLEUM REFINERS ASSOCIATION, 
Tulsa 8, Okla., April 8, 1955. 
This is to certify that the attached is a true and correct copy of the resolution 
adpoted by the Western Petroleum Refiners Association on March 30, 1955. 
PAUL D. WILLIAMS, Secretary-Treasurer. 


RESOLUTION ADOPTED BY THE BoARD OF DIRECTORS OF THE WESTERN PETROLEUM 
REFINERS ASSOCIATION AT ITS REGULAR ANNUAL MEETING, SAN ANTONIO, TEX.,, 
Marcn 39, 1055 


The recent decision of the Supreme Court of the United States in the 
Phillips case establishes the dangerous principle that the Federal Government 
should regulate the price which a purchaser of gas can pay to the producer at the 
well. The application of this principle will result in a regulation in a competitive 
business, in peacetime, of the price of a busic commudity in the hands of its 
producer at the point of production. Such Federal price-fixing will impair 
competitive enterprise and encourage governmental regulation of all industries: 
Therefore, be it 

Resolved, That the board of directors of the Western Petroleum Refiners As- 
sociation, in regular meeting at San Antonio, Tex., on March 30, 1955, hereby pro- 
tests regulation by the Federal Power Commission of the price of natural gas in 
the hands of the producer, and strongly recommends to the Congress that ap- 
propriate legislation be enacted, redefining the powers of the Federal Power Com- 
mission, so as to state firmly and clearly that it shall not have such power; and 
be it further 

Resolwed, That the secretary be instructed to forward copies of this resvlution 
to each Member of Congress. 

Further, the board directs the attention of the entire membership of the 
Western Petroleum Refiners Association to the gravity of the threat implied, not 
only to the business of producing, processing and selling natural gas but also to 
all phases of the petroleum business, and urges each and every member to make 
known to Members of Congress and to the general public the urgent need for cor- 
recting the situation brought about by decision in the Phillips case. 

April. 11, 1955 


RESOLUTION 


Whereas the Supreme Court of the United States has ruled that under present 
law the Federal Power Commission has authority to regulate price in the pro- 
duction and gathering of natural gas; and 

Whereas the fact that natural gas is often produced in conjunction with crude 
oil means that the disruption of the natural-gas industry through Federal regi- 
nentation is bound to affect the marketing of other petroleum products, includ- 
ing gasoline and heating oil; and 

Whereas such Federal regulation of natural gas represents a backward step 
toward Government control of private industry, with the clear danger that the 
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principle involved here could spread to every industry and business, including 
all branches of the oil business, leading the country down the road to nationali- 
zation of all forms of productive enterprise: Now, therefore, be it 

Resolved, That the West Virginia Petroleum Association, in convention as- 
sembled, go on record as calling upon their State’s representatives in both 
Houses of the United States Congress to support corrective legislation which 
will relieve field prices of natural gas of unnecessary and dangerous Iederal 
regulation; and be it further 

Resolved, That copies of this resolution be sent to all West Virginia candi- 
dates for election to both Houses of Congress with the respectful request that 
they take a forthright stand in defense of American private enterprise by pledg- 
ing their support to such corrective legislation, 

OCTOBER 20, 1954 


RESOLUTION 


Whereas the production and gathering of natural gas is vital to the economy 
of the town of Worland and Washakie County, there being many Worland resi- 
dents employed in this activity and in the exploration and discovery of additional 
natural-gas wells; and 

Whereas the advancement and development of the natural-gas industry will 
accrue further economic benefit to Worland, the State of Wyoming, and the Na- 
tion as a whole; and 

Whereas the advancement and development of the natural-gas industry, by 
virtue of requiring large amounts of capital for research and exploration and 
incurring great risk in its operations, is dependent upon the incentives of a free 
economy ; and 

Whereas the further advancement and development of the natural-gas industry 
is being seriously threatened by a Supreme Court ruling requiring the Federal 
Power Commission to control the price of natural gas at the wellhead ; and 

Whereas competition, not Government control, is the best regulator of prices 
in normal times: Now, therefore, be it 

Resolved, That the Worland Chamber of Commerce, Inc., does hereby endorse, 
approve of, and support H. R. 4560, commonly known as the Harris bill, which 
would exempt the producers and gatherers of natural gas from control of the Fed- 
eral Power Commission, or any other bill which will accomplish the same pur- 
pose ; and be it further 

Resolved, That copies of this resolution be mailed to the House Interstate Com- 
merce committee and to Wyoming’s congressional delegation. 

Dated in Worland, Wyo., this 14th day of March 1955. 

Tne WorLAND CHAMBER OF COMMERCE, 
By Rosert C. Smiru, President. 


Attest: Ropert W. SHIVELY, Secretary. 
RECOMMENDATION OF THE YOUNGSTOWN CHAMBER OF COMMERCE CONCERNING THE 
NATURAL GAS ACT 


The Youngstown Chamber of Commerce believes that the production, gather- 
ing, and processing of natural gas for sale in interstate commerce is private 
enterprise; and that the risks involved in finding and producing this natural 
resource should be free of governmental regulation to the greatest extent con- 
sistent with the national interest. 

Natural gas is perhaps the most efficient, most luxurious fuel known. There- 
fore, unless the price of natural gas is permitted to enjoy a proper competitive 
relationship with other fuel sources, there is great danger that serious shortages 
of natural gas will develop in the not-too-distant future. 

The Youngstown Chamber of Commerce opposes Federal regulation of inde- 
pendent gas producers and gatherers and supports legislative efforts to remove 
that regulation. Further, the chamber opposes all proposals for control by a 
Federal bureau, of production, end use, or price of natural gas. 

APRIL 1, 1955 


The above action was recommended to the board of directors of the Youngs 
town Chamber of Commerce by the Public Utilities Subcommittee of the Na- 
tional Affairs Comunittee, at a meeting held Friday, April 1, 19 
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Senator Pasrorr. We will leave the record with this understanding 
at this time—that if there are any further statements on the part of 
any individuals or corporations who desire to make a statement for 
the purpose of the record, either for or against any of the pending 
bills which we are considering at this hearing, the record will be open 
for that purpose. 

Senator MonronEy. Otherwise the hearings are closed ? 

Senator Pasrore. With the exception of Senator Douglas, who will 
testify next Thursday. 

Mr. Pe.iecrint. That is as to S. 1853. The hearings on S. 2001 are 
still open. 

Senator Monroney. That is correct. 

(Whereupon, at 4 p. m., the committee was adjourned. ) 
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THURSDAY, JUNE 9, 1955 


Untrep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10 a. m., room 
G-16, Capitol Building, Senator John O. Pastore (acting chairman) 
presiding. 

Present: Senators Magnuson (chairman), Pastore (acting chair- 
man), Monroney, Daniel, Schoeppel, and Purtell. 

Senator Pastore. The hearing will come to order. 

Our first witness this morning is Senator Harley M. Kilgore, of 
West Virginia. 

Senator Kireorr. Thank you, Senator. 


STATEMENT OF HON. HARLEY M. KILGORE, A SENATOR OF THE 
UNITED STATES FROM THE STATE OF WEST VIRGINIA 


Senator Kiicore. Mr. Chairman, I have been following the course 
of events in the field of natural resources very closely over a period of 
years. As you know, I am particularly interested in the welfare of 
coal—and natural gas. 

Scarcely a week passes without reports that the Federal Power Com- 
mission has approved extensions of natural-gas service in new areas of 
our country, or that the Federal Power Commission has granted an 
existing natural-gas pipeline authority to expand its services. 

1 say I am interested in both coal and gas because West Virginia is 
the biggest bituminous coal-producing State in the Union, and also 
is an Eastern State that produces more gas than it uses within its 
borders. 

I am sure my colleagues have seen some of these stories. The 
question that has come to my mind is: What effect does this have on 
our valuable natural resource—natural gas? How much natural 
gas have we left? Are proper conservation principles being ob- 
served while the enormous expansion of the natural-gas industry con- 
tinues under the Natural Gas Act? What effect does this all have on 
competitive fuels in the United States? 

Based entirely on news headlines and reports, you would think that 
our natural-gas resources are inexhaustible, that we are constantly 
building up reserves and discovering additional quantities far in excess 
of what we use, and that the main objective is to deliver it as soon as 
possible to any user for the asking—even for inferior uses that waste 
this valuable fuel, such as burning under industrial boilers. 


1493 
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May J Say that 2 years ago these misconceptions were completely 
efuted in our State of West Virginia, a State that produces much 
more gas than it uses. At that time our domestic users were forbidden 
to expand in space-heating units, and, at the same time, the gas com- 
manies hae | solicitors go around LO homes in Baltimore and Philadel- 
phia, trying to get homeowners to put in gas furnaces. Yet, at the 
same time, they were excluding further expansion of natural-gas use 

a State in which it is produced. 

The facts about our natural gas resources show that the reserve life 
index has declined 10 years since 1946. 

The American Gas Association, an industry organization, estimated 
that as of last December the present reserve life index of natural 
gas, based upon present consumption, 1s only 2214 2 years. 

This sharply downward trend in the ratio of reserves to con- 
sumption has reached a point where the trend toward exhaustion 
probably could not be reversed even if no new pipelines were built. 
ifowever, by the administration of sound policies of utilization and 
conservation, the Nation may be able to extend the useful life of our 
was reserves for superior uses. 

In 1948, when the trend of gas reserves life index was still in a 
stable position, Federal Power Commission members Smith and 
Wimberly aptly pointed out the true importance of this life index. 
They stated : 

The true significance of such an index lies not merely in the number of 
years expressing the ratio of reserves to production, but, more particularly, in 
the direction of the indicated trend. So long as the trend is either upward 
or stable, the reserve situation is in a healthy condition. Should there be a 
sustained decline in this index, however, it would signify that additions to 
reserves were not keeping pace with withdrawals. A leveling off of this index, 
or its downward trend, would suggest the need for reappraisal of this natural 
resource in relation to the consumer requirements to be met, and a closer 
surveillance of proposed extension of pipeline facilities. 

In the face of such an adverse trend, the possible needs for national defense 
would also become a more vital concern. 

Mr. Chairman, the downward trend discussed with such apprehen- 
sion in 1948 has now come to pass. As previously stated, in the last 
8 years the life index has decerased by 10 years, to the point where 
it is now only 2214 years. The time has come for a reappraisal of 
this natural resource in relation to the consumer requirements to be 
met. The present indifference to the short life of our natural gas 
reserves is astounding, and we in Congress will be delinquent in our 
duty to the Nation if we fail to do what we can to prolong the avail- 
ability of this valuable resource for its more beneficial uses. 

In reappraising the natural gas industry, I believe we should take 
into account its relation to our other fuel industries, such as coal. I 
represent the oreatest coal-producing State in the Union and one of 
the few gas-producing States which exports more natural gas than 
it imports. 

My constituents in the State of et est Virginia include the gas-con- 
suming public, people employed i 1 competitive fuel industries, and 
natural gas producers. Conscious of my obligation to serve the wel- 
fare of all these varying segments of my State’s population, I have 
introduced legislation that provides a fair and objective approach to 
amending the Natural Gas Act so that we can get started on develop- 
ing a sound national fuels policy. 
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Some of the principal provisions of my bill—S. 2001—have been 
recommended by the Federal Power Commission in past reports to 
the Congress and, more recently, by the Cabinet Committee on Energy 
Supplies and Resources Policy in its report issued by the White House 
on February 26. 

The bill would give the Federal Power Commission jurisdiction 
over direct industrial sales of natural gas. It would require the 
importers of foreign natural gas to be subject to the same standards 
which apply to American companies. 

It would prevent dump sales of natural gas below cost. Above all, 
the bill would provide standards for the guidance of the Federal Power 
Commission in seeking to further the sound conservation and utiliza- 
tion of natural gas. 

This legislation provides a rock bottom foundation on which the 
Congress could erect a sound national fuels policy. In my opinion, a 
sound national fuels policy should be directed toward utilizing those 
fuels in greatest supply for those uses for which they are universally 
suited, and conserving those fuels in searcest supply—such as natural 
evas—for the superior uses for which they are especially fitted. 

The natural gas industry has grown by leaps and bounds under the 
active sponsorship and protection of the Federal Government. | 
think the newspaper headlines and stories, to which I referred earlier, 
are ample evidence that this sponsored expansion is continuing. 

The extraordinary consumption of gas for boiler fuel purposes has 
shortened what otherwise might have been a longer life ry natural gus 

fuel for public consumption. Such wasteful use of gas not only 

stens the exhaustion of this limited resource, but also forces the 

meer nes to draw more quickly upon the country’s higher cost gas re- 
serves—in turn resulting in higher prices to the consumers. 

For instance, in West Virginia we are drilling wells in fields where 
we know we can’t get over 200,000 cubic feet a day, and we feel lucky 
if we get a hundre .d thousand cubic feet a day, in order to supply the 
demands. 

The heart of S. 2001 is section 2, which directs the Federal Power 
Commission to enforce the declared policies of Congress to promote the 
conservation of natural gas and to protect the national interest in ha 
ing an abundant supply of fuels available in time of war. 

To carry out these policies, S. 2001 would amend the Natural Gas 
Act in several other necessary respects. 

The bill would subject imported gas to exactly the same requirements 
and restrictions as those applicable to gas produced and sold in this 
country. 

The reason for that is this: In this country we limit production, as 
the Senator from Oklahoma well knows, on the oil wells in his State 
and in Louisiana, but we allow unlimited foreign production to come 
in without any bans, or anything else, so that we are holding down 
in the light of conservation, our own production in oil, and flooding 
the market with foreign oils. 

The reason that was put in was to give the same protection to the 
domestic producer as to the foreign producer—or rather, subject the 
foreign producer to the same restrictions in order to protect the do- 
mestic producer. 

Strangely enough, under the terms of the Natural Gas Act, gas can 
be imported under conditions much less strict than those applicable to 
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the supply of domestic gas. This change, which has been the subject 
of FPC affirmative legisl: itive recommendations in several recent an- 
nual reports, is nec essary to protect American interests—consumers, 
industry, and labor. Nor is it unfair to Canada, or Mexico, for this 
Nation to protect its own in the manner proposed. There is no justi- 
cation whatsoever for preferential treatment for foreign gas over 
(merican fuels through the medium of Federal legislation. 

S. 2001 gives the Federal Power Commission jurisdiction over direct 
ndusti al : ales and directs the Commission to conform rate schedules 
to the policies of section 2 of the bill and to disapprove prices or rates 


vhich are not compensatory—in other words, in which the company 
does not receive the cost of cddinaia and transportation of the fuel, 
nd which do not appear to beara fair share of fixed charges. 
This language is necessary to prohi bit the practice of selling gas 


it dump prices, and this change is recommended in the President's 
(‘abinet Committee report. 

The urgent need for amending the Natural Gas Act in the manner 
proposed in S. 2001 is strikingly illustrated in a recent dissenting 
opin ion of two Federal Power ( ‘ommissioners, Draper al d Smit! 
Under date of May 90, 1955, the Federal Power Commission issued 
an order in Docket No. G—2499 author IZing Southern Natural Gas Co. 


ell large quantities of natural gas direct to an industrial consumer 
for use In oo erating electric ity. 
One of the points I want to make on that is that the domestic con- 
umer, to whom natural gas is highly essential, has to pay the freight 
on this dump gas. The losses have to be made up in some way, and 


they have to be mat le up by the fe slow who h as to buy. just t like you 
could cut the price of residual oil for boilers, and make it up by upping 
prices one-tenth of a cent. You have the same situation there. Gas 
can be dumped at lower than cost, but it has to be made up on what 
you might call the domestic consumer, the apartment house, the hotel 
owner, and so on, who have to pay the difference in higher gas rates. 

The three-member m: jor ity of the Federal Power Commission au- 
thorized the sale of this gas for boiler fuel purposes. I submit that 
their decision in this case strikingly illustrates the necessity for legis- 
lation to amend the Watawal Gas Act which, as presently interpreted 
und administered, is completely inadequate to protect the public 
interest. In support of this statement I wish to put in the record a 
quotation from the dissenting opinion of Commissioners Draper and 
Smith, both of whom have had long experience in the administration 
of the Natural Gas Act: 

In these circumstances, the primary issue becomes the question of conservation 
of natural gas and we have a clear-cut case of whether to authorize the burning 
of quantities of this natural resource under boilers, where the evidence is clear 
that other fuels are readily and economically available, or to deny such authori- 
zation and preserve such quantities for superior uses. 

Mr. Justice Jackson, in his dissent in the Hope Natural Gas Co. case (320 
U. 8. 591), said, at page 634: 

‘Utilization of natural gas of highest social as well as economic return is 
domestic use for cooking and water heating, followed closely by use for space 
heating in homes. This is the true public u tility aspect of the enterprise, and its 
preservation should be the first concern of regulation.” 

He added, at page 637: 

“The fact is that neither the gas companies nor the consumers nor local regu- 

1tory bodies can be depended upon to conserve gas. Unless Federal regulation 
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will take account of conservation, its efforts seem, as in this case, actually to con- 
stitute a new threat to the life of the Appalachian supply.” 

The Commission, in its 1940 annual report, was aware that this problem went 
not only to the Appalachian area but to the entire country when it said, at page 
79: 

“Careful study of the entire problem may lead to the conclusion that use of 
natural gas should be restricted by functions rather than by areas. Thus it is 

specially adapted to space and water heating in urban homes and other build- 

ings and to the various industrial heat processes which require concentration of 

heat, flexibility of control, and uniformity of results. * * General use of 

natural gas under boilers for the production of steam is, however, under most 
rcumstances of very questionable economy.” 

The present case is one in which we can act within the frame of the Natural 
Gas Act as it stands, under the mandate of section 7 (e) as to the positive 
requirement that we find that the public convenience and necessity require the 
proposed service. The issue is here clearly defined—there are none of the 
perplexing considerations Which have existed in certain past requests of this 
ype, such as evidence of prospective injury or loss to applicant resulting from 
the operation of “take or pay” clauses or possible damage to ability to meet 
financial obligations. 

This is a case where the conservation of natural gas for superior uses, as 
igainst a request for authority to render boiler fuel service, should be con- 
trolling. The argument of applicant that the development of atomic power 
may conceivably supplant other fuels before the expiration of applicant's ability 
to render the service here asked for, fails completely when one realizes that such 

tomic power would in fact supplant only the so-called inferior use. This is all 
the more reason for conserving natural gas for piping into homes. 

Unique to certification of direct sales service is the fact that once the service 
is authorized our jurisdiction, for practical considerations, ceases. We have no 
control over the rates charged for the direct sale. Yet we must examine the 
proposed direct sales price to aid in determining whether the public convenience 
and necessity require that the sale be authorized. 

In the present instance, it is urged by applicant that the initial contract price 
compares favorably with the current prices of available competitive fuels; and 
that, in any event, the price under this contract can be reduced, if necessary, to 
meet any price of competitive fuels. 

Although such a contract provision, providing for downward revision of the 
price without a minimum, may be desirable from the viewpoints of the applicant 
and the nonjurisdictional customer, it entails a possible lack of protection to 
the jurisdictional customer, with whom we must be equally concerned. 

Consideration of the substantial evidence in this record as a whole demon- 
strates that the public interest in the use of gas under boilers in the circum- 
stances here present is outweighed by disadvantages to other elements of our 
economy. Clearly, under such circumstances, the overriding public interest 
requires that the Commission conserve our irreplaceable supplies o* natural gas 
in favor of superior uses by denying the present application. 

When the Natural Gas Act, as presently interpreted and admin- 
istered, does not protect the public interest in a case so clear-cut as 
this, then I submit that it is time for the Congress to amend the 
Natural Gas Act. The proper utilization and conservation of this 
scarce and valuable natural resource is a problem which must be 
dealt with in its entirety, for the benefit of the public as a whole— 
the producers, the competitors, the consumers and the national secu- 
rity. We should not enact legislation dealing with only one of the 
many problems involved in the Nation’s stake in natural gas. 

Therefore, I strongly urge that any bill reported to the Senate to 
deal with the problem of regulation of independent gas producers, also 
contain the principles included in S. 2001. 

The enactment of S. 2001 would be in the public interest. It would 
benefit the coal and railroad industries by discouraging the wasteful 
use of natural gas, thereby enabling the coal industry, with its huge 
reserves, to compete better for those markets which should be served 
by coal—the markets where cost of fuel is the only consideration. 
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As an illustration of that, we are burning natural gas in boilers 
in the Philadelphia Navy Yard, right in the heart of the coal section, 
where coal is e: asily and ¢ heap ly obtained. 

They converted recently from coal to natural gas—I think they 
converted about a year ago—and I maintain that is a wasteful use, 
and wasteful use at the expense of families, because there is no finer 
fuel for heating water and heating homes than natural gas, and those 

re the people that really have to pay the freight on this dump gas. 

I went through Leavenworth Prison out in Kansas, recently and I 
found a huge new powerplant being handled with dump gas much 
cheaper ‘th: an they get any other fuel at dump prices. 

Now, it is true, the electric power companies sell dump power, but 
they sell it during certain hours of the day, because it constitutes to 
thema eiehoae 

I asked them out there, “How long did you get this gas/” and 
they said, “Oh, we have been getting it steadily. We keep a month’s 
supply of fuel oil here for the boilers, in case it should be cut off, but 
at some places, it is being given under firm contracts at dump prices.” 

This will enable the coal industry to maintain a more adequate pro- 
ductive capacity, so vital to this country in the event of national 
emergency. 

That is one thing you want—you can’t make steel without coal, and 
steel is the foundationstone of our defense at all times. You must 
realize when you shut a coal mine down, if it stays shut down about 

year, you have lost a coal mine and the entire body of coal left in it, 
because the top comes in, and mixes the top with the coal so that you 
just can’t resurrect it. It doesn’t hurt a strip mine, because you can 
open that or shut it down, but in an underground mine, you can’t 
handle it. 

a he transportation capacity of the railroads will also be maintained 

. higher level. The level of employment in those industries will 
rise, to the benefit of the vast numbers of coal and railroad employees. 

The enactment of S. 2001 would result in eventual benefit to the 
natural-gas producers, because it would discourage the wasteful use 
of natural gas and thereby prolong the supply for preferred uses for 
which natural gas can command a higher price—those uses where con- 
venience and the other advantages of natural gas are much more im- 
portant than the cost advantage. 

For the same reason, S. 2001 would result in eventual benefit to the 
gas-transmission companies, because it would prolong the business life 
of such companies. 

The enactment of S. 2001 would benefit the consumers of natural 
gas. The bill would benefit consumers primarily in two ways—(1) 
domestic and commercial consumers would be freed of some of the 
subsidy which they are now paying for the benefit of dump-gas users, 
because that does amount to subsidy given to them, and, (2) the waste- 
ful use of gas for inferior purposes would be slowed, thereby slowing 
the exhaustion of this valuable resource and slowing the too-rapid 
advance up the ladder of scarcity prices. 

I believe that the principles contained in this bill must be enacted 
for the protection of the peacetime economy and for the maintenance 
of a strong mobilization base within the domestic fuels industry. 

I remember when C ongress enac ted the coal stabilization bill which 
contained some of the principles you have here for natural gas which 
forbade the sale of coal at less than the cost of production, which put 
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the coal business back in business again. It cut out the bad practice 
of making coal high in some places and losing money in others. 

I want to thank you gentlemen. 

I hope you will give serious consideration to this, because with the 
spread of the use of natural gas all over the country, with domestic 
users coming more and more to recognize its efficiency in the domestic 
market, I think it should be conserved for the long-range period, 1 
possible. 

Senator Pasrorr. Thank you, Senator. 


STATEMENT OF HON. PAUL H. DOUGLAS, A UNITED STATES SENATOR 
OF THE STATE OF ILLINOIS 


Senator Pastore. Senator Douglas? 

Senator Dova.as. I appreciate your courtesy in permitting me to 
appear. 

I think you all have copies of the statement which I have pre- 
pared. I would ask that the statement be made a part of the record, 
and I will try to hurry up in the verbal presentation as such as possible, 
to save your time, and ask that any added comments which I make, 
which are not in the statement, be made a part of the record. 

(Senator Douglas’ prepared statement is as follows: ) 
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ro S. 1853) Brerore THE SENATE INTERSTATE AND FOREIGN COMMERCE Com- 
MITTER, 84TH CONGREss, IST SESSION, JUNE 9, 1955 
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(dq) Searcity of gas reserves indicated 1516 
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supply 1521 
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1. INTRODUCTION 


(a) Summary and background 

I appreciate the opportunity of presenting to this committee some of the 
reasons why I have introduced two bills to amend the Natural Gas Act (S. 1248 
and S. 1926) and joined in sponsoring a third (S. 712), and why I am urging 
the disapproval by this committee of all other exemption legislation. 

In brief, I am convinced that the proposed exemption from Federal regulation 
of interstate sales of natural gas by nontransporting producers would, without 
justice or reason, add hundreds of millions of dollars a year to the bills of the 
Nation’s gas users. 

I believe that the legitimate interests of natural-gas producers can be fully 
protected under fair and reasonable regulation of those interstate sales. 

I believe that consumers can be adequately protected by exempting the little 
producers who sell only about 10 percent of the gas in interstate commerce. 

And I know that the widespread publicity campaign of the oil and gas industry 
that competition can be relied upon to protect the consumer against exorbitant 
prices is not supported by the evidence. It ignores the basic and decisive fact 
that, unlike coal, oil, potatoes, copper and other commodities to which the in- 
dustry literature mistakenly compares gas, there is only one feasible method of 
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distribution for gas—the pipelines and the local gas mains. And it ignores the 
inevitable and demonstrated result that once the lines are laid, the homes hooked 
into the utility systems and the cooking and heating appliances bought, the 
chances for the users of gas to get any real protection against unfair producers’ 
prices by competition are nil. I shall develop these points more fully in my 
presentation. 

This drive for exemption which will permit nontransporting producers to 
charge all that the traffic will bear was stopped in 1948 when this committee in 
the Republican SOth Congress decided that the Moore-Rizley bill, which closely 
resembled the pending Harris and Fulbright measures, was against the public 
interest and therefore did not bring it out of committee. The exemption drive 
was stopped again in 1950 by President Truman’s courageous veto, only to be 
revived once more by the Federal Power Commission’s regrettable decision in 
the Phillips case in 1951. The Supreme Court in 1954 reversed the Commission 
and once more upheld the Federal authority to protect consumers by regulating 
these producers’ interstate sales. Now I hope this committee will again dis 
approve the measures designed to reverse that basic decision and will decide 
to permit the Federal Power Commission, however unwilling and hesitant it 
may be, to get on with the job of fair and reasonable regulation to protect the 
60,000,000 users of gas. 


(b) Basic issues before Congress 


My testimony will deal with three issues which I believe are basic to a cou 
sideration of the several proposals before this committee to amend the Natural 
Gas Act: 

(1) Does the public interest require that the prices charged by producers for 
natural gas sold in interstate commerce for resale be subject to regulation by 
the Federal Government? 

(2) If the public interest requires such regulation, what type of control 
should be applied, and should it be applied to all producers? 

(3) Should natural-gas pipeline companies owning natural gas reserves 
through leaseholds and gas rights be allowed to include in operating expenses the 
market value of the gas they produce from such reserves? 

These three basic issues are not the only issues involved in the numerous 
amendments proposed to the Natural Gas Act which are before this committee; 
however, they are the main issues which I believe are of vital concern to natural 
gas consumers, as well as its producers, transporters and distributors. 

With regard to the first issue, it is my firm conviction that Federal control 
of the prices charged by natural-gas producers selling in interstate commerce 
for resale is necessary in the public interest. In that connection may I point 
out that even the President’s Cabinet Advisory Committee on Energy Supplies 
and Resources Policy recognized that some degree of control is necessary. Like- 
wise the bill introduced by Senator Fulbright, I believe, also recognizes at least 
in theory that the Federal Government should bave some authority with respect 
to the prices paid by pipeline companies for gas purchased from other producers, 
in order to protect the consumers’ interest. Based upen my study of this entire 
question, I firmly believe that unless Federal Government controls the prices 
charged by producers for sales of natural g in interstate commerce, the intent 
and purpose of the Natural Gas Act is nullified and Federal and State natural- 
gas rate regulation will become a useless exercise in futility. 





(c) Purpose of Natural Gas Act 


The intent and purpose of the Natural Gas Act is plain. Congress passed thi 
act because it was clearly apparent to the members of that body in 1938 that 
Federal control of the natural gas industry was necessary to secure reasonable 
rates for natural gas in the consuming areas. State regulatory commissions 
found themselves helpless to control the cost of natural gas at the city gate to 
the distributing utilities because these sale transactions were in interstate com 





merce and beyond the reach of State authority. Municipalities and State com 
missions asked Congress to place Federal control over the previously unregulated 
interstate sales so that reasonable rates for natural gas could be secured for the 


consumers. 
(d) Natural Gas Act provided effective regulation 

Congress responded to these requests for legislation by passing the Natura 
Gas Act. The Federal Power Commission took this new jurisdiction and pro 


ceeded to fix just and reasonable rates. This action resulted in lower consume! 
rates in many cities and towns of the Nation. Table No. I, which follows, sum- 
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arizes the rate reductions which the Federal Power Commission—with its will 
te protect the public interest still strong—secured through proceedings under 
he Natural Gas Act While a good many of the reductions listed, which total 
15,545,000 on an annual basis, were secured only after formal proceedings and 
i some instances litigation, there were a number of rate reductions made volun- 
rily asa result of informal negotiations 


‘ 














TABLE I Reductions effected by Federal Power Commission in the interstate 
resale rates of natural gas 1938-52 
Rate reduc 
Company tion (ar Effective date | States where ultimate consumers live 
il t 
GNatur Gia l elin ( $6. 508, 000 - t 1, 1940 Kansas, Nebraska, lowa, [llinois, and 
A rica Sept. 2¢ 42 Indiana 
ifope Natural G Co 3, 610, 000 July 1 1942 Ohio and Pennsylvania 
§Ca lian River Gas ¢ t 2. O86, OOK May 13,1942 | New Mexico, Colorado, Wyoming, 
Kansas, Nebraska, Iowa, Llinois, 
nd Indiana 
I t Pipe I ( 194, 000 N 1,1942 | Kentucky, Kansas, Missouri, Illinois, 
Ohio, lr ind Michigan 
rst vatural Gas Ce 1,100,000 | June 15,1943 | Louisiana, ssissippi, Alabama, 
Georgia insas, Tennessee, Llli- 
n ' Ir 
tie Ser (ras Co 4, 446, 000 sept 1, 1943 OKlahoma, Kansas, Missouri, and 
Nebraska 
Lone Star Gas ( 2,071,000 | M 15,1942 | Oklahoma and Texas 
El Paso Natural Gas ( 526,000 | Nov. 1.1942 | Arizona, New Mexico, and Texas. 
). United Gas Pipe Line ¢ 1, 862, 000 Apr 1, 1943 Alabama, Mississippi, Florida, Louisi 
ina, Texas, Georgia, Tennessee, 
Arkansas, Missouri, and I}linois. 
Natural Gas Co 9 987.000 | Feb. 1.1943 | Iowa, Kansas, Minnesota, Nebraska, 
1. 880. 000 November and South Dakota 
1947 
Memphis Natural Gas Cc 353,000 | July 26,1943 | Tennessee, Arkansas, Louisiana, and 
Mississipp 
2. Mississippi River Fue] Corp 790, 000 Jar 20, 1946 Arkansas, I]linois, and Missouri. 
Penn York Natura] Gas Corp 53.000 | Mar. 15.1946 | New York 
4. Southern Natural Gas Co 1, 200.000 | May 1,1946 | Alabama, Georgia, and Mississippi 
Ohio Fuel Gas C 636,000 | May 15,1946 | Indiana and Ohio 
16. United Fue] Gas Co. and Cincin- 1, 753,000 | Sept. 1,1946 | Kentucky, Ohio, and West Virginia. 
Gas Transportation Co 
17. Tennessee Gas Transmi n Co 850,000 | Apr 1, 1947 | Mississippi, Tennessee, Kentucky, 
West Virginia, Ohio, Pennsylvania, 
and New York 
i8. Atlantic Seaboard Corp 167,000 | Apri 1947 | Kentucky, West Virginia, Virginia, 
Maryland, and Pennsylvania 
). Kansas-Nebraska Natural Gas 187,000 | Oct. 1,1947 | Kansasand Nebraska 
Co. | 
20. Northern Natural Gas Co 1, 880,000 | Nov 1947 | Iowa, Kansas, Minnesota, Nebraska, 
and South Dakota. 
21. Kentucky West Virginia Gas Co 424.000 | Nov. 1,1948 | Pennsylvania. 
22. United Natural Gas ¢ 252,000 | Jan. 1,1950 | Pennsylvania and New York. 
23. Colorado-Wy ing Gas Cc | 357. 000 Nov. 26.1950 | Colorado and Wyoming 
24. Colorado Interstate Gas ( | 2,973,000 | Sept. 15, 1952 Do. 
Total F ae | 43. 345. 000 





li. INCREASES IN FIELD PRICES HAVE ALREADY INCREASED COST OF GAS TO ULTIMATE 
CONSUMERS 


(a) Increases in field cost of gas to pipeline companies 

Commencing in 1949, natural-gas companies began to file applications with 

e Federal Power Commission for substantial increases in their resale rates. 
There appear to have been three major causes for these increases: (1) increased 
cost of labor, material, and taxes; (2) increased cost incident to adding system 
apacity which was more costly per unit than existing capacity: and (3) in 
creased costs due to the higher prices paid for the purchase of natural gas in 
the field from nonpipeline producers. The greatest of these were the increases 
n the cost of gas purchased from such producers. In addition, during the past 





Commissioner Nelson Lee Smith, during a panel discussion at the Practicing Law In- 
stitute on June 7, 1954, presented data from,a study of 20 major natural-gas companies 
vhich showed that in the period 1948 to 1953, inclusive, the average increase in purchased 
gas costs was 4.52 cents per M. ec. f., which represented 84 percent of the average increase 
n wholesale revenues secured by these 20 companies during the same period. 
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2 or 3 years applications for rate increases have been based on claims of pipe 
line companies for the market value (instead of the cost, plus a fair return) « 
the gas they themselves produce from owned or subsidiary-owned reserves 

In order to demonstrate the great increase which has occurred in the unit 
cost of gas to interstate pipeline companies. I have had prepared from data 
furnished the Federal Power Commission by the pipeline companies, table No. 2 
which follows. This table shows the average annual cost of gas to 17 major 
pipeline companies buying gas in the Southwest States commencing with the yea: 
1946 and ending with the most recent data available. For the most part, data 
are for the year 1954 as reflected in the figures furnished by the companies then 
selves in their most recent applications to the Federal Power Commission for 
rate increases, 





Average cost of natural gas purchased from nonaffiliated producers in Southwest 
by 17 major natural Jas pipe line cOomMmpaNntes 





Cents per M ec. f nA Increase 
Most rate 
ecent : cm 
me of compar 7 te filing LE € 
or 1953 S 
1946 | 1947 | 1948 | 1949 | 1950 | 1951 | 1952 | 1953 | “CTC over | i! 
filir 1946 
| 2 3 (4 5 6 (Ss ) a0 11 12 
Arkansas Louisiana 
Gas Co 2, 891| 3.094) 3.362) 3.656) 4.393) 6.777) 8.071) 9.177 6. 286 217. 4: 
Cities Service Gas Co 4.554! 6.396) 6.957, 7.170) 7.621) 8. O86) &. 464 &. R24 9. 442 4 RRR 107 
Colorado Interst 
Gas Co 6.003) 5.734! 6.702! 7.343) 7.448 7.647) 8.211) 212.887 6. 884 114. 68 
El Paso Natural Gas 
( 83.961) 4.: 4.32 5.090 5.599 5.616) 5. 690 &. 312 419 103 5. 142 129. &2 
Lone Star Gas Co 5.319 5.373) 5.220) 5.410) 4.994 5.490) 5.998) 9.032 3. 713 69.8 
Michigan-Wisconsin 
Pipeline Co 8.087 8.219 8. 287' 8.731; 9.47 9 999 1. 842 99 7R 
Natu Gas Pipeli 
Co. of America 6.022) 6.063, 6.047, 6.969) 8. 108 9. 19 10. 658 4. 636 76. YS 
Northern Natural Gas 
Co 5. 126| 5.177) 5.712) 5.649) 7.369) 8.093) 8.875) 11.239! 711. 667 6. 541 127. ti 
Panhandle Eastern 
Pipeline Co 4.042) 4.219) 4.422) 4.735) 5.798) 5.930) 7.915) 8. 471 * 8. 741 4.721 117. 44 
Southern Natural Gas 
Co 5. 351) 5.465) 6,028! 6.271) 6.749) 6.202) 7.146) 8.082 99. 655 4.304 80. 43 
Tennessee Gas Trans 
mission Co + 4.528) 4.524) 4.315) 5.119) 5.027) 5.318) 6.144! 9. 264 11. 928 7. 400 163. 4 
lexas Eastern Trans- 
mission Co 6. 793) 7.492) 7. 285) 7.265) 7.175) 8. 153} 12. 496 5. 703 83. YF 
Texas Gas Transmis- 
on Co 6. 262) 6.951) 6.209) 7.004) 6.995) 7.563) 7.217) 9.694 3. 432 54.8 
Texas Illinois Natural 
Gas Co ¢ 16) | (6 ) | 8.557) 8.437) 8.790) 18 10, 403 1. 846 21 
Transcontinental Gas > 
Pipeline Co 2 7.138) 7.430) 7.721} 13 10.848 3.710 51. 98 
Trunkline Gas Co ‘ 7.647, 7.667) 7.943) © 10.920 3. 273 42. I 
United Gas Pipeline 
Co 4.244, 4.098) 4.072) 4.792) 5.644) 5.848) 7.389) 8.026 3. 782 89. 11 
Weighted aver 
age 4.402 4.694 4.832, 5.416 6.042) 6.400) 7.262) 8.857 7 9. 723 321 121 


Company filing, Doeket G-240 
No purchases made from producers. 
Company Filing, Docket G-—2576 

4 Company Filing, Docket G-4769 
No purchases made from producers 
Company filing, Docket G-3123 

7 Company filing, Docket G-—2505. 

* Company filing, Docket G-2506. 
Company filing, Docket G-4264 
Company filing, Docket G-5259 
Operations commenced May 1, 1947 

2 Operations commenced Mar, 1, 1951. 
Company filing, Docket G-8487 
‘ Operations commenced Oct. 1, 1951 
Operations commenced Oct. 27, 1949. 

6 Operations commenced Dec. 1, 1951 
Weighted average includes most recent rate filings or 1953 
* From 1954 Form 2 (F. P. C 
Company filing, Docket G-8511. 









Source other than as noted: FPC Form No, 2. 
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These 17 companies, in 1953, purchased 4,075,082,683 M c. f. of natural gas 
from independent producers, which is 96 percent of the total volume bought by 
all companies subject to the jurisdiction of the Federal Power Commission in 
that year from nonafiiliated producers. I believe the table reflects a reasonably 
iccurate representation of the increased cost of gas purchased in the Southwest 

om independent producers. It will be noted from this table that in the case 
f most companies the cost of gas gradually increased from 1946 until 1951, and 
at thereafter the magnitude of the annual increases became much greater. 
The percentage increases for each company is shown in the right-hand column— 
the increases range from 21.57 percent in the case of Texas-lllinois Natural 
Gas Co. to 217.45 percent for Arkansas-Louisiana Gas Co. 

Chart No. 1 which follows covers the same period as that shown in table 2 
and shows the weighted-average cost of gas in cents per M ec. f. purchased by 
he 17 companies trom the independent producers. In 1946 the weighted average 
cost of gas to these companies was 4.402 percent per M c. f. Based upon the 
most recent available data, which primarily applies to the year 1954, the 
weighted average cost is 9.723 cents per M c. f.—an increase of 5.321 cents, or 
120.87 percent. 

What has been the financial impact on the natural gas pipeline companies 
of the higher cost of gas purchased from nonaffiliated producers? Again using 
the 17 major companies purchasing natural gas in the Southwest, I have had 
prepared table [11 which follows. 

This table reflects a computation of the increase in the cost of gas for the 
17 companies based on the prices and volumes purchased in the year 1953 or as 

iown in the most recent applications to the Federal Power Commission for a 
rate increase, and the weighted average cost of gas to such companies in the year 
1948. As will be noted from this table, the annual increase in the cost of gas to 
the 17 companies is in the aggregate running at the rate of $196,149,896. 

I believe the committee will agree, after examining this table, that the increases 
in the cost of purchased gas which have already occurred in the past 5 to 6 
yeurs are not exactly chickenfeed. 


; 


(b) Increases in field cost of gas have boosted resale rates 

I turn now to the effect of this huge increase in the field cost of gas upon 
the resale rates of natural gas companies subject to the jurisdiction of the 
Federal Power Commission. In this connection it should be noted that most 
of the interstate pipeline companies sell some portion of the gas they handle 
directly for consumption and also some companies make intrastate sales for 
resale. The proportions of these two classes of business differ materially between 
the 17 companies, the resale sales ranging from 100 percent for 3 companies 
to as low as 359 percent. 

Between July 1, 1949, and March 1, 1954, a period of 4 years and 8 months, 
natural gas pipeline companies, as distinguished from nontransporting producers, 
have filed 163 reque sts with the Federal Power Commission for increases in their 








resale rites avgregating S505,848,000 on an annual basis. This great sum is 
indeed startling in relation to the fact that the Commission during the years 
1989-52 succeeded in reducing pipeline rates only $43,345,000 as shown by table 
No. 1 The disposition of these increase applications has been as follows: 
Total led . $505, S48, 000 
Disallowed and withdrawn oe 157, 272, 000 
P ed in effect without suspension ee 14, 455, 000 
P effect after suspension ; LS4, 367, 000 
Total disposed of___-- alata sieicieteliaes Sern 356, 094, 000 
INS ee 149, 754, 000 
It should be noted that this large sum includes some duplication. Some pipe- 
line companies sell to other pipeline Companies, and there are instances where 
even a third or fourth company subject to the Commission’s jurisdiction is in 
the « in For example, Tennessee Gas Transmission Co. sells to United Fuel 


Gas Co., which sells to Atlantic Seaboard Corp., which in turn sells to Washington 
Gas Light Co 


] Hl )5 


GAS AC1 


NATURAL 


AMENDMENTS TO THE 





aiqgojioay 
9°70 


jUe28y ISON ES6l 2Sél IS6!} Os6) 6v6I Sréi 2v6l 9v6l 


SER SIS ET OK oS : ~ c rE a ~~ a p 
ra ‘ . ce ~ ‘ 
x . ie « om, « rr y . 
oe : 
3 ae : + “ : 4 a 
oe ea os r 
Ss a . " < ae 
— » > 4 si g ats. chit _ 
as - al ts - 
—s. 4 
oS x ad 4 & 
: ‘ P 
<a oe ak 
? ie ae ’ } , Fe x 
" Sa + 3 2 . 
eens : 5 aie ? r 4 
; San p. “ 
~ z . ad L 
P ; 
RA Sm 
on onde 
aX 
‘ 7 
. 


Camel 


? ZOv'y 


ne ee te eh A ag ak hte ea rt ie neath i rey te retin teil Sen, 





“3S VHOUNd SVS TIVYNLYN HOS SSINVdWOD SNI13did 
JILVLSYSLNI ZI AG GiVd LSOD LINN 39WHSAV G3ZLHOISM 


1 ON 44049 


“sugonaoud _ LN3QN3d30NI WONS 1SAMHLNOS Niles 


vv 





Yad SLIN39D 


JOW 


1506 AMENDMENTS TO THE NATURAL GAS ACT 


TABLE III Increase in cost of natural gas purchased by 17 major natural qas 


pipeline companies tn Southwest from nonafiliated producers based on prices 























paid in 1948 and most recent known prices 
Average pr | 
Percent- | me pur- | At pm 
198 ' c hased 1953 crease ir 
Owl ) rl 
148 um . fit co a r 
Cents per, Cents pe Cents per 
M c.f M c.f M c.f 
Ark I ( S. Be 18 RO 172. O€ 133. 958. 003 $7. 789. 658 
( ice ¢ ( 6. OF 44 oe) $ 2 250, 768, 000 6, 231. 585 
Col » Int Gas Co 7 2.89 7.1 124.75 | 87,774, 39 6, 278, 503 
El | Nat G 4.22 Y 4. 58 115. 6 648, 874 31, 678, 064 
I I Gas ¢ 22 ) 3. 81 73. 02 179, 712 3 6, 850, 659 
1 W isc I eCo * 5. Uf 9. 9 1. 84 22. 78 124, 059, 891 2, 285, 183 
N 1G Pipe or {f Ame 
6. 02 410. 66 1.64 76. 98 64, 522, 000 2, 991, 240 
Northern Nat G 71 11. ¢ Ut 104. 2 206, 955, 904 12, 324, 229 
P ndle } Pij Ce 4. 42 8.74 97. 67 149, 777, 002 6, 468, 869 
yt ern Natu G Co 6.03 ). 6 ; 60.17 201, 499, 059 7, 308, 371 
I essee Gas T1 ( 4. 32 11.93 176. 43 509, 126, 209 38, 759, 778 
Ie Eastern Trans! yn Co 7.49 12. 50 OU 66. 79 186, 804, 722 9, 347, 708 
I Illir Natural Gas Co 8. 5f 10. 40 1. 85 21. 52 157, 474, 758 2, 906, 984 
I Gas Tra! ion Co 6. 21 9. 69 3. 49 6.13 L02, 438, 462 3, 569, 980 
Ir continental Gas Pipeline 
Co 7.14 10, 85 3. 71 51. 98 209, 500, 000 7, 772, 450 
rrunkline Gas Co 7. 65 1. 92 3. 27 42. 80 97, 027, 827 3, 175, 72 
United Gas Pips ( 4.07 ‘ 95 97.10 022, 026, 160 40, 410, 914 
Potal 196, 149, 896 
Company filing, Docket G—2410. 
2 Company filing, Docket G-2576 
Company filing, Docket G-4769 
4 Company filing, Docket G-3123 
Company filing, Docket G-2525. 
6 Company filing, Docket G-2506 
7 Company filing, Docket G-4264. 
§ Company filing, Docket G-5259 
* Operations commenced Mar. 1, 1951. 
Company filing, Docket G-8487 
Operations commenced Oct. 1, 1951 
2 Operations commenced Oct. 27, 1949 


Operations commenced Dec. 1, 1951 
‘Company filing, Docket G-8511. 

From FPC Form No. 11, 1954 
6 Company filing, G-2506 
Source: Other than as noted: FPC Form No. 2. 

Table IV has been prepared to show the rate increases which 14 of the 17 
pipeline companies previously referred to have requested of the Federal Power 
Commission during the same period of 4 years and 8 months and the disposition 
of such rate increase applications. It will be noted that Arkansas-Louisiana 
Gas Co., Lone Star Gas Co., and Trunkline Gas Co. have been omitted. The 
explanation for this is that Arkansas-Louisiana and Lone Star have only very 
minor sales of gas subject to Federal Power Commission jurisdiction, almost all 
of their gas sales being made at retail in the States of production. Trunkline 
Gas Co. is a subsidiary of Panhandle-Eastern Pipe Line Co. and its rates for the 
sale of gas to Panhandle are based on a cost-of-service formula, the revenue 
received being dependent upon operating and other costs plus a return at 6 
percent. Under this formula the increases in its cost of purchased gas are 
automatically passed on to Panhandle. 

rhe 14 companies listed on the table have applied to the Commission for rate 
increases totaling $367,580,553 of which $158,850,500 has already been allowed. 
Increases pending as of March 1, 1955, amount to $92,964,469. Requested in- 
creases in the amount of $115,765,584 have either been disallowed or withdrawn. 
The total in either granted or pending amount to $251,814,969. This 
amount includes some duplication because of sales between several of the listed 
pipeline companies, but the proportion of such duplication is much less than in 
the overall statistics for all rate increase requests referred to previously. 


reases 
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Rate increase applications filed by 14 interstate pipeline companies 


with the Federal Power Commission and their disposition 


TABLE 1V 




















July 1, 1949, to Mar 
i) 
E ffec ¢ Ay 
late fil Yr 1) lowed 
\ al } | 
Cit Ser ( AT 93,1954 |$12, 589, 000 $3 89.000 $9. 500. One 
Colorado Inter Oct. 27, 1952 000 
Oct , 1953 6, 508, 000 83, OF 2 
Seryt 1. 1954 10, 269, O00 Hy Me 
Tota 14 2, OOO 8, OOO 4. ( 
EF] | N lr Oct 1.1949 900. 000 0. Of 
Oct 1.1950 2, 400, Of 2, 400, OO 
June 1, 1951 7, 200, OO § O00, OOO $4 WO 
Jan 1, 1953 IK, OO 1 575, 000 ! 0 
Jan 1195 260, Of 260, 000 
Nov 1¢ 18, 113, Of 210, 000 ! 103. 00 
Total 14 10 16,345, 000 9. 911, 00 aaa 
Michigan-W iscon Oct 1.195 + TOO, OOF 
Dee. 12 152 3, 900, 000 3, 726, 700 4.87 4( 
Apr 1. 1955 1, 526, 000 1, 526, OOF 
Total OO 3, 700 873, 30 ] re OV 
Natural Gas Pipe Line Co Der 1,195] 2. 400. 000 2, 400, 000 
Ay 1, 1953 + 500, O06 3, 500, 000 
Nov. 13. 1953 7, 200, 000 6. 310. 000 800. O00 
Oct 1, 1954 10, 702, 000 642, 000 10, 060, BOK 
Total 23, 802.000 | 12, 210, 000 | 32 (Wi 0. 060. OO 
Northern Natural Gas Co 000) 
100, OOF 1 2900. OOO 
OOO 
OO 2 YS, OOO 7, 602, 000 
HW) 6. 859. 000 6, 626, 500 
000 8, 128, OOO 
Total $1, 513, 500 | 14, 957, 000 18, 428, 500 8 128 OO 
Panhandle Eastern Pipe Line Co Feb. 20, 1952 | 21,400, 000 | 12, 779, 000 8 621. 000 
Aug. 1, 1954 | 12,014, 753 4, 880, 284 7, 134, 469 
Total 33, 414, 753 12, 779, 000 13, 501, 284 7, 134, 469 
Southern Natural Gas Co Apr. 2, 1953 6, 313, 000 5, 835, 000 478, 000 
Nov 1, 1954 7, 018, 000 485, 000 6, 533. 006 
Total 13 1, 000 6, 320, 000 478, O00 6, 533, OOF 
Tennessee Gas Transmission Co Dec. 17,1951 | 13, 600, 000) 50 000 E70 AN a 
~ e J ) ) 
Dec. 17,1951 4, 400, 000 ‘ 
Feb, 15, 1953 17, 900, 000 14, 500, 000 8, 400, 000 
Mar 1, 1954 6, 510, 000 4. 790, 000 1, 720, 000 
Tune 1, 1954 13, 616, 000 215, 616, 000 
Sept. 1, 1954 1, 000, 000 1, 000, 000 
Nov. 3, 1954 8. 616. 000 & 616, 000 
Total. 64, 742, 000 2, 690, 000 94. 436, 000 &, 616, 000 
Tex iS E astern Transmission Corp Sept. 1,1953 | 41.800, 000 | 30, 598. 000 11. 207. 000 
Tex is Gas rr ansmission Co Ja 8 1953 10, 542, 000 | 10. 410. 000 132, 000 
lexas-Illinois Natural Gas Pipe Line 
: Co Jan 1, 1954 5, R58. 500 4,021, 000 1, 837, 500 
rranscontinental Gas Pipeline ( May 1, 1952 3, 900, 000 13, 900. 000 
Mar. 18, 1953 9, 819, 000 7, 327, 000 > 499. 000 
June 1, 1954 5. 658, 000 5 658. 000 
No 1, 1954 3, 204, 000 204, 000 
Dec 1, 1954 796, 000 796, 000 
Total 33. 377. 000 7. 397. 000 9 (50, OO +, 000, 000 


See footnotes at end of table. 
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Parte IV Rate increase applications filed by 14 interstate pipeline companies 


crith the Federal Power Commission and thetr disposition Continued 
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As most of the 14 companies secure a portion of their gas supply from 
their Own reserves or from an affiliated producing company as well as by 
purchase from other pipeline companies, it is difficult to directly relate the dollar 
increases in the field cost of gas to the 14 companies, to the rate increases 
granted such companies or those which are presently pending. Because of these 
factors, comparisons which have been made frequently in these hearings between 
increases in the average cost of gas per M ec. f. purchased from independent 
producers within a certain period and the increases which have occurred in 
he average resale rates per M ec. f., are of doubtful validity as applied to most 
of the 14 companies. 

I have previously pointed to the fact that increases in pipeline company rates 
vere brought about by three principal factors, the dominant factor being the 
increased cost of gas purchased from nontransporting producers. This is quite 
evident when the increased tield cost of gas to the pipeline companies is compared 


with the increases in resale rates which have been granted by the Commission 








re presently pending. For comparative purposes the total increase in the 
st of gas which occurred since 1948 of $196,149,896 for the 17 major pipe- 
ne mpanies purchasing gas in the Southwest, should be adjusted to exclude 
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From this tabulation it appears that the increased cost of gas purchased from 
nontransporting producers which is applicable to sales for resale in interstate 
commerce amounts to $141,337,551 compared with rate increases granted and 
presently pending of $251,814,969. While this would indicate that increases in 
the cost of gas purchased from nontransporting producers account for 56 percent 
of the rate increases, the true proportion is greater because of duplications 
which inflate the dollar amounts of rate increases granted or pending. For 
example, Natural Gas Pipe Line Co. of America purchases 2 portion of its gas 
supply from Colorado Interstate Gas Co. Colorado Interstite’s pending rate 
eases include proposed increases in rates to Natural Gas Pipe Line Co. of 
$7,824,000. Thus duplication of this amount is included in the combined total 
of the allowed and pending rate increases of the two companies. Other major 
and minor duplications exist with respect to most of the other listed companies. 

Another factor which is responsible for a portion of the rate increases granted 
and now pending at the Federal Power Commission is the inclusion in operating 
expenses of the pipeline companies of a value for the gas which these companies 
and their affiliates produce. Chairman Kuykendall of the Commission has fur- 
nished me information showing that pending and allowed rate increases for 
seven of the companies listed on table 4 are based in part on the substitution of 
the commodity value or average field price of gas in the field for the cost of 
production, including a fair return. The total amount for these seven companies, 
based upon such claims, is $29,347,147. Data are not available for three other 
companies where similar claims are pending. 

From the evidence at hand it is quite clear that increases in the cost of gas 
purchased by pipeline companies from the so-called independent producers are 
responsible for the major share of the rate increases which pipeline companies 
have been granted by the FPC and those which are presently pending. 

Another reason behind the pipeline company rate increases is the change of 
rate-making policy with respect to gas reserves owned by pipeline companies. 

Enactment of the Fulbright bill would in effect confirm all of these increases 
and make possible future rate increases as the price of gas in the field continues 
its upward spiral in the absence of effective Federal regulation. 


(c) Increases in pipeline rates reflected in increased rates to ultimate consumers 
of gas, while average costs of electricity are down 


The distributing utilities which have purchased natural gas from pipeline com- 
panies under rate schedules providing for higher rates in the past few years have 
absorbed these increased costs, either in whole or in part, or passed them on 
through increases in local retail rates for residences, commercial establishments 
and factories. The manner in which these individual distribution companies 
met the increased costs of purchased gas differs from company to company, but 
the statistics of the country as a whole and for many of the States reflect 
substantial increases in the average revenue paid by the natural gas consumer 
since 1948. 

i have previously commented upon the action of the Federal Power Commission 
in reducing the rates of pipeline companies and indicated that these rate reduce 
tions were reflected in lower rates to the u)timate consumer. It will be reealled 
that Congress passed the Natural Gas Act because it was convinced that existing 
natural gas rates were excessive and that gas consumers were entitled to relief. 
Thus in the period from 1940 to 1945 the average revenue per therm of natural 
vas sold by all gas utilities in the United States for consumption decreased from 
3.2627 cents to 3.0178 cents or, in terms of M ec. f.. approximately 2.58 cents. 

Chart No. 2 shows the trend of the average cost to consumers of natural gas 
for the entire United States at the retail level for the years 1945 to 1953, inclusive, 
for residential, commercial, and industrial service. The average cost for all 
sales including a rather small volume of gas sold principally to governmental 
authorities is also shown. This chart reflects a steady increase in the average 
unit cost for natural gas for all classifications. The average unit cost for 
residential service has increased approximately 23 percent in the period 1945-53. 
In view of the multi-million-dollar rate increases granted by the Federal Power 
Commission to natural gas companies in 1953 and 1954, when the figures for 
1954 become available they will undoubtedly show that consumers paid higher 
average rates in 1954 than they paid in 1953. 

For the purpose of arguing that natural gas rate increases have not been out 
f line, comparisons have been made in this record by other witnesses of the 
cost of natural gas for residential use with the cost of living, the cost of 
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Chart No. 2 


AVERAGE COST TO CONSUMERS OF 
NATURAL GAS SOLD BY UTILITIES 
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manufactured gas, the cost of fuel oil and of coal. While I consider such com- 
parisons are not relevant to the issue, it appears to have been overlooked that 
for residential use the chief competitor of gas for cooking, water heating, and 
refrigeration is electricity. Electricity is also competitive, but to a much lesser 
degree, for space heating. However, with the improvements being made in the 
electric heat pump, that consumption area is likely to become more competitive 
in the future. Mr. B. L. England, president of the Atlantic City Electric Co., 
stated on March 10 of this year that within 3 years the heat pump will make 
electricity competitive as a fuel with oil, natural gas, and coal for home use. 
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From articles and editorials which have appeared in the gas trade magazines 
within the past year, the potentialities of the heat pump powered by electricity 
is giving the gas distributors substantial concern. 

Whatever the future of the electric heat pump, the most significant compari- 
sons for the movement of gas costs are the parallel changes in costs of electricity. 

Chart No. 3 compares the trend of the average revenue received by utilities 
from the sale of gas for residential use in the United States for the years 1945-53 
with the average revenue received per kilowatt-hour from the sale of electricity 
for residential service. In this period the average cost per therm for natural 
gas has increased from 6.3 cents to 7.74 cents, while the average cost per kilo- 
watt-hour has decreased from 3.47 cents to 2.84 cents. 

While these data clearly indicate that the average householder in the United 
States has been able to buy electricity at a progressively lower unit cost each 
year since 1945 and that the average unit cost of natural gas for residential use 
has rapidly increased since 1948, I would not want this chart to be interpreted 
as showing residential electric rates have declined 18 percent and gas rates have 
increased 22.8 percent since 1945. As a matter of fact, FPC studies of the typical 
electric bills in cities of 50,000 or over in population show that there has been 
practically no change in the monthly bills of residential customers between 1945 
and 1953 based on typical kilowatt-hour consumptions. ‘Thus, the decline in the 
average unit cost of electricity to the residential customer has come from in- 
creased consumption which has permitted the customer to purchase a portion of 
his electric requirements at a lower rate per kilowatt-hour. 

Most residential gas rate schedules have similar graduated rates where the 
unit cost progressively decreases as the consumption increases. The national 
statistics show that the average annual consumption of natural gas per residen- 
tial customer increased from 682 therms in 1945 to 950 therms in 1951. This 
would be expected in view of the increase in the use of gas for residential space 
heating and other household purposes ; however, the average annual consumption 
dropped in 1950 to 908 therms and to S71 therms in 1953. Explanation of this 
drop in average usage is, I believe, due to the fact that several million manu 
factured gas customers were transferred to natural gas service in the years 
1951, 1952, and 1953 principally on the eastern seaboard. These customers had an 
average annual usage of gas which was less than the average usage of existing 
natural gas customers, and such usage was not appreciably increased after con- 
version. Moreover the rates which these customers paid for natural gas were 
generally higher than the average natural gas rates paid for the entire United 
States. Thus, the sharp increase in the average cost of gas to the residential 
consumer which started in 1951 as shown by the chart is somewhat accentuated. 

On order to provide a check, similar data were obtained for the States of 
California, Oklahoma, Texas, Ohio, West Virginia, and Michigan where there 
has been a minimum changeover of distribution systems from artificial to 
natural gas in the period 1945-53. These data show that a gradual decline 
occurred in the average cost of gas per therm in these States until 1950 and 1951 
when an upward trend commenced. The average cost per therm had increased 
in 1953 over 1950 in California by 12 percent; in Oklahoma by 20 percent; in 
Texas by 20 percent: in Ohio by 8 percent; in West Virginia by 14 percent, and in 
Michigan by 17% percent. At the same time the average annual unit consumption 
per residential customer in these States also increased. I believe 1954 data will 
show higher percentage increases in most States. 

This simply means the natural gas rates in many localities have increased in 
the past 3 years in such magnitude as to have overcome the normal decrease in 
the average cost of gas per therm due to increased residential consumption and, 
thus the average cost of gas to the residential customer has been pushed in some 
States to a level substantially above the level in 1950. At the same time the 
average cost of electricity, its most potent competitor for the residential market, 
has been steadily declining. 


(ad) Higher city gas rates causing stress to distributors—May price gas out of 
market 

It is unmistakably evident, from data at hand, that the increases in the cost 

of gas purchased from producers which the pipeline companies have experienced 

in recent years were refiected in the resale rates of such companies subject to FPC 

jurisdiction and in the retail rates of the local distributors. Because of the 

nature of the pricing policies which must be employed in the marketing of gas 
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at the retail level, it is inevitable that the residential Consumer must shoulder 
the bulk of the increased cost of gas to the local distributor. But as a number 
of manufactured gas companies found out, there is even a limit beyond which 
the little consumer can’t be pushed. Their business stopped growing, customers 
gradually dropped off, and red ink appeared on the income statement. Rate 
increases only accelerated the sorry situation. 
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A few years ago the introduction of natural gas to the New England States 
was hailed as the best thing that could have happened to New England since 
baked beans. It was looked upon as one of the principal means by which the 
sagging New England economy might be lifted. Rival transmission companies 
fought a bitter battle in the press, before the FPC, and in the Courts to obtain 
access to this great New England market. The Federal Power Commission was 
so badly pressured that in a decision that was referred to at the time as 
“Solomon-wise” it divided the market between these two competitors. The 
Commission found both projects to be economically feasible and that large 
economies would be made available to the distribution utilities which in turn 
would provide lower cost service to the public. 

The projects were built and placed in service. The initial rates to the dis- 
tributors were substantially higher than originally proposed in the certificate 
proceedings—the result being that the anticipated savings were much less than 
had been indicated and no appreciable lowering of the rates to the ultimate 
consumer was possible. 

Despite these higher rates, one of the companies has yet to earn its interest 
requirements while the other company never came close to the 6-percent rate of 
return it contemplated it would earn. In fact it was because of its low earnings 
that its stockholders deemed it prudent in 1954 to merge the corporation into the 
parent transmission company where there was a chance that the customers of 
the transmission company in other States might absorb the deficiency resulting 
from the low earnings in the New England venture. 

The distributing utilities in New England are stuck with 20-year contracts 
at whatever rates may be fixed by the Federal Power Commission. Rate in- 
creases have already been granted since the lines commenced operation, and 
another rate increase is now pending. The city gate cost of natural gas is close 
to the cost of making high B. t. u. gas from oil. Further increases in these 
wholesale rates would appear to foreclose any significant demand for natural 
gas from the New England distributors in the future. Natural gas in New 
England has been a fiasco and a dismal disappointment to the distributors, the 
investors in the transmission lines, the industrial firms that hoped for a lowering 
of their fuel costs and, of course, the residential consumers who looked in vain 
for the promised saving in their gas bills and economical house heating. The 
record before the committee shows that in some other areas of the country 
natural gas has already been priced out of the industrial market. Further 
increases in the cost-of gas will accentuate this trend and halt further expansion 
of the residential market. 

As a further illustration of the serious situation facing distribution utilities 
even in the producing States because of the rising field cost of gas, I submit 
testimony given recently before the Federal Power Commission by Mr. Joseph 
Bowes, president of Oklahoma Natural Gas Co., the largest gas utility in 
Oklahoma. Mr. Bowes testified on December 13, 1954, in a proceeding docketed 
as G—2569, 2570, as follows: 


Q. Well, now how would a substantial increase in the cost of gas supplied 
at this time affect your company, if at all? 

A. Well, any increase in our cost of gas we immediately have to go to the 
Corporation Commission and ask for an increase. Now depending on how 
much that increase is—what effect it will have on the company depends to 
a great deal on how much that increase is. 

In other words, with our major dump-load customers such as powerplants, 
and having part of their boilers already on coal, if our cost of gas goes up 
to where we have to charge them as much for gas as they pay for coal, 
well, we will lose that business. If we don’t lose it, we will have to sell it at 
a price that would be a loss and ask the residential customers and small 
business customers to take care of the difference. 

Q. I see. Now, Mr. Bowes, can you tell us what situation would confront 
your company if the price of your gas were to increase 2 cents? 

A. Well, the increase in the price of our gas of 2 cents increases our costs 
$2 million. We cannot absorb $2 million and earn anything like a 6-percent 
return on a utility plant account. And you are up against two things. You 


are either going to lose your industry which can go to coal or can go to 
oil, or you are going to sell it at a price that is not profitable, and in either 


case then you are going to add the rest of it to your residential customer, 








1514 AMENDMENTS TO THE NATURAL GAS ACT 


M \. H. Eddins, executive vice president of the same company, testified on 
April 19, 1955, in another proceeding before the Federal Power Commission, 
docketed as No. G—4280 et al., as follows: 

«). Will you state what the cost of gas to Oklahoma Natural has been over 

the past several years? 

4. In 1951, the company paid an average cost of 5.8 cents per M ec. f. for 

vas purchased and since then its average cost has risen to 9.9 cents per M c. f. 
The cost of gas is the largest expense to the company. 
* % * * cg 
(4). What would be the impact of an increased price of purchased gas of 
Oklahoma Natural in the amount of 5 cents per M ¢. f.? 

A. We are now faced with a threat as a result of the proposed pipeline 

of Natural Gas Pipeline of America that the cost of gas will rise drastically. 

q. How substantial an increase in cost would this be to the company? 

A. If our cost of purchased gas were to rise 5 cents, it would amount to 
an annual increase of over $5 million in our costs, which of course we would 
have to pass on to our customers, 

(). Would Oklahoma Natural be able to absorb this without further rate 

ncereases 7? 

A. No, the recent Oklahoma Corporation Commission orders allowed us a 
rate of return of 6 percent on an investment rate base, and we could not 
absorb any additional costs without reducing our return to a level below the 
reasonable return found by that commission. 

+ > * * ok * a 

Q. If, as a matter of fact, the cost of purchased gas were to increase by 
85 million, or $7 million, or $8 million annually, what course would the com- 
pany follow? 

A. Any substantial increase in cost would require the company to inerease 
rates to its customers. Since industrial rates can’t be increased materially 
for the reason I have stated the residential and commercial customers would 
have to bear the cost. 

. * * * * * + 

Q. What is the price paid in the Southern Oklahoma area, the highest 
price? 

A. The highest price now being paid in this area for gas of comparable 
quality is 10 cents per M ec. f., except for the sale of the relatively small 
volume to Signal, by Signal to Cities Service at 12 cents, which is before this 
Commission in a contested proceeding ? 

(). When should the price be controlled? 

A. We think that now is the time to control this price. The Federal 
Power Commission has the jurisdiction, The volume of gas bought at the 
current market price of 10 cents is very substantial. We believe in the 
record in this case, the Federal Power Commission has a sound and proper 
basis upon which to act to prevent the spiraling of these prices. 


I should like the committee to particularly note the last question and the 
answer given by Mr. Eddins. Here is the executive vice president of the largest 
gas utility in Oklahoma advocating that field prices be controlled in that State 
hy the Federal Power Commission so that Oklahoma retail gas rates may be 
protected against increases caused by the spiraling of such field prices. 

Further evidence of the impact of the rising field cost of gas upon distributing 
utilities and consumers in the producing States is found in the annual report 
to stockholders of Arkansas-Louisiana Gas Co. for the year of 1954, which states 
as follows: 


The serious problem of increasing costs of purchased gas, discussed in the 
annual report for 1953, became even more severe in 1954. These increased 
prices, together with increasing volumes required from purchased sources 
have been a major factor in the decrease of the company’s earnings. The 
systemwide average price paid by the company for purchased gas has in- 
creased from 4 cents per thousand cubic feet in 1949 to 9 cents per thousand 
cubie feet in 1953 and in 1954 increased to 10 cents per thousand cubic feet. 
The cause of this upward spiral is the tremendous competition for new gas 
reserves by the many long-line transmission companies serving other sec- 
tions of the country, compounded by the fact that the development of gas 
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reserves has not kept pace proportionately with the increased demand fo 
natural gas throughout the United States. Competing companies are pres 
ently paying more for large gas reserves in the field under new long-term 
contracts than our company is receiving as a retail price from large indus 
trial customers. This is a dramatic illustration of the company’s inability 
to maintain adequate reserves with its present rate structure Emphasis 
supplied. ] 


I hope that the Senators on this committee from the producing States will 
give careful attention to what is happening to the gas bills of their constituents 
and what is likely to happen in the future if the present authority of the FPC 
over rates of independent producers is repealed through enactment of the Ful 
bright bill. 


(e) Hawaction of only pennies from individual consumer: No justification for 
nonregulation 

From statements which have been made in these hearings, it is evident that 
the producers of natural gas take the position that these drastic increases in the 
cost of gas to pipeline companies and to distributors amount to only a few 
pennies per day or month when spread out to some 18 million residential cus 
tomers. Some what the same philosophy of excess profits for the few at the 
expense of Many was expressed by the majority of the Federal Power Commis 
sion in an effort to justify a reversal in the Panhandle case (Opinion No. 269) 
of its long established regulatory policy. 

All of the utility regulation in this country, whether it be related to the ele 
tric, gas, telephone, water or transportation industries, results only in the 
saving of pennies per day or month to the small user-—the John Q. Public who 
lives on the streets of our cities and towns and along the rural roads It is 
shocking to find expressed to this committee the idea that pennies extracted 
from the many which means millions for the few are a trifling matter in our 
national affairs. If such a philosophy should be given credence by this Congress, 
it would be tantamount to saying that Federal and State utility regulation is a 
useless burden on the taxpayer and should be abandoned. 

The material I have presented thus far seems to me to show most clearly 
ihe increases in field prices of gas have already very substantially increased 
the cost of gas to consumers. ‘These increases are beginning to price gas ont of 
certain markets, and with no regulaticn therefore consumers of eas, distribu 
tors and pipeline companies would be in for seriously increasing trouble 


Ill. THE SUPPLY OF NATURAL GAS FOR THE INTERSTATE MARKETS: A DIMINISHING 
RESERVE ? 


(a) Gas reserves concentrated in Southwest 

More than 90 percent of the Nation’s total gas reserves, estimated at 211.7 
trillion cubie feet at December 31, 1954, are located in the seven Southwest States 
of Arkansas, Kansas, Louisiana, Mississippi, New Mexico, Oklahoma, and Texas, 
In 1953 these States furnished 95.19 percent of the natural gas supply of 
companies reporting to the FPC. By far the No. 1 State in gas reserves is 
Texas, with 49.65 percent; Louisiana is second with 17.388 percent. Of the 
approximately 10 percent of the Nation’s gas reserves located in other areas, 
California has 4.26 percent; the Rocky Mountain area, 2.78 percent and the 
Appalachian area, 2.4 percent. 
(b) Reserve index has declined 

While the total volume of proven reserves has increased each year since the 
Committee on Gas Reserves of the American Gas Association began preparing 
overall national statistics in 1945, the ratio of additional reserves added each 
year to the annual production for that year has steadily declined. In 1954 the 
additions to proven reserves, as reported by the committee, barely exceeded the 
net production of 9,426,509,000 M. ec. f., in contrast to the reserves added in 
1953 of two and a quarter times production as reflected by the committee's report. 
(c) The great 1954 gas reserve “mystery” 

This great drop in reserve additions between these 2 years is still « mystery so 
far as the public is concerned. The Oil and Gas Journal, in its issue of March 
28, 1955, headed an editorial on the subject with this title: “What Happened 
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to Reserve n 19547" The Journal took the AGA and API committees to task 
or not disc! ng the reasons for the low fi res in 1954 for both gas and oil 
Which it sai i started speculation in many quarters.” The Journal 
I el aida 
Unofficial estimates and the opinions of many exploration men were that 
rves had increased about as much in 1954 as they had in 1953. * * 
t! the committe ust plain figured wrong and underestimated 
re ( e year’s discovel and development achievements. 
Other rere d that the group m shifting to a more conservative 
ethod of estimating. Most people w realize that a large percentage of 
i ‘ probably tapped reserves which already had been counted. 
Still oft] s fe that the committee may have had some special reason 
for prefet the low side of all 1954 estimates. One sucl ason might 
( n ¢ e part of the n ttee that its estimates for 1953 or 
r ve out of line o e high side and should be compensated 
i th thie lirection 
The J | ot ! that the joint reserves committee mulfed a big 
ve ‘ a by Tallin t } tin pu lin l es 
honutwr wt, oi fving before this committee speculated that this 


n discoveries was in some way the result of the decisions of the court 


of appeals and the Supreme Court in the Phillips Petroleum Co. case although 


he ited that more we were drilled in 1954 than in any previous year and 
Maybe our luck wi just not up to normal last vear.’ A study of the 
shed statistics of ploratory drilling during the years 1953 and 1954 shows 
that there was no slackening either in the number of wells drilled or in footage 
lrilled month by month or week by week More “wildcat” wells were drilled in 
1955 than in any previous year and the 1953 cord was topped by 1954 The 
() d Gas Journal estimates that 1955 will set another new record, and so 
r thi ear the weel y published stat [ s show that 1955 wildcat completions 

re ahead of 1954 completions. 
I am not voing to speculate as to whether the AGA gas committee did or did 
t do a competent job It is unfortunate, however, that there is no public 
of information on the Nation’s gas reserves and that the committee’s 
hasic data are kept secret I believe that the question of the availability of 


ral gas reserves and the rate of discoveries e of such vital importance 
0 this whole question of pending legislation that iis comunittee should either 


tly from the AGA gas reserves committee the reasons behind 


¥ 
+} 
ti 
scertail dire« 
the ror 


‘ nm the discoveries for 1954 as compared with previous years, or 


have the Bureau of Mines and the Federal Power Commission make an inde 
pendent investigation of the Nation’s gas reserve, furnish their own reserve 


mates, and give their opinion as to the probable future discoveries of natural 


in the United States. 


j « 


1) Security of gas reserves indicated 


If the AGA committee figures for 1954 reflect the most favorable relationship 
between discoveries and production which may be expected in the future, there 
is genuine cause for concern. Everyone realizes that natural gas reserves are 
not inexhaustible. While petroleum and other fuels may be imported from 
Venezuela, the Far East or other parts of the world, the supply of natural gas 
must yet be transported through pipelines. 

Sources of gas in Canada have been tapped to supply customers of Montana 
Power Co. The president of that company recently stated that his company had 
made every effort to find additional supplies of gas in Montana and Northern 
Wyoming, but were unable to locate a supply sufficient to make it worthwhile 
and needed to import more gas from Canada. Other proposals to secure gas 
reserves from Canada, including a project of Northern Natural Gas Co., are in 
various stages of development. Proposals have also been made to obtain uccess 
to gas reserves in Mexico. 

A short time ago Mr. Ralph E. Davis, a consulting geologist of national repute 
n the field of gas reserves, testified in a proceeding before the Federal Power 
Commission as to the difficulty encountered in finding additional gas reserves. 
Mr. Davis testified as follows: ” 





2In the Matter of Colorado Interstate Gas Co., docket Nos. G-2260, G-2576, pp. 677-678. 
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Q. Is it your conclusion that gas is getting harder to get, more expensive 
to get? 

A. I know that. Everybody knows that that knows the gas business, 
You just go back and look at the number of exploratory wells drilled in 1946, 
for example. Less than 7,000 exploratory wells. In 19538, 13,000 exploratory 
wells, and on the average deeper and, furthermore, more feet of hole costing 
lots more. 

The cost of exploration for gas has become tremendously greater than it 
was 10 years ago or 8 years ago, or even 5 years ago, and furthermore, the 
results of drilling are far less. The amount of gas found each year per 
well—in 1954 it was about 60 percent as much per well as it Was in 1946— 
well, it was even less than that per million feet of hole drilled, the wells 
being deeper, if you only got 60 percent as much per well, if these wells are 
deeper, you would get even less than 60 percent as much per foot of hole, 
so it is getting very expensive. 

That is perfectly evident when people with big money go offshore 10, 20, 30 
miles looking for oil and gas. Why don’t they stay on shore? Because they 
don’t know where to find it. That is the reason. [Emphasis added. } 


Officials of pipeline companies have testified in certificate and rate proceedings 
before the Federal Power Commission as to the scarcity of gas and the terrific 
competition they encounter from other gas buyers. ‘These indications, coupled 
with the AGA committee report, point to a diminishing supply of natural gas in an 
expanding market. Unless the relationship of supply to demand improves in the 
future and the owners of reserves are prevented by regulation from taking 
advantage of this scarcity of gas, the cost of natural gas in the field is bound to 
rapidly increase to higher and higher levels with consequent increases to the 
ultimate consumer. I think of what happened to the price of coffee not many 
months ago when there was a scarcity of supply, either real or artificial. But 
you can alWays grow more coffee, and fortunately those prices have retreated 
again. 

But if we are dealing here with a natural resource that is diminishing in rela- 
tion to annual use, and which is a necessity to many users and is in increasing 
demand, this is another strong argument for maintaining fair and reasonable 
regulation to prevent the skyrocketing of rates that would otherwise result. 
IV. COMPETITION IN THE PURCHASE AND SALE OF GAS IN THE FIFLD IS NOT ADEQUATE 


TO PROTECT CONSUMERS 


(a) Major oil companies dominate interstate sales markets 

Throughout these hearings and in the copious advertizing, pamphlets, news 
articles, letters, speeches, resolutions and other publicity material of the oil and 
vas industry, many statements have been made concerning the vigorous competi- 
tion between thousands of producers to market their gas. I believe Dr. Boat- 
right used a figure in excess of 8,000 as the number of producers selling gas. This 
claim that competition among producers is adequate to protect consumers against 
unfair prices is in my opinion untenable. It is one of the key issues before this 
committee. 

The latest available figures compiled by the Federal Power Commission at my 
request show that in the year 1953, a total of 4,365 nontransporting producers sold 
to companies reporting to the Federal Power Commission 4,249,069,936 M ec. f. of 
natural gas. This number of producers, I understand, is subject to some small 
adjustment as the reports of natural gas companies to the Commission from 
which this information was extracted do not in all cases disclose the respective 
interests of all vendors where joint sales are made. But, I believe it represents 
the most accurate information we have available at this time. 

The sales volumes and number of producers by size intervals is shown in table 
V which follows. 

It will be noted from the table that 3,736 producers, or 85.59 percent of the 
total, sold only 2.1 percent of the total gas purchased by the interstate pipeline 
companies while 629 producers furnished 97.9 percent of the total volume pur 
chased. This table reveals the great concentration of natural gas production and 
gas reserves. They are well within the control of a group of relatively few pro- 
ducers. Twenty-one producers account for 52.66 percent of the gas purchased in 
the field by pipeline companies, while 174 producers make better than 90 percent 
of the sales. 
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Sales of natural gas by independent producers to natural gas com- 
Federal Power Commission, year 1953 








panies re porting to the 
Producer Sale 1 cubic feet 

Ay r 

sal 

1 lat Cumul lu 

ul mewn 

Volume ir ducer [ 
val \ cent . Volume . 
Ove i 7 7 0.16 308, 598, 166 1, 308. 598. 166 30.79 | 186. 942. 595 
Co 10 lio 4 2 48 | 928,903,489 | 2, 237, 501, 655 2 6 66, 350, 249 
” 3 ju SY 671, 694, 706 2, 909, 196, 3 68. 47 37. 316. 373 
2 62 }. 42 353, 847, 349 3, 263, 044, 76. 79 5 384. 6890 
: 14 2. 367, 630, 122 3, 630, 674, 332 R5. 45 7 069.810 
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I ! “yw 7 4, BF 100. 00 89.061, 787 4 249. 069, 936 100. 00 23, 839 
i 1 4 249. 069, 936 
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line companies classified by States and regions. 


Table VI shows the sales of natural gas made in 1953 by producers to pipe- 


More than 95 percent of the total 


volume of gas purchased by pipeline companies in the field comes from the seven 
Texas provided 54.37 percent of the total supply from inde 


Southwest 
pendent producers in 1953. 


states. 


The four States in the Rocky Mountain region sup 


plied 1.26 percent and the seven States in the Appalachian area, 3.4 percent. 


1953 to 


TasLe VI.—NSales of natural gas made by independent producers in 
natural gas pipeline companies Classified by State and regions 
S M 
Number F ” 
of pro 
ducers Volum Py + 
Ark 4s 44 9, 218, S61 0. 22 
K 228 314, 286, 074 7.40 
I ’ 254 823, 307, 844 19. 38 
M Di 22 135, 144, 65 3. 18 
New Me 271 209, 280, 096 1.92 
Oklal 229 243, 052, 826 9. 72 
Te 829 2, 310, 370, 374 54. 37 
r 1, 860 4, 044, 660, 725 95. 19 
Rocky Mountai 
Colorado 17 1, 796, 049 
Montana SO) 6, 054, SOL | 14 
Utah 2 2, 974, 670 ! 
Wy I 19 2, 590, 394 1.00 
I 118 53, 415, 914 1. 26 
A ppal i 
kK k 251 24, 185, 503 a7 
M nd 14 1, 024, 685 
Nie y k 12 354, 269 
O! ot 585, 990 
P 993 17, 578, $34 1.12 
\ 2 12, 932, 405 30 
West Virg 1, 424 57, 824, 919 1. 36 
2 750 144, 486, 605 3. 40 
oO rs ( 62 6, 5OF 2 15 
(iT 4700 4, 249. O06 $f 1. O00 
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The Southwest region is shown by the table to have 1,860 vendors; however, 
is a Substantial number of producers make sales in more than one State, the 
figure of 1,860 contains many duplications—possibly as many as 400. It can be 
seen from this table that in the Appalachian area, which accounts for only 3.4 
percent of the total volume purchased, there are located about two-thirds of the 
total producers selling to companies which report to the Federal Power Com- 
mission. 

The identity of 29 major producers who sold to interstate pipeline companies in 
1953 in excess of 35,000,000 M c. f. of natural gas is shown by table VII. 
These 29 companies supplied 638.24 percent of the total volume of natural gas 
purchased in the field by interstate pipeline companies in 1953. Twenty of the 
29 companies are major oil companies and subsidiaries thereof. They are the 
“Who's Who” of the oil industry in America. 

The Phillips Petroleum Co. heads the list with 10.77 percent of the total sales; 
three Standard Oil companies follow with a total of 12.62; the Shell Oil Co. with 
3.68 percent. These five companies mrake 27 percent of the total sales. 


TABLE VII.—IJndependent producers whose sales of natural gas in 1958 to natural 
gas pipeline companies exceede4 35 million M cf 











Percent eta 
No Name of producer Sales (M c.f.) | of total ; ee 
salen tive 
Phillips Petroleum Co 457,445, 147 10. 77 10.77 
2 | Stanolind Oil & Gas Co 202, 562, 446 4.77 15. 54 
3 Humble Oil & Refining Co.? 5, 859 4.14 19. 68 
+ | Magnolia Petroleum Co. 211 3. 71 23. 39 
Shell Oil Co ), 923 3. 68 27.07 
Chicago Corp 1,811 3. 66 30. 73 
7 | Gulf Oil Corp. and subsidiary ‘4 138, 437, 426 3. 26 33. 99 
s Atlantic Refining Co 95, 201, 494 2. 24 36. 23 
)| Shamrock Oil & Gas Corp $1, 394, 405 1. 92 38. 15 
0 | Skelly Oi] Co 74, 650, 656 1.76 39. 91 
11 Sun Oil Co 69, 020, 225 1. 62 41 ; 
2 Che Texas Co-- 67, 405, 381 1. 58 43.11 
13 | Carthage Corp. plant 66, 589, 144 1. 57 44. 68 
14 | Republic Natural Gas Co 63, 245, 423 | 1.49 46.17 
» | Superior Oil Co 62, 533, 698 1. 47 47. 64 
16 | Sunray Oil Corp 53, 734, 890 1. 26 48. 90 
7 | Union Oil Co. of California 53, 023, 345 | 1. 25 0.15 
18 | Continental Oil Co 52, 868, 918 1. 24 39 
19 | Southwest Gas Producing Co A), 798, 484 1. 20 2. 59 
20 | Panoma Corp ; 48, 406, 770 1.14 53. 73 
21 La Gloria Corp 48, 016, 833 | 1.13 | 54. 86 
22 | Pure Oi] Co 48, 002, 992 1.13 gy 
23 | Ohio Oil Co 47,761, 245 | 1.12 i} 
24 | Abercrombie, J. S., Co 46, 947, 330 | 1.11 58. 22 
25 | Tide Water Associated Oil Co 45, 380, 214 1. 07 59. 29 
26 | Sinclair Oil & Gas Co ; 43, 449, 336 | 1. 02 60. 31 
27 American Gas Production Co.§ 43, 283, 875 | 1. 02 61. 33 
28 | Southern Production Co 42,116, 644 | 99 62. 32 
49 | Western Natural Gas Co ‘ 39, 228, 290 | . 92 63. 24 
| 
' Subtotal, 29 producers 2, 687, 152, 424 63. 24 
| All others 1, 561, 917, 512 36. 76 100. 00 
Tetal a , 4, 249, 069, 936 100. 00 
! Subsidiary Standard Oil Co. (Indiana). 
subsidiary Standard Oil Co. (New Jersey) 
Subsidiary Socony-Vacuum Oil Co 
‘ Gulf Refini Co, 
‘Subsidiary Cities Service Oil Co. 
Source: Federal Power Commission study 
Novre.-—The volumes reported for most of the producers include"some gas sold jointly with other pro 


ducers including those listed above 


(bo) Effective competition impossible because transportation limited to iarge 
fixed investment in pipelines 

This record has received testimony to the effect that the concentration ratios 

as to natural-gas production are much less than in other extractive industries, 

except bituminous coal, and are considerably less than in some manufacturing 

industries. It is claimed that there is plenty of room for newcomers in the pro 

ducing segment of the gas industry; and that, there is no evidence of monopoly. 
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While these statistical facts as to concentration ratios may be correct, they do 
not give any consideration to the marketing relationships between the producing 
or manufacturing of those other specified commodities or products on the one 
hand, and natural gas on the other. These relationships are as different as night 
is from day. 

In order that a pipeline company may finance its line and any major additions 
thereto, it must have dedicated gas reserves sufficient to fill the supply require- 
ments of its pipeline project for a period of from 15 to 20 years in the future, 
For a pipeline with a daily capacity of 300 million cubic feet per day, about 2 
trillion cubic feet of gas reserves would be needed in order to make the project 
feasible. Where can a prospective purchaser secure 2 trillion cubic feet of natural 
gas in a hurry? And the pipeline promoters are always in a hurry to close the 
deal and reap their profits. The answer is simple—only by going to the major 
oil companies who control most of the gas reserves in the Southwest. This gas 
must be secured in large blocks in order to obtain economical transportation costs. 
When the major portion of the gas reserves are secured and the location thereof 
known, the line itself is located so as to tie into those reserves by the most eco- 
nomical route. Moreover, because the total required reserves must usually be 
secured from several areas, controlled jointly by several large producers, the 
bargaining leverage of the buyer is greatly impaired. 

After the line is in the ground, the transmission company is committed to a 
general area. These large diameter lines cost from $40,000 to $100,000 per mile 
to construct. Thus these lines cannot be moved from place to place to secure 
cheaper gas even if the contracts with producers would permit the pipeline com- 
pany to displace committed reserves because cheaper reserves might be available 
in another area, and of course, they do not so permit. The small producers who 
have reserves in the general area of the line cannot offer any real competition— 
supply or pricewise—to the major producers who control large blocks of reserves. 
They generally add their small volumes of reserves to the projects and obtain 
the same price as did the major producer who set the price in the first place. 
Because of these geographical, time and cost factors it is impossible to describe 
the competitive situation in the gas fields as having any resemblance to the buying 
and selling of commodities on the open market. 

This is the hard fact by which the claim of effective competition among pro- 
ducers of gas is refuted. If a producer of coal or fuel oil raises his price, a buyer 
ean have trucks or railroads or barges haul his supplies from another producer 
who charges a lower price. But if a gas producer raises his price, the expense of 
tearing up a pipeline and laying a new one prevents the pipeline company from 
shopping around in a different field for a lower price. Since all elements in the 
gas industry from the producers and gatherers through the pipeline and distribu- 
tion companies to the ultimate consumers are bound organically and irretrievably 
to each other by the pipeline and mains, competition cannot and does not operate 
to keep the producers’ prices fair. 

(c) Pipeline interconnections do not add competitive factor 

Dr. Boatwright in his presentation before this committee on behalf of natural 
gas producers attempted to deprecate the absence of competition by reason of 
the immobility of interstate pipelines, through maintaining that such companies 
have the advantage of not only drawing supplies of gas from the fields adjacent 
to their own lines, but through interconnections with other pipeline systems they 
have the competitive advantage of supplies drawn from the fields reached by the 
connecting lines. To demonstrate this proposition he produced a series of maps 
showing what purports to be the supply assurance root system for 13 major pipe- 
line systems obtaining natural gas in the Southwest. 

These maps and the explanatory text leave much to be desired in the way 
of a fair presentation of the facts. Dr. Boatwright relies upon large blotches 
of black ink which encompass many areas having little or no gas production; 
pipeline emergency interconnections and field connections for minor short term 
exchanges of gas between conmpanies to balance out allowables. No distinction 
was made between lines in the gas fields which collect the gas and those lines 
which carry the gas to communities for distribution. No distinction was made 
between gas fields, which are major sources of gas supply. and generalized areas 
of production of oil and gas. The contrast between Dr. Boatwright’s maps and 
the official FPC pipeline map is in this respect, rather startling. 

As an illustration of what I have in mind, Dr. Boatwright shows the Cities 
Service Gas Co. system on page 62 of his prepared statement. Dr. Boatwright 


states: 
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Supplies are secured from the Hugoton and Panhandle fields. Connections 
also exist with practically all ot the gas fields in the rest of Kansas and 
Oklahoma, giving particular coverage to the production area between Tulsa 
and Oklahoma City. 

The facts are, and these can be easily checked with the Federal Power Com 
mission records, that the Cities Service Gas Co. has no source of gas supply 
in this area described by Mr. Boatwright, with the minor exception of 84,496 
M ec. f. purchased in 1953. This area is not now a major gas-producing area, 
and has not produced any appreciable supply of gas for many years. Some 
of the old gas fields are now being used by Cities Service to store natural gas 
so that it can meet its customers’ winter demands 

These maps and the explanatory text would quite easily convey the impression 
that these pipelines are common carriers and that any pipeline company can 
purchase gas anywhere and have it transported by the connecting carriers to 
their own system. This is far from the fact. Pipeline companies are not com 
mon earriers. While some pipeline companies buy gas from other pipeline 
companies in the Southwest and transport gas for other companies, this is a 
relatively small portion of the total gas transported. Such purchase and sales 
are usually on a firm fixed-volume contract basis with rates subject to FPC 
regulation. The buying company has no control or voice in the purchase of gas 
reserves by the selling company. These interpipeline transactions provide no 
bargaining leverage which can be used in negotiating with the independent 
producers. 

(d) Competition in gas fields is between buyers seeking gas supply 

The behavior of field prices in the Southwest in recent years is a matter of 
publie record. I have already pointed to the sharp rise in the cost of gas to 
17 major pipeline companies, which bought in 1953 96 percent of the total volume 
of gas purchased from independent producers by companies reporting to the 
KPC. Therefore I should like to call the attention of the committee to evidence 
dealing with specific situations: 

Mr. Joseph Bowes, president of Oklahoma Natural Gas Co., testified recently 
in a proceeding before the FPC. The company sells only to customers in Okla 
homa and is not under the jurisdiction of the FPC. The questions asked and the 
answers given by Mr. Bowes are as follows: 

@®. Would you state, Mr. Bowes, what the costs of your gas have been 
over the last few years: 

A. In 1945 until about 1949 the price was almost steady at 5 cents. It 
may have fluctuated a little bit above, at times a little below, depending on 
how much gas of our own we produce. From 1950 to 1952, it was approxi 
mately 6 cents and since that time it has gone up to where it is now at 
an average price of 9.9 cents. 


Q. Mr. Bowes, in your testimony I believe you stated that competition for 
gas has raised the price of gas. Is this competition between buyers com- 
peting for a supply of gas or is it competition between the sellers? 

A. Well, primarily the competition for gas, the price of gas, has been 
brought about by the building of transcontinental pipelines into the South 
looking for gas and the tremendous market that they have up there which 
they can’t catch up with. 

They are all bidding against each other, and naturally any company in 
the gas business, whether you are in the transcontinental end of it or local, 
you meet the effect of that continued bidding for gas even though it is 
on the gulf coast, you meet it somewhere. 

In the same proceeding, Mr. E. A. Brown, vice president of and in charge of 
gas buying for Lone Star Gas Co., a large integrated transmission and distribu- 
tion utility operating in the State of Texas and also in the State of Oklahoma, 
testified as follows: 

a » * * * * * 

Q. What has been the recent trend in field prices for gas purchased by 
Lone Star? 

A. In the last several years it has been a trend of continual and continuous 
increases for gas bought both in Oklahoma and Texas. 

These increases have come about from operations of favored-nation clauses 
and from increased competition for supplies of gas. 








1522 AMENDMENTS TO THE NATURAL GAS ACT 


Another official of Oklahoma Natural, Mr. C. C. Ingram, superintendent of 
gas purchase and reserves for the company, testified in the same vein. The 
questions and answers that follow reveal what pipeline companies have been 
faced with in recent years in buying natural gas reserves: 

* * * a * * * 

@. In view of the continuing gas buying requirements of Oklahoma 
Natural, what is your opinion as to the effect of the payment of 12 cents for 
cas purchased by Cities Service Gas Co. from the Signal Gas Co. at the 
Fat Fox plant? What effect would this have on the price paid by Oklahoma 
Natural? 

A. It is my opinion that this increased price will cause an increase in 
the prices paid for gas by Oklahoma Natural. 

(). How do you arrive at this conclusion 7 

A. Well, as soon as a higher price is established in an area, the producers 
and people that negotiate the contract for the producers immediately raise 
their demand rates some 8 to 5 cents higher than the established price and 
they maintain constant pressure throughout the negotiation for an increased 
price above your established price, and eventually if they have no other 
sale of their gas, they will settle for nothing less than the price being paid 
in the area 

Now keep in mind that I am talking especially of reserves of some impor- 
tant size. There are some minor reserves that may be bought at a lesser 
price in the area, but they would be very minor. 


Mr. David Searls, who testified earlier before this committee, presented to 
the Federal Power Commission last January 11 the position of the American 
Petroleum Institute, Mid Continent Gas and Oil Association, and eight other 
oil- and gas-trade organizations in FPC Docket G-142. Mr. Searls urged upon 
the Commission that it should accept the prices named in all producer pipeline 
company contracts where they are negotiated at arm’s length, as representing 
per se the “just and reasonable rate’ under the Natural Gas Act. Then he 
described the competitive situation in the buying of gas. Mr. Searls said that 
the new companies must come to the Southwest areas and see what the going 
price is for natural gas. He then stated: 


Undoubtedly, they would find that the price may be 12% cents or 13 cents. 
Well, can a new company come in and buy gas at that going price when it 
wants 300 million cubic feet a day or 400 million cubic feet a day and wants 
to obtain that natural gas within a reasonable time? No. 

It has got to blast its way into the market, and the way to blast itself 
into the market is to offer a premium, to offer a higher price for gas. That 
is competition. That is what we are taught by all principles of economics, 
that competition requires that. 

That is one reason the price of gas has gone up. There has been this de- 
mand for it, new buyers coming into the market. Those new buyers coming 
into the market to get large quantities of gas have had to pay higher prices. 
That is the law of supply and demand, which is the basis for competition. 


The same trade associations filed a statement in FPC Docket R-137, when 
the Commission was considering rules with respect to the escalation clauses in 
gas purchase contracts. In demonstrating price behavior where demand ex- 
ceeded supply, the trade associations referred to the situation in one Texas 
producing area in these terms: 


* * * In 1947, El Paso could negotiate new gas contracts at 3.85 cents. 
From 1949-1951, new prices ranged from 5.54 to 6.95 cents. Then the 
pressure of increasing demand and new companies entering the region 
drove prices up, until El Paso was contracting in 1953 for the output of the 
Spraberry field at 10.52 cents—almost twice the amount of the lower prices 
in the preceding year. 


Again with respect to the East Texas price situation the associations stated 
as follows: 


* * * Tn 1950, another company entered the market. This was Texas 
Gas, which now accounts for more purchasers in the Carthage field than 
does Tennessee. * * * Texas Gas entered the market at 6.61 cents, but 
was foreed by the pressure of increasing demand and competition from the 
other transmission companies to raise its price to 9.5 cents in 1952-53. At 
the same time, United began to pay 8.5 even to suppliers previously receiving 
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a @ 
low prices and 9.5 cents f 
to 11.7 and 12.7 cents on the newer sales, and paid about 10 cents on some 
of the older contracts. 


or hew gas Texas Eastern doubled its prices 


ec) Dominating position of major producers in Panhandle-Hugoton fields 

The dominating position of the major producers in the Panhandle-Hugoton 
gas fields is also worthy of notice. These two fields are outstanding in size, 
the Hugoton field being considered the largest gas field in the world, with a 
total reserve today of about 25 trillion cubie feet. The second largest field in the 
ountry is the Panhandle field with a total reserve of approximately 17 trillion 


eubic feet These 2 fields which adjoin across the 3-State area of Kansas, Okla 
homa, and Texas contain 20 percent of the Nation’s gas reserves. They cover 
in area of about 5 million acres. From these reserves seven major pipeline 


companies receive their major, and in some instances their entire, supply of 
natural gas. With such a multimillion acre area one would expect to find a 
irge number of individual producers taking part in the exploitation of such a 
tremendous gas reserve, but the facts show otherwise. According to information 
furnished by the Texas Railroad Commission, the Oklahoma Corporation Com- 
mission, and the Kansas Corporation Commission, which bodies are in charge 
of the regulation of oil and gas production in their respective States, there are 
only 180 producers in these two fields, including 10 pipeline companies which 
have reserves of their own. 

Table VIII, which follows, lists these 10 pipeline companies and 20 of the 
major independent producers which together account for 90 percent of the total 





rarRLe VIII Principal producers and allowable production for the Panhandl 
and Hugoton gas fields 














November 1954—Allowable pro Pp Pa 
duction—thousand cubic feet POC Cumu 
( total lative 
lo percent 
Panhandle | Hugotor 1 vb vg 
anhandlk ugoton tal 
Pipeline companies 
Colorado Interstate Gas Co 11, 955, 27 11 ). 23 9. 23 
Panhandle Eastern Pipe Line Co 2, 734, 577 4, 635, ORQ 7 69 14. 92 
Cities Service Gas Co 4, 665, 092 1, 908, 623 6,5 5. 0S 20. 00 
Natural Gas Pipeline Co. of America 6, 217, 504 6, 217 1 80 4 80 
Hugoton Production Co 3, 189, 811 3 2. 46 27. 26 
Northern Natural Gas Co 596, 596 2, 589, 194 3 2. 46 29.72 
Other pipeline companies (4 873, 904 1, 978, 039 2, 851, 943 2.01 31. 73 
Total, 10 pipeline companies 27,042,946 14,050,749 41,093, 695 31. 73 
Major independent producers 
Phillips Petroleum Co 12, 517, 79 7, 773, 457 | 20, 291, 251 15.6 15. 67 
Stanolind Oil & Gas Co 16, 847 8, 1.34, 056 8, 150, 903 6.2% 21.96 
Cities Service Oil Co. and subsidiary 62, 832 7, 333, 642 7, 396, 465 71 27. 67 
Shamrock Oil & Gas Corp--. 5, 044, 211 2 2, 7, 5i 4 33. 21 
tepublic Natural Gas Co 5 4.3 37. 52 
Dorchester Corp 1, 809, 136 3 2.88 40). 40 
Kerr-McGee Oil! Industries and affiliate 1, 307, 321 2. 072, 828 3, 380, 149 9 61 4 1 
Magnolia Petroleum Co 728, 852 2, 379, SRR 3, 108, 440 2 40 45.41 
Hugoton Plains Oil & Gas Co 2 496.509 | 2. 496. 509 193 47.34 
Huber, J. M. Corp 1, 987, 375 6, 474 2, 083, 849 1 61 418. 9F 
Skelly Oil Co 500, 751 1, 537, 313 2, 049, 064 1. 58 AO. 53 
United Producing Co 1, 926, 507 1, 926, 507 1.49 52. 02 
Deerfield Gas Products Co. and Kearney 
Gas Products Co a 1, 471, 141 1.14 53. 16 
Cabot Carbon Co AAG, 363 1, 281, 634 99 54.15 
Hawley, J. B.- 8, 925 1, 2 1, 266, 863 QR 55.13 
Columbia Fuel Corp 5 1, 140, 748 RS 56. 01 
White Eagle Oil Co 9OR, 453 70 56. 71 
Western Natural Gas Co 886, 886, 931 68 57.39 
The Texas Co 102, 450 645 748, 101 5g 57. O7 
Champlin Refining Co 3, 103 639, 2° 642, 337 A) 58. 47 
Total, 20 major independent producers 24, 664, 951 51, 049, 200 | 75, 714, 151 58. 47 
Subtotal, 30 producers 51, 707, 897 | 65,099,949 116, 807, 846 90. 20 
Other independent producers (150 7, 302, 189 5, 392,980 | 12, 695, 169 9.80 68. 27 
Total, 180 producers 59, 010,086 | 70, 492,929 129, 503, 015 100. 00 100. 00 


_Source: Proration orders of Texas Railroad Commission, Oklahoma State Corporation Commission 
Kansas State Corporation Commission. 
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1524 AMENDMENTS TO THE NATURAL GAS ACT 


allowable production in those two fields for the month of November 1954. We 
find from this data approximately the same concentration of ownership as 


between the large oil companies and the small independent producers as appears 
in the national statistics of sales to interstate pipeline companies, which I 
referred to earlie However, it should be pointed out that the ownership 


of reserves by the pipeline companies and their producing afliliates in these two 


fields is a much larger percentage of the total than is found in other producing 
areas of the Southwest 


(f) “Ratable take’ minimizes competition 


Vy here State Conservation Commissions have sought to protect the correlative 
rights of producers in a gas field through the imposition of “ratable take’ or 
“proration” regulations, the competitive factors in the purchase and sele of 
hatural gas have also been minimized. Where the total gas production of a 
field is seared to the market demands by orders of State Conservation Com- 
intissions allocating such market demand among all of the wells in the producing 
field, buyers lose the power to bargain with individual producers since all pro- 
ducers in the field are required to produce their reserves ratably and pipeline 
buyers must secure their gas requirements accordingly. In other words. if » 
pipeline company has an estimated market demand in a month of 500,000 M. «. t. 
and the producers with whem he has contracts have an allowable production ox 
only 400,000 M. c. f., the pipeline company must purchase this additional 190,900 
M. c. f. from other producers or buyers who have “excess allowables.” The pipe 
line comnany can only accept the terms dictated by the producer with the “excess 
allowables.” 

I do not mean to criticize the conservation commissions for allocating the al- 
lowed production of a gas field among the producers who have wells in such field 
in order that correlative rights may be protected and assure producers who have 
been unable to secure a market outlet an opportunity to minimize drainage of 
their share of the gas in the common reservoir I think it is a proper thing 
to do. But it can hardly be disputed that such regulations do lessen the c¢om- 
petitive factors normally found in open market trading. 


(7g) Minimum well head prices impede competition 


Another impediment to a free competitive market in natural “as is the system 
of the minimum well head prices established by the Conservation Commissions 
of Kansas and Oklahoma a few years ago. OXxlahoma initiated minimum well 
head prices on the basis of a 7 cents per M. c.f. minimum. Kansas followed with 
an 8 cents price. Oklahoma topped this with a price of 9.8262 cents; and effec- 
tive January 1 of this year the State of Kansas raised the ante to 11 cents 
per M. ¢. f. 

While I certainly do not believe we can properly object to reasonable sever- 
ance taxes in the states of production, these minimum price orders obviously 
eliminate any possibility of pipeline companies bargaining for prices less than 
the established minimums. 

I understand that under a recent decision of the United States Supreme Court 
(Natural Gas Pipe Line Co. of America v. Corporation Commission of State of 
Oklahoma, et al, 23 L. W. 3250), the authority to fix well head prices for sales 
in interstate commerce for resale was held to be invalid since such interstate 
sules are subject to exclusive regulation by the Federal Power Commission under 
the Natural Gas Act. If the Fulbright bill is enacted it wou!d, as I understand 
it, reestablish the validity of their minimum price orders with respect to inter- 
state sales. 

Aside from the dampening effect of minimum price orders upon a free compet- 
itive market, the promulgation of such orders raises a very interesting aspect 
of this whole question of natural gas regulation for the reason that these two 
producing States in the name of conservation by order abrogated all of the 
prices which had been agreed upon between the buyers and sellers. There has 
been much testimony in this record concerning the sanctity of contracts, the 
unfairness of setting aside contracts between producers and pipeline companies 
and of depriving the producer of the benefits which he felt had been secured 
throuvh the contract provisions. But these two producing States set aside the 
contract prices and substantially increased the cost of gas to pipeline companies 
and to the ultimate consumers—apparently without great outcries from the 
producers. 

In the hearings on the Kerr bill in the Sist Congress, the Federal Power 
Commission supplied information showing the effect of the 7- and 8-cent mini- 
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mum field price orders of the Kansas and Oklahoma Commissions based upon 
sales of natural gas in the year 1947. The minimum price orders had the effect 
of increasing the cost of gas to the pipeline companies nearly $814 million 
annually. The more recent prices of 9.8262 cents and 11 cents per M ¢, f. when 
applied to the present day volumes of gas being produced in the Hugoton field 
of Kansas and Oklahoma show that the effect of the minimum price orders has 
been to increase the cost of gas to the pipeline companies by approximately $30 
million annually over and above the agreed upon contract prices. 

The Kansas Corporation Commission in its Memorandum Opinion dated De- 
cember 2, 1953, setting the 11-cent price, pointed out that the prior 8-cent price 
was no longer a reasonable minimum price for the reason that practically all new 
contracts had been made at higher prices and many old contracts had been 
changed to more than 8 cents. In addition, the commission stated, “The field is 
now developed to the extent that there is not enough undedicated acreage to 
warrant any new pipelines and no reason to expect any advance in price by 
reason of competition.” As I previously pointed out, the Hugoton gas field is the 
largest gas field in the world. It appears that without new pipelines entering 
the field some producers see no reason to expect any advance in price by reason 
of competition between buyers competing for a supply of natural gas. Thus they 
seek State governmental assistance, in place of relying upon the free competition 
we have been hearing so much about. I am informed that similar minimum price 
proposals are now before the Texas Legislature. 


(h) Escalation clauses in gas purchase contracts limit competition 


The inclusion in gas purchase contracts of “favored nation” and “renegotiation” 
and other escalation clauses also demonstrates the existence of a condition in the 
producing fields under which producers dominate the gas market. These clauses, 
which did not become prevalent until about 1947, place burdens upon the pipeline 
buyers which they would be unwilling to assume if they had a free choice in the 
matter. Perhaps the pipeline companies did not realize at the time the possi 
bilities of drastic increases in their cost of natural gas by reason of the onera- 
tion of such clauses. Perhaps they felt that the cost of gas would continue at 
or about the same level as it had prior to 1947; or at least that the rise in field 
prices would be gradual. 

On the other hand there is evidence in proceedings before the Federal Power 
Commission showing that pipeline companies had no choice, if they wanted nat- 
ural gas, but to accede to the demands of producers that such clauses be included 
in the gas purchase contracts. In a proceeding before the Federal Power Com- 
mission involving Arkansas-Louis‘ana Gas Co., FPC Docket No. G—2307. Mr. 
J. C. Hamilton, vice president and director of that company, testified on May 11 
1954, with respect to various contracts which his company had entered into Ww ith 
producers as follows: 


Mr. BrunNer. Mr. Hamilton, from the very beginning of this hearing, from 
tine to time, various contracts have been referred to that contained so-called 
favored-nation clauses, Those are both in the initial contract submitted in 
the course of this proceeding and also the new contracts that recently 
came in. ' 

* m * * * * 7 

I wonder if you will, in your own words, state for the record the reason 
for accepting conditions of the type and character, or provisions contained 
in the various contracts with reference to favored-nation clauses, and what 
impact those clauses, both under your initial supply submitted and on the 
new supply submitted, might have upon the cost of gas as considered and 
submitted in this proceeding? 

A. Generally speaking, Mr. Brunner, the reason those favored-nation 
clauses were included in the contract was because we could not get the gas 
without them. In other words, they have come to be within the last 6 or 7 
years, a requirement of every producer when he is selling gas. 

In other words, in addition to the sliding scale of prices that is in most of 
those contracts, the producer requires you to undertake in the contracts that 
if you pay prices higher than contained in the contract at some future time, 
then you will pay him the higher prices in lieu of the prices carried in the 
contracts. 

Now of course that has been brought about by competition for the gas 
supplies in the particular area that we operate in, and in other areas too for 
that matter. 
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(). In essence are you saying with regard to these favored-nation clauses 
that you had to accept them if you desired to purchase gas in such fields? 

A. Yes. Thatistrue. In other words, we were in competition with other 
pipeline companies for the purchase of these gas supplies and we had to pay 
the going price for it 


lurther evidence along this line is shown by the recent testimony before the 
Kederal Power Commission in Dockets Nos. G—2569, 2570 by Mr. C. C. Ingram, 
ice president of Oklahoma Natural Gas Co. and in charge of purchasing gas 
for that company. On December 15, 1954, Mr. Ingram was questioned as to why 
t was necessary for Oklahoma Natural Gas Co. to accept the inclusion of 
favored nation” clauses in their gas purchase contracts. Mr. Ingram testified 
as follows: 


Q. You mentioned a few minutes ago the favored nations clauses and the 
insistence by producers on their inclusion in gas purchase contracts. Speak- 
ing only now as to Oklahoma Natural, why was it necessary for Oklahoma 
to accept the inclusion of such clauses in their gas purchase contracts? 

A. I would say that you have to have those in there for the same reason 
we had to pay 10 cents, 

Q. Well, didn’t Oklahoma Natural recognize that by the inclusion of such 
clauses a very dangerous situation was being created as to potential increases 
in their cost of purchased gas? 

\. Well, you have to weigh that danger against the danger of not having 
any gas supply and you come to the conclusion that you have to accept that 


rather than to not have gas at all. 


These pipeline companies are large companies each with assets of over $100 
million. Both of the companies have some gas reserves of their own. Both 
conduct their operations in gas producing states. Yet they found that the pro- 
ducers have the whip hand in negotiating for additional gas reserves. 

The “favored nation” clauses, and also “renegotiation” clauses are intended to 
keep the price of gas attuned to the levels named in the most recent contracts. 
None of the clauses, so far as I have any knowledge, has any provision for a 
reduction in price even if some other producer sells his gas for less than an 
existing price. In other words, all of these clauses, as General Thompson testi- 
tied before the House Interstate and Foreign Commerce Committee, are designed 
to increase the price. 

With “favored nation” clauses and “renegotiation” clauses incorporated in 
most contracts, there can hardly be any real competition such as is normally 
found in a free and open market. 

(i) Pipeline companies lack bargaining incentives 

The Fulbright bill provides that in fixing the rates of pipeline companies 
which own producing properties, the Federal Power Commission must allow such 
companies the reasonable market value of the gas in the field where produced. 
I shall have more to say later with respect to this particular section of the bill: 
but this provision will serve as an incentive for the pipeline companies to pay 
higher field prices, since the higher the field price established, the greater their 
profits on their own produced gas. 

Of course, they must pay more for the gas purchased from the so-called inde- 
pendent producers, but these higher costs of purchased gas can be passed on to the 
distributing utilities in increased rates. The higher price paid for gas does 
not become a financial burden on the pipeline company. It is a cost of doing 
business which is recognized by the Federal Power Commission and the State 
Commissions as properly recoverable through rates charged the distributing 
companies and the ultimate consumers. Clearly the pipeline companies therefore 
lack the incentives to make good bargains in their purchases of gas. 

(j) Monopoly situations present in sale of natural gas in intersate commerce 

From my review of the facts which have been developed, it is clearly apparent 
that we are dealing with an industry which is monopolistic in character from the 
well to the burner tip. The major oil companies and a few large independents 
by reason of the transportation and distribution system required for natural gas 
dominate the production and sale of natural gas in interstate commerce for resale. 

I must disagree completely with the conclusions expressed by Dr. Boatwright 
that there is no evidence to indicate monoply control on the part of producers. I 
think that the type of monoply to which Dr. Boatwright must have reference is 
the type which is prohibited by the Sherman and Clayton Anti-Trust Acts where 
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there is present conspiracy in restraint of trade. Mere monopoly—dominance 
of a market—by a single or a relatively few suppliers does not necessarily con 
stitute a violation of the Federal antitrust laws. We are dealing here with a 
limited supply of an exhaustible fuel resource which is almost entirely in the 
hands of a relatively few corporations and which is distributed by a pipeline 
system from which there is no escape. This is a public utility situation in which 
the residential users have no adequate substitute. The normal laws of competi 
tion just do not operate. Regulation is the only answer. 


V. OWNERSHIP OF NATURAL GAS RESERVES 


Unfortunately there is not available to the public any complete analysis of 
ownership of the Nation’s gas reserves; however, it is possible from reports 
made to the Federal Power Commission by pipeline companies and from othe 
published sources to secure a substantial amount of data as to the ownership of 
gus reserves, 

Reports made to the FPC for the year 1953 by natural gas companies show 
that they held reserves under lease, in fee and gas rights totaling 19,8S9,191,38s 
Mc. f. They also had available from their producing affiliates and under con 
tract with nontransporting producers 104,977,886,364 M ec. f., or a total of 
124,867,077,752 Me. f. A few companies did not make a complete report of their 
reserves and, therefore, the above figures are slightly understated From othe1 
published sources it appears that the producing affiliates of pipeline Companies 
oWn gas reserves approximating 8,250,000,000 M ec. f.—thus, pipeline companies 
and their affiliates own gas reserves approximating 28,139,000,000 M ¢. f. or about 
22.5 percent of the total reserves available to them in 1953. In terms of the AGA 
committee reserves estimate at December 81, 1958, the reserves available to the 
pipeline companies reporting to the FPC, owned and under contract, amount to 
5 percent of the total national reserves. 

There was placed in the record of the hearings before the House Interstate 
ond Foreign Commerce Committee by the Federal Power Commission, data 
showing ownership of gas reserves by pipeline companies, producing subsidiaries 
and nontransporting producers aggregating 91 trillion cubic feet. From studies 
which I have had prepared I am able to supplement these reserve estimates to 
some extent and to account for the ownership of natural gas reserves aggregating 
127,3893,800,000 M c. f. or 60.8 percent of the Nation’s estimated proven gas 
reserves, 

The picture of gas reserves ownership which thus emerges, although ad 
mittedly incomplete, is not far different from the prior analysis of producers’ 
sules to interstate pipelines. It is a picture of relative domination of the 
Nation’s natural gas reserves by the large oil Companies and a few major gas 
producers, 


Reported ownership of natural gas reserves by certain corporations 
Trillion 
Nontransporting producers : cubic feet 
Humble Oil & Refining Co 4 . 16. 000 
Phillips Petroleum Co wi som Be BOO 
The Texas Co Be : at 10. 500 
Standard Oil Co. (Indiana) _ ~~~ 9. 900 


Socony-Vacuum Oil Co ate 7. 491 
Standard Oil Co. of California = 4. DOO 
Pure Oil Co ak : ab 3. 700 
Shamrock Oil & Gas Co 2. 827 
Skelly Oil Co ‘ : 2. 300 
Continental Oil Co cenit aid sales sc 
Atlantic Refining Co : 5 . 2.180 
Ohio Oil Co ‘ 2.130 


Delhi Oil Co f 
Tidewater-Associated Oil Co 
Sinclair Oil & Gas Co 

Union Oil Co. of California . 621 


1. 900 

1 

1 

. 1 

Columbian Carbon Co__ tee ees 7 ; 1. 552 
l 

1 

1] 

1 


. 798 
. 700 


Sunray Oil Co sola hast . 454 
Western Natural Gas Co . 446 
Southern Production Co . 278 
Taylor Oil & Gas Co . 100 
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Re po ted owne) ship of natural Vas reserves bu certain co Pporalions Continued 


Trillion 





Nontransporting producers—Continued cubic feet 
Phree States Natural Gas Co 1. 004 

K rr-MceGeo Oi! Industries 950 
Standard Oil Co. (Ohio) T17 
loin on Oi & Gas Co 3 096 
Union Sulphur & Oil Co — . 030 
Hugoton Plains Gas & Oil Co . 500 
Lion Oil Co = 405 
Pubco Development, Ine oz 
Subtotal —_ ™ 95. 763 
Other companies reporting reserve ownership (26) imcben 1. 757 
Total reported 97. 520 


Pipeline companies and affiliates: 
E! Paso Natural Gas Co 
United Gas Pipeline Co . ne 
Panhand'e Eastern Pi: eline Co 
Colorado Interstate Gas Co___ -~~- - dons paonsibabesaieehboe 


. 46 
. OOO 
3. 936 


995 


(‘ities Service Gas Co A26 


4 

t 
Natural Gas Pipeline Co. of America sinha lnesictsimctiah lias aici tehsil aan Sil 1. 5382 

1 

1 


Northern Natural Gas Co e . 500 
Columbia Gas Svstem — . 141 
Arkansas-Louisiana Gas Co _ = 951 
lone Star Gas Co is wh . T00 
Kentucky-West Virginia Gas Co ‘ , neath . 652 
Mountain Fuel Supply Co <—o J . 607 
Southern Natural Gas Co : = .473 
Other companies vs ats uth ne iced 3. 365 

Total reported oe . ° 28. 139 


important natural gas produce rs for which gas reserve ownership data are 
lacking 


J. S. Abercrombie Ifusky Oil Co 

Amerada Petroleum Corp Hugoton Production Co 
American Republics Corp H. L. Hunt. 

American Gas Production Co Louisiana Land & Expl. Co 
Carter Oil Co. La Glovia Corp. 

Chicago Corp. (. H. Lyons. 

Cities Service Oil Co Mid-Continent Petroleum Co 
Combined Carbon Co Republic Natural Gas Co. 

H. R. Cullen Seaboard Oil Co. 

Dorchester Corp Shell Oil Co 

Fullerton Oi CC Signal Oi & Gus Co 

Glassell & Glassell Southwest Gas Producing Co. 
Gulf Oil Cory Sun Oil Co 

Hamilton Gas Corp Superior Oil Co 

Heep Oil Corp lexas Gulf Producing Co 
Honolulu Oil Co Texas Pacific Oil & Gas Co 
Houston Oil Co United Carbon Co 


Vi WHAT WHI HAPPEN ro GAS PRICES IF CONGRESS EXEMPTS PRODUCERS FROM 


REGULATION 


(a) Field prices u ll] inerease unless restrained by regulation 
The evicdel i conclusive that produce rs’ prices will continue their climb 
to higher and higher levels unless restrained by the Federal Government. I 


have previously pointed to the lack of competition and the concentration of 
production and gas reserve ownership within a relatively small group of major 
oil companies and large gas producers. I have also shown that demand is 
exceeding supply and the evidence indicating that it is likely to do so in the 
future. We have seen the average cost at the wellhead of natural gas in the 
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het * 


Southwest increase from approximately 5 cents per M ¢. f. in 1947 to approxi 


mately 10 cents in 1953, with prices on new contracts ranging from 15 to 24 
cents. These increases occurred in the absence of Federal control because of 
the Federal Power Commission's inexcusab:e, seif-imposed denial of jurisdiction. 
What basis is there to assume that like increases could not continue in the 


future? Certainly the producers intend to seck higher prices. And some officials 
of the producing States say that gas is presently underpriced, and there should 
be further increases in field prices. 


(b) Producers seek and expect higher prices in future 

Gen. Ernest O. Thompson, chairman of the Texes Railroad Commission, is 
reported by the Oil and Gas Journal to have told the Independent Natural Gas 
Association in September 1955, “that a fair estimate of the going price for gas 
reserves in Texas today is probably 12 to 15 cents per thousand cubic feet and 
this ought to rise by another 5 cents per thousand.” “Such increase,” the general 
said, “would amount to about 25 cents in a month, or less than 1 cent a day to the 
household consumer.” General Thompson is also reported to have urged the 
transmission companies to continue the program of renegotiating contracts to 
establish higher field prices for gas. 

One of the industry trade magazines, Gas Age, editorialized on February 
10 of this year, as follows: “As we see it, gas is generally underpriced at the 
well, at the city gate, and at the burner tip.” 

Dr. Richard J. Gonzales, director and economist for Humble Oil & Refining 
Co. told the American Power Conference at Chicago, Dl. on March 25, 1954, 
that strong demand under existing circumstances will continue to produce upward 
trends in price until competitive balance is attained. He said, the circum- 
stances which resulted in ridiculously low prices were temporary and no longer 
exist. “Present costs of coal and oil to consumers and other factors indicate 
that average field prices of about 20 cents per M ec. f. on new contracts may be 
required,” he said, “to balance supply and demand.” 

Producers maintain that gas in the field should be valued on an equivalent 
heating value basis with crude oil. Thus, in a rate increase proceeding pending 
before the Federal Power Commission, Sunray Oil Co. claims that the gas which 
it delivers should have a current value in excess of 40 cents per M ¢. f. without 
making any allowance for the superior value of gas as a fuel. 

A somewhat more modest claim was made by Mr. Thomas D. Bailey of Okla 
homa City, Okla., a producer of gas and oil who recommended to the Federal 
Power Commiss:on in Docket R-142, that it should adopt the competitive fuel 
price method in fixing rates of gas producers. Mr. Bailey was quite candid in 
stating: 


Of course, this would necessitate increasing of present field prices to 25 
cents or more per million B. t. u. (approximately 1,000 cubic feet) at the 
present time which amounts to almost tripling the present average price 


received at the wellhead for gas produced in the United States. 

(c) Residential gas consumer has no effective escape from monopoly prices 

In the absence of Federal control, how high will field prices rise? On this point 
the joint statement filed by the American Petroleum Institute, Independent 
Petroleum Association of America, Mid-Continent Oil & Gas Association and 
seven other oil and gas trade organizations with the Federal Power Commission 
in docket No. R-157 a few months ago, furnishes some assistance. In referring 
to price advances if demand outruns supply, these organizations stated in their 
brief on page 44: 


However, in most markets there would be some ceiling on rising prices 
(both the initial and any subsequent rises) based on the amount the cus 
tomer is willing to pay in relation to the price of competing products. Jf 
there is no close substitute for the product, then this ceiling may be very high. 
Fortunately for the consumer this is not the case in the natural gas market 
since coal an dheat oil offer direct active competition. [Emphasis added.] 


This statement completely overlooks the fact that the gas customer, and I am 
speaking of the residential customer particularly, is a captive customer who has 
already made an expensive investment in a range, water heater, gas furnace or 
other appliances which will burn neither coal nor oil. Thus, he has no practical 
protection against price rises by turning to other fuels. 








1530 AMENDMENTS TO THE NATURAL GAS ACT 


(Jd) Regulation is essential for consumer protection 

Natural gas is a necessity in the daily lives of the people of America, just the 
Same as electricity, telephones, and water. These services are furnished by 
utilities, and if a citizen needs them there is only one place where they may be 
obtained on a practical and economical basis, and that is from the local utilities 
It is true that candles and oil lamps can be used for light in place of electricity. 
And it also may be possible for a citizen to buy water in bottles or to own his 
private well. But, it is well recognized that these substitute sources for the 
commodities purchased from the local utilities furnish no real practical pro- 
tection for the consumer against unreasonable utility rates. Regulation is neces 
sary for that protection. It is precisely for the same reason that regulation of 
natural gas rates at the production, transmission, and distribution levels, is 
necessary. 

Coal, oil, and electricity may be substituted for natural gas, but after the con 
sumer has made his investment in gas appliances he cannot, unless well heeled, 
junk such appliances and install equipment to utilize other fuels. The suggestion 
which my good friend, the junior Senator from Arkansas made to the effect that 
gas is a luxury, not a necessity, and that the millions of families using gas for 
cooking “have an alternative. They have got coal and oil * * * if they don’t like 
the price of gas,” simply denies the need for any regulation of utility rates in 
this country. 

The protection afforded to the gas consumer by regulation is demonstrated 
by the comments of Dr. Boatwright (p. 24 of his statement) that the industrial 
buyers have been willing to pay higher prices for natural gas than the regulated 
prices to utility distributors which he says “* * * would indicate that the regu- 
lated prices for sales to utilities are lower than prices based on competition 
among fuels.” This admission completely answers the contention that the gas 
consumer is “best protected by a competitive market.” 

(e) Producers stand to collect billions in profits if gas industry bill is enacted 

In its report on the Kerr bill (S. 1498, Sist Cong.) the Federal Power Com- 
mission in 1949 estimated that a 5-cent increase in the field cost of gas purchased 
from independent producers would cost consumers over $130 million a year 
based on 1952 volumes. I have already shown that 17 pipeline companies are 
paying on the average more than twice as much for 1,000 cubic feet of gas as 
they did in 1949, when the Commission made its report. On an annual basis 
their cost of purchased gas has increased since 1948 by $196,149,896. Interstate 
pipeline companies purchased 4,055,962,575 M ec. f. in 1953 from Southwest non- 
transporting producers at an average cost per M ec. f. of 8.72 cents. Another 
5-cent increase as suggested by General Thompson would cost consumers over 
$200 million per year. If the 20-cent price mentioned by Dr. Gonzales becomes 
the average field price in the Southwest, gas consumers would pay an additional 
$450 million per year. Under Mr. Bailey's desired 25-cent field price, consumers 
would pay an additional $660 million a year to the Southwest producers. 

Huge profits are at stake in these legislative proposals to nullify effective nat- 
ural gas regulation. The industry’s $1.5 million plus “educational campaign” is a 
minute fraction of the annual rake-in, which will be available to producers if 
they succeed in their objective. It is no wonder that big oil companies are 
working and spending to put these bills through Congress. 


VII. REGULATION OF PRODUCERS IS FEASIBLE 


(a) FPC has had a great deal of experience in regulating producing companies 


Testimony has been given by proponents of this legislation to the effect that 
regulation of nontransporting producers is infeasible; that the cost of regulation 
will be “staggering” and the benefits “negative.” I cannot agree with these 
assertions. 

First of all, it should be noted that for 16 years the Federal Power Commission 
has had subject to its jurisdiction and has regulated a large number of natural 
gas companies who are engaged in the exploration, development and production 
of natural gas in most of the same areas and fields in which the nontransporting, 
or so-called independent, producers conduct their operations. In addition, several 
natural gas companies have producing company subsidiaries or affiliates. At the 
end of 1952, 46 natural gas companies reported the ownership of 30,046 gas wells. 
So far as can be ascertained, producing affiliates and subsidiaries own about 
1,900 gas wells, making a grand total of 31,946 gas wells, or approximately 49 
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percent of the total number of gas wells in the United States. Thus the Com- 
mission is not without considerable experience in dealing with a major portion 
of the production segment of the natural gas industry. 

I cannot honestly claim to have a great deal of faith in the present Federal 
Power Commission, with the exception of one Commissioner, Mr. Draper. It 
seems to me to have ducked and delayed in performing its duties in the Phillips 
ease. It has junked long-standing, proven rate-making procedures in the Pan- 
handle case, the effect of which is to give the pipelines a killing. It joined in the 
successful efforts to reduce its own jurisdiction in the Hinshaw bill. And now 
again we find it pushing the legislative program of the oil and natural gas indus- 
try in recommending the Harris and Fulbright bills. It is hard to believe that a 
Commission set up to protect the public should have become so fully the servant 
of the industry it was to regulate. 

Nevertheless, it is the only instrument we have to carry out the essential 
purposes of the Natural Gas Act. We are compelled therefore to use it. And 
if it will but learn from its own experience in fair and reasonable regulation of 
companies that do some producing of natural gas, it can successfully regulate 
the interstate sales of the nontransporting producers who are now seeking 
exemption. 

(b) Regulation of producers now well underway 

Shortly after the Supreme Court handed down the Phillips decision, the 
Commission promulgated rules dealing with independent producers. Originally 
issued as Order No. 174, these rules have been subsequently modified and im- 
proved by later orders, Order No. 174—C being the most recent. Basically these 
rules did two things: First, they provided for the filing by each producer of his 
contract with the pipeline company or other buyer covering those sales which 
he made in interstate commerce for resale. Certain supplemental information 
was requested for the purpose of establishing the rate being charged on June 
7, 1954, as the initial lawful rate. The rules also provided means by which 
supplemental changes in contract rates could be filed. 

The second basic requirement dealt with certificates of public convenience and 
necessity which are required under section 7 (¢) of the Natural Gas Act. The 
rules provided for the making of applications in the nature of “grandfather” 
applications covering the sales being made on June 7, 1954. Moreover, the 
producers were Classified by size, the producers selling less than 1 million M e. f. 
annually being required to file only a simplified form in applying for certificates 
of convenience and necessity. 

Independent or nontransporting producers were relieved by such rule from 
compliance with the accounting and reporting requirements of the Commission's 
existing rules. Undoubtedly, these rules can be further simplified and improved. 
The Federal Power Commission at the present time has instituted a rulemaking 
procedure dealing with the definition of “working interests” and allied subjects. 
Despite the failure of the Commission to obtain additional staff for this work, 
I understand that remarkable progress has been made in processing the many 
thousands of rate and certificate filings made by producers in the last 6 months. 

According to a press release of the Commission issued on March 10, 1955, 10,000 
rate schedules of producers had been processed and the situation was current. 
This means that producers selling to pipeline companies or others in interstate 
commerce have on file at the Federal Power Commission a legal, effective rate. 

Of some 5,700 applications filed for certificates of convenience and necessity, 
550 had been processed by February 23, 1955. Since each certificate application 
requires a mandatory hearing, more labor is required for processing such 
applications than is required for rate filings even under the simplified procedure 
now being used. However, the backlog is being cleared up according to my 
information, as many certificates are being issued each week. 

According to the latest information available, producers have filed as of 
March 1, 1955, 2.2.47 changes in rates. This should not be understood as indi- 
cating that producers in that number have filed rate increases, since I understand 
that under the counting method used by the Commission, many changes have 
been filed by large producers, which make numerous sales to one or more pipeline 
companies in different fields. Of this large number of requested changes, the 
Commission suspended 78 of the increases aggregating $11,174,200, and permitted 
the balance of 2,169 changes aggregating $17,722,867 to go into effect without 
suspension. I understand that the latter increases cannot be set aside except 
after proceedings conducted under section 5 of the Natural Gas Act, and then 
only prospectively. Rate increases under suspension when finally acted upon 
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by the Commission, are subject to revision from the date they became effective, 
and refunds are ordered if the Commission finds that they were not justified in 
whole or in part. Chairman Kuykendall testified before the House committee 
that if the Harris bill were enacted, the suspended rate increases aggregating 
$11,174,200 would automatically be granted. 


(Cc) RPC cai dete Pyilidic producers costs 


I see no particular problem involved in determining the cost experienced by a 
producer in acquiring, developing, and producing a gas supply. The Federal 
Power Commission staff made an investigation of Phillips Petroleum Co. and 
determined what its profits were from its gas business. The Chairman of the 
Commission furnished me with an exhibit in that case which showed a rate base 
for the company’s gas department and its earnings. I also was advised by the 
Chairman that Phillips kept its books on a cost basis and measured its profits by 
relating them to net investment. 

Each producer must keep records showing capital investment, depreciation, 
depletion and operating costs to comply with the Internal Revenue Code. 

I don’t think the producers are really concerned about the impossibility of 
ascertaining the true facts. I suspect they are really concerned lest such facts 
disclose the existence of exhorbitant profits. am sure that the competent staff 
of the Federal Power Commission can solve the many problems which have been 
aired in these hearings by the proponents of this legislation. Most of these 
so-called problems have probably been solved in the course of the regulation of 
pipeline companies which own reserves. 

(d) Regulation will give incentive to producer and assure him fair profit 

I believe the greatest incentive which can be given the producer to induce him 
to engage in exploratory work is the assurance of the recovery of the costs 
incurred therein, plus a reasonable return on the capital which he invests, com- 
mensurate with the risks taken. 

The rate of return must reflect the degree of risk inherent in the producing 
business. Constitutional standards require that the return be sufficient to take 
cake of the capital costs of the business, assure confidence in its financial integ- 
rity, and induce the attraction of the necessary capital on reasonable terms. 

I would think from the nature of the producing business that the rates of 
return would be expected to be higher than those normally thought of for gas and 
electric distribution utilities. I would not want to see the producers treated 
unfairly, nor do I think there is the slightest probability that they would be so 
treated. Surely the history of regulation of the utility industries, particularly 
of the companies regulated by the FPC, shows that the companies have become 
prosperous, their securities are in demand, and their financial reputations are 
high. The dire prediction of disaster if producer rates are regulated appear to 
he in the same class as those which were made when the Holding Company and 
Federal Power Acts were before the Congress 20 years ago. 

(e) Threats of withholding gas from interstcte markets now shopworn 

The argument has been advanced before the committee that the producer will 
seek intrastate markets and will refuse to sell his gas in interstate commerce 
so that he may escape Federal regulation. The argument assumes that a market 
for an additional 4 trillion cubic feet annually already exists in the producing 
States or is capable of being developed. I would certainly agree that a producer 
who has not already committed his reserves to the interstate market should have 
the free choice of deciding whether he wants to engage in interstate commerce. 
The producers have preferred the interstate markets because of the assured 
income over a long period of years. Such long-term assurances are not easy to 
obtain from most industrial enterprises. 

I do not expect that the threats now being made will be carried out if this 
legislation fails. I can recall that similar threats were made at the time the 
Moore-Rizley and Kerr kills were under consideration. Statements were made 
by producers that they would not sell another foot of gas unless those bills were 
passed. But they did. Such threats have become rather shopworn. Producers 
are in business to make money and to make as much money as possible in produc- 
ing and supplying an essential commodity for home use. No reasonable business- 
man will refuse to sell his product simply because his prices are controlled by the 
Government and the possibility is present that they might be less than his idea 
of the top price. 
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(f) Pipeline companies have expanded their production and exploratory activities 
under FPC regulation 

Dr. Boatright concludes (page 2 of his prepared statement) that the Commis- 
sion’s actual experience in regulating the pipeline companies which own reserves 
shows that under such regulation “production not only declined as a percentage 
of an expanded market, but actual volume of output declined.” 

The facts upon which Mr. Boatwright apparently relies for his conclusion are 
disputed by the official figures of the Federal Power Commission. According to 
data furnished me by the Commission, which I placed in the Congressional 
Record on May 11, 1955, the production by interstate pipeline companies and 
their producing affiliates in the Southwest in the year 1947 was 627,023,015 M «. f. 
while in 1953 it had climbed to $953,613,075, an increase of 52.09 percent. For the 
whole country (excluding the Pacific coast), the percentage increase is 30.95. 
This certainly does not indicate that the volume of output has declined as 
charged by Dr. Boatwright. 

It is true that the relative position of the pipeline companies and affiliates 
in the interstate supply picture has declined from 48.28 percent of the total in 
1947 to 21.55 percent in 1953, but this cannot be taken as proof that FPC rate 
regulation was responsible. Similar declines in percent of produced gas occurred 
with respect to pipeline companies in the Southwest who were not subject to 
FPC rate regulation. 

In my judgment, several factors were respons‘ble for this decline. In the early 
days of the pipelines (1926-40) it was not possible to finance these lines unless 
the ownership of the gas reserves was in the hands of the pipeline companies. 
Therefore the promoters of these lines arranged for the outright purcLase of 
large blocks of reserves from the major oil companies. Some of the oil companies 
were joint promoters of the projects and transferred a portion of their gas re- 
serves to the new venture. This is how Natural Gas Pipe Line Company of 
America, which was the first pipeline company reaching the Chicago market 
secured its gas reserves. 

After the passage of the Natural Gas Act brought stability to the pipeline in- 
dustry, it became possible to finance new lines where the gas reserves were de 
liverable under long-term purchase contracts. The Federal Power Commission 
accepted these contracts as adequate proof of gas supply, and they were likewise 
acceptable to the bankers. There was no need for the pipeline companies to ac- 
quire reserves by leasing, exploration, and development, although a number of 
them carried on such activities for the purpose of adding to their reserves. The 
vil companies were not anxious to sell their reserves outright, because they lost 
the benefit of the statutory depletion-tax allowance and the revenues from liquid 
hydrocarbons associated with the gas. Were the pipeline companies to have 
purchased the reserves outright, the great amount of additional capital required 
to finance the project would have added to the promoter’s problems. 

Some people, including the majority of the FPC, have seized upon the decline 
in the relative position of pipeline-owned production as proof that FPC rate 
regulation was responsible, but the facts and reasoned logie belie the assertion. 

I th._nk the best evidence that pipeline companies are expanding their owner- 
ship of natural-gas reserves and that the efforts to discover new reserves by these 
regulated companies have not been reduced almost to the vanishing point as 
claimed by Dr. Boatwright is found in the reports of natural-gas companies to 
the Federal Power Commission which show that the funds expended directly 
for exploration and development activities by the interstate pipeline companies 
have substantially increased over the years, as shown below: 
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These sums do not include the funds expended by the affiliated producing com- 
panies, complete data for which are not available. However expenditures by 
1 affiliate in 1953 amounted to more than $4 million. The amounts shown also 
do not include the very considerable sums expended for salaries and expenses 
of the geological and leasing departments, administrative expenses, and taxes. 
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The contention of Dr. Boatwright that regulation as practiced by the Federal 
Power Commission did stifle the initiative and reduce supplies is not supported 
by the facts 


(g) BKremption from Federal Regulation of Producers Selling Less Than 2 Million 
Wc. f.isin the Public Interest 


[ turn now to that part of my testimony dealing with 8S. 1926, which I intro- 
dueed on May 11, 1955. The purpose of this bill is to exempt from Federal regu- 
lation producers of natural gas whose sales in interstate commerce for resale 
are less in the aggregate than 2 billion cubic feet of natural gas a year. Enact- 
ment of this bill would remove from Federal regulation in number more than 
96 percent of the producers who made sales to interstate pipeline companies in 
1953. While it would remove all but approximately 175 producers from regula- 
tion, it would leave subject to regulation the interstate sales of producers who in 
the aggregate sold in excess of 90 percent of the natural gas sold in interstate 
commerce in 1953 

Earlier I presented three tables, Nos. V, VI, and VII, which reflect certain facts 
dealing with the sales of natural gas by producers to interstate pipeline com- 
panies. I will not repeat here such testimony except to point out that a study 
made by the Federal Power Commission shows that 4,865 producers sold natural 
gus to interstate pipeline companies in 1955, but that the amount sold by each 
of 4,191 producers was less than 2 billion cubic feet. The 4,191 producers sold 
only 9.26 percent of the total volume of gas purchased by interstate pipeline com- 
panies in the year 1953. I do not believe it necessary to subject these small 
producers to regulation in order to provide adequate protection to natural gas 
consumers against monopoly prices. 

It has been contended that the Federal Power Commission under the Natural 
Gas Act can by its own rules classify producers by size and thus alleviate the 
regulatory requirements which might be otherwise imposed upon the smaller 
producers. While I do not disagree with this contention, I nevertheless feel 
that it would be a much wiser course if Congress were to exempt outright these 
little fellows from jurisdiction under the Natural Gas Act, rather than leave the 
degree of regulation to be imposed upon them subject to the judgment of the 
agency. Even if the classification method were employed by the Federal Power 
Commission, these small producers under the act would be natural gas companies 
which would thus require of them compliance with at least the mandatory rate 
filing provision and the certificate provision of the act. Moreover, the elimination 
of some 4,000 corporations, partnerships and individuals from regulation under 
the Natural Gas Act would relieve the Federal Power Commission of the effort 
and expense necessary for even a minimum of administrative supervision. 

These little producers do not control a large enough share of the supplies of 
natural gas to affect materially the interstate movement of natural gas or the 
price levels in the gas fields. I believe the elimination of these small producers 
to be a workable approach to the natural gas situation which is before this 
Committee. 

There is no question with respect to the legality or constitutionality of the pro- 
posal incorporated in S. 1926. I offer for the record a memorandum dated 
June 3, 1949 by the Federal Power Commission’s Bureau of Law and also a report 
written to the Honorable John W. Heselton, Member of Congress, on April 5, 1955 
hy the American Law Division of the Legislative Reference Service of the Library 
of Congress with reference to this question. soth of these legal memoranda 
make it clear that Congress has the power to classify businesses subject to its 
jurisdiction by size and to limit its regulation to those of a certain size. 


MEMORANDUM FOR THE COMMISSION 
JUNE 3, 1949. 


Re Constitutionality of proposed exemption of producers. 


This memorandum is prepared in response to an assignment from the general 
counsel. It discusses the question of whether the proposed exemption from the 
jurisdiction of the Commission of sales of natural gas in interstate commerce at 
the conclusion of production and gathering where such sales, individually or 
in the aggregate with affiliated producers, do not exceed 2 billion cubic feet during 
the calendar year, would be constitutional as involving a permissible classification 
of natural-gas companies. 

Such an exemption, in my opinion, would be constitutional since it is based 
upon a reasonable classification of regulated and nonregulated companies for 
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legitimate regulatory purposes. While it is estimated that the provision would 
exempt 97 percent of the 2,300 producers in the country who made sales to inte! 
state pipelines in 1947 and 530 of the 600 producers in the 7 Southwestern States, 
the remaining 70 producers in the Southwestern States who would not be exempt 
sold 83.96 percent of the gas sold to interstate pipelines in the year 1947. Those 
producers, therefore, would be exempt whom it is not important to regulate. 

Such reasonable classification and exemption based thereon has been repeatedly 
upheld by the United States Supreme Court. In Wilson v. New (248 U. 8. 382), 
a similar Classification and exemption was upheld. The rule was stated in the 
inajority opinion on page 354 as follows: 

“The want of equality is based upon two considerations. The one is the exemp 
tion of certain short line and electric railroads. We dismiss it because it has 
been adversely disposed of by many previous decisions. The second rests upon 
the charge that unlawful inequality results because the statute deals not with 
all, but only with the wages of employees engaged in the movement of trains. 
But such employees were those concerning whom the dispute as to wages existed 
growing out of which the threat of interruption of interstate Commerce arose, 
a consideration which establishes an adequate basis for the statutory classi- 
fication.” 

Similarly in the case of Chicago, Rock Island & Pacific Railway Co. v. United 
States (284 U. 8. 80), the Supreme Court said on page 938: 

“The classification which results in exempting railroads less than 100 miles in 
length from the necessity of making reports of per diem accruals separately 
to each of the numerous car owners throughout the country is attacked as 
arbitrary and unreasonable. We think it is neither. It is of a kind frequently 
made and frequently upheld by this court. St. Louis & I. M. Ry. Co. v. Arkansas 
(240 U. S. 518, 520): Wilson v. New (248 U. S. 332, 354), and authorities cited. 
Moreover, the car equipment of the country is substantially in the hands of the 
trunk lines, that owned by the short lines being almost a negligible proportion 
of the whole. And this fact affords some additional ground for the classification.” 

To the same effect, in the case of Dow v. Beidelman (125 U.S. 680), the United 
States Supreme Court said, on page 691: 

“The legislature, in the exercise of its power of regulating fares and freights, 
may classify the railroads according to the amount of the business which they 
have done or appear likely to do. Whether the classification shall be according 
to the amount of passengers and freight carried, or of gross or net earnings, 
during a previous year, or according to the simpler and more constant test of 
the length of the line of the railroad, is a matter within the discretion of the 
legislature. If the same rule is applied to all railroads of the same class, there 
is no violation of the constitutional provision securing to all the equal pro- 
tection of the laws.” 

See also New York, New Haven and ‘Hartford Railroad Company v. New York 
(165 U. S. 628 (1897) ) ; Chesapeake and Ohio Railway Company v. Conley (230 
U. S. 518 (1913)): Great Atlantic & Pacific Tea Co. v. Grosjean (301 U. S. 412 
(1937) ), and Carmichael v. Southern Coal & Coke Co. (301 U. S. 495 (1937) ). 

For other authorities see dissenting opinion by Mr. Justice Brandeis in which 
Mr. Justice Holmes and Mr. Justice Stone concurred, in Louisville Gas & Electric 
Co. v. Coleman (277 U. 8S. 82), at pages 42 to 44, and dissenting opinion by Mr. 
Justice Cardozo in Stewart Dry Goods vy. Lewis (294 U.S. 550), at page 579, both 
of which gave broad application to the doctrine. 

Louris W. McKERNAN, 
Chief, Division of Interpretation and Research, Bureau of Law. 

Approved : 

Braprorp Ross, 
General Counsel. 


THE LIBRARY OF CONGRESS, 
LEGISLATIVE REFERENCE SERVICE, 
Washington, D. C., April 5, 1955 
To: Hon. John W. Heselton. 
From: American Law Division. 
Subject: Constitutionality of H. R. 4924. 
The above Lill would amend section 1 of the Natural Gas Act, to make it 
inapplicable to “any sale of natural gas in interstate commerce at or prior to 
the conclusion of production or gathering by a person whose total sales of 
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natural gas in interstate commerce individually or in the aggregate with affili- 
ated producers and gatherers do not exceed on an annual basis 2 billion cubic 
feet computed at 14.65 pounds per square inch absolute at 60° F. provided such 
per ou is neither a natural-gas company by reason of other activities nor 
affiliated with a natural-gas company.” 

We are of the opinion that a statute of this character would be constitutional. 
Exclusious based on differences of degree, stated in terms of differences in 
humbers are commonplace in the law. For example, the Fair Labor Standards 
Act empts employees of certain newspapers which have a circulation of less 
than 4,000 (U. S. C. 29: 213). The SEC is authorized to exempt from the 
Secarities Act of 1933, as amended, issues of securities which do not exceed 
$500,000 (U.S.C. 15: 77 (c)). The Trust Indenture Act of 1939 does not apply, 
iu stated circumstances to securities issued pursuant to an indenture which limits 
the aggregate principal amount outstanding thereunder to $1 million or less 
(U. 8. C. 15: 77 ddd). A similar exemption is granted from the provisions 
vroverning the issuance of securities by motor-vehicle carriers (U.S. C. 49: 314). 
Stockyarcs in which the area normally available for handling livestock, exclusive 
of runs, allevs, or passageways, is less than 20,000 feet, are exempt from the 
Packers and Siockvards Act (U. 8S. C. 7: 202). The Adamson Act, which estab- 
lished the S-hour day for railroad employees, exempted certain independently 
owned lines not more than 100 miles in length (U. 8S. C. 45: 65). The Federal 
Unelaployment Tax is imposed only on employers of eight or more (U.S. C. 
26: 3506). 

@eccasionally, the objection is raised that a statute is invalid because of exclu- 
sions of rhis character. But the Supreme Court has consistently rejected these 
arguments. In Wilson v. New ((1917) 245 U.S. 382, 554), it dismissed the con- 
tention that “he exemption of short-line railroads made the Adamson Act invalid, 
with the brief comment that this point “has been adversely disposed of by many 
pre\ious decisions.” In support of this statement it cited a series of cases in 
which State statutes which exempted small enterprises were sustained against 
the charge that they violated the equal-protection clause. 

‘To hold that Congress in establishing its regulation is restricted to the 
making of uniform rules,” wrote Mr. Chief Justice Hughes in Currin v. Wallace 
((1939) 306 U.S. 1, 14) “would be to impose a limitation which the Constitution 
does not prescribe. There is no requirement of uniformity in connection with 
the commerce power * *” In Mabee v. White Plains Publishing Co. ( (1946) 
227 1. S. 178, 184) the Court held that the exemption of certain small newspapers 
from the Fair Labor Standards Act did not constitute an unconstitutional 
discrimination against other newspapers. It declared: 

“The fifth amendment does not require full and uniform exercise of the 
comnierce power. Congress may weigh relative needs and restrict the appli- 
cation of a legislative policy to less than the entire field.” 

Ad:ninistrative conveniences and the expense of enforcing a law against persons 
envaged in small-scale operations have been deemed to be adequate reasons for 
the exclusion of such persons, Steward Machine Co, v. Davis ( (1927) 301 U. S. 
548, 584). 

Mary Lovutse Ramsey, 
American Law Division. 


Some advocates of complete exemption have attempted to belittle the classifi- 
cation of pro ucers by size and the exemption of the smaller producers. They 
envision numerous schemes by which the larger producers may be able to evade 
and avoid Federal regulation by subdividing their interests. It appears to me 
that they are really more concerned about the major oil companies which are 
agraid that if Congress should exempt these little fellows, as proposed in my 
bill, the industry giants will no longer have any small producers behind whom 
to hide If my bills contained loopholes through which the big producers 
could escape regulation, I am sure they would not be so frantically trying to 
think up reasons why it should not be enacte'l. 

The report of the Federal Power Commission on 8. 1926 in which Commissioner 
Draper does not concur, states that the annual volume sold in interstate com- 
merce would be administratively difficult if not unworkable and of necessity 
would be uncertain. In 1949, however, the Federal Power Commission endorsed 
a similar proposal to exempt the small producers.’ 


' Hearings on S. 1498, 8ist Cong., p. 493. 
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The Commission at the present time has size classifications, for accounting 
requirements and the furnishing of reports to the Commission by natural gas 
companies and electric utilities. Moreover, it has even prescribed a size classi- 
fication for the nontransporting, or so-called independent, producers. Pro ucers 
whose sales of natural gas, subject to the jurisdiction of the Federal Power Com- 
mission, amount in the aggregate to less than 1 million M ec. f. annually are 
permitted to use a simplified form of application for certificates of convenience 
and necessity." 

Apparently the Commission didn’t think at that time that a size classification 
based on annual jurisdictional sales was so administratively difficult. Upon 
reading the Commission majority report, I could not help but conclude that they 
were engaged in casting about without much success for excuses. Commissioner 
Draper has endorse the exemption of the small producers in the manner pro- 
vided by S. 1926. Because of his long experience in administering regulatory 
statutes, I would certain’y accept his judgment on the feasibilitv and practicality 
of the proposal. 

I have, moreover, requested the Commission to furnish to me the names of 
all the nontransporting producers who on the basis of 1953 sales would be sub- 
ject to their jurisdiction under my proposed amendment, and I shall be glad to 
make that full list available for the record of these hearings. 

My proposal to exempt the small producers from Federal reguiation is bused 
solely on the groun| that their regulation is not essential for the protection of 
the public interest. It is also designed to relieve them from unnecessary regula- 
tion and likewise to relieve the taxpayers from the financial burden of nonessen 
tial regulation. My proposed exemption of small producers does not in any way 
alter my conviction that the large producers who dominate the interstate market 
should continue to be subject to the jurisdiction of the Natural Gas Act. 


VIIT. ALLEGED COMPROMISES SURRENDER NEEDED PROTECTIONS 


I have previously pointed to the fact that the President’s Advisory Committee 
on Energy Supplies and Resources Policy recognized that some degree of Federal 
control over the prices paid to producers by interstate pipeline companies was 
necessary in the interest of consumers. The Fulbright bill makes provision for 
the application of certain indirect controls with respect to prices paid by pipeline 
companies to producers, 

(a) Indirect controls are of doubtful legality and effectiveness 

These indirect controls over the field price of gas are in my opinion ineffective, 
futite, and just plain fanciful. They cannot and will not work to protect the 
consumer against exploitation. They are predicated upon the suppos’tion that 
the Commission can legally deny recovery through rates of payments made by 
a pipeline company to a producer where the Commission finds that such payments 
are in excess of the reasonable market price of the gas which the pipeline con- 
tracted for under arm’s-length bargaining. This incorrect assumption ignores 
completely the constitutional limitations on ratemaking authority—and furnishes 
a market price standard that is almost no protection at all. 

The proposed indirect controls will not work because no regulatory commis 
sion—Federal or State—would deliberately forbid the recovery through rates 
of lawful payments made by a utility in good faith under contracts entered into 
at arm’s length, since to do so would jeopardize its financial stability. It is 
incomprehensible that a regulatory agency would require the regulated utility 
to suffer losses, while the producers selling the gas were able to secure excessive 
profits. Such a proposal is illogical, unfair, and completely contrary to sound 
regulatory purpose, . 

The results are inevitable. Contract prices—no matter how high—will be 
found by the Commission to be the reasonable market price in every case unless 
it can be proved (1) that the contract was not at arm’s length: (2) that there 
was collusion between the parties; or (3) that comparable reserves could have 
been purchased at a much lower price. With producers maintaining corporate 
independence from the pipelines, it will be impossible to prove no arm’s-length 
bargaining. Collusion in the legal sense is easy to avoid and difficult to prove. 
And with the demand for gas exceeding supply, the situation of available 
reserves at a lower price will never be encountered. 





«FPC Order No. 174—A, July 30, 1954, 
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Thus, the proposed controls are in my judgment of no help whatsoever to the 
consumer. They give the appearance of regulation but have none of its sub 
stance, It would be far better to repeal the Natural Gas Act in itsentirety rather 
than give the natural-gas consumer the illusion that he is protected by Federal 


} 


regulation of such a character. 
(hb) Outlawing of certain escalation clauses will not protect consumers 

Some distributing utilities suggest that certain types of escalation clauses be 
outlawed by Congress. In more concrete terms the proposals involve the cor 
tinuance under regulation of all contracts where the price is based upon or 
subject to adjustment by reason of favored-nation, price determination or other 
escalation clauses which the Federal Power Commission would define and specify 
by rule. But among the deficiencies of this proposal is the inclusion of the 
reasonable-market-price standard, which in essence is nothing more than a 
built-in device for assuring price increases in the future. As a standard, reason 
able is fine. But market price means the sky is the limit. 

Furthermore, without some regulatory power to keep the sale prices fair and 
reasonable, the mere outlawing of certain escalation clauses would probably 
result only in the writing of contracts at even higher starting prices 

Unless the big producers’ appetite for all the traffic will bear can be restrained 
through direct regulation, just and reasonable rates to the consumer cannot be 
achieved under the Natural Gas Act. 


IX. USE OF “REASONABLE MARKET PRICE” AS REGULATORY STANDARD FOR GAS PRODUCED 
BY PIPELINE COMPANIES WOULD BE INDEFENSIBLE BLOW TO CONSUMERS 


(a) S. 1248 would require use of original cost basis of ratemaking 

On February 28, 1955, I introduced S. 1248 for the purpose of amending section 
6 (a) of the Natural Gas Act to provide that in determining the just and rea 
sonable rate or charge to be observed by a natural-gas company, the Commission 
shall use the actual legitimate cost of its property as a basis therefor. S. 1248 
would require the Federal Power Commission to allow a natural-gas company 
its actual cost of production, including a fair return on its investment in pro- 
ducing properties. 

This method is the traditional ratemaking method which the Federal Power 
Commission consistently used from the time it obtained jurisdiction over natural- 
gas companies until April 15, 1954. On that date a majority of the Commission 
abandoned this ratemaking basis with respect to producing properties and sub- 
stituted therefor the commodity or, in essence, the market value of the gas 
produced by Panhandle Eastern Pipe Line Co. As to the other properties of 
the company, the Commission used the cost basis. Thus the Commmission em- 
ployed a hybrid ratemaking formula based partly on cost and partly on value. 
The Panhandle case has been appealed to the courts by the city of Detroit, Mich., 
and the county of Wayne, Mich., and I understand it was argued last week 
before the United States Circuit Court of Appeals for the District of Columbia. 

S. 1248 would preclude the use by the Commission of the commodity or market- 
value basis of regulation. In substance the method of rate regulation required 
by my bill is directly opposed to the reasonable-market-price basis which would 
be required by section 2 (d) of the Fulbright bill. 


(b) Panhandle decision and Fulbright bill are throwbacks to discredit fair- 
value method 


The “market price” standard in my opinion does not conform to the basic 
concepts of the Natural Gas Act and is contrary to the public interest. Its 
approval by the Congress would represent a most unfortunate backward step 
in the regulation of public utilities. The Federal Power Commission played a 
leading role in securing the overthrow of the much discredited Smythe v. Ames 
fair-value doctrine. Although the target of heavy pressure as well as attack in 
the courts, the Commission from the beginning of regulation of natural-gas com- 
panies in 1938 up until April 15 of last year, steadfastly refused to use the value 
of regulation and was sustained completely in its position by the courts. 

The Commission’s abrupt reversal of policy has resulted from the changing 
membership on the Commission. It appears that this agency has lost sight of 
the fact that the Natural Gas Act was passed by Congress in order to stop the 
exploitation of gas consumers at the hands of natural-gas companies. It appar- 
ently views the past actions of the Commission in the interest of consumers as 
mistaken. But one Commissioner, who could well be called the voice of experi- 





AMENDMENTS TO THE NATURAL GAS ACT 039 


ence after 55 years in the field of regulation, stood by his deepest convictions 
and refused to participate in this giveaway of the public interest. Commis 
sioner Claude L. Draper, who was appointed by President Hoover in 1930 at 
the time the Federal Power Commission was created as an independent regu 
latory commission, wrote a vigorous dissent to the decision of the majority in 
the Panhandle case. He exposed the fallacies of the majority’s position in plain, 
everyday language. Chairman Kuykendall placed the majority decision in the 
record, and I should like to offer Commissioner Draper's dissent for the record 


(c) Prudent investment or “cost” standard is fair, clear and workable 


There is nothing wrong with the present ratemaking standard of the Natural 
Gas Act. The act provides that rates shall be “just and reasonable” and the 
Cominission is directed to order a decrease in rates, “where existing rates are 
unjust, unduly discriminatory, preferential, otherwise unlawful, or are not the 
lowest reasonable rates.” The legislative history as well as decisions of the 
United States Supreme Court interpreting the Natural Gas Act hold that the 
act provided for regulation along recognized and more or less standard lines 
The method of regulation then being universally used by State regulatory agen 
cies was the rate base method under which a utility was permitted to recoup 
through rates its proper operating expenses, depreciation, taxes and a fair return. 
The State commissions as standard practice included the gas production proper 
ties in the rate base. 

It is still standard practice among State regulatory commissions. For exam- 
ple in the testimony of Mr. Fred W. Peter, vice president, secretary and treas- 
urer of Oklahoma Natural Gas Co., Tulsa, Okla., before the FPC, Dockets G—2569, 
2570, on December 15, 1954, it is again disclosed that the Oklahoma Corpora- 
tion Commission uses the rate base method, includes the producing facilities 
and the actual cost of exploring and developing its producing properties in 
the rate base, and allows a 6 percent return on that base. If the rate base 
method is good enough and fair for the gas consumers of Oklahoma, surely it 
should be good enough for the consumers of other States. 

The Commission’s cost rate base method is said to have had an ill effect on 
the natural-gas pipeline industry. But it is clear that the industry has boomed 
ever since the Commission obtained jurisdiction under the act. Companies own 
ing producing properties and those without producing properties have prospered 
Profits have been high and stocks have been selling at substantial premiums above 
book value. It would be difficu!t to find a more prosperous industry. 

Certainly the outstanding record of expansion of the natural-gas industry 
and the ease with which such expansion has been financed belies any sugges 
tion that the Commission’s cost method of regulation has retarded or injured 
natural-gas company expansion. It appears to me that the contrary is true; 
that the standards of the Commission have been so well known to be eminently 
fair and practical, and so consistently applied until the Panhandle decision, 
that investors and distributing utilities could determine the practical conse 
quencies of the expansion program without having to resort to surmise or specu- 
lation concerning the base upon which earnings would be permitted and the basis 
of the rates to be charged. 


(d) Commission’s Panhandle decision is open door to enormous pipeline profits 
and consumers losses 

Since the Commission’s decision in the Panhandle case other natural-gas com- 
panies have decided to get their share of the bounty which the Commission so 
generously dispensed to Panhandle. From information which Chairman 
Kuykendall furnished me, it appears that this method has been applied by the 
Commission in 4 rate-increase cases and that at the present time 5 other 
cases are pending. The total amount of the increase in the cost of service by 
reason of the commodity value method excluding the first Panhandle case is 
approximately $40 million on an annual basis. I am informed that not all of 
this amount, however, is applicable to interstate sales for resale. 

The opportunity for exploitation is so great under the Commission's new policy 
that within 214 months after Panhandle secured additional profits of some 
$3,500,000 over and above the fair return allowed by the Commission, it returned 
to the “gold mine” and filed another rate increase claiming that field prices have 
now increased and that they are entitled to the further “extra profits’ which 
the majority of the Commission have ready for distribution. Panhandle is now 
claiming a weighted average field price of 10.417 cents per M ec. f. in contrast to 
the field price allowed in the first case of 8.4889 cents per M c.f. According to 
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data which the Chairman of the Commission furnished me, it is costing Pan- 
handle an average of 2.35 per M c. f. to produce the gas, including a return on 
its investment. 

Another company which has filed a claim using the field-price method is Colo- 
rado Interstate Gas Co. Its claimed average field price of 9.403 cents per 
M c. f. compares with its cost of production of 2.23 cents per M c.f. This differ- 
ence will cost consumers in Colorado, Wyoming, Iowa, and Illinois $9 million 
a year. Consumers in Chicago are already paying higher rates to enable Natural 
Gas Pipeline Co, to recover the “field price” of its own produced gas. 

\s field prices increase, the margins between production costs and market 
prices become greater and greater. Thus the additional profits which the pipe- 
line companies are able to syphon into their coffers through the use of this method 
will run into large sums annually. This can be demonstrated by reference to the 
fact that in 1953 interstate pipeline companies and their producing affiliates pro- 
duced nearly a trillion cubic feet of natural gas. If the difference between cost 
of production and field price or commodity value were 5 cents per M ec. f., the 
additional profit to these pipeline companies Owning reserves would amount to 
$50 million annually. If the difference is 10 cents per M ec. f. the profit becomes 
$100 million annually. Over the life of the reserves now owned by the pipeline 
companies, consumers would be called upon to pay additional profits to such 
companies of from $1.5 to $3 billion. With these large additional profits a sure 
thing if reasonable market price is the required standard, it is no wonder that we 
find some of the pipeline companies contributing to the oil industry campaign 
to make the Natural Gas Act an instrument for exploitation of consumers. 

(ce) Fulbright bill standard even worse than Panhandle formula 

The reasonable market price standard incorporated in the Fulbright bill 
would provide a means of increasing natural-gas rates to consumers even above 
the level which the weighted average field-price method used by the Commis- 
sion in the Panhandle case would permit. Under the latter method, low prices 
in old contracts were averaged in with the more recent contracts, and thus the 
weighted average field price was less than the market price which the Fulbright 
bill prescribes. Th reasonable market price standard provides no basis for effec- 
tive or rational regulation. On the other hand it provides a real incentive to pipe- 
line conipanies to pay higher prices for the gas they purchase from other pro- 
ducers, since by so doing they create a higher base by which their own produced 
gas is to be valued. According to Chairman Kuykendall’s testimony (R. 2555) 
before this committee the Commission solved this dilemma in the Panhandle case 
by allowing Panhandle a higher price than Panhandle was paying other pro- 
ducers Sut even if the Commission were to use an average of all prices in a 
given field, the very process of averaging and the allowance to the pipeline com- 
panies of that average price is bound to continually increase the average as the 
lower prices are brought up to the new average price. 

The reasonable market price standard is contrary to all utility regulatory 
principles; it provides no objective standard by which the reasonableness of the 
rates may be tested: is will net work if cost of production should be greater 
than market value, and it results in unjust exactions from consumers. 


(f) Heads the pipelines win, tails the consumer loses 

The Commission advised this committee on March 30, 1955, that the Commis- 
sion’s net investment method resulted in indefensible discrimination between the 
pipeline company and the so-called independent producers. From my analysis 
of the subject. I would say that the Commission’s Panhandle decision was an 
indefensible discrimination against the consumer. To be blunt, it seems almost 
a betrayal of their public trust. Under the rate base method which the Federal 
Power Commission has used for 16 years, rate payers have paid the costs of 
exploration and development, have paid the cost of holding undeveloped gas 
reserves, and have paid to the pipeline companies a return on their investment 
in nonproducing leases. In other words the consumers have shouldered the risks 
and have paid the costs. This was all admitted by the Commission majority in 
the Panhandle case. Now that these acquired reserves have a market value ¢re- 
ated by consumer demand greatly in excess of their cost of acquisition, the Com- 
mission permits consumers to be charged the current commodity value which such 
reserves can command in an unregulated market. It seems a clear case of heads 
we win, tails you lose for the favored pipeline companies, 
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The Commission majority in the Panhandle decision recognized the inequity of 
its treatment of consumers and indicated that Panhandle customers should be 
compensated for the contribution of a sum in excess of $7 million for explora- 
tion and development expenditures. But they said the adjustment to rates on 
this account would be insignificant and is an incidental consequence of the Com- 
mission’s transition to a more realistic approach. The callous disregard by the 
present Federal Power Commission of the rights and equities of natural-gas con- 
sumers is shocking. I find it hard to recall another decision in the annals of 
regulation where so little concern was shown for the interests of consumers. 

The only reasons given by the proponents for requiring the Commission to 
allow pipeline companies the reasonable market price for the gas they produced 
are the same reasons which the Commission majority advanced in their Pan- 
handle decision. ‘The principal reason given is that the Commission’s cost basis 
of regulation has discouraged pipeline companies from engaging in exploration. 
development, and the acquisition of gas reserves. i have already shown that 
pipeline companies have not been so discouraged, but have been increasing their 
expenditures for this purpose year by year. I have also shown that pipeline 
companies and their atliliates in 1953 in the Southwest area produced 50 percent 
more gas from their own reserves than they did in 1947. 

The spokesman for the Independent Natural Gas Association failed to sup- 
port the assertion that the Commission cost method had driven the pipeline com 
panies out of the production business. Mr. John F. Merriam, president of 
Northern Natural Gas Co., was asked by Senator Monroney (R. 565) whether 
under the pre-Panhandle holding of the Commission, his company had curtailed 
its search for gas. Mr. Merriam replied, ‘No, we did not.” 

Although the Commission has now deemed it wise that pipeline companies owh 
their own rserves rather than rely on contractual commitments with the so- 
called independent producers for their gas supply, the Commission since the 
Panhandle decision has issued Certificates of Convenience and Necessity for 
new pipeline ventures based on these same contracts without questioning in one 
single instance the wisdom of management in securing a gas supply by this 
method rather than by direct ownership of natural gas reserves. 

(qa) Commission's shifting positions show nece ssity for congressional directive 

While the Federal Power Commission majority in their report to the House 
Interstate and Foreign Commerce Committee unequivocally and unqualifiedly 
endorsed the Harris bill which contained the “reasonable market price” stand- 
ard, they appeared to have backed away from such standard when they stoted 
in their report on the Fulbright bill that such standard “* * * seems to be less 
definite than the phrase ‘just and reasonable’ and the latter appears to he proper.” 
At least I thought that a change bad ocenrred until I read the testimony viven bv 
Chairman Kuykendall before this committee. Now I am not certain, and I doubt 
if anyone else is as to what the nesition of the Commission is; it seems to have 
changed back and forth several times. 

The Commission in its report dated April 12, 1955, on my bill: (S. 1248) begs 
Congress not to fix anv single formula fol ratemaking, statins that to do so 
would be a step backward in the development of principles of utility regulation 
although the Commission in its report to the House Committee on the Harris bill 
dated March 21 endorsed the rivcid martet value formula. Yet, less than a month 
later, the Commission tells this committee that a rigid formula is all wrong. 
Chairman Kuykendall then testified (R. 2560) that he would prefer the “reason- 
able market price” formula of the Fulbricvht bill for, he says, “T don’t think it is 
as rigid as the Panhandle formula.” He further stated that to him “reasonable 
market value” and “just and reasonable price” mean the same thine. All of 
this in spite of the fact that he testified (R. 2557) that in the -anhandle case the 
Commission made it clear that it was not confined under the Natural Gas Act to 
any one “rigid formula,” 

The various positions taken by the majority of the Commission on the meaning 
of the regulatory standard to be applied proves the necessity of furnishing this 
agency, which says in its report on S 1853 that it is an »rm of the lezislative 
branch, at least with some parental guidance and supervision. Although Iam a 
mild man, I am tempted to thing the birch rod may be appropriate. 

I think it quite probable that the Courts in the Panhandle case will set the 
Commission straight as to the purpose of the Natural Gas Act. I sincerely hope 
so. If this should come to pass, S. 1248 may be unnecessary. But out of an 
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abundance of caution and with the spectacle before us of the gyrations of the 
Federal Power Commission on this question, S. 1248 will, I believe, serve as a 
much needed guide post for that agency and a fair and wise protection for the 
consumer. I therefore urge that the committee give favorable consideraion to 
this amendment. 


Xx. S. 712 WILL PERMIT CONDEMNATION FOR GAS STORAGE 


I have been very glad to join as a cosponsor of 8. 712 which would amend the 

Natural Gas Act in section 7 (h) to permit the holders of certificates of con- 
venience and necessity to exercise the right of eminent domain to acquire prop- 
erty for the storage of gas. It seems generally agreed that this provision would 
be of benefit to all parties concerned, provided that all hazards to safety and 
health are clearly prohibited. 

The securing of additional storage capacity seems wholly desirable, both from 
the point of view of encouraging conservation, and from the point of view of 
the most efficient utilization of the pipeline facilities and best service to con- 
sumers. I hope this measure may have the committee’s favorable consideration, 
with such perfecting amendments as are indicated by the reasonable suggestions 
of the agencies. 

XI, CONCLUSION 


I am surprised that the Federal Power Commission has not secured from the 
nontransporting producers who are now subject to its jurisdiction, the additional 
information which would help this committee in making its determinations of pol- 


icy It would be most helpful if the Commission had secured from these pro- 
ducers data with respect to their reserves, production, costs of production, sales, 
wells owned and drilled, etc. If the producers had been asked even for copies of 


their own most recent annual reports, it might have made a great deal more in- 
formation available without much added burden to them. Perhaps it is still 
not too late for the committee to suggest that the Commission secure such 
information. 

| have attempted in this extended analysis to bring to the committee the eco- 
nomic data which would be most helpful to it in making its decision. In sum- 
mary, | believe these data clearly prove that in the absence of regulation, compe- 
tition cannot be depended upon to keep the interstate sales of natural gas by non- 
transporting producers at a level which is just and reasonable. 

This analysis has further shown that the resulting losses to consumers from 
nonregulation would be erroneous, that regulation by the Federal Power Commis- 
sion is feasible and can be entirely fair to the nontransporting producers, and 
that the Congress therefore should not surrender this essential protection for the 
60 million users of gas in this country. 

I believe the analysis has shown that it would be possible to exempt the smaller 
producers of gas without endangering consumer protections. It has also demon- 
strated that the Federal Power Commission needs the direction of Congress to 
make it adhere to uniformly fair standards of rate-making on an original cost 
basis. 

For all the foregoing reasons, I therefore urge your favorable consideration for 
S. 1248 and 8S. 1926, and your disapproval of any broad exemption measures like 
S. 1853, H. R. 4924, and other alleged compromise measures. The consumer inter- 
est in our country is not organized. It has difficulty protecting itself against the 
high-powered publicity drives of narrow interests. The consumers must therefore 
look to you and to the rest of us in Congress to weigh their interests with the 
createst care and surrender none of the protections that were built to eliminate 
abuses and exploitation. 

Thank vou for giving me this opportunity to present my views. 

Senator Pastore. Without objection, it is so ordered. The state- 
ment will become a part of the record in its entirety. 

Senator Dovueias. Before T begin, Mr. Chairman, I am aware of 
the fact that Mayor Joseph S. Clark of Philadelphia has addressed 
a letter to you which I presume you will make a part of the record. 

Senator Pastore. Do you think it advisable to make it a part of 
the record at this point? 

Senator Doveras. Yes, I think it would be desirable. 

Senator Pastore. Without objection, it is so ordered. 
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City OF PHILADELPHIA, 
June 8, 1955. 
Hon. JOHN O. PASTORE, 
icting Chairman, Interstate and Foreign Commerce Committee, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR PASTORE: It is my understanding that Senator Paul H. Douglas 
will make the concluding presentation before your committee in opposition to 
§. 1853 on Thursday morning, June 9. 

As you know, a committee of mayors of cities in the natural-gas-consuming 
areas throughout the United States has opposed the termination of effective 
Federal regulation of the field price of natural gas which we believe is implicit 
in this legislation. At the time that I testified before your committee on May 
17, this mayors’ committee represented 50 cities of over 100,000 population 
throughout the United States—and I submitted a list of the specifie cities in 
connection with my testimony. 

Because it was obvious to the members of this mayors’ committee that 
the list presented on that occasion did not adequately represent the full extent 
of municipal feeling in opposition to this legislation, it was agreed that mem- 
bership on this committee would be accepted from all other municipalities 
which, subsequent to that date, desired to participate in this campaign and 
subscribe to the goal of the committee—namely, the protection of natural-gas 
consumers against unreasonable price increases; and on behalf of the mayors’ 
committee, I am asking Senator Douglas to incorporate a status report on this 
situation in his testimony. 

As of the present moment, the total membership of the mayors’ committee 
amounts to 258 municipalities in 25 States throughout the United States, com- 
prising a total urban population of 32.6 million. This committee membership, 


and the population which it represents, suggests the true extent of the desire 
of American communities in gas-consuming areas to continue the protection of 
effective Federal control, as laid down by the Supreme Court of the United 
States. This membership indicates, furthermore, that this desire is not re 
stricted to America’s largest cities but is shared by a wide range of commun- 
ities well distributed throughout the United States. 

The preponderance of this Cesire is suggested, for instance, in the fact that 
the mayor of Indianapolis, testifying before this committee on June 2, listed only 
123 communities (the vast majority of which are located in oil-producing areas) 
as favoring this legislation—with a combined population of only 3.6 million. 
In other words, the counterattack of the oil and gas lobby on our mayors’ com 
mittee was, in my judgment, pretty unsuccessful 

In order that the records of the committee’s hearings may be complete in this 
matter, I would appreciate it very much if the detailed list of municipalities sup 
porting the work of the mayors’ committee could be introduced into the record at 
this point. 

Your cooperation in insuring a full and fair presentation of the feeling of our 
mayors on this important question is deeply appreciated 

Very truly yours, 
JosePH S. CLARK, Jr., Mayor 


Vembership of mayors’ committee opposing termination of Federal control of 
the field price of natural gas 


State and municipality Mayor Population 
Alabama: 

Anniston George T. Morri 31, 066 
Ashville __. Herman D. Little. - 494 
Athens Elmer Vinson | 6, 309 
Auburn Louie James | 12, 939 
Bessemer Jap Bryant 28, 445 
Birmingham J. W. Morgan 326, 037 
Brent W. T. Wood 1, 190 
Brighton J. B. Pegues 1, 689 
Calarea O. C. Farris 1 

Childersburg E. A. Rainwater 4,023 
Columbiana Wales Wallace, Jr 1, 761 
Cordova_..- John Miller 3, 156 


See footnote at end of table. 
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the field price of natural gas—Continued 
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Mayor 
Grady Leach 
H. R. Summer 
N.C. Floyd 
J. T. MeLaughl 
Walter Harri 
R. J. Belcher 


O. H. Sims 


J. T. Fendk 
Maurice West 


W.C. Christian 
John Burleson 
Johr Gaither 

H. H. Flower 
Rufus Floyd 

Ray Acton 

R. B. Seare 
Hubert Kilgore 

J. B. Ryan 
George Hiller 

H. D. Huguley 
Reid Kent 

Bill Dorrough 
Roland Owen 
Allen Tartt 

Grady Hughes 
W.M. Wyatt 

W. A. Gayle 
William Waldrop 
Roy J. Akin 

M. E. Warren 
John Hendrix 
Ealon Lambert 

H. G. Whiteside 

Joe K ilgroe 

Dr. C. M. Knowles 
W. Y. West 

C. M. Mann 

T. F. Adams 

R. W. Smith 

C. L. Beard 

Ed Howard 

J. L. Hardwick 

R. M. Alton 

F. E. Erwin 
Horace Norrell 
Hal McCall 

E. J. Henninger 
Phil Lightfoot 

Thomas R. Long 
V. L. Adams 
ferrill Wall 

H. L. Williams, Sr 
H. H. Hendren 
Quigg Newton 

Jasper McLevy ane 
William B. Hartsfield 
Richard J. Daley 
Peter Mandich o 


Jack Kees 

David Aronberg 
Robert P. Hummel 
Charles C. Weber 
City Attorney Adkins 
Harry Heuerman 
John J. Moloney 
Sterling P. Owen III 
Walter G. Pilgrim 
William C. Whitson 
Claude A. Hinton 

O. K. Price 

Frank B. Stegeman 
Irving C. Widemeyer 
A. P. Prather 
George M. Winkler 
R. W. Smith, Jr 
Joseph H. Rippe 
Albert Meinze 
Edwin Landmeier 
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Lex ngton 
Lookout Heights 
Louisville 


Ludlow 

Mount Sterling 
Newport 

Par 

Park Hill 

Ravenna 

South Fort Mitchell 
Southgate 


South Hills 


Winchester 

Winston Park 
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Membership of mayors’ committee opposing termination of Federal control of 
the field price of natural gas—Continued 


State and municipality Mayor Populatior 
Rhode Island: Providence Walter H. Reynold 248, 674 
Tennessee 
Dyersburg = Page V. Hart 10, 88 
Hohenwald_._- M. C. Keaton 1, 70, 
Humbolt ae 7, 468 
Knoxville . George R. Dempster 24, 769 
Milan John Threadgill 4, 938 
Nashville_-.-. Ben West... 174, 3 
Virginia 
Alexandria . ad Ira F. Willard 61, 787 
Charlottesville : ii W. B. Weinberg 25, 969 
Lynchburg Robert D. Morrison 17, 727 
Newport News J. C. Biggins_. $2, 358 
Portsmouth ; I. G. Vass 80, 039 
Richmond Thomas B. Bryan ‘ 230, 310 
Suffolk R. L. Woodward...__- 12, 339 
Washington: Seattle Allan Pomeroy 167,39] 
Wisconsin: Milwaukee-. Frank P. Zeidler =e 392 
Grand total. ‘ Read cacndcde cde. a cee bison dice gamed 32, 644, 76: 


Unincorporated communities of less than 1,000. 


Senator Doveras. In that letter, Mayor Clark makes the statement 
that at the time he appeared before this committee 3 weeks ago, the 
mayors’ committee in opposition to S. 1853 represented 50 cities of 
over 100,000 population. He points out, however, that it now repre 
sents 258 cities In 25 States c¢ omprising a total ¢ ity population of 32.6 
an —— This is in contract with the counterattack of the oil 
and gas lobby in organizing their opposing committee, which on June 
Y Neted only 123 communities, the vast majority of which were 
oil-producing areas, as favoring the legislation, with a combined pop 
ulation of only 3.6 million. So in terms of city populations repre 
sented, the committee of which Mayor Clark and Mayor Dave Law 
rence are the cochairmen, has almost 10 times the population of the 
committee favoring S. 1853. 


I. INTRODUCTION 


I appreciate the opportunity of presenting to this committee some 
of the ne why I have introduced two bills to amend the Natural] 
Gas Act, S. 1248 and S. 1926, and joined in sponsoring a third, 8, 712 
and why T am urging the disapproval by this committee of all other 
exemption legislation. 

In brief, I am convinced that the proposed exemption from Fed 
eral regulation of interstate sales of natural gas by nontransport- 
ing produc ers would, without justice or reason, add hundreds of mil 
lions of dollars a year to the bills of the Nation’s gas users. 

I believe that the legitimate interests of natural-gas producers can 
be fully protected under fair and reasonable sapelaisen of those inter 
state sales. 

I believe that consumers can be adequately protected by exempting 
the little producers who sell only about 10 percent of the gas in 
interstate commerce. 

And I know that the widespread publicity campaign of the oil and 
gas industry that “competition” can be relied upon to protect the 
consumer against exorbitant prices is not supported by the evidence. 
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It ignores the basic and decisive fact that, unlike coal, oi], potatoes, 
copper, and other commodities to which the industry literature mis- 
takenly compares gas, there is only one feasible method of distribu 


tion for ga the pipelines and the local gas mains. And it ignores 
the inevitable and demonstrated result that once the lines are laid, the 
homes hooked into the utility systems. and the — and heating ap- 
pliances bought, the chances for the users of gas to get any real pro- 
tection against unfair producers’ prices by somaineiltiai are nil. 

They are 10 ned to Oo ether indissolub ly by the costly vas mains and 
pipelines, and so far as residential use is concerned, | \ the cost of the 
COOKING and heat he appliances Which cannot be lightly cise ‘arded. 
I shall try to develop these points more fully in my presentation, 

This drive for exe mption which will permit nontre ansporting pro- 
ducers to charge all that the traffic will bear was stopped in 1948. At 
that time this committee in the I publican “O'h Congress decided that 
the Moore Rizley bill, which no t only exe mpted the nontrs sporting 
producers, but also gave “field price” to the pipeline companies them- 
selves, and which closely resemb led the pending Harris and Ful- 
bright measures, Was against the public interest and therefore did not 
bring it out of conmiittee. The exemption drive was stopped again 
in 1950 by President Truman's courageous veto, which was not over- 
ridden by the C ongress, only to be revived once more by the Federal 
Power Commission's regrettable decision in the P hillips case in 1951 
when it refused to take jurisdiction. The Supreme Court in 1954 
reversed the Commission and once more upheld the Federal authority 
to protect consumers by regulating these producers’ interstate sales. 

Now I hope this committee will again disapprove the measures de- 
signed to reverse that basic decision and will decide to permit the 

‘ederal Power Commission, however unwilling and hesitant it may 
be—and I think it is extremely unwilling and hesitant at the mo- 
ment—to get on with the job of fair and reasonable regulation to pro- 
tect the 60 million users of Us. 

Senator Pastore. And your amendment, Senator Douglas, with 
relation to exempting the small producer from Federal power super- 
vision and Federal Power Commission supervision, exempts them 
completely / 

Senator DoucGuias. That is correct. 

Senator Pasrorr. There is no control or supervision whatever / 

Senator Dovetas. That is correct, but I would like to point out 
several things, if I may. 

First it relieves the Commission of a vast burden of administrative 
work. Secondly, these small producers produce only a little over 9 
percent of the total amount of gas sold in interstate commerce, and, 
third, if we regulate the 175 big producers, who produce 90 percent 
of “ne gas, that will regulate the price and will protect the consumer. 
It isn’t necesary to regulate the tail if we regulate the dog. In this 
ease the dog has thousands of tails. 

Basic issues be fore (C'ongress 

My testimony will deal with three issues which I believe are basic 
to a consideration of the several proposals before this committee to 
amend the Natural Gas Act: 

1. Does the public interest require that the prices charged by pro- 
ducers for natural gas sold in interstate commerce for resale be subject 


— 


to regulati ion by the Federal Government ? 
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2. Lf the public interest requires such regulation, what type of 
control should be applied, and should it be applied to all producers ? 

3. Should natural-gas pipeline companies owning natural-gas 
reserves through leaseholds and gas rights be allowed to include 1 
operating expenses the market value of the gas they produce “ee 
such reserves ¢ 

These three basic issues are not the only issues involved in the nu 
merous amendments proposed to the Natural Gas Act which are before 
this committee; however, they are the main issues which I believe are 
of vital concern to natural-gas consumers, as well as its producers, 
transporters, and distributors. 

With regard to the first issue, it is my firm conviction that Federal 
control of the prices charged by natural-gas producers selling in inter- 
state commerce for resale is necessary in the public interest. In that 
connection may I point out that even the President’s Cabinet Advis- 
ory Committee on Energy Supplies and Resources Policy recognized 
that some degree of control is nee essary. Likewise the bill introduced 
by Senator Fulbright also recognizes at least in theory that the Fed- 
eral Government should have some authority with respect to the prices 
paid by pipeline companies for gas purchased from other producers, 
in order to protect the consumers’ interest. Based upon my study of 
this entire question, I firmly believe that unless the Federal Govern- 
ment controls the prices charged by producers for sales of natural gas 
in interstate commerce, the intent and purpose of the Natural Gas Act 
are nullified, and Federal and State natural-gas rate regulation will 
become a useless exercise in futility. 

Purpose of the Natural Gas Act 

What is the purpose of the Natural Gas Act’ Its intent is plain. 
Congress passed the act because it was clearly apparent to the Members 
of that body in 1938 that Federal control of the natural-gas industry 
was necessary to secure reasonable rates for natural gas in the consum- 
ing areas. State regulatory commissions found themselves helpless 
to control the cost of natural gas at the city gate to the distributing 
utilities because these sale transactions were held to be in interstate 
commerce and beyond the reach of State authority. Municipalities 
and State commissions asked Congress to place Iederal control over 
the previously unregulated interstate sales so that reasonable rates for 
natural gas could be secured for the consumers. 


Vatural Gas Act provide d ¢ fective re gulation 

Congress responded to these requests for legislation by passing the 
Natural Gas Act. The Federal Power Commission took this new 
jurisdiction and proceeded to fix “just and reasonable rates.” It is 
worthy to note that this action resulted in lower consumer rates in 
many cities and towns of the Nation. Table I, which follows, sum- 
marizes the rate reductions which the Federal Power Commission 
with its then will to protect the public interest still strong—secured 
through proceedings under the Natural Gas Act. While a good many 
of the reductions listed, which total over $43 million on an annual 
basis, were secured only after formal proceedings and in some in- 
stances litigation, there were a number of rate reductions made volun- 
tarily as a result of informal negotiations. 

(Table I reads as follows :) 
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TABLE I Reductions effected by Federal Power Commission in the interstate 
resale rates of natural gas, 1938-52 






Ra I ¢ 
‘ sans Ky ; stat VI I 1 
: consu live 
N ( I ( fs 10) \Kansa Nebraska, Iowa, I 
America AS, ( 2t 442 Jj no ind Ir i 
Hone Natur las Co 10. OM July 15, 1942 Ohio and Pennsytvania 
Cana nt Gas ¢ ¢ RE (KM I 1942 New Mexico, Colorado, Wyon 
g, Kansas, Nebraska, Iowa, 
Illinois, and Indiana 
4. Panhandle Eastern |] ©] F 14, 000 Ni 1, 1942 Kentucky, Kansas, Missouri, 
Co Itinois, Ohio, Indiana, and 
Michigan 
Interstate Natural Gas (¢ K), OM June 15, 1943 Louisiana, Mississippi, Alabat 
Georgia, Arkansas, Tenness¢ 
Iilinois, and Missouri 
6. Cit Service Gas Co__: 1 446.000 | Sept 1943 Oklahoma, Kansa Missouri, 
ind Nebraska 
7. Lor f las Co p 000 | May 15, 194 Oklahoma and Texa 
8. El I » Natural Gas Co 526, 000 | Nov. 1, 1942 Arizona, New Mexico, ind 
Pexa 
9. United Gas Pine Line ¢ 262.000 | Apr. 1, 1943 Alabama, Mississippi, Florida, 
Louisiana, lexas, Georgia 
rennessee, Arkansas, M 
souri, and Illinois 
a rl f INT. (WM Feb. 1, 1943 \lowa, Kansas, Minnesota, Ne- 
) Vatural Ga R20) 00) November 1947 { braska, and South Dakota 
11. Memp! Natural Gas Co 353,000 | July 26, 1943 Tennessee, Arkansas, Louisiana, 
ind Mississippi 
12. M ppi River Fuel Corp 790,000 | Jan. 20, 1946 Arkansas, Illinois, and Missouri 
13. Pe York Natural Gas Cory 53,000 | Mar. 15, 194¢ New York. 
14. Southern Natural Gas Cx 1.200.000 | May 1, 1946 Alabama, Georgia, and Mi 
sissippi 
15. Ohio Fuel Gas Co 636,000 | May 15, 1946 Indiana and Ohio 
16. United Fuel Gas C ind 1, 753,000 | Sept. 1, 1946... Kentucky, Ohio, and We 
Cineinr Gas Transporta Virginia. 
tion Co 
Tennessee Gas Tra I 850, OOK Apr. 1, 1947 Mississippi, Tennessee, Ker 
Cc tucky, West Virginia, Ohio, 
Pennsylvania, and New York 
18, Atlantic Seaboard Corp 67. 000 April 1947 Kentucky, West Virginia, Vir- 
inia, Maryland, and Pennsyl- 
vania. 
19. Kansas-Nebraska Natural Ga 187,000 | Oct. 1, 1947 ..| Kansas and Nebraska 
C 
20. Northern Natural Gas Co 1,880,000 | Nov. 1947 .-| Iowa, Kansas, Minnesota, Ne- 
braska, and South Dakota 
21. Kentucky West \ iia Gas 424,000 | Nov. 1, 1948 Pennsylvania. 
C 
22. United Natural Gas Co 252.000 | Jan. 1, 1950 Pennsylvania and New York. 
23. Colorado-W yoming Gas Co 357,000 | Nov? 26, 1950 Colorado and Wyoming 
24. Colorado Interstate Gas Co 2,973,000 | Sept. 15, 1952 | Do. 
Total $43, 345, 000 


Senator Doverias. Now, let us see how increases in field prices 
have occurred and have been passed on. 

Senator Monroney. All of these were reductions that occurred not 
on the independent producer or gatherer, but on the pipeline owning 
its own production ¢ 

Senator Doueras. That is correct, and it is noticeable that most 
of these reductions occurred prior to 1949, when the movement of 
gas prices started upward. 

In other words, gas prices were going down, as I shall show, from 
1938 to approximately 1948 or 1949, and they moved sharply upward 
since then. 

I want to correct my reply. These were decreases in resale rates not 
only on the gas which they themselves produced, but also on the gas 
bought from the nontransporting producers. These were reductions 
iv resale rates. 
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Senator Monroney. These include the distributing companies / 
Senator Douaguas. No: the pipeline companies. 


Il. INCREASES IN FIELD PRICES HAVE ALREADY INCREASED COST OF GAS TO 
ULTIMATE CONSUMERS 


“) nereases in fie ld. cost 0, . gas to pipeline companies 
, / P] / 


Conumencing in 1949, natural-g ras Companies began to file applica 
tions with the Federal Power Commission for substantial increases 
in their resale rates. There appear to have been three major causes 
for these increases: (1) Increased cost of labor, materials, and taxes: 
(2) increased costs incident to adding system capacity which was more 
costly per unit than existing capacity; and (3) increased costs due t 
the higher prices paid for the purchase of natural gas in the field 
from non-pipe line producers. 

The greatest of these were the increases in the cost of gas pur 
chased from such producers. (Commissioner Nelson Lee Smith, dur 
ing a panel discussion at the Practicing Law Institute on June 7, 1954, 
presented data from a study of 20 major natural-gas companies which 
showed that in the period 1948-53, inclusive, the aver: age increase in 
purchased gas costs was 4.52 cents per thousand cubic feet, which 
represented 84 percent of the average increase in wholesale revenues 
secured by these 20 companies during the same period. ) 

I do not think Commissioner Smith can be accused of undue bias 
against the gas companies. 

In addition, during the past 2 or 3 years, applications for rate 
increases have been based on claims of ‘pipeline companies for the 
market value (instead of the cost, plus a fair return) of the gas 
they themselves produced from owned or subsidiary-owned reserves. 

In order to demonstrate the great increase which has occurred in 
the unit cost of gas to interstate pipeline companies, I have had pre- 
pared from data furnished the Federal Power Commission by the 
pipeline companies, table No. IT, which follows: 
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Senator Dovugias. This evidence is given, I think, for the first time. 

This table shows the average annual cost of gas to 17 m: ijor pipeline 
companies buying gas in the Southwest States commencing with the 
vear 1946 and ending with the most recent data available. For the 
most part, data are for the year 1954 as reflected in the figures fur- 
nished by the companies themselves in their most recent applications 
to the Federal Power Commission for rate increases. 

These 17 companies in 1953, purchased 4,075,082,683 M ec. f. of 
natural gas from independent producers, which is 96 percent of the 
total volume bought by all companies subject to the jurisdiction of the 
Federal Power Commission in that year from nonaffiliated producers. 

I believe the table reflects a reasonably accurate representation of the 
increased cost. of gas purchased in the Southwest from independent 
producers. It will be noted from this table that in the case of most 
companies the cost of gas gradually increased from 1946 until 1951 and 
hat therafter the magnitude of the annual increases became much 
oreater 

The percentage increase for each company is shown in the right- 
hand column—the increases range from 21.57 percent in the case of 
Texas-Ilinois Natural Gas Co. to 163.43 percent for Tennessee Gas 
Transmission, and 217.48 percent for Arkansas-Louisiana Gas Co. 

Chart No. 1 which follows covers the same period as that shown in 
table No. 2, and shows the weighted average cost of gas in cents per 
thousand cubic feet purchased by the 17 companies from the inde 
pendent producers. 

In 1946 the weighted average cost of gas to these companies was 
1.402 cents per thousand cubic feet. Based upon the most recent 
available data, which primarily applies to the year 1954, the weighted 
average cost is 9.723 cents per thousand cubic feet-——an increase of 5.321 
cents or 120.87 percent. 

Senator Dovueias. On the basis of the most recent data available, 
therefore, it is clear that the weighted average percentage increase is 
lvl percent. 

What has been the financial impact on the natural gas pipeline com 
panies of the higher cost of gas purchased from nonaftiliated pro- 
ducers# Again using the 17 major companies purchasing natural gas 
in the Southwest, I have had prepared table No, HT which follows. 

This table reflects a computation of the increase in the cost of g 
for the 17 companies based on the prices and volumes pure Rise i In 
the year 1953 or as shown in the most recent applications to the Federal 
Power Commission for a rate increase, and the weighted average cost 
of gas to such companies in the year 1948. As will be noted in this 
table, the annual increase in the cost of gas to the 17 companies is in 
the aggregate running at the rate of $196,149,896. 

I believe the committee will agree, after examining this table, that 
the increases in the cost of purchased gas which have already occurred 
in the past 5 to 6 years are not exactly chickenfeed. 

(The chart No. 1, referred to, follows :) 
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(The table, No. III, follows:) 


TasLeE III.—I/ncrease in cost of natural gas purchased by 17 major natural gas 
pipeline companies in Southwest from nonafiliated producers based on prices 
paid in 1948 and most recent known prices 


Average price paid, cents per 
thousand cubic feet 









ieee Joy . iW Volume | Annual 
Percent- purchased increase 
Name of company 1953 or age in- 1953 oras | in cost of 
1948 or most crease shown by purchased 
as indi- recent Increase rate filing gas 
cated available 
data 
Arkansas-Louisiana Gas Co 3. 36 9.18 5. 82 | 72. 96 133, 958, 003 | $7, 789, 658 
Cities Service Gas Co 6. 96 19.44 2. 49 35. 72 250, 768, 000 | 6, 231, 585 
Colorado Interstate Gas Co. 5, 7é 212.89 | 7.15 124. 75 87, 774, 399 6, 278, 503 
El Paso Natural] Gas Co 4.22 $9.10 4, 88 | 115. 66 648, 874, 719 31, 678, 064 
Lone Star Gas Co--.. 5. 22 9. 03 | 3. 81 73. 02 179, 712, 973 6, 850, 659 
Michigan-Wisconsin Pipeline Co-_- 48.90 59.93 1. 84 | 22. 78 124, 059, 891 | 2, 285, 183 
Natural Gas Pipeline Co. of 
America 6. 02 6 10. 66 4. 64 76. 98 64, 522, 000 2, 991, 240 
Northern Natural Gas Co-_-.. 5.71 711. 67 5. 96 104, 25 206, 955, 904 12, 324, 229 
Panhandle Eastern Pipeline Co-._. 4.42 8 8, 7: 4.32 97. 67 149, 6, 468, 869 
Southern Natural Gas Co. 6. 03 9 9. 66 3. 63 201, 7, 308, 371 
Tennessee Gas Transmissic on Co 4.32 1011.93 7. 61 509, 38, 759, 778 
lexas Eastern Transmission Co 7.49 12. 50 5. 00 186, 9, 347, 708 
lexas Illinois Natural Gas Co... 11 8. 56 12 10, 40 1. 85 157, 5 2, 906, 984 
lexas Gas Transmission Co ‘ 6, 21 9. 69 3. 49 102, 438, 462 3, 569, 980 
rranscontinental Gas Pipeline 
Corp-.- 1387.14 14 10,85 3. 71 51. 98 209, 500, 000 7, 772, 450 
rrunkline Gas Co. 15 7,65 16 10. 92 3. 27 | 42. 80 97, 027, 827 3, 175, 721 
United Gas Pipeline Co... dey 4. 07 8. 03 3. 95 97.10 |1, 022, 026, 160 40, 410, 914 
Total. Pbxeidebidssddake jab ge aheunds eile ; 196, 149, 896 
1 Company filing, docket G-2410., ® Company filing, docket G-4264. 
? Company filing, docket G-2576. 10 Company filing, docket G-5259, 
# Company filing, docket G-4769. 11 Operations commenced Dee. 1, 1951, 
4 Operations commenced Oct. 27, 1949 12 From FPC form No. 11, 1954. 
’ Company filing, docket G-8511. 13 Operations commenced Mar. 1, 1951, 
6 Company filing, docket G . 14 Company filing, docket G-8487. 
7 Company filing, docket G-2525. 15 Operations commenced Oct. 1, 1951. 
* Company filing, docket G-2: 2506. 16 Company filing, G-2506, 


Source: Other than as noted: FPC form No. 2. 


Senator Dovenas. In other words, the increase from 4.4 to close to 10 
cents, has meant an increase in cost to the pipeline companies of ap- 
proximately $196 million annually. 

(b) Increases in field cost of gas have boosted resale rates 

With the cost to the pipeline companies going up, what happens to 
the resale price which the companies charge, subjec t to the jurisdiction 
of the Federal Power Commission. I refer to this on page 8 of my 
statement. 

( Page 3028 of the written transcript.) 

In this connection, it should be noted that most of interstate pipeline 
companies sell some portion of the gas they handle directly for con- 
sumption, and also some companies ‘make intrastate sales for resale. 
These sales are not subject to Federal regulation. The proportions 
of these 2 classes of business differ materially between the 17 com- 
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panies. The regulated resale sales range from 100 percent for 3 com- 
panies to as low as 39 percent. 

Between July 1, 1949, and March 1, 1954, a period of 4 years and 
8 months, natural gas pipeline companies, as distinguished from non- 
transporting producers, have filed 163 requests with the Federal Power 
Commission for increases in their resale rates aggregating $505,848,000 
on an annual basis. This great sum is indeed st: urthing | in relation to 
the fact that the Commission, during the years 1939-52, succeeded in 
reducing pipeline rates only $43,345,000, as shown by table No.1. The 
disposition of these increase applications has been as Sank: 


Total filed eae iictgnbscdiiles isis mes ee, BAR: 00D 


Disallowed and withdrawn : : .- 15%, 272,000 
Placed in effect without suspension ie : 14, 455, 000 
Placed in effect after suspension a : ~ 2 _... 184, 367, 000 

Total disposed of__- : ede 2s . 356, 094. 000 
Pending Mar. 1, 1955..._.. ~~... a Setanta nities sapactnicn Ap eae 


It should be noted that this large sum includes some duplication. 
Some pipeline companies sell to other pipeline companies, and there 
are instances where even a third or fourth company subject to the 
Commission’s jurisdiction is in the chain. 

For example, Tennessee Gas Transmission Co. sells to United Fuel 
Gas Co. which sells to Atlantic Seaboard Corp., which in turn sells to 
Washington Gas Light Co. 

Table IV has been prepared to show the rate increases which 14 
of the 17 pipeline ¢ ompanies previously referred to have requested of 
the Federal Power Commission during the same period of 4 years and 
5 months and the disposition of such rate increase applications. 

It will be noted that Arkansas-Louisiana Gas Co., Lone Star Gas 
Co., and Trunkline Gas Co. have been omitted. The explanation for 
this is that Arkansas-Louisiana and Lone Star have only very minor 
sales of gas subject to Federal Power Commission jurisdiction, almost 
all of their gas sales being made at retail in the States of production. 

Trunkline Gas Co. is a subsidiary of Panhandle-Eastern Pipe Line 
Co. and its rates for the sale of gas to Panhandle are based on a cost- 
of-service formula, the revenue received being dependent upon operat- 
ing and other costs plus a return at 6 percent. Under this formula 
the increases in its cost of purchased gas are automatically passed on 
to Panhandle. 

The 14 companies listed on the table have applied to the Commission 
for rate increases totaling $367,580,553, of which $158,850,500 has 
already been allowed. Increases pending as of March 1, 1955, amount 
to $92,964,469. Requested increases in the amount of $115,765,584 
have either been disallowed or withdrawn. The total increases either 
granted or pending amount to $251,814,969. 

This amount includes some duplication because of sales between 
several of the listed pipeline companies, but the proportion of such 
duplication is much less than in the overall statistics for all rate in- 
crease requests re ferred to prev iously. 

(The table, No. 1V, referred to, follows :) 


CR 


2 
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TasLE I1V.—Rate increase applications filed by 14 interstate pipeline companies 
with the Federal Power Commission and their disposition (July 1, 1949, to 
Mar. 1, 1953) 





Disposition 
Effective Amount - ae 
date filed for Disallowed 
Allowed or with- Pending 
drawn 
Cities Service Gas Co Apr. 23,1954 | $12, 589,000 ' $3, 089, 000 $9, 500. OO 
Colorado Interstate Gas Co Oct 97, 1952 375, 000 375. OOO 
Oct 3, 1953 6, 508, 000 183, 000 6. 325. 000 
Sept 1, 1954 10, 269, 000 10, 269. 000 
Total 17, 152, 000 558, 000 16. 594. 000 
EF] Paso Natural Gas Co Oct. 1,1949 900, 000 900. 000 
Oct 1, 1950 2. 400, 000 2. 400, 000 
May 1,195! 7, 200, 000 3,000,000) $4, 200, 000 
Jan 1, 1953 15, 286, 000 9, 575, 000 5. 711, 000 
Do 260, 000 1 260, 000 
Nov. 15, 1954 18, 113, 000 1 210, 000 17, 903, 000 
Total ‘ ‘ 44,159,000, 16, 345, 000 9,911,000) 17,903, 000 
Michigan-Wisconsin Pipe Line Co Oct. 1, 1951 3, 700, 000 
Dee, 12, 1952 3, 900, 000 3, 726, 700 3, 873, 300 
Apr 1, 1955 1, 526, 000 1. 526. OO 
Total 9, 126, 000 3. 726. 700 3 873. 30 1, 526, 000 
Natural Gas Pipe Line Co. of America Dee. 1,195] 2, 400, 000 2, 400, 000 
Apr. 1,19538 3, 500, 000 3, 500, 000 
Nov, 13, 1953 7. 200. 000 6, 310, 000 890. 000 
Oct 1, 1954 10. 702. 000 642. 000 10, 060, 000 
Total ; 23. 802,000 12, 210, 000 1, 532.000! 10, 060, 006 
Northern ural G ( 4. 100, 000 
5, 200, 000 $5, 100, OO 4. 200, 000 
10, 690, OOF 2, 998, 000 7. 602. 000 
13, 48 BOW) 6, 859, 000 6, 626. 500 
8, 128, 000 &, 128, O00 
Total ‘ - ali ale 41, 513, 500 14, 957, 000 18, 428, 500 8 128 000 
Panhandle Eastern Pipe Line Co Feb. 20.1952 21, 400, 000 12. 779, 000 &. 621. 000 
Aug 1, 1954 12, 014, 753 4, 880), 284 7 t, 4 
Total =e --| 33,414, 753; 12,779,000) 13, 501, 284 7, 134, 469 
S he Natural Gas (¢ Apr 2, 1953 6, 313, 000 5, 835, 000 478, 000 
Nov 1, 1954 7, 018, 000 1 485, 000 6. 533. 000 
Total an 13, 331, OM 6, 320, 000 $78. OOK 533. OO 
I iessee Gas Transmission Co | Dee. 17,1951 | 13, 600, 000 
| do 4. 400, 000 12, 300, 000 5, 700, 000 
Feb. 15,1953 17, 900, 000 14. 500. 000 3 400 000 
| Mar 1, 1954 6, 510, 000 4, 790, 000 1, 720, 000 
| June 1, 1954 13, 616, 000 13, 616, 000 
| Sept 1, 1954 1, 000, 000 1, 000, 000 
Nov 3, 1954 &, 616, 00K R B16. 
Total | ee 64, 742,000 32,690,000) 24, 436, 000 8, 616, OO 
Texas Eastern Transmission Corp | Sept. 1, 1953 41,800,000. 30. 4593. 000 11, 207, N00 
Texas Gas Tran ission Co Jan 8, 1953 10, 542, 000 10, 410, 000 132. 000 
Texas-Illinois Natural Gas Pipe Line | Jan 1, 1954 5, 858, 500 4,021, 000 1, 837, 500 
Co | | 
Transcontinental Gas Pipeline Corp.’ May 5,1952 13, 900, 000 13, 900, 000 
Mar. 18,1953 | 9,819,000 7. 327. 000 2, 492. OM 
June 1, 1954 5, 658, 000 2 5, 658, 000 
Nov. 11, 1954 3, 204, 000 3, 204, 000 
| Dec 1, 1954 796. 000 796. 000 
| } 
| aa 
Tetal.:.«-. . pa bbitedovds iiatle 7, 327,000! 22,050, 000 4. 000, 000 





See footnotes at end of table. 
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TABLE 1V.—Rate increase applications filed by 14 interstate pipeline companies 
with the Federal Power Commission and their disposition (July 1, 1949, to 
Mar. 1, 1953)—Continued 





| | Disposition 





Effective Amount 
date filed for | | Disallowed 
| Allowed | orwith- | Pending 
drawn 

United Gas Pipeline Co_...............]| Dee. 8, 1949 $952, 000 A an $785, 000 
|} Jan. 1,1950 283, 500 283, 500 7 Dents 
Feb. 16, 1950 44, 300 I ate tatie nelchceid le latent en athena tail 
Aug. 1,1951 465, 000 465, 000 adn ine hd pin ie Seed aiediniin 
Nov. 11, 1951 620, 000 2 $620, 000/._.......... 
Nov. 26, 19514 1, 300, 000) _- 21,300, 000)... - < 
Mar. 3, 1953 9, 500, 000 2, 865, 000 6, 459, 000 2, 185, 000 
Mar. 27, 1953 131, 000 . anes 

July 25, 1953 1, 778, 000 es 

Aug. 1,1953 1, 000, 000 

Total... NL ee ee 15, 173, 800 3, 824, 800 8, 379, 000 2, 970, 000 
TN eo alecat a ah Danaea 367, 580,553) 158, 850, 500) 115, 765,584) 92, 964, 469 


1 Sales for industrial use only. 

2 Withdrawn. 

3 Filing date. 

‘ Transcontinental filed a further increase Apr. 1, 1955 in amount of $2,175,966. 


Senator Scnorrret. Where you increase the increase in price of 
gas, and where you referred to field prices 

Senator Doueias. Now, I am going into the pipeline charges. 

Senator ScnHorrret. With reference to the field prices from 1948 
on, isn’t it fair to also point out that there have been increased costs 
of labor, of material such as steel and drilling costs and all of those 
costs, and that should be reflected some place ? 

Senator Dovatas. I pointed out that on page 5, Senator Schoeppel. 
But I also pointed out that Commissioner Smith, who is not un- 
friendly to the gas companies, said that 84 percent of the increase was 
due to the increase in the cost of the purchased gas, that these others 
amounted to only 16 percent, these other items; namely, labor, mate- 
rials, and drilling, and so forth. 

Senator Danrev. Senator Douglas, do your own figures bear that 
out ¢ 

Senator Doveias. They do not disprove it. 

Senator Dantex. It seems to me your total here of increase to the 
interstate pipeline companies would be a larger percentage, when you 
compare that with the figures you have given us as to the increase in 
produc er pr ices. 

Senator Doveras. Well, I think I will show that the pipeline com- 
panies not only pass on the higher price which they have to pay to 
the nontransporting producers, but they also charge in the higher 
price which is given to them on the gas which they “themselves ow n, 

and then add still more, so that the increase to the distributing com- 
panies is much greater than the increased price which they pay to the 
nontransporting producers. 

Senator Pasrore. In other words, Senator Douglas, in contending 
that the producers and gatherers should be under the supervision of 
the Federal Power Commission, you don’t put yourself in the position 
that you have to defend the pipe line companies, too. 

Senator Dovetas. I certainly do not. 








Witsoe. 
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Senator Pasrorr. That is where we get confused here. 

Senator Doveias. Pipeline companies get all this and heaven, too. 

Senator Dantex. I was inquiring about the percentage that you 
quoted from Commissioner Smith. 

It would seem to me that your figures would not bear out Mr. 
Smith’s quotation there as to the percentage that is attributable to 
the producers’ prices. 

Senator Doveras. Well, Senator, I go on to give my own figures to 
show that increases in costs of purchased gas account for at least 56 
percent of the rate increases. But even that is an underestimate. 

I will let Commissioner Smith defend the accuracy of his figures. 

Senator Danie. Well, in other words, you do not agree with his 
figures ¢ 

Senator Dovetas. I do not disagree. 

Senator Dantex. I don’t mean to quibble over words, but aren’t you 
disagreeing if you say only 56 percent of the interstate pipelines rate 
increase is due to the increases 1n cost of gas to the producer ¢ 

Senator Dovuetas. I don’t say that. I say the figures which IT can 
gather, and not having the facilities which the Commission has, show 
that at least 56 percent of the increase of charges made by the pipeline 
companies come from the increased cost of the nontr: msporting 
producers. 

3ut I would like to point out, in connection with this, that as the 
committee is well aware, about 21 percent of the gas shipped through 
the pipelines comes from their own fields, or fie lds of their affiliated 
companies, 

I think that is correct. 

Senator Monroney. I believe that is a little high. 

I believe it is closer to 10 percent, isn’t it ? 

Senator Daniex. I am not sure. 

Senator Dovetas. It has gone down from 48 percent. 

Senator Monroney. It is going down all the time. 

Senator Danrez. It is under regulation now 

Senator Dovenas. But they allow them in practice for their own 
produced gas what is called the fair field price, and the fair field price 
is simply what is bei ing paid to the nontransporting producers by the 
pipeline companies, so that it is not based upon prudent investment 
and a fair rate of return. 

It has in it a large monopoly element which is unregulated, or is not 
regulated effectively. 

Senator Scuorrret. You do not contend that the independent pro- 
ducer—let’s segregate the independent producer from the others— 
should be placed on a utility basis for his operation ? 

Senator Dove.as. I propose to 0 about 4,200 of the small pro- 
ducers from all regul: ation, in my bill S. 1926, and in practice to regu- 
late only 175 companies, and only their sales for resale in interstate 
commerce, not regulating their sales to industrial concerns of course, 
not regulating their sales in the same State in which the gas is 
produced. 

Senator Monroney. But if as contended under regulation, they will 
not discover new sources of supply, then the regul: ition of your 90 
percent of the supply which you claim 175 of the larger producers 
have will diminish your availability of reserves for all of your inter- 
state users. 
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Senator Dovc.as. I go into that, Senator Monroney, in some detail 
to show that regulation has not discouraged development, on page 44 
of my statement. 

If you take the pipeline companies, you will find that they have 
been increasing their expenditures for exploration and development 
over this per iod in which they were recul: ited. 

We lack oe ition on the nontransporting producers as to their 
expenditures, but here we have the-pipeline companies which are re- 
gulated, and their expenditures for exploration and development 
have increased, let us say, from 8 million a year in 1948 to virtually 15 
million a year in 1953. So I think that the industry has brought a 
strawman into the field on that point. : 

Senator Monroney. Do you think it is a strawman, Senator, to 
ignore completely the inflationary impact that has occurred since 
1943, 1945, or 1947. 

In other words, on all these increases, most of the witnesses have 
testified, you would think the total increase in the cost of natural gas 
has been a desire to exploit the consumer, and that there was no natural 
force working to gas being at a depressed price and finally catching 
up with other fuels when the market was opened with interstate 
demand. 

Senator Dovenias. What has been happening, and I think I will 
shortly reach a table to show this, is that gas is competitive with elec- 
tricity. What we have had is a decrease in the cost of electricity to 
the consumer, unit cost, not through a decrease in rates, but through 
increased consumption. But it is nevertheless a decrease in unit cost. 

Senator Monroney. A technological increase in fuel utilization has 
caused that. 

Senator Doveias. But the unit price of gas has been increasing at 
the same time that the pr ice of electric Ity, or the cost of electric ity hs as 
been decreasing. This is true despite the fact that with the exception 
of the last year or so, the consumption of gas has been increasing, and I 
would expect the cost of gas, therefore, to decrease as you move into 
the lower rate brackets. 

In brief, I don’t think you should compare the price of gas with the 
index of the cost of living, or these other items. You should compare 
it with its competitive fuel, competitive source of power or energy, 
which is electricity. 

Senator Monronrey. Would you limit it to only one you get a 
favorable comparison on? Would you think that coal or oil were 
of equal importance { 

Senator Doveras. Of course, oil and gas are Siamese twins. They 

e joined together by a cord or bond which connects them and you 
don’ get one, gener: ally, without another. You get—lI hesitate to 
express an opinion on this for you have had so many experts on the 
oil and gas industry. 

You get oil without gas, but T think you generally have to get ga 
with oil or when you drill for oil. 

Senator Monroney. Sometimes you get dry gas, but I don’t think 
you can take just the one factor of electricity and say this is the 
comparison that we have got to take because I cert: nly know many 
liomes that are compe titively figured by coal, oil, or gas to determine 
the heavy part of that load, and I think you will find th: it the inflation- 
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ary impact and the increase in the same period of years has been 
greater on oil and on coal than it has on gas during that same period 
of time. 

Senator Doveias. I would like to point out, if I may, that the 
distribution of electricity closely resembles that of gas. It does not 
resemble that of coal or oil because, in the case of electricity, once the 
lines have been installed, you are tied as you are in the case of gas 
when the mains are installed. 

In the case of coal, you can get the coal in by a variety of methods. 
You are not tied to any one local retailer and that is the whole point 
of this argument—that the cost of the mains is so great. that it is a 
wedding almost for life, so far as residential use is concerned—it is 
a wedding almost for life, and you can’t switch from coal or oil to gas 
and then back again. 

Once you switch from coal to gas, buy your gas stoves, heaters, and 
furnaces, if you are a householder, it 1s a point of no return except 
for great expenditure of money. 

Now, in industry you can switch. In fact, a great many of the 
industries maintain, as supplementary source, their original method 
of developing power; and that, I may say, intensifies the problem 
which I Sie uss here, namely, that if the gas companies increase the 
price of gas to the industrial concerns, these industries may switch 
back again to coal or to oil, chie fly to coal. If they do that, then the 
burden of the fixed cost of the gas companies will be thrown upon the 
residential consumers, so that this possibility of competition, which is 
largely confined to the industrial companies, works against the resi- 
dential consumer rather than being a protection for him. 

Senator Pasrorr. Well, apart from the question of price, Senator 
Douglas, don’t you think we have the philosophy involved here that, 
after all, if we say that gas is affected with the public interest, and for 
that reason should be supervised in the public interest, the question 
arises where do you start and where do you end, and the question here 

, If this is dedicated to interstate commerce, why shouldn’t it begin 
at t the moment it is dedicated to interstate commerce, with the possible 
exception that in the public inerest it might be well to exempt the 
small independent producer. 

Senator DovucLas. You stated that, Senator, much better than I 
have stated it. 

Senator Pasrore. I don’t pretend that at all. 

Senator Douauas. It is true; it is exactly so. You can’t regulate 
the price of gas to the consumer unless you regulate the price at which 
the gas enters the pipelines. 

If you leave that unregulated, the pressure of buyers is so great, 
particularly for residential use, that they will force up, competitively, 
the price of gas in the field beyond a fair rate of return, and the pipe- 
lines will pass on that increased cost to the distributing companies 
which in turn will pass it on to the consumer, and there will be an 
addition along the line so that for every hundred million dollars, 
added in the fields, there will be far more than a hundred million 
dollars added to the consumers’ bills. 

Senator Pasrore. And isn’t it your position, too, that regulation 
merely of the pipeline company, without regulation of the producer 
who sells in interstate commerce, makes a sham out of the Natural 


Gas Act? 
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Senator Doveias. Exactly so. 

Senator Pastore. You might as well do without the act com- 
pletely. 

Senator Dovcias. Well, it would be a one-armed agent, and on the 
other hand, it would lose most of its fingers. 

Senator Monronry. One of the facts, Senator, in the theory of 
utility regulation you presume the utility has a monopoly of serv- 
ice, and therefore it is entitled to sacrifice its demand on what the 
load will bear in exchange for an adequate return, but now you are 
substituting the gas producer, who has no monopoly excepting as it 
may occur in a shortage of supply at a given moment, and you there- 
fore make him a public utility without giving him a guaranty of the 
monopoly that the utility has. 

Senator Doveras. Well, first let me say there is a much greater 
concentration of production, and a still much greater concentration 
of reserves than is commonly believed, and the figures which I put in 
the Congressional Record some days ago show, as I said, that 175 
nontransporting producers produced 90 percent of all the purchased 
gas which entered the pipelines in 1953. 

If you take the reserve figures, the percentage of concentration is 
even greater, and then if you split that up into fields 

Senator Monroney. Reserves, naturally you multiply by 20 or 25, 
because any company that has got production this year is going to have 
some 20 times those reserves. 

Senator Dove.as. There is the same ratio for reserves as for 

Senator Monroney. That wouldn’t be any magnifying of its posi- 
tion; would it? 

Senator Dovetas. Well, maybe not, but I think the concentration 
in ownership of reserves may be proportionately somewhat larger in 
the fields rather closely held than in the fields where there is a wider 
distribution of ownership. 

Senator Monronery. And conservation has something to do with 
that in that the States are anxious not to have too many wells drilled 
to leak gas and to exhaust reserves. 

Senator Doveias. Well, the point is that it has been a seller’s mar- 
ket for gas in the last 7 or 8 years, and the pipeline companies are 
anxious to get more gas to meet the demand of residential consumers, 
and so on, with the result that the “"y are ready to pay prices, higher 
prices, knowing they can pass those prices on to the distributing com- 
panies. The distributing companies in turn know that they can 
pass the prices on to the ultimate consumer, so that the pipeline com- 
panies are not adequate protectors of the consuming interest. In ad- 
dition to that, the more they pay the nontr ansporting producers, the 
higher the field price becomes, so that they can write up the propor- 
tion which they get from their own production and that of their 
affiliates. 

I have just checked my figures, and I find according to recent 
Federal Power Commission estimates they do get 21 percent of the 
gas they carry from their own affiliates and from their own produc- 
tion. 

Senator Pastore. And also, because of the fact that the ultimate 
consumer is in fact a captive consumer. 

Senator Dovetas. That is correct. 
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Senator Pasrorr. And he has no choice. 

Senator DoucGias. That is correct. 

Residentially, he is a captive. Industrially, I do not think he is 

captive. 

Senator Monroney. The producer also is a captive, because he has 
committed his reserves at a price that was mutually satisfactory at 
the time he committed it, and now he finds his price has been wiped 
out by a Supreme Court decision, but he is still captive for the life of 
the field under the Supreme Court decision. 

Senator Doueias. Senator, as you know, most of these contracts 
have most-favored-nation clauses in them, whereby if the rates go up 
to one producer, then in that area or field, the rates go up to all the 
others. So you have these escalator clauses, or you have most-fa- 
vored-nation clauses, and then, in addition, some of the contracts of 
course have provisions for periodic increases, but— 

Senator Monronry. You don’t object to the periodic increases ? 

Senator Douerias. That is a direct contractual relationship. But 
the most-favored-nation clause means you go up toward the highest 
price in the area, the most recently negotiated price is the highest 
price, and then all the others are adjusted in that area or that field, up 
toit. Sothey are not captives in the same sense that the gas users are. 

They are sitting on top of the world. 

Senator Monroney. If the Supreme Court decision stands, they are 
certainly not sitting on top of the world. 

Senator Doueias. Under regulation, they would only be captives in 
quotation marks to a benevolent regulatory body, which presumably 
should give them a fair rate of return upon their investment, includ- 
ing developmental costs. May I say in connection with the fair rate 
of return that I quite recognize the fact that the rate of return should 
be higher in the case of these producers than in the case of electric 
utilities, for instance. In the case of electric utilities, where you con- 
struct a plant, the plant, once constructed, is useful, and therefore you 
could give them, say a 6-percent return. 

But where you have the possibility of dry holes, and unsuccessful 
drillings, you may invest money, and it doesn’t produce gas for you, 
so that for the greater risk of the gas-producing industry, I am quite 
prepared to say “that there should be a higher rate of return in regulat- 
ing the price of natural gas than in regulating the price of generated 
electricity, and I would presume that any commission, or the courts, 
would see that point, and would provide for that higher rash of return. 

Senator Pastore. May I ask you on that point, Senator, would you 
need any modification of existing law in order to bring about that 
formula, or do you think that they have the authority under existing 
law ¢ 

Senator Doveras. A fair rate of return can be defined by the regula- 
tory commissions, and the courts. 

Offhand, and this is just a curbstone opinion, if I were on a com- 
mission, with the knowledge that I now have, if you take 6 percent as 
a fair rate of return for electric utilities, at the moment I would not 
object of an 8-percent return for natural gas producers, though not 
necessarily for the pipelines. 

Senator Monroney. Would you invest in drilling an oil well or gas 
well on an 8-percent return ? 
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You can get good gilt-edge stocks and things like that that would 
produce 4 tand 5 percent. 

Going down in wildeat territory, that is the cost you fivure into your 
rate, with no oil or gas around it, you are drilling for some thing you 
don’t know is there. 

Senator Doucias. Well, Senator, I hear these claims about the poor 
oil and gas men. I have never felt that they were an abused section 
of the population. 

I don’t want to start old fights, but the oil and gas industry has 
received the most favored treatment in the depletion allowances from 
Congress of any industry in the country, and there is no immediate 
prospect of our re pealing or alterin o those favored treatments. 

If there is any group in the country which has fared well and 
abundantly, it is the oil and gas industry. When they come in here 

ith a tin up, a blinder over one eye, an d make the app veal the y are in 
bad shape, I can simply say the financial statements of companies 
dong both an oil and Gas business, do not indicate that. it is hard 
to segregate their earnings on gas, because they have joint returns, but 
I think the failure of the Federal Power Commission to get such 
Secregate d returns on gas is a orave impr achment of the work of the 
(‘ommission,. but if you take the oil and gas earnings together, they 
are very wood. 

I put those in the record in 1950 when we were having the struggle 
on the bill which was then before us, and we can dig them up again 
if there is any doubt on this point. 

Senator Scnorpre.. I feel a fair analysis in the adding of additional 
reserves—I think a fair analysis will justify the feeling that that has 
been a great sendsiival ing factor to the development of these reserves 
which these cities and consumers are beneficiaries of. 

We may disagree as to the amount. 

Senator Doveuas. I never propos sed to abolish it complete ly. l did 
propose that for the big producers you reduce it from 27.5 to 15 per- 
cent, but for the wildeatter that it be kept at 27.5 percent. That was 
my proposal as of last year. I don’t want to get into a discussion on 
the depletion allowance. That is not the subject immediately before 
us. What I am saying is that the oil and gas industry is a very pros- 
perous industry, and it is already protected through the tax system. 
I am also willing to protect it by a higher rate of return than other 
utilities receive, so far as the produc ers are concerned. 

Senator Pasrorr. Assurance that it is just and reasonable? 

Senator Doucras. That is correct. 

Senator Pasrore. It could go beyond the eight, if that were neces- 
sary ¢ 

Senator Doveras. I merely throw that out in the form of a sug- 
cestion. 
~ Senator Purreti. Senator Douglas , you indicated in your testimony 
here that you thought perhaps the only captive customers were the 
consumers, that is the household consumers. Actu: illy, there are many 
industrial users also captive consumers because they can’t convert their 
equipment for heat treating, so really, you have a large field of in- 
dustrial users also captive customers, once they start to use gas. 

Senator Doveias. That is true. What I was trying to say is that 
it may be possible, if the gas industry pushes rates to industry up 
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still further, that they may price themselves out of part of the in 
dustrial market, and then the burden of their overhead costs will have 
to be recouped from the residential customers. ‘That is what I was 
trying to say, because the possibility of converting back again is much 
greater in industry than it is for the domestic consumers. 

Senator Purvret.. There are some installations substantial in use 
of gas, too, that can be converted. 

Senator Douaguas. That is correct. 

Senator Pasrore. We have had testimony here on the part of some 
of the distributing com panies that in order to compete for heating 
purposes with coal and with oil, they have made a favorable rates 
with reference to space heating, but there has been no decrease in 
rates Insofar as the small consumer of @as is concel ak 

Senator Douauias. That is correct. The rates, as a matter of fact, 
have gone up. 

Senator Pasrore. The burden is being pushed on the little fellow, 
1 “ally. 

Senator Dovuenas. That is right. 

Senator DanteL. I would like to ask Senator Douglas about a couple 
of matters before he leaves them. 

Going back to Senator Monroney’s question as to whether or not 
you would invest your money in drilling for oil or gas knowing you 
could get only an 8-percent return, if vou hit—nothing, if you didn’t ¢ 

Senator Doveras. Well, I sometimes do not have much spare cash, 
so that this is an academic question so far as I am concerned. But 
I am informed that 8 to 8.5 percent is about the cost of capital in the 
market for such ventures. 

Senator DanteL. Well, do you mean to say with security—you me 
to say banks will loan the money for 8 or 8.5 percent? Is that “_ at 
you mean by that last statement ? 

Senator Doveias. Or that securities can be issued which will yield 
that. 

Senator Dantex. Yes; provided that you have sufficient produc- 
tion found, or property to secure that. You don’t mean to say the 
bank would say, “I will loan you a million dollars to go out and look 
for oil and gas at 8 percent interest with a mortgage only on what 
you might find,” do you? 

Senator Doveras. On this point, Senator, I must confess I do not 
know the proportion of the gas reserves which are drilled by the big 
producers and by the wildcatters. In the case of the big producers, 
which are developing a number of drillings of wells at any one time, 
there is a distribution of risk through the law of large numbers, 
so that their successes more than balance their failures. 

I recognize in the case of the wildeatter who only drills 2 or 3 
wells, the element of risk is much greater. I recognize that. 

Senator Dantev. Well, I will say to you, sir, that if you cut down 
the rate of return anywhere near to 8 percent on expenditures 
I believe that this country would soon be in a very dangerous position 
so far as its own national sec urity is concerned, because you just can’t 
operate in the oil and gas exploration, discovery, and development 
business at that kind of a return. You can’t make up for your losses 
in the business. 
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Senator Dove.as. Well, I am not on the Federal Power Commis- 
sion, | am not a member of the courts. The Federal Power Com- 
mission and the courts would have this information before them, 
and if 8 or 8.5 was not enough, they would fix it higher. I simply 
threw in the 8.5 because in practice, | am informed that the com- 
panies can get capital at that figure. 

Senator Danrex. If they have security. They can get the capital 
for less than that, I am quite sure, if the “y have the suflici ient security 
in other production already deve loped, or some other security. 

Now, I wanted to ask you another question. Have you made any 
comparison, back to the comparison you made with electricity, have 
you made any comparis on as to the increase of prices on coal and oil 
as compared with gas ? 

Senator Doucias. No; we have not, su 

Senator DanieL. You do know, as a matter of fact, that the increases 
in price on other fuels have been higher over the year than on gas? 

Senator Doverias. On coal, the labor cost is a very high item, but 
the labor cost is not a very large item in the case of the natural gas 
which is fed into the pipelines. 

Senator Monroney. But the drilling of the well has practically 
doubled from the time that you mentioned. 

Senator Douceias. As I say, one of my bills provides for the fixation 
of rates on the basis of original cost or prudent investment, and we 
certainly would take into account the higher costs of drilling, the 
higher price levels and the higher cost, certainly. 

Senator Monroney. You definitely recognize, too, that contrary to 
your illustration on electricity, with oil, gas, or coal, you are exhaust- 
ing capital as you produce that? In electricity, you are not. You 
can use those generators for 20 or 30 years and put a new one in. 

Senator Doveras. You are getting into a very real question on 
which social philosophy may differ, the question of whether this 
expendable resource which is marketed through a monopolistic dis- 
tribution system should be sold under conditions in which the owners 
can get the maximum that the traffic will bear, or whether there should 
be some restriction to a reasonable profit. 

Now if you say that the owners of these resources should get the 
most that they can get in the market, well, you would throw regul: ition 
overboard and let them get it. But that would mean that they 
would—I don’t want to use a question-begging term, I don’t want to 
use the term “appropriating”’—but they would receive monopoly 
rates, and monopoly profits, upon a product of nature or, if you wish 
to be theological and religious, upon the gifts of God Almighty. 

Senator Monroney. It is a sale of assets, though, as well as a rate 
for a commodity. There is no more gas going to be placed in that 
hole, probably, during this generation. 

Senator Dove.as. The question is, What is the money value of 
those assets? The money value of the assets, Is that what you can 
get for them, or should that be cost plus whatever the community 
decides is a fair rate of return ? 

Senator Monroney. That was one theory. The other theory is the 
theory on which the natural-gas industry was founded, and has grown 
up to the time of the Phillips decision in 1954. Now it is quite difficult 
to an industry that has gone that long to suddenly find itself in the 
public utility business, as to the product tion end, 
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Senator Dovueias. Senator Monroney, I have great respect for you, 
as youknow. But I deny that this “charge-what-the-tr aflic-will-bear 
theory was the lawful theory up to the P hillips decision. I think 
what we have had has been a cowardly Commission which has refused 
to deal with this issue. Despite the clear powers given them in the 
original act, despite the fact that President Truman’s veto was not 
overridden, it refused to exercise those powers, and it was not until 
the Supreme Court brought them back to the orginal nature and 
purpose of the act that they said a different theory had been 
introduced. 

I think the theory of reasonable and fair regulation was inherent 
in the Natural Gas Act from the very beginning, but simply was not 
used by the Commission. 

We have been rambling over the whole field of my statement. 
Senator Dantex. I would just like to say this: I think it is impor- 
tant. from the standpoint of the bill before us, as well as from the 
standpoint of the comments that you made concerning depletion, that 
the Senator realize that sales of oil and gas are actually sales of 
capital assets, because when you say that no other taxpayers are 
treated as well as oil and gas, I think you are overlooking the fact 
that those who sell their assets outright, the sale of capital assets, are 
not required to pay as much tax as the Oil and gas producer who sells 

his assets by the month. 

In other words, if you sold an entire farm in your State, if you 
held it over 6 months, you would have to pay taxes on only half the 
profit. 

Senator Doveias. Senator, we can go round and round on that sub- 
ject of depletion allowances. We have done so in the past and will 
no doubt do so in the future. This depletion allowance originally 
granted to oil and gas now is spread through all mineral resources so 
we even have it now for clam and oyster shells, sand and gravel, where 
the danger of hitting dry holes is rather small. 

The oil and gas people opened up this hole in our t: structure, and 
all the extractive industries have rushed in behind it, so that it has 
been generalized and abused. 

Senator Danters. Even with the clam shells, you have a sale of capi- 
tal assets; do you not? 

Senator Dove.as. As I say, that isa theory. I don’t know that it 
is necessary to compensate for the extraordinary risk of drilling dry 
holes to find clam shells or sand and gravel. 

Senator Dantex. In all fairness and seriousness; do we do that? 

Senator Doveras. Yes, we do. Your predecessor in the Senate 
got clam shells and oyster shells included. 

Senator Danrext. Did he say you had to drill for them like oil and 
gas, and allow for the same percentage depletion ? 

Senator Dovueias. No, he didn’t put it that way. He said gas was 
an extractive—— 

Senator Danret. That is the way you were putting it. 

Senator Dovueias. Well, I can put it my way. He put it on the 
ground that it was an extractive industry. The original justification 
in the case of oil and gas was that you had the great risk of dry holes. 
If that is a justification for oil and gas, then that should be a justifica- 
tion for sand and gravel. 
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Senator Pasrorr. Well, I am convinced that there isn’t going to be 
a meeting of minds on this philosophy. 

Senator Doucias. I don’t think so. 

Senator Pasrore. I think we ought to proceed. 

Senator Doucias. I don’t quite know where I left off. 

Senator Pasrore. You were on page 9. 

Senator Doucias. As most of the 14 companies secure a portion of 
their gas supply from ogi own reserves or from an affiliated produc- 
Ing company as we ll as by purchase from other pipeline companies, 

t is difficult to Toasty relate the dollar increases in the field cost of 
gas to the 14 companies to the rate increases granted such companies 
or those which are presently pending. Because of these factors, com- 
parisons which have been made frequently in these hearings between 
increases In the average cost of gas per thousand cubic feet pur- 
chased from independent producers within a certain period and the 
increases which have occurred in the average resale rates per thousand 
cubic feet are of doubtful validity as applied to most of the 14 
companies. 

I have previously pointed to the fact that increases in pipeline- 
company rates were brought about by three principal factors, the 
dominant factor being the increased cost of gas purchased from non- 
transporting producers. This is quite evident when the increased 
field cost of gas to the pipeline companies is compared with the in- 
creases in resale rates which have been granted by the Commission 
or are presently pending. For comparative purposes the total increase 
in the cost of gas which occurred since 1948 of $196,149,896 for the 
17 major pipeline companies purchasing gas in the Southwest should 
be adjusted to exclude the portion of the gas purchased which is resold 
to direct industrial customers. These adjustments are detailed below. 

(The adjustments referred to are as follows:) 


Increased Percent of Increased 


total sales 
Name of company z s of applicable to | cost applica- 
F purchased sales f | ble to sales 
7. sales tor . 
gas resale for resale 
| 

Arkansas-Louisiana Gas Co ‘ $7, 789, 658 |. - oe 
Cities Service Gas C<¢ > 6, 231, 858 66. 66 | $4, 154, 162 
Colorado Interstate Gas Co ; 6, 278, 503 74.07 | 4. 650, 613 
E! Paso Natural Gas Co 31, 678, 064 82. 08 | 26, 002, 939 

Lone Star Co 6, 850, 659 |...... = 
Michigan Wisconsin Pipeline Co 2, 285, 183 100. 00 | 2, 285, 183 
Natural Gas Pipeline Co . 2, 991, 240 99. 36 | 2, 972, 096 
“ome rn Natural Gas Co : 12, 324, 229 83. 59 10, 301, 946 
Panhandle Eastern Pipeline Co 6, 468, 869 87.85 | 6, 682, 901 
Southern Natural Gas Co 7, 308, 371 69. 29 5, 064, 043 
Tennessee Gas Transmission Co 38, 759, 778 99. 64 38, 621, 018 
pense Eastern Transmission Co 9, 347, 708 100. 00 | 9, 347, 708 
y ; Illinois Natural Gas Co ‘ 2, 906, 984 100. 00 2, 906, 984 
r' xas Gas Transmission Co 3, 569, 980 86. 21 | 3, 077, 715 
rat yntinental Gas P ne pain sal 7, 772, 450 94. 65 | 7, 356, 313 
Trur aki ie Gas Co 2 3, 175, 721 99. 94 3, 173, 879 
United Gas Pipeline Co ° 40, 410, 914 38. 95 15, 740, 051 
Total ; i bei a 196, 149, 896 |.....- a 141, 337, 551 


From this tabulation, it appears that the increased cost of gas 
purchased from nontransporting producers which is applicable to 
sales for resale in interstate commerce amounts to $141,337,551 com- 
pared with rate increases granted and presently pending of $251,- 
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814.969. While this would indicate that increases in the cost of gas 
purchased from nontransporting producers account for 56 percent of 
the rate increases, the true proportion is greater because of duplica- 
tions which inflate the dollar amounts of rate increases granted or 
pending. For example, Natural Gas Pipe Line Co. of America pur- 
chases a portion of its gas supply from Colorado Interstate Gas Co, 
Colorado Interstate’s pending rate cases include proposed increases 
in rates to Natural Gas Pipe Line Co. of $7,824,000. Thus duplica- 
tion of the amount is included in the combined total of the allowed 
and pending rate increases of the two companies. Other major and 
minor duplications exist with respect to most of the other listed 
companies. 

Another factor which is responsible for a portion of the rate in- 
creases granted and now pending at the Federal Power Commission 
is the inclusion in operating expenses of the pipeline companies of 
a value for the gas which these companies and their affiliates pro- 
duce. This item, therefore, is derived from the increases paid to 
the nontransporting producers. It looks as though that would amount 
in the case of 7 companies to 29 million in itself, so the percentage 
would be higher than the 56 percent. 

[ have made a hazy computation in my head, even disregarding 
the duplication, it looks as though my figures produce well over 70 
percent of the cost. 

Chairman Kuykendall of the Commission has furnished me in- 
formation showing that pending and allowed rate increases for 7 
of the companies listed on table 4 are based in part on the substitu- 
tion of the commodity value or average price of gas in the field for 
the cost of production, including a fair return. The total amount 
for these 7 companies, based upon such claims, is $29,347,147. Data 
are not available for three other companies where similar claims are 
pending. 

From the evidence at hand it is quite clear that increases in the 
cost of gas purchased by pipeline companies from the so-called inde- 
pendent producers are responsible for the major share of the rate 
increases which pipeline companies have been granted by the FPC 
and those which are presently pending. 

Another reason behind the pipeline company rate increases is the 
change of ratemaking policy with respect to gas reserves owned by 
pipeline companies. 

Knactment of the Fulbright bill would, in effect, confirm all these 
increases and make possible future rate increases as the price of 
gas in the field continues its upward spiral in the absence of effective 
Federal regulation. 


(c) Inereases in pipeline rates reflected in increased rates to ultimate 
consumers of gas, while average costs of electricity are down 

The distributing utilities which have purchased natural gas from 
pipeline companies under rate schedules providing for higher rates 
in the past few years have absorbed these increased costs, either in 
whole or in part, or passed them on through increases in local retail 
rates for residences, commercial establishments, and factories. The 
manner in which these individual distribution companies met the in- 
creased costs of purchased gas differs from company to company, 
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but the statistics of the country as a whole and for many of the States 
reflect substantial increases in the average revenue paid by the natural- 
gas consumer since 1948, 

I have previously commented upon the action of the Federal 
Power Commission in the early 1940’s in reducing the rates of 
nee companies and indicated that these rate reductions were 
‘eflected in lower rates to ~ ultimate consumer. It will be recalled 
th: at Congress passed the Natural Gas Act because it was convinced 
that existing natural gas rates were excessive and that gas con- 
sumers were entitled to relief. Thus in the period from 1940 to 
1945 the average revenue per therm of natural gas sold by all gas 
utilities in the United States for consumption decreased from 3.2627 
cents to 3.0178 cents, or, in terms of thousand cubic feet, approxi- 
mately 2.58 cents. 

Senator Monroney. Is part of that due to the replacement of arti- 
ficial gas by natural gas, that artificial was much higher per therm? 

Senator Doueuas. I will discuss that later, Senator. 

Senator Monroney. This is natural gas? 

Senator Doveias. That is correct. 

Chart No. 2 shows the trend of the average cost to consumers of 
natural gas for the entire United States at the retail level for the 
years 1945 to 1953, inclusive, for residential, commercial, and indus- 
trial service. The average cost for all sales including a rather small 
volume of gas ore principally to governmental authorities is also 
shown. This chart reflects a steady increase in the average unit 
cost for natural gas for all classifications. The average unit cost 
for residential service increased approximately 23 percent in the pe- 
riod 1945-53. In view of the multi-million-dollar rate increases 
granted by the Federal Power Commission to natural-gas companies 
in 1953 and 1954, when the figures for 1954 become available they 
will undoubtedly show that. consumers paid higher average rates 
in 1954 than they paid in 1953. 

These are cents per therm, and in terms of thousand cubic feet, 
would be multiplied by 10. 

Senator Doveias. For the purpose of arguing that natural gas 
rate increases have not been out of line, comparisons have been made 
in this record by other witnesses of the cost of natural gas for resi- 
dential use with the cost of living, the cost of manufactured gas, the 
cost of fuel oil, and of coal. 

While I consider such comparisons are not relevant to the issue, it 
appears to have been overlooked that for residential use the chief 
competitor of gas for cooking, water heating, and refrigeration is 
electricity. Electricity is also competitive, but to a much lesser de- 
gree, for space heating. However, with the improvements being 
made in the electric heat pump, that consumption area is likely to 
become more competitive in the future. Mr. B. L. England, presi- 
dent of the Atlantic City Electric Co., stated on March 10 of this year 
that within 3 years the heat pump will make electricity competitive as 
a fuel with oil, natural gas, and coal for home use. From articles and 
editorials which have appeared in the gas trade magazines within 
the past year, the potentialities of the heat pump powered by elec- 
tricity is giving the gas distributors substantial concern. 

(Chart 2, referred to, is as follows: ) 
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Chart No 2 
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Whatever the future of the electric heat pump, the most significant 
comparisons for the movement of gas costs are parallel changes in 
costs of electricity. 

Chart No. 3 compares the trend of the average revenue received by 
utilities from the sale of gas for residential use in the United States 
for the years 1945-53 with the average revenue received per kilowatt- 
hour from the sale of electricity for residential service. In this pe- 
riod the average cost per therm for natural gas has increased from 6.3 
to 7.74 cents while the average cost per kilowatt-hour has decreased 
from 3.47 to 2.84 cents. 

While these data clearly indicate that the average householder in 
the United States has been able to buy electricity at a progressively 
lower unit cost each year since 1945 and that the average unit cost of 
natural gas for residential use has rapidly increased since 1948, [ 
would not want this chart to be interpreted as showing residential 
electric rates have declined 18 percent and gas rates have increased 
22.8 percent since 1945. Asa matter of fact, FPC studies of the typi- 
cal electric bills in cities of 50,000 or over in population show that 
there has been practically no change in the monthly bills of residential 
customers between 1945 and 1953 based on typical kilowatt-hour 
consumptions. Thus, the decline in the average unit cost of electricty 
to the residential customer has come from increased consumption 
which has permitted the customer to purchase a portion of his electric 
requirements at a lower rate per kilowatt-hour. 


63057—55———100 
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The scale on the right-hand side shows gas going up from 6 cents 
per therm, or 60 cents per thousand cubic feet, to approximately 77 
cents per thousand cubic feet. In other words, the cost of gas is going 
up the cost of electric ity is roing down. 

Senator Monroney. Don’t you think it is fair to say that the im- 
proved combustion, particularly with coal, is giving you a greater 
amount of output. 

Senator Dove tas. Thermal heat, you mean 4 

Senator Monronry. Thermal heat, whereas there has been no possi- 
bility of doing that from natural gas 

Senator Dougias. This comparison was not in terms of coal, but in 
terms of electricity. 

Do you mean a reduction in cost ¢ 

Senator Monroney. Reductions in cost of electricity have been 
largely the result of insproving methods of transferring the heat 
of coal, oil, or gas into energy. 

Senator Dovenas. That is true. May I say that this reduction in 
cost of electricity has not been due to any re ‘duction in rates. Rates 
lave been approximately the same. It has been due to increased usage, 
ak as you know, when you consume additional blocks of power, the 
incremental rates go down, and hence the average goes down. 

Senator Monroney. Provided you can generate the capacity to fill 
that need ? 

Senator Dove.as. That is true 

Senator Monroney. If you can’t you are liable to have an ascend- 
ing rate, because you have added demand working on scarcity. 

Senator Doveias. That is true. 

(Chart 3, referred to, is on page 1573.) 

Senator Dante... Senator, there is something here that keeps bother- 
ing me, you mentioned a moment ago, whatever rate of return is fixed— 
you mentioned 8 or 8.5 perce »nt—that you compared it to the bankers 
who would loan money at that rate. Now, they are guaranteed a return 
of that money with the 8 or 8.5 percent. 

Now, would you propose that the Federal Power Commission, or 
that the Government guarantee these men engaged in this business, a 
return of whatever figure is set by the Commission as a fair return on 
the investment ? 

Senator Douetas. I think the Federal Power Commission should 
fix a rate which would give to the natural-gas producers, “a fair rate 
of return on capital invested, whatever that may be, and I may have 
been somewhat unwary in throwing out the 8 to 8.5 percent. That was 
simply an illustrative figure to indicate that I am perfectly willing not 
only to admit, but assert that the rate of return should be higher for 
the producers of natural gas than for the producer of electricity. That 

is all I am saying. 

Senator Daniex. And if it were set at 8 percent, as to the maximum 
rate of return to be allowed, you would feel the Commission should 
also guarantee that return; would you not f 

Senator Dovetas. Well, if you pay 2 percent for risk, then I don’t 
know that you should abolish the risk. That is, if you pay 6 percent 
without risk, and that would be quite a high rate of return for the 
interest on Government bonds—the rate on long-term Government 

bonds is around 3 percent—and then add 2 percent for risk, I don’t 
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Chort wo. 3 
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know that you should abolish the risk, since the 2 percent loading has 
been added because of the risk. 

Senator Dante. I was taking your figures based on what the lenders 
of money charge now, 8 or 8.5 percent, with a guaranteed return not 
only of the percentage, but of the principal. 

Senator Doveras. They take some risk. 

Senator Dantex. There has been testimony here from those oppos- 
ing the bill that they did think that the Federal Power Commission 
should guarantee whatever they set as the fair return, and I wondered 
if you felt the same as the others who have testified. 

Senator Doveras. I would say that the prices permitted should be 
such, assuming no catastrophe, as would yield a fair rate of return, 
and a fair rate of return in the gas industry would be in excess of the 
fair rate of return on the electrical business. All I am trying to say 
is you shouldn’t count risk twice. You shouldn’t give an allowance 
for risk, and then abolish risk. 

Senator Pastore. Isn’t it a fact that every time we find gas we have 
been looking for oil ? 

Senator Douetas. Yes, so far as I know, that seems to be true. I 
have read the testimony, and I haven’t heard that controverted. 

Senator Pasrorr. And you don’t see any tendency of discourage- 
ment in looking for oil, or exploring for oil ? 
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Senator Doveras. The search for oil is like the search for uranium. 

Most residential gas-rate schedules have similar graduated rates 
where the unit cost progressively decreases as the consumption in- 
creases. The national statistics show that the average annual con- 
sumption of natural gas per residential customer increased from 682 
therms in 1945 to 950 therms in 1951. This would be expected in view 
of the increase in the use of gas for residential space heating and 
other household purposes; however, the average annual consumption 
dropped in 1950 to 903 therms and to 871 therms in 1953. 

Explanation of this drop in average usage is, I believe, due to the 
fact that several million manufactured-gas customers were trans- 
ferred to natural-gas service in the years 1951-53 principally on the 
eastern seaboard. These customers had an average annual usage of 
gas which was less than the average usage of existing natural-gas 
customers, and such usage was not appreciably increa sed after con- 
version. Moreover the rates which these customers paid for natural 
gas were generally higher than the average natural-gas rates paid 
for the entire United States. Thus, the sharp increase in the averave 
cost of gas to the residential consumer which started in 1951 as shown 
by the chart is somewhat accentuated. 

In order to provide a check, similar data were obtained for the 
States of California, Oklahoma, Texas, Ohio, West Virginia, and 
Michigan, where there has been a minimum changeover of distribu- 
tion systems from artificial to natural gas in the period 1945-53. 
These data show that a gradual decline occurred in the average cost 
of gas per therm in these States until 1950-51 when an upward trend 
commenced. The average cost per therm had increased in 1953 over 
1950 in California by 12 percent; in Oklahoma by 20 percent; in Texas 
by 20 percent; in Ohio by 8 percent; in West Virginia by 14 percent; 
and in Michigan by 1714 percent. At the same time the average an- 
nual unit consumption per residential customer in these States also 
increased. I believe 1954 data will show higher percentage increases 
in most States. 

This simply means the natural-gas rates in many localities have 
increased in the past 3 years in such magnitude as to have overcome 
the normal decrease in the average cost of gas per therm due to in- 
creased residential consumption and, thus the average cost of gas to 
the residential customer has been pushed in some States to a level sub- 
stantially above the level in 1950. At the same time the average cost 
of electricity, its most potent competitior for the residential market 
has been steadily declining. 


(d) Higher city gate rates causing stress to distributors may price gas 
out of market 

It is unmistakably evident, from data at hand, that the increases 
in the cost. of gas purch: ised from producers which the pipeline com- 
panies have experienced in recent years were reflected in the resale 
rates of such companies subject to the FPC jurisdiction and in the 
retail rates of the local distributors. Because of the nature of the 
pricing policies which must be employed in the marketing of gas at 
the retail level, it is inevitable that the residential customer must 
shoulder the bulk of the increased cost of gas to the local distributor. 
Dut, as a number of manufacturer gas companies found out, there is 
even a limit beyond which the little consumer can’t be pushed. Their 





-—— 


AMENDMENTS TO THE NATURAL GAS ACT Lovo 


business stopped growing, customers gradually dropped off, and red 
ink appeared on the income statement. Rate increases only acceler- 
ated the sorry situation. 

A few years ago the introduction of natural gas to the New Eng- 
land States was hailed as the best thing that could have happened 
to New England since baked beans. It was looked upon as one of the 
principal means by which the sagging New England economy might 
be lifted. Rival transmission companies fought a bitter battle in 
the press, before the FPC and in the courts, to obtain access to this 
creat New England market. The Federal Power Commission was so 
badly pressured that in a decision that was referred to at the time as 
“Solomon wise” it divided the market between these two competitors. 
The Commission found both projects to be economically feasible and 
that large economies would be made available to the distribution utili- 
ties which in turn would provide lower cost service to the public. 

The projects were built and placed in service. The initial rates 
to the distributors were substantially higher than originally proposed 
in the certificate proceedings—the result being that the antic ipated 
savings were much less than had been indicated and no appreciable 
lowering of the rates to the ultimate consumer was possible. 

Despite the higher rates, one of the companies has yet to earn its 
interest requirements while the other company never came close to 
the 6-percent rate of return it contemplated it would earn. In fact, 
it was because of its low earnings that its stockholders deemed it 
prudent in 1954 to merge that corporation into the parent transmis- 
sion company where there was a chance that the customers of the 
transmission company in other States might absorb the deficiency 
ae from the low earnings in the New England venture. 

Che distributing utilities in New England are stuck with 20-year 
contracts at whatever rates may be fixed by the Federal Power Com- 
mission. Rate increases have already been granted since the lines 
commenced operation, and another rate increase is now pending. The 
city-gate cost of natural gas is close to the cost of making high-Brit- 
ish-thermal-unit gas from oil. Further increases in these wholesale 
rates would appear to foreclose any significant demand for natural gas 
from the New England distributors in the future. Natural gas in 
New England has ‘been a fiasco and a dism: al disappointment to the 
distributors, the investors, in the transmission lines, the industrial 
firms that hoped for a lowering of their fuel costs, and, of course, the 
residential consumers who looked in vain for the promised saving in 
their gas bills and economical house heating. The record before the 
committee shows that in some other areas of the country natural gas 
has already been priced out of the industrial market. Further in- 
creases in the cost of gas will accentuate this trend and halt further 
expansion of the residential market. 

[ point out that with the producers’ prices virtually doubling in the 
last few years, they may be killing the goose that lays the golden egg. 
The experience of New England has been rather bad, and this possi- 
bility of pricing themselves out of the market is particularly great in 
the field of manufactur ing. 

As a further illustration of the serious situation facing distribu- 
tion ee even in the producing States because of the rising field 
cost of gas, I submit testimony given recently before the F ‘ederal 
Power Commission by Mr. Joseph “Bowes, president of the Oklahoma 
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Natnral Gas Co., the largest gas utility in Oklahoma. Mr. Bowes 
testified on December 13, 1954, in a proceeding docketed as G—2569, 
2570 as follows: 


Question. Well, now how would a substantial increase in the cost of gas sup- 
plied at this time affect your company, if at all? 

Answer Vell, any increase in our cost of gas we immediately have to go 
to the corporation commission and ask for an increase. Now depending on 
how ich that increase is—what effect it will have on the company depends 
to 9 creat den! on how much that increase is In other words, with our major 
dun dg customers such as powerplants, and having part of their boilers 

dy on coal, if our cost of gas goes up to where we have to charge them as 
much for gas as they pay for coal, well, we will lose that business. If we don’t 
i ‘ ill have to sell it at a price that would be a loss and ask the 
residential customers and small-business concerns to take care of the difference. 

Q tion. IT see. Now, Mr. Bowes, can you tell us what situation would con- 
frovt your company if the price of your gas were to increase 2 cents? 

Auswer. Well, the increase in the price of our gas of 2 cents increases our 
( x2 million We cannot absorb $2 million and earn anything like a 6-percent 
return Of a1 ty plant account. And you are up against two things. You are 
either going to lose your industry which can go to coal or can go to oil or you 
are going to sell it at a price that is not profitable, and in either case then 
you are going to add the rest of it to your residential customer. 


Phe residential consumer will bear all the burden of the shift from 
Yas Da k to oil or coal if industrial rates are increased, according to 
Mr. Bowes’ testimony. 

Senator Pastore. Wasn't he the one that was sold to the idea if 


he converted to natural gas, his bill was going to be smaller ? 


Senator Dovaenas. That is right, and there was testimony brought 
out by Mr. Eddins, executive vice president of the same company, 
ho testified on April 19, 1955, in another proceeding before the 
Federal Power Commission, docketed as No. G—4280, et al., as follows: 


Question. W you state what the cost of gas to Oklahoma Natural has been 
over the past several years? 

Answer. In 1951, the company paid an average cost of 5.8 cents per thousand 
cubic feet for gas purchased and since then its average cost has risen to 9.9 
cents per thousand cubic feet. The cost of gas is the largest expense to the 
company. 

* * + * . * * 

Question. What would be the impact of an increased price of purchased gas 
of Oklahoma Natural in the amount of 5 cents per thousand cubic feet? 

Answer. We are now faced with a threat as a result of the proposed pipeline 
of Natural Gas Pipeline of America that the cost of gas will rise drastically. 

Question. How substantial an increase in cost would this be to the company? 

Answer. If our cost of purchased gas were to rise 5 cents, it would amount to 
an annual increase of over $5 million in our costs, which, of course, we would 
have to pass on to our customers. 

Question. Would Oklahoma Natural be able to absorb this without further 
rate increases? 

Answer. No: the recent Oklahoma Corporation Commission orders allowed 
us a rate of return of 6 percent on an investment rate base, and we could not 
absorb any additional costs without reducing our return to a level below the 
reasonable return found by that commission. 

* oe * * * . * 

Question. If, as a matter of fact, the cost of purchased gas were to increase 
by $5 million, or $7 million, or $8 million annually, what course would the com- 
pany follow? 

Answer. Any substantial increase in cost would require the company to in- 
crease rates to its customers. Since industrial rates can’t be increased materi- 
ally for the reason I have stated the residential and commercial customers 
would have to bear the cost. 


* * * + * “ - 
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Question. What is the price paid in the southern Oklahoma area, the highest 
price? ; 

Answer. The highest price now being paid in this area for gas of comparable 
quality is 10 cents per thousand cubic feet, except for the sale of the relatively 
small volume to Signal, by Signal to Cities Service at 12 cents, which is before 
this Commission in a contested proceeding. 

Question. When should the price be controlled ? 

Answer. We think that now is the time to control this price. The Federal Power 
Commission has the jurisdiction. The volume of gas bought at the current market 
price of 10 cents is very substantial. We believe in the record in this case, the 
Federal Power Commission has a sound and proper basis upon which to act to 
prevent the spiraling of these prices, 

. should like the committee to particularly note the last question 
and the answer given by Mr. Eddins. Here is the executive vice 
president of the largest gas utility in Oklahoma advocating that field 
prices be controlled in that State by the Federal Power Commission 
so that Oklahoma retail gas rates may be protected against increases 
caused by the spiraling of such field prices. 

Further evidence of the impact of the rising field cost of gas upon 
distributing utilities and consumers in the producing States is found 
in the annual report to stockholders of Arkansas-Louisiana Gas Co. 
for the year of 1954, which states as follows: 

The serious problem of increasing costs of purchased gas, discussed in the 
annual report for 1953, became even more severe in 1954. These increased prices, 
together with increasing volumes required from purchased sources have been a 
major factor in the decrease of the company’s earnings. The systemwide aver- 
age price paid by the company for purchased gas has increased from 4 cents per 
thousand cubie feet in 1949 to 9 cents per thousand cubic feet in 1953 and in 
1954 increased to 10 cents per thousand cubic feet. The cause of this upward 
spiral is the tremendous competition for new gas reserves by the many long- 
time transmission companies serving other sections of the country, compounded 
by the fact that the development of gas reserves has not kept pace proportion 
ately with the increased demand for natural gas throughout the United States 
Competing companies are presently paying more for large gas reserves in the 
field under new long-term contracts than our company is receiving as a retail 
price from large industrial customers. This is a dramatic illustration of the 
company’s inability to maintain adequate reserves with its present rate structure. 

Senator Monronry. You don’t advocate that the Federal Power 
Commission should control the intrastate sale, distribution, and price 
of gas? 

Senator Doucias. No, we do not. 

Senator Monronry. So therefore, there is nothing in this bill, or any 
substitute bill 

Senator Doueias. Mr. Eddins may go beyond the position I take. 
But if you regulate the price of gas which goes into interstate trans- 
portation, it certainly has an indirect effect upon the price which can 
be charged for gas used intrastate. 

Senator Monroney. It would probably work out to the advantage 
of the intrastate, if it is an unregulated market, since producers would, 
I think, prefer to sell in an unregulated market than they would to be 
bothered with the reports, supervision, and other necessary redtape 
that would go along with their regulation by the Federal Power Com 
mission. Don’t you believe that to be valid ? 

Senator Doveras. I am not able to express an opinin on that 
senator. 

I hope I will not be accused of making an undue amount of argu- 
ment on this, but I hope the Senators on this committee from the pro- 
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ducing States will give careful attention to what is happening to the 

gas bills of their constituents and what is likely to happen in the 

future if the present authority of the FPC over rates of independent 

producers is repealed through enactment of the Fulbright bill. 

(e) Ewaction of only pennies from individual consumer—no justifica- 
tion for nonregulation 


From statements which have been made in these hearings, it is evi- 
dent that the produce rs of natural gas take the position that these 


drastic increases in the cost of gas to pipeline companies and to distrib- 
utors amount to only a few pennies per day or month when spread 
out to some 18 million residential customers. Somewhat the same 


philosophy of excess profits for the few. at the e arene of many was 
expressed by the majority of the Federal Power Commission in an 
effort to justify a reversal in the Panhandle ( aa e, Opinion No, 269, 
of its long-established regulatory policy. 

When it is argued that since it is only a few pennies a day, the con- 
sumers can afford ii, and therefore it is not a matter of great concern, 
this is not the point. The real point is the total that will be taken, the 
aggregates. 

All of the public way regulation in this country, whether it be 


related to the electric, gas, telephone, water or transportation indus- 
tries, — ~ in the saving of pennies ae day or month to the 
small user John Q. Public who lives on the streets of our cities 


and towns mel ae the rural roads. It is shocking to find expressed 
to this committee the idea that pennies extracted from the many, which 
means millions for the few, are a trifling matter in our national affairs. 
If such a philosophy should be given credence by this Congress, it 
would be tantamount to saying that Federal and State utility regula- 
tion is a useless burden on the taxpayer and should be abandoned. 

Senator Monroney. I hadn’t heard that voiced. I had heard it 
emphasized that the producer—— 

Senator Doveras. I have seen it in a good deal of the propaganda 
material that has been issued. 

Senator Monroney. The producers share of the gas dollar spent 
by the consumer is around 10. percent. In other words, 90 percent goes 
to the other added costs, while the raw commodity producer gets about 
10 percent. 

Senator Doveras. I have seen the argument that it is, after all, only 
a few cents a day. 

Senator Pastore. It has been developed here, too. 

Senator Monronry. Don’t you think it is important to know what 
part goes into the commodity ? 

Senator Doveras. But I say the aggregate paid by the consumer is 
also important. You can’t split up these 18 to 20 million customers, 
and 60 million gas users, and treat them individually. To understand 
the full impact of the exemption proposals, you have got to treat them 
together. A few cents a day for each of 18 million customers or for 
60 million users, will be a tremendous amount in the aggregate. 

Recent rate increases for People’s Gas in Chicago, for instance, have 
been $4,657,000 in 1953, $5 million in 1954, and $3,716,000 thus far in 
1955. 

When the Kerr bill was up in 1950, I said that a doubling in the 
rates from 5 cents to 10 cents would cost the consumers around $200 
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million a year. Now, looking back on this for a period of 5 vears, the 
costs are almost $196 million. 

You now have talk, “Well, we ought not to have 10 cents but 15 cents 
per thousand cubic feet.” . 

That is another $200 million a year. Some people are saying 20 
cents, that would be over $400 million a year. I have seen some litera 
ture claiming 24 cents. Now, 24 cents would be close to $600 million a 
year more for the consumers to pay. 
* You can say of the 60 million users that is only $10 a year per user, 
only 3 cents a day per user, it doesn’t amount to much. Well, 3 cents 

day for 365 days during the year, for 60 million people, is a tre 
inendous aggregate. 

Senator Pasrorr. It is a good way to sell vitamin tablets, but not a 
good way to sell natural gas. 

Senator Doveras. I have been taking vitamins. 

Senator Pastore. What is that, 1 cent a day—isn’t that the way 
they sell them? 

Senator Doueias. The material I have presented thus far seems 
to me to show most clearly that the increases in field prices of gas 
have already very substantially increased the cost of gas to consumers. 
These increases are beginning to price gas out of certain markets, 
and with no regulation therefore consumers of gas, distributors, and 
pipeline companies would be in for seriously increasing trouble. 


lll. THE SUPPLY OF NATURAL GAS FOR THE INTERSTATE MARKETS! A 
DIMINISHING RESERVE ? 


(@) Gas TCES8ETUVECS CONCE ntrate ad mn southwe st 

More than 90 percent of the Nation’s total gas reserves, estimated 
at 211.7 trillion cubie feet at December 31, 1954, are located in the 
seven southwest States of Arkansas, Kansas, Louisiana, Mississippi, 
New Mexico, Oklahoma, and Texas. In 1953 these States furnished 
95.19 percent of the natural-gas supply of companies reporting to 
the FPC. By far the No. 1 State in gas reserves is Texas, with 49.65 
percent. Louisiana is second with 17.38 percent. Of the approxi- 
mately 10 percent of the Nation’s gas reserves located in other areas 
California has 4.26 percent; the Rocky Mountain area, 2.78 percent ; 
and the Appalachian area, 2.4 percent. 
(b) Reserve index has declined 


While the total volume of proven reserves has increased each year 
since the committee on gas reserves of the American Gas Association 
began preparing overall national statistics in 1945, the ratio of addi- 
tional reserves added each year to the annual production for that year 
has steadily declined. In 1954 the additions to proven reserves, as 
reported by the committee, barely exceeded the net production of 
9,426,509,000 M ec. f., in contrast to the reserves added in 1953 of 


214 times production, as reflected by the committee’s report. 


(c) The great 1954 gas-reserve mystery 

This great drop in reserve additions between these 2 years is still 
a mystery so far as the public is concerned. The Oil and Gas Journal, 
in its issue of March 28, 1955, headed an editorial on the subject with 
this title, What Happened to Reserves in 1954?” The Journal took 
the AGA and the API committees to task for not disclosing the rea- 
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sons for the low figures in 1954 for both gas and oil, which, it said, has 
started speculation in many quarters. The Journal further said: 

Unofficial estimates and the opinions of many exploration men were that 
reserves had increased about as much in 1954 as they had in 1953. 

Some think the committee just plain figured wrong and underestimated the 
significance of the year’s discovery and development achievements. Others 
suggested that the group may be shifting to a more conservative method of 
estimating. Most people will realize that a large percentage of 1954’s wells 
probably tapped reserves which already. had been counted. 

Still others feel that the committee may have had some special reason for 
preferring the low side of all 1954 estimates. One such reason might be a 
onviction on the part of the committee that its estimates for 1953 or some 
prior year were out of line on the high side and should be compensated in the 
other direction. 

The Journal also thought that the joint reserves committee muffed 

big chance to serve the industry by failing to explain its puzzling 
nevures, 

Dr. Boatwright, in testifying before this committee speculated that 
this dropoff in discoveries was in some way the result of the deci- 
sions of the court of appeals and the Supreme Court in the Phillips 
een Co. case, although he stated that more wells were drilled 
in 1954 than in any previous year and that “maybe our luck was just 
not up to normal last year.” A study of the published statistics of 
exploratory drilling during the years 1953 and 1954 shows 1 at there 
was no slackening either in the number of wells drilled or in footage 
drilled month by month or week-] ry-week, More wildeat a were 
drilled in 1953 than in any previous year and the 1953 record was 
topped by 1954. The Oil and Gas Journal estimates that 1955 will 
set another new record, and so far this year the weekly published 
statistics show that 1955 wildcat completions are ahead of 1954 com- 
pleti ons. 

[ am not going to speculate as to whether the AGA gas com- 
mittee did or did not do a competent job. It is ee how- 
ever, that there is no public source of information on the Nation’s 
gas reserves and that the committee’s basic data are ke pt secret. | 
helieve that the question of the availability of natural gas reserves 
and the rate of discoveries are of such vit ul importance to this whole 
question of pending legislation that this committee should either as- 
certain directly from the AGA gas reserves committee the reasons 


behind the dropoff in the discoveries for 1954 as compared with pre- 


a 


vious years, or have the Bureau of Mines and — Fede om Power Com- 
mission wii an independent investigation of the Nation’s gas re- 


serve, furnish their own reserve estimates, and give their opinion as 
to the probable future discoveries of natural gas in the United States, 
(d) Scarcity of Jas PESETVES indicated 

If the AGA committee figures for 1954 reflect the most favorable 
relationship between discoveries and production which may be ex- 
pected in the future, there is genuine cause for concern. Everyone 
realizes that natural gas reserves are not inexhaustible. While petro- 
leum and other fuels may be imported from Venezuela, the Far East, 
or other parts of the world, the supply of natural gas must yet be 
transported through pipelines. 

Sources of gas in Canada have been tapped to supply customers 
of Montana Power Co. The president of that company recently stated 
that his company had made every effort to find additional supplies 


eae 
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of gas in Montana and northern Wyoming, but were unable to lo- 
cate a supply sufficient to make it worthwhile and needed to lMport 
more gas from Canada. Other proposals to secure gas reserves from 
— including a project of Northern Natural Gas Co., are in 

rious stages of dle ‘velopment. tg roposals have also been made to 
obtain access to gas reserves in Mexico. 

A short time ago, Mr. Ralph E. Davis, a consulting geologist of 
national repute in the field of gas reserves, testified in a proceeding 
hefore the Federal Power ( ‘omission as to the difficulty encountered 
in finding additional gas reserves. Mr. Davis testified as follows 
(in the matter of Colorado Interstate Gas Co., Docket Nos, G—2260, 
(7-25 76. pp. 677-678). 

Question, Is it your conclusion that gas is getting harder to get, more ex- 
pensive to get? 

Answer. I know that Everybody knows that, that knows the gas business. 
You just go back and look at the number of exploratory wells drilled in 1946, for 
example Less than 7.000 exploratory wells In 1953, 13,000 exploratory well 
and on the average deeper, and furthermore, more feet of hole costing lots more 
The cost of exploration for gas has become tremendously greater than it was 


10 years ago or 8 veurs ago, or even 5 years ago, and, furthermore, the results of 
drilling are far less. The amount of gas found each year per well—in 1954 
t was about GO percent as much per well as it was in 1946—-well, it was even less 


than that per million feet of hole drilled, the wells being deeper, if you only got 
GO percent as much per well, if these wells are deeper, you would get even less 


than 60 percent as much per foot of hole, so it is getting very expensive. That 
is perfectly evident when people with big money go offshore 10, 20, 30 miles 
looking for oil and gas Why don’t they stay on shore? Because the don’t 


know where to find it That is the reason. 

Officials of pipeline companies have testified in certificate and rate 
proceedings before the Federal Power Commission as to the scarcity of 
gas and the terrific competition they encounter from other gas buyers. 
These indications, coupled with the AGA committee report, point toa 
diminishing supply of natural gas in an expanding market. Unless 
the rel: tionship of supp ly to demand improves in the future and the 
owners of reserves are prevented by regulation from taking advantage 
of this scarcity of gas, the cost of natural gas in the field is bound to 
increase rapidly to higher and higher levels with consequent increases 
to the ultimate consumer. I think of what happened to the price of 
coffee not many months ago when there was a scarcity of supply, 
either real or artificial. But you can always grow more cotlee, and 
fortunately those prices have retreated again. 

But if we are dealing here with a natural resource that is diminish- 
ing in relation to annual use, and which is a necessity to many users 
and is in increasing demand, this is another strong argument for 
maintaining fair and reasonable regulation to prevent the skyrocket- 
ing of rates that would otherwise result. 


IV. COMPETITION IN THE PURCHASE AND SALE OF GAS IN THE FIELD 
IS NOT ADEQUATE TO PROTECT CONSUMERS 


(a) Major oil companies dominate interstate sales markets 
Throughout these hearings and in the copious advertising, pam- 
phlets, news articles, letters, speec Soo resolutions and other publicity 
material of the oil and gas industry, many statements have been made 
concerning the vigorous competition between thousands of producers 
to market their gas. I believe Dr. Boatwright used a figure in excess 
of 8,000 as the number of producers selling gas. This claim that com- 
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petition among producers is adequate to protect consumers against 
unfair prices is in my opinion untenable. It is one of the key issues 
before this committee. 

The latest available figures compiled by the Federal Power Com- 
mission at my request show that in the year 1953, a total of 4,365 non- 
transporting producers sold to companies reporting to the F oe il 
Power Commission 4,249,069,936 thousand cubic feet of natural gas. 
This number of producers, I understand, is subject to some a 
adjustment as the reports of natural gas companies to the Commission 
from which this information was extracted do not in all cases disclose 
the respective interests of all vendors where joint sales are made. But 
I believe it represents the most accurate information we have available 
at this time. 

The sales volumes and number of producers by size intervals are 
shown in table No. V which follows: 

[t will be noted from the table that 3,736 producers, or 85.59 percent 
of the total, sold only 2.1 percent of the total gas purchased by the 
interstate pipeline companies, while 629 producers furnished 97.9 per- 
cent of the total volume purchased. This table reveals the great con- 
centration of natural gas production and gas reserves. They are well 
within the control of a group of relatively few producers; 21 producers 
account for 52.66 percent of the gas purchased in the field by pipeline 
companies, while 174 producers make better than 90 percent of the 
sales. 

I put this table. V in the Congressional Record some days back, on 
May 11 (Congressional Record, p. 5113). It shows that 7 of these 
produc ers, the top 7, sold 31 percent of the gas purchased by pipelines 
in 1953, that the top 21 companies sold 53 percent of the gas, the top 
st, companies sold over 68 percent of the Aas, the top 62 companies 
sold 77 percent of the gas, and that the bottom 3,736 sold only 2 per- 
cent of the gas. 

The cutoff in my bill, S. 1926, exempting producers of 2 billion 
cubic feet annually or less, would leave only 174 producers under regu- 
lation, and they have sold 90.7 percent of the gas purchased by the 
interstate pipelines. 

(Table V, referred to, is as follows:) 


TABLE V.—Sales of natural gas by independent producers to natural-qas 
companies reporting to the Federal Power Commission, year 1958 








Producers Sales—thousand cubic feet | Average 

_ al ] 

S 1 (th . unm wT 

Cumula f Cu ative produce 
wali : Numt Volume ta lehunis A 

| interval 1 
Number | Percent Volume Percent 
oO r 10.000 OOK 7 7 16/1. 308. 598. 166/11. 308. 508. 166 30. 79/186, 942. 595 
50,000,000 to 100,000,00 ‘ 2 48; 928, 903, 489)2, 237, 501, 655 52. 66) G6, 350, 249 
25,000,000 to 50,000,000 ~ 39 Ss 671, 694, 706) 2, 909, 196, 36 68. 47 7, 316, 373 
100,000 to 25,000,00 2: 62 1.42) 353, 847, 849)3, 263, 044, 210 76.79) 15, 384, 689 
5,000,000 to 10,000,000 52 114 2. 61 367, 630, 122/3, 630, 674, 332 85. 45 7, 069, 810 
2,000,000 to 5,000,000 fi 7 99| 224 893, 282'3, 855, 567, 614 90. 74 3, 748, 291 
000,000 to 2,000,000 a 70, 603, 553)3, 926, 171, 167 92.40; 1,33 3 
500.000 t 1,000,000 147 37 8 AT 139, 733, 341/14, 065, 904, 50S 95. 69 O50. 566 
100,000 to 500,000 255 620 14. 41 04, 103, 641/4, 160, 008, 149 97.90 369, 034 
Under 100,00 3. 736 4. 365 0). Oo 89, 061, 787 4, 249, 069, G36 100. 00 23, 839 
Total 4, 365 4, 249, 069, 936 


Source: Federal)Power Comn yn stud 
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Mr. Dovetas. Table No. VI shows the sales of natural gas made in 
1953 bv © ep to pipeline companies classified by States and re- 


gions. More than 95 percent of the total volume of gas purchased by 
pi peline a in the field comes from the 7 Southwest States. 
Texas provided 54.37 percent of the total supply from independent 


producers in 1953. "The 4 States in the Rocky Mountain region sup- 
plied 1.26 percent and the 7 States in the Appalachian area, 3.4 percent. 

The southwest re gion is shown by the table to have 1,860 vendors 
however, as a substantial number of producers make sales in more tind 
one State, the figure of 1,860 contains many duplications—possibly as 
many as 400, It can be seen from this table that in the Appalac hian 
area, Which accounts for only 3.4 percent of the total volume purchased, 
there are located about two-thirds of the total producers selling to 
companies which report to the Federal Power Commission. 

The identity of 29 major producers who sold to interstate pipeline 
companies in 1953 in excess of 35 million M e. f. of natural gas is shown 
by table No.7. These 29 companies supplied 63.24 percent of the total 
volume of natural gas purchased in the field by interstate pipeline 
companies in 1953. “Twe nty of the twenty-nine companies are mi \jor 
oil companies and subsidiaries thereof. The y are the “Who's Who” 
of the oil industry in America. 

The Phillips Petroleum Co. heads the list with 10.77 percent of the 
total sales; 3 Standard Oil companies follow with a total of 12.62 per- 

ent: the Shell Oil Co. with 3.68 percent. These 5 companies make 
27 percent of the total sales. 
Tables VI and VII, referred to, are as follows:) 
TABLE VI.—Sales of natural gas made by independent producers in 1953 to 
natural-gas pipeline companies, classified by States and regions 


Sale Thousand cubic feet 
im be f - 
produc I 
Volume Percent 
Arh 27 9. 218. RG] ( 2 
‘ 8 1, 286, 074 10 
ur } »%. 307, 84 ] ts 
sip 2 a5, 144, BA 18 
Mi 7 09, 280, 096 4.92 
) ) $3, 052, S2t (2 
bal 2 0, 370 { 1 d 
] NEO) 4,044 5.19 
in ‘ 
I oO 7 ] ). 049 
1a s ( 4,801 14 
1 “avn 
} 4 ”) 4 0) 
I i] 118 $15,914 1. 2¢ 
ichian 
Kentucky 2 4, 185, 50 
1 land l4 024, 68 
York 12 4, 260 
. 4 85, YOO 
Pennsylvania 9038 47, S78, 834 1.12 
¥ See 2 2, 032, 405 30) 
West Virginia 1,424 7,824, 919 sf} 
otal 2, 750 144, 486, 605 3. 40 
Other States 62 6, 506, 692 15 
Grand total a 1,700 4, 249, 069, 936 LOO. 
Li than 0.1 percent 
ludes 435 duplications of producers who operate in more than 1 State, principally in the Southwest 
i Rocky Mountain regions. 


Source: Fedcral Power Commission Study, 
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TABLE VII Inde pe ndent produce rs whose sales of natural gas in 1958 to natural- 
gas pipeline companies exceeded 35 M c. f. 











Sy] tho: uy oree;r 
Numt i name of producer aabiciet rhe ma bes Cumulative 
| 

1. Phill Pe leum Co 45 10.77 10. 77 
2. Stanolind Oil & Gas Co.! 2 4.77 15. 54 
3. Humble Oil & Refining Co.? 17 4.14 19. 68 
4. Magnolia Petroleum Co. 15 3. 71 23. 39 
5. Shell Oil Co 15 3. 68 27.07 
6. Chicago Corp 15 3. 66 30. 73 
7. Gulf Oil Corp. and subsidiary 4 1: 3. 26 33. 99 
8. Atlantic Refining Co 2. 24 36. 23 
9. Shamrock Oil & Gas Corp 1, 92 38.15 
10. Skelly Oil ¢ 76 39. 91 
11, Sun Oi] Co 1. 62 41.53 
12. The Texas Co 1. 58 43.11 
13. Carthage Corp. plant | 66, 589, 144 1. 57 14.68 
14. Republic Natural Gas Co 63, 245, 423 49 46.17 
15. Superior Oil Co 62, 533, 698 1. 47 47.64 
16. Sunray Oil Corp 3.734. 890 1. 26 4%. 90 
17. Union Oil Co. of California 93, 023, 345 25 50. 15 
18. Continental Oil Co 52, 868, 918 1, 24 51. 39 
19 ut st Gas Producing Cx 50, 798, 484 20 52. 59 
a ort 48, 606, 770 14 53. 73 
2. Corp 48, 016, 833 as 4. BH 
2? 48, 002, 992 13 QQ 
23 ) 47, 761, 245 1.12 7. 11 
24. vie, J. 8. Co 46, 947, 330 ll 58. 22 
25 Associated Oil Co 45, 380, 214 1,07 59. 29 
26. Sinclair Oil and Gas Co 43, 449, 336 02 60. 31 
27. American Gas Production Co 3, 283, 875 1. 02 61, 33 
28. Southern Production Co 42, 116, 644 99 62. 32 
20. Western Natural Gas Co 39, 228, 299 2 63. 24 

Subtotal, 29 producers 2, 687, 152, 424 63. 24 
Al] 1, 561. 917 i2 36. 76 100, 00 
4, 249, 069, O36 100. 00 
Q roOuC Indi 
: lj Ss 1 Oil Co. (Ne Jerse 

Subsidiary S Vacuum Oil Co 

4 Gulf Refining Co 

5 } rv Citic » Oi] ( 

N ‘ ! i for most of the producers include some gas sold jointly th other producer 
inclu se List bove 

Source: F¢ al I Commi ) 


(6b) Effective compe tition impossible because transpor tation limited 
LO large fixe d investment in pipe lines 

Senator Doveras. This record has received testimony to the effect 
that the concentration ratios as to natural gas production are much less 
than in other extractive industries, except bituminous coal, and are 
ee ably less than in some manufacturing industries. It is claimed 
that there is plenty of room for newcomers in the producing segment 
of the gas ine lustry and that there is no evidence of monopoly. 

While these statistical facts as to concentration ratios may be cor- 
rect, they do not give any consideration to the marketing rel: ationships 
atti n the produci ing or manutacturing of those other spec ified com- 
modities or produc ts on the one hand, and natural gas on the other. 
These relationships are as different as night is from day. 

In order that a pipeline company may finance its line and any 
major ade litions thereto, it must have dedicated g@as reserves sufficient 
to fill the supply requirements of its pipeline project for a period of 
from 15 to 20 years in the future. For a pipeline with a daily capacity 
of 300 million cubic feet per day, about 2 trillion cubic feet of gas 
reserves would be needed in order to make the project feasible. Where 
can a prospective purchaser secure 2 trillion cubic feet of natural 
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ina hurry? And the pipeline promoters are always in a hurry to 
close the deal and reap their profits. ‘The answer is simple—only by 
going to the major oil compamies who control most of the gas reserves 
in the Southwest. 

This gas must be secured in large blocks in order to obtain eco 
nomical transportation costs. When the major portion of the gas 
reserves are secured and the location thereof known, the line itself is 
located so as to tie into those reserves by the most economical route. 
Moreover, because the total required reserves must usually be secured 
from several areas, controlled jointly by several large producers, the 
bargaining leverage of the buyer is greatly impaired. 

After the line is in the ground, the transmission company is com 
mitted to a general area. ‘These large diameter lines cost from $40,000 
to $100,000 per mile to construct. 

I have here a report from the Federal Power Commission on 
“Natural Gas Company Cost Units.” I read from page 3 that the 
estimated costs in 1945 and 1946 of a 26-inch pipe was $45,000 pet 
mile, with an added cost per inch of diameter of $1,725. For a 16 
inch pipeline, the cost was $25,500. 

Now, two things have happened since 1945 and 1946. First, the 
size of the pipelines has increased, the big pipelines, from 26 to 36 
inches, which in itself would send up costs by over $17,000, even on the 
basis of 1945-46 costs. Second, of course, labor costs and material 
costs have gone up. 

So I think it is pretty fair to say of the main pipelines that you now 
have costs probably running close to $100,000 per mile. You ean 
figure out the cost for the gathering lines from the various tables in 
this re port showing the cost by size, and we have here the m: ip of the 
Phillips Co. lines supplying gas to the Michigan-Wisconsin Pipeline 
Co. at the Sherman plant i in Texas. It shows 24-inch lines going down 
into the field, it shows 22-inch lines and 16-inch lines, another 24-inch 
line, and so on, and from these 1946 costs you can see that the gathering 
lines will be very costly, indeed. 

These lines cannot be moved from place to place to secure che: spe r 
gas even if the contracts with producers would permit the pipeline 
company to displace committed reserves because cheaper reserves 
might be available in another area—and of course, they do not so 
permit. 

They are tied together, once the lines are there. They are tied 
that area. 

The small producers who have reserves in » general area of the line 
cannot offer any real competition supply o r pricewise—to the major 
produc ers who control large blocks of reserves. The y generally add 
their small volumes of reserves to the projects and obtain the same 
price as did the major producer who set the price in the first place. 

Because of these geographical, time and cost factors, it is impossible 
to describe the competitive situation in the gas fields as having any re 
semblance to the buying and selling of commodities on the open 
market. 

This is the hard fact by which the claim of effective “competition” 
among produce rs of gas is refuted. If a producer of coal or fuel 
oil raises his price, a buyer can have true csr railroads or barges haul 
his supplies from another producer who charges a lower price. But, 
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if a gas producer raises his price, the expense of tearing up a pipe- 
line, or a gathering line, and laying a new one prevents the pipeline 
company from shopping around in a different field for a lower price. 

Since all elements in the gas industry from the producers and gather- 
ers through the pipeline and distribution companies to the ultimate 
consumers are bound organically and irretrievably to each other by the 
pipeline and the mains, competition cannot and does not operate to 
keep the producers’ prices fair. 

{c) Pipe line interconnections do not add compe titive factor 

Now I have some criticism of the charts submitted by Dr. Boat- 
wright. 

Dr. Boatwright, in his presentation before this committee on be- 
half of natural gas producers, attempted to deprecate the absence 
of competition by reason of the immobility of interstate pipelines, 
through maintaining that such companies have the advantage of not 
only drawing sup »plies of gas from the fields adjacent to their own 
lines, but through interconnections with other pipeline systems they 
= the competitive advantage of supplies drawn from the fields 

ached by the connecting lines. ‘To demonstrate this proposition he 
adee ed a series of maps showing what purports to be the “Supply 
Assurance Root System” for 13 major pipeline systems obtaining 
natural gas in the Southwest. 

These maps and the explanatory text leave much to be desired in the 
way of a fair presentation of the facts. 

Dr. Boatwright relies upon large blotches of black ink which en- 
omp: iss many areas having little or no gas production ; pipeline emer- 
gency interconnections and field connections for minor short term ex- 
changes of gas between companies to balance out “allowables.” No 
distinction was made between lines in the gas fields which collect the 
gas and those lines which carry the gas to communities for distribu- 
tion. No distinction was made between gas fields, which are major 
sources of gas supply, and generalized areas of production of oil and 
gaas. 

The contrast between Dr. Boatwright’s maps and the official FPC 
pipeline map, which I have here, is in this respect rather startling. 

As an illustration of what I have in mind, Dr. Boatwright shows 
the Cities Service Gas Co. system on page 62 of his prepared state- 
ment. Dr. Boatwright states: 

Supplies are secured from the Hugoton and Panhandle fields. Connections 
also exist with practically all of the gas fields in the rest of Kansas and Okla- 
homa, giving particular coverage to the production area between Tulsa and 
Oklahoma City. 

The facts are, and these can be easily checked with the Federal 
Power ape precy records, that the Cities Service Gas Co. has 
no source of gas supply in this area described by Mr. Boatwright, 
with the minor exception of 84,496 M c. f. purchased in 1953. This 
area is not now a major gas-producing area, and has not produced 
any appreciable supply of gas for many years. Some of the old 
gas fields are now being used by Cities Service to store natural gas 
so that it can meet its customers’ winter demands. The map in 
Cities Service Co.’s own annual report for 1954 does not show a gas- 
producing area from Tulsa to Kansas City. 


Wee vi 
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These maps and the explanatory text would - ite easily convey 
the impression that these pipelines are common carriers and that 
iny pipeline company can es hase gas anywhere and have it trans 
ported by the connecting ‘carriers to their own syste m. This is far 
from the fact. 

Pipeline companies are not common carriers. While some pipeline 
companies buy gas from other pipeline companies in the Southwest 
ind transport gas for other companies, this is a relatively small 
portion of the total gas transported. Such purchases and sales are 
usually on a firm tixed-volume contract basis with rates — to 
FPC regulation. The | yuyIng company has no control or voice in 
the purchase of gas reserves by the selling company. 

Furthermore I understand the pipelines are already carrying gas 
at close to capac ity. These interpipeline transactions provide no 
bargaining leverage which can be used in negotiating with the inde 
pendent producers. 

(7) Compe tition nN JAS he lds a8 he farneen bye rs S@¢ hing Jas supply 

The behavior of field prices in the Southwest in recent years is a 
matter of public record. I have already pointed to the sharp rise 
in the cost of gas to 17 major pipeline companies, which bought, in 
1955, 9O percent of the total volume of gas purchased from inde 
pendent producers by companies reporting to the FPC. Therefore, 
[ should like to call the attention of the committee to evidence dealing 
with speeifie situations: 

Mr. _— Bowes, president of Oklahoma Natural Gas Co., testified 
recently a proceeding before the FPC. The company sells only 
to eustomers in Oklahoma and is not under the jurisdiction of the 
KPC, The questions asked and the answers given by Mr. Bowes 
are as follows: 

Question. Would you state, Mr. Bowes, what the costs of your gas have been 
over the last few years? 

Answer. In 1945, until abont 1949, the price was almost steady at 5 cents. 
It may have fluctuated a little bit above, at times a little below, depending 
on how much gas of our own we produce. From 1950 to 1952, it was approxi 
nately 6 cents and since that time it has gone up to where it is now at an average 
price of 9.9 cents. 

on ao * a * * * 

Question. Mr. Bowes, in your testimony I believe you stated that competition 
for gas has raised the price of gas. Is this competition between buyers com 
peting for a supply of gas or is it competition between the sellers? 

Answer. Well, outahaeiin the competition for gas, the price of gas, has been 
brought about by the building of transcontinental pipelines into the South 
looking for gas and the tremendous market that they have up there which 
they can’t catch up with. 

Chey are all bidding against each other, and naturally any company in the 
gas business, whether you are in the transcontinental end of it or local, you 
meet the effect of that continued bidding for gas even though it is on the gulf 
coast, you meet it somewhere. 


In the same proceeding, Mr. E. A. Brown, vice president of, and in 
charge of gas buying for Lone Star Gas Co., a large integrated trans 
mission and distribution utility operating in the State of Texas, and 
also in the State of Oklahoma, testified as follows: 

* * * * * * 


Question. What has been the recent trend in field prices for gas purchased by 
Lone Star? 


63057—55 ——101 
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Answer. In the last several years, it has been a trend of continual and con- 
tinuous increases for gas bought both in Oklahoma and Texas. 

These increases have come about from operations of favored-nation clauses 
and from increased competition for supplies of gas. 


Another official of Oklahoma Natural, Mr. C. C. Ingram, superin- 
tendent of gas purchase and reserves for the company, testified in the 
same vein. The questions and answers that follow reveal what pipe- 
line companies have been faced with in recent years in buying natural 
gas reserves: 

* * * » * . 

Question. In view of the continuing gas-buying requirements of Oklahoma 
Natural, what is your opinion as to the effect of the payment of 12 cents for 
gas purchased by Cities Service Gas Co. from the Signal Gas Co. at the Fat Fox 
plant? What effect would this have on the price paid by Oklahoma Natural? 

Answer. It is my opinion that this increased price will cause an increase in 
the prices paid for gas by Oklahoma Natural. 

Question: How do you arrive at this conclusion? 

Answer. Well, as soon as a higher price is established in an area, the pro- 
ducers and people that negotiate the contract for the producers immediately raise 
their demand rates some 3 to 5 cents higher than the established price and they 
maintain constant pressure throughout the negotiation for an increased price 
above your established price, and eventually if they have no other sale of their 
gas, they will settle for nothing less than the price being paid in the area. 

Now keep in mind that I am talking specifically of reserves of some important 
size. There are some minor reserves that may be bought at a lesser price in the 
area, but they would be very minor. 

Mr. David Searls, who testified earlier before this committee, pre- 
sented to the Federal Power Commission, last January 11, the posi- 
tion of the American Petroleum Institute, Mid-Continent Gas & Oil 
Association, and eight other oil and gas trade organizations in FP(¢ 
Docket G-142. Mr. Searls urged upon the Commission that it should 
accept the prices named in all producer pipeline company contracts 
where they are negotiated at arm’s length, as representing per se, the 
“just and reasonable rate” under the Natural Gas Act. Then he de- 

cribed the competitive situation in the buying of gas. 

Mr. Searls said that the new companies must come to the southwest 
areas and see what the going price is for natural gas. He then stated: 

Undoubtedly, they would find that the price may be 12% cents or 13 cents. 
Well, can a new company come in and buy gas at that going price when it wants 
300 million cubic feet a day or 400 million cubic feet a day and wants to obtain 
that natural gas within a reasonable time? No. 

It has got to blast its way into the market, and the way to blast itself into the 
market is to offer a premium, to offer a higher price for gas. That is competition. 
That is what we are taught by all principles of economics, that competition 
requires that. 

That is one reason the price of gas has gone up. There has been this demand 
for it, new buyers coming into the market. Those new buyers coming into the 
market to get large quantities of gas have had to pay higher prices. That is the 
law of supply and demand, which is the basis for competition. 

The same trade associations filed a statement in FPC Docket R-137, 
when the Commission was considering rules with respect to the escala- 
tion clauses in gas-purchase contracts. In demonstratng “price be- 
havior” where demand exceeded supply, the trade associations referred 
to the situation in one Texas producing area in these terms: 


* * * Tn 1947, El Paso could negotiate new gas contracts at 3.85 cents. From 
1949 to 1951, new prices ranged from 5.54 to 6.95 cents. Then the pressure of in- 
creasing demand and new companies entering the region drove prices up, until 
El Paso was contracting in 1953 for the output of the Spraberry field at 10.52 
cents—almost twice the amount of the lower prices in the preceding year. 
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Again with respect to the east Texas price situation, the associations 
stated as follows: 


* * * Tn 1950 another company entered the market. This was Texas Gas 
which now accounts for more purchasers in the Carthage field than does Ten- 
nessee. * * * Texas Gas entered the market at 6.61 cents, but was forced by 
the pressure of increasing demand and competition from the other transmission 
companies to raise its price to 9.50 cents in 1952-53. At the same time, United 
hegan to pay 8.50 cents to suppliers previously receiving low prices and 9.50 cents 
for new gas. Texas Eastern doubled its prices to 11.70 and 12.70 cents on the 
newer sales, and paid about 10 cents on some of the old contracts. 


Dominating position of major producers in Panhandle-Huaoton 


fre lds 
The dominating position of the major producers in the Panhandle- 
Hugoton gas fiel ls is also worthy of notice. These two fields are 


outstanding in size, the Hugoton field being considered the largest gas 
field in the world, with a total reserve today of about 25 trillon cubic 
feet. The second largest field in the country is the Panhandle field 
with a total reserve of approximately 17 trillion cubic feet. 

These two fields which adjoin across the 3-State area of Kansas, 
Oklahoma, and Texas, contain 20 percent of the Nation’s gas reserves. 
They cover an area of about 5 million acres. From these reserves 
seven major pipeline companies receive their major, and in some in 
stances, their entire, supply of natural gas 

With such a multi-million-acre area one would expect to find a large 
number of individual iy ers taking part in the exploitation of such 
a tremendous gas reserve, but the facts show otherwise. 

According to information furnished by the Texas Railroad Com 
mission, the Oklahoma Corporation Commission, and the Kansas Cor 
poration Commission, which bodies are in charge of the regulation of 
oil and gas production in their respective States, there are only 180 
producers in these 2 fields, including 10 pipeline companies which 
have reserves of their own. 

Table VILL, which follows, lists these 10 pipeline companies and 20 
of the major independent producers which together account for 90 
percent of the total allowable production in those 2 fields for the 
month of November 1954. We find from this data approximately the 
same concentration of ownership as between the large oil companies 
and the small independent producers as appears in the national sta- 
tistics of sales to interstate pipeline companies, which I referred to 
earlier. 

However, it should be pointed out that the ownership of reserves 
by the pipeline companies and their producing affiliates in these two 
fields is a much larger percentage of the total than is found in other 
producing areas of the Southwest. 


(The table, No. VIII, follows :) 
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Senator Doveras. Where State conservation commissions have 


sought to protect the correlative rights of producers in a gas field 
through the imposition of “ratable take” “proration” regula 
he competitive factors in the purcl sale of natural 
vas have also heen minimized. 

Where the total AS production of a field is veared to the market 
demands by orders of State conservation commissions allocating such 
market demand among all of the wells in the producing field, buyers 
lose the power to bargain with individual producers since all pro 
ducers In the held are required to produce their reserves ratably and 
pipeline buyers must secure their gas requirements accordingly. 

In other words, if a pipeline company has an estimated market 
demand in a month of 500,000 M e. f. and the producers with whom 
he has contracts have an allowable production of only 400,000 M ec. f.. 
the pipeline company must purchase this additional 100,000 M e. f. 


Fu 
or 
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fron othe producers or buyers who have "eXcess allowables.” The 
peline ¢ comuany can only accept the terms dictated by the producer 
vith the “excess allowables.’ 

| do not mean to criticize the conservation commissions for allocat 
ng the allowed production of a gas field among the producers who 
have wells in such field in order that correlative rights may be pro- 
tected and assure produc ers who have been unable to secure a market 
utlet an opportunity to minimize = ainage of their share of the gas 
n the common reservoir. I think it is a proper thing to do. but 

can hardly be disputed that nade regulations do Jessen the com 
petitive factors normally found in open-market trading. 

a) Minimum wellhead price § rm pe de com pe tition 

{nother impediment to a free competitive market in natural ; 

the system of the minimum wellhead prices established by the 
onservation commissions of Kansas and Oklahoma a few years ago. 

Oklahoma initiated minimum wellhead prices on the basis of a 
; cent per thousand cubic feet minimum. Kansas followed with an 
s-cent price. Oklahoma topped this with a price of 9.8262 cents; and, 
fective January 1 of this year, the State of Kansas raised the ante 
1] cents per thousand cubic feet. 

While | certainly do not believe we can properly object to reason 
le serverance taxes in the States of production . these minimum 
rice orders obviously eliminate any possibility of pipeline companies 
rgaining for prices less than the established minimums. 
| understand that under a recent decision of the United States 
Supreme Court, Natural Gs Pip Line Company of America v. 
Corporation Commission of State of Oklahoma. et al. (23 L. W. 
3250), the authority to fix wellhead prices for sales in interstate 
ommerce for resale was held to be invalid sinee such interstate 
iles are subject to exclusive regulation by the Federal Power Com 
ssichn under the Natural Gas Act. 

If the Fulbright bill is enacted it would, as I understand it, reestab 
i the validity of their minnnum-price orders with respect to inter 
tate sales. 


ide from the dampeni ing elfect of minimum-price orders upon 

free competitive market, the promulgation of such orders raises 

«very interesting aspect of this whole question of natural-gas regula 

tion for the reason that these two producing States. in the name 

of conservation by order, abrogated all of the prices which had been 
agreed upon between the buyers and sellers. 

There has been much testimony in this record concerning the sane 
titv of contracts, the unfairness of setting aside contracts between pro- 
ducers and pipeline companies, and of depriving the producer of 
the benefits which he felt had been secured through the contract pro 
visions. But these two produc ing States set aside the contract prices 
nd substantially increase the cost of gas to pipeline companies and 
to the ultimate consumers, ap yparently without great outcries from 
the producers. 

In the hearings on the Kerr bill in the 81st Congress, the Federal 
Power Commission supplied information showing the effect of the 
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7- and 8-cent minimum fiel price orclery ae the Manse ann Oxiehome 
commissions base «| upon sale S of nature al ¢ gas in the year 1947. 

The minimum-price orders had the effect of increasing the cost of 
vas to the pipeline companies nearly $514 million annually. The more 
recent prices of 9.8262 cents and 11 cents per thousand ecubic-feet, 
when applied to the present-day volumes of gas being produced in 
the Hugoton field of Kansas and Oklahoma. show that the effect of the 
minimum- price orders has been to increase the cost of gas to the pipe- 
line companies by approximately $30 million annually over and above 
the agreed- upon contract prices. 

The Kansas Corporation Commission in its memorandum opinion 
dated December 2, 1953, setting the 11-cent price, pointed out that 
the prior 8-cent price was no longer a reasonable minimum price for 
the reason that practically all new contracts had been made at higher 
prices and many old contracts had been changed to more than 8 cents. 
[in addition. the commission stated: 

rhe field is now developed to the extent that there is not enough undedicated 
wreage to warrant any new pipelines and no reason to expect any advance 
n price by reason of competition. 


\s I previously pointed out, » Hugoton gas field is the largest 
gas field inthe world. It appears that without new pipe lines entering 
the field, some prod icer's See no reason to expect any advance in price 
by reason of competition between buyers competing for a sup 
p's of 1 an gas. Thus they seek State governmental assistance, 

place of relying upon the free competition we have been hearing 
sana I am informed that similar minimum-price proposals 
are now before the Texas Ls a ure. 

Where it is a sellers’ market, the pressure of competing buyers will 


drive the prices up. Where i rs’ competition does not operate, 
then apparently the Kansas and Oklahoma commissions have been 
trying to raise prices by legislative enactment—a “heads I win, tails 
you lose” process. 

Senator Monroney. So far as Oklahoma is concerned, that has been 
held to be unconstiutional. 

Senator Doue.as. I am glad it was, although I want to make my 
position clear in this respect, that I do not object to severance taxes. 
[ think it is proper for the States to get some revenue from the natural 
resources which lie within their boundaries. While I am trying to 
protect the consumers in the industrial centers, I certainly would not 
object in any sense to severance taxes imposed by these States and used 
for public purposes within the States. I do object to the guaranty 
of excessive profits by State action, paid by the consumers, and not 
roiling to the citizens of those States, but going to carpe thag c ompanies 
which come down there and masquerade as native sons. 

Senator Monroney. Are you referring to any Oklahoma corpora- 
tions ? 

Senator Dovetas. I launched upon this in response to Senator Ful- 
bright’s statement that it was the Yankees who were trying to keep 
the southerners down. I was not aware of the fact that John D. 
Rockefeller pulled the lanyard of the gun which fired on Fort Sumter, 


Ma 


| of 
ore 
eet, 
| in 
the 
pe- 
ove 


ion 
hat 
for 


her 


ils 


AMENDMENTS TO THE NATURAL GAS ACT 1593 


or that Sir Henry Detterding and Queen Wilhelmina, of Royal Dutch 
Shell. served in Picketts division which charged across Gettysburg 
and Cemetery Ridge, or that Mr. H. L. Doherty held the bridle of 
Traveler as Lee moved southward to stillness and tr: agedy at Appo- 
matox. 

What is happe ning is that the eastern companies come down and 
foreign companies come down into these States and are dressed up 
in Confederate uniform and are said to be native sons, and I simply 
urge my colleagues not to be taken in by that. 

Senator Daniev. I don’t know about Oklahoma, but we do have 
some native SOHS W ho are engaged | In the | yusINess, 

Senator Douauas. I have heard of them. I think I have not only 
heard of them: I have felt them. I think I have felt their marks 
upon my head. 

Senator Monronrey. I might add that Oklahoma has it share of 
native sons who are still in the oil business. 

Senator Pasrore. Are there any further questions on the Civil 
War? |[Laughter. | 

Senator Douenas. I might touch now on a very important point, 
and that is the escalation clauses in gas-purchase contracts. 

(A) Escalation clauses in Gas- pure hase contracts limit com pe titio? 

The inclusion in gas-purchase contracts of “favored nation” and 
“renegotiation” and other escalation clauses also demonstrates the 
existence of a condition in the producing fields under which producers 
dominate the gas market. 

These clauses, which did not become prevalent until about 1947, 
piac e burde ns upon the pipeline | uve rs whie h the Vv woul | be unW lin or 
to assume if they had a free choice in the matter. | erhaps the pipe 
line companies did not realize at the time the possibilities of drastic 
increases in their cost of natural gas by reason of the operation of 
such clauses. Perhaps they felt that the cost of gas would continue 
at or about the same level as it had prior to 1947, or at least that the 
rise in field prices would be gradual. 

On the other hand, there is evidence in proceedings before the 
Federal Power Commission ae that. pipeline companies had no 

choice, if they wanted natural gas, but to accede to the demands of 
prodiie ers th: at such clauses be 1 ine aie d in the oe as-pure hase contracts. 
In a proceeding before the Federal Power Commission involving 
Arkansas-Louisiana Gas Co., FPC Docket No. G—-2307, Mr. J. C 
erat vice president and director of that company, testified on 
May 11, 1954, with respect to various contracts which his company 
had eal ‘red into with producers as follows: 

Mr. Brunner. Mr. Hamilton, from the very beginning of this hearing, from 
time to time, various contracts have been referred to that contained so-called 
favored-nation clauses. Those are both in the initial contract submitted in the 
course of this proceeding and also the new contracts that recently came in. 

* a * a a Ea oe 


I wonder if you will, in your own words, state for the record the reason for 
accepting conditions of the type and character, or provisions contained in the 
various contracts with reference to favored-nation clauses, and what impact 
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those clauses, both under your initial supply submitted and on the new supply 
submitted, might have upon the cost of gas as considered and submitted in this 
proceeding 7 

Answer. Generally speaking, Mr 3runner, the reason those favored-nation 
clauses were included in the contract was because we could not get the gas with 
out them. In other words, they have come to be within the last 6 or 7 years 
a requirement of every producer when he is selling gas. 


In other words, in addition to the sliding scale of prices that is in most of 
those contracts, the producer requires you to undertake in the contracts that 
if you pay prices higher than contained in the contract at some future time, then 
you will pay him the higher prices in liéu of the prices carried in the contracts. 


Now, of course, that has been brought about by competition for the gas supplies 

the particular area that we operate in, and in other areas, too, for that matter. 

Question. In essence are you saying with regard to these favored-nation clauses 
that you had to accept them if you desired to purchase gas in such fields? 

Answer. Yes. That is true In other words, we were in competition with 
other pipeline companies for the purchase of these gas supplies and we had to 
pay the going price for it. 

Further evidence along this line is shown by the recent testimony 
be fore the . ‘eders al Powe I" & ommission in doc i tS Nos. (s 2569, G 2570. 
by Mr. C. C. Ingram, vice president of Oklahoma Natural Gas Co., 
and in athe ot purchasing g gas or that company. 

On December 15, 1954, Mr. Ingram was questioned as to why it was 
necessary for Oklahoma Natural Gas Co. to accept the inclusion of 
favored-nation clauses in their gas-purchase contracts. Mr. Ingram 
testified as follows: 

Question. You mentioned a few minutes ago the favored-nations clauses and 
the insistence by producers on their inclusion in gas-purchase contracts. Speak 
ng only now as to Oklahoma Natural, why was it necessary for Oklahoma to 
accept the inclusion of such clauses in their gas-purchase contracts? 

Answer. I would say that you have to have those in here for the same reason 
we had to pay 10 cents 

Question. Well, didn’t Oklahoma Natural recognize that by the inclusion of 
such clauses a very dangerous situation was being created as to potential in 
creases in their cost of purchased gas? 

Answer. Well, you have to weigh that danger against the danger of not having 
any gas supply and you come to the conclusion that you have to accept that 
rather than to not have gas at all. 

These pipeline companies are large companies, each with assets of 
over $100 million. Both of the companies have some gas reserves of 
their own. Both conduct their operations in gas produci ing States. 
Yet they found that the producers have the ahi hand in negotiating 
for additional gas reserves. 

We all know what those clauses are. Under the favored-nations 
clause, the price will go to the highest price in the field or area. Since 
the pipeline companies are reaching out for additional gas to satisfy 
the % mand, in order to get this gas they have to increase their price, 
and this marginal price then becomes the prevailing price, and it is 

app a not retroactively, but applied to all previous contracts. 

The favored-nation clauses, and also renegotiation clauses are in 
re et to keep the price of gas attuned to the le »vels named in the most 
recent contracts. None of the clauses, so far as I have any knowledge, 
has any provision for a reduction in price even if some other produce1 
sells his gas for less than an existing price. In other words, all « 
these clauses, as General Thomson testified before the House rei 
state and Soreiat Commerce Committee, are designed to increase the 
price. 


ot 


AMENDMENTS TO THE NATURAL GAS ACT 1595 


With favored-nation clauses and renegotiation clauses incorporated 
in most contracts, there can hardly be any real competition such as is 
normally found in a free and open market. 

[ have asked the Federal Power Commission to supply a table which 
shows the extent of these favored-nation and renegotiation clauses, 
the sale prices, and other interesting data on 1953 contracts, and while 
it is quite voluminous, it is a very important documentary source which 
I think has not been used before. I will ask unanimous consent that 
it be placed in the record. 

Senator Pasrorr. Without objection, it is so ordered. 

(The documentary data follow :) 
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Data on contracts made by interstate 


American Louisiana Pipe Line 


Co. (sellers 
Stanolind Oil & Gas Co 


Do 
Do 
Do 
Do 
Do 


Ly 


Do 


British-American Oi] Pro- 


ducing Co 


Kerr-McGee Oil Industries, 


Inc 
Gulf Refining Co 


Humble Oil & Refining Co. 


The Superior Oil Co 


Arkansas Louisiana Gas C 


(sellers): 
Hassie Hunt Trust 


D. B. McConnell 
Atlantic Refining C¢ 


Carter Oil Co 


Skelly Oil Co 


J. R. Burnham et al 


1 Amendment June 1, 1953 


AMENDMENTS 


TO 


Date of 
contract 


THE 


NATURAL 


Producing areas 





GAS ACT 


pipeline companies for the purchase of gas 


Term of contract (years 


(2 (3) (4 
June 1,1953!| Bayou Mallet Field, La 23 from June 1, 1953__.--..- 
do Iowa Field, La do a. 
do North Elton Field, La. do 
.do bavoy Field, La do 
do South Elton Field, La-- do ; 
es Welsh Field, La 2 do 
do... Cameron Field, La.-... ica 
-_ Lewisburg Field, La- do... 
do-. South Jennings, La-_- I a : | 
Nov. 6,1953 | Cameron Field, La-.- iio a a 
do a do.. 
Oct. 26,1953 | Krotz, Springs Field, La..| Life of field... 
Oct. 29, 1953 .do a 20 - | 
July 17,19533| Deep Lake; Constance | Until committed reserves | 
Bayou; and blocks 71, have been delivered or | 
76, and 149 fields, Cam- life of fields. | 
eron Parish and off- | 
shore, Louisiana. 
j 
Jan 6, 1952 | Sligo Field, La To June 1, 1980_. | 
| | 
| 
| 
| 
} 
| | 
do |- _do J oe do . Sil | 
Aug. 6,1953 | Dorchest-Macedonia, Ark.| Aug. 26, 1957, year-to-year | 
| thereafter. 
Apr. 25,1952 | Ada Field, La Jan. 1, 1958, year-to-year 
| _ thereafter. | 
May /7,1951 Athens Field, La___- To Dec. 21, 1972_..-.-- | 
| 
| | | 
Jan. 3,1952| Caddio-Pine Island, 70 Jem. 3, 1007... ccccies 


Mooringsport, La. 


under remaining Stanolind contracts may be reduced. 


Amendment June 19, 1953 
ments 


Amendment Nov. 1, 1953 


Determination of average daily quantity. 


For buyer's take in excess of daily average to protect against drainage—take 


Letter agreement re cancellation by Stanolind of contracts for prior commit- 


Suahe 


from nonaffiliated producers based on certificate filings, Jan. 1 to Dec. 81, 


Contract rate adjusted to 
16.7#-¢/M c 


Ist 5-year period 





2d 5-year period 
3d 5-year period 
I hereafter 


do 
do 
do 
do 
do 


do 


Ist 5-year period 
2d 5-year period. 
3d 5-year period. 
Thereafter 





do 


ist 5-year period -.. 


2d 5-year period 
3d 5-year period 
Thereafter 


do 


Ist 5-year period 
2d 5-year period 
3d 5-year period 
Thereafter 








do 
do 


1-6-52 to 6-1-55 
Next 5 years 
do 
do 
do 
hereafter. 
ois 
To 1-1-54 
Next 2 years 
rhereafter_. 
To 1-1-52 
T hereafter 
To 12-21-52 
Next 2 years 
do 
.do 
do - 
Next 3 years 
do 
...do 


Or 
25. 
27 


30. £ 





AMENDMENTS 





62 


69 
62 
62 
62 
62 


99 92 


23 
Ol 
79 


of 


), 28 


06 


84 


. 62 





TO 


Additions to contract 
rate for taxes 


(6 


Portion of increase 
in certain taxes, 


do 
ao 
do 
do 
do 


.do 


do 
do 


do 


-do. 


do 
do 


All gathering tax 


do 
Portion of increases 
in certain taxes. 


do.. 5 


do 


do 


? Minimum rate 2d, 3d, and 4th periods. 
’ Sept. 21, 1953 letter agreement re amount of recoverable reserves. 
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1958 


Estimated annual vol- 
umes purchased, 
M c. f. at 16.7# 


Favored-nation clauses 


\ {s 


Based on recoverabl Based on area in Louisi 
reserves. ana south of lat. 31° N 
or portion of Conti 

nental Shelf in Gulf of 


Mexico south of Lou- 
isiana 

do Do. 

do Do. 

do Do 

do Do 

do Do 

do Based on area in Louisi 
ana south of Intra- 


coastal Canal or por 
tion of Continental 
Shelf in Gulf of Mex- 
ico south of Louisiana 
do Based on area in Louisi- 
ana south of lat. 31° N 
or portion of Continen- 
tal Shelf in Gulf of 
Mexico south of Loui- 


Slana, 

do Do 

do . Based on area in Louisi- 
ana south of Intra- 
coastal Canal or por- 
tion of Continental 


Shelf in Gulf of Mexico 
south of Louisiana. 
do Do. 


Based on area in Louisi- 
ana south of lat. 31° N 
or portion of Continen- 
tal Shelf in Gulf of 
Mexico south of Loui- 


do a 


Siana 
do ‘ Do. 
do Do, 


324,850/well Based on Shigo Field. 


do Do; 
10,220,000 maximum Based on Dorchest. 
Macedonia Field 
7,193,000 


Ratably... Based on 50-mile radius 


164,250/well 
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Data on contracts made by interstate pipeline companies for the purchase of gas from 


Date of 


p ne . nan lneine areas 
Name of compan eontract Producing area 
¢ 2 (3 
Arkansas Louisiana Gas Co.—Con. 
Phillips Petroleum ( July 18, 1952 aw! lle Field, La 
Plymouth Oil Co Apr. 9,1952 | Greenwood Field, La 
Hunt Oi] Co Dec. 18,1952 | Haynesville Field, La 
Monarch Petroleun " Feb. 12,1953 | Rodessa Field, La 
Union Producing Co Mar. 26, 1953 | Santell Field, La ee 
Bart Fields do do 
Rock Hill Oil Co Sept. 16,1952 | East Carthage, Tex... 
D. Thomas & E.J. Hudson_| Sept. 11, 1952 do 
S. H. Killingsworth Aug. 11,1953 | Rodessa Field, Tex 
rhe Hunter Co Aug. 8, 1982 do 
Ohio Oil Co Nov. 20, 1952 ac 
Mid Continent Petroleum | Dec. 9, 1952 do 
Co. 


{ contract (y 


Term of ears 


(4 


20 years 


| To June 10, 1972 year-to 
year thereafter. 

| 

| Jan. 14, 1953, to Oct. 1, 1970 

| 15 years 

....| 3 years; year-to-year there- 

after | 

do 

| Jan. 14, 1953 to July 26, 

|} 1972 

| 

| do 

| 

} 

To June 26, 1958—there- 


after as long as produc- 
tion can be delivered in 


| accordance with agree- 
| ment 

To Sept. 26, 1972 
} 

To Nov. 28, 1972 

Jan. 6, 1958—year-to-year 


thereafter. 


eo 
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nona ffi cated producers based on certificate filings, Jan. 1 to De 31, 1958—Continued 





Contract rate adjusted to Additions to contract | ©Stimated annual vi 
1A” air f oe umes purel ] I rea-n mm ¢ ‘ 
16.7#-¢/M ¢ FESO 1OT COR M ec. f it 16.7# _ 
( t (7 s 
1 ears 7.50 | Portion of increases 328 OO0/well 
2d 5 year 8. a0) in Certain taxes 
‘ r y 
I reafter 10 
If reserve re deter 
1 to be 26,991,000 
M c.f prices vill be 
First 2 years, 11.0 
M ec. f. inecrea 
cents/M ec, f 
h 2 years unt 
i cents/M ¢ i 
cents/M ec. f 
ch 3 years until 
« M \ 
’ ‘ ‘ ' S44 
cents/M ¢ each 
, Dr le . 
| 2-52 ys R il j 
Next vear 9 69 
10. 83 
j 12. 2 
Thereafter 13. 39 
If proved reserves equal 
2,991,000 M ec. f. the 
prices will be 
lo 7-26-52 7. 98 
Next 5 years 10. 26 
10 10. 83 
do 12. 25 
Thereafter 13. 39 
lo 10-1-54 11.5 do 164,195/well : Based on 50-mile radiu 
Next 2 years 12.0 
do 12.5 
Next 3 years 13.0 
ck 13. 5 
do. 14.0 
hereafter 14.5 


its/M ec. f. for gas do le 








6.6 © 
delivered into buyer’s . 
line A; 5.84 cents /M 

f. for gas delivered 
into buye line C14 
H6He 
9.45 cents/M ec. f lo 328,000/well 
ac do do 
lo 7-26-52 7.98 10 Ratabl i irthage Field; 
Next 5 year 9. 69 
lo. 10. 83 
do 2. 25 

Thereafter 13. 39 

| 2} 2 7.98 Porti re € ic 
Vex » year ¥. OY in certain taxe 

d 10. 83 
i 12. 26 
Chereafte 13. 39 
» YY lf WOH) we 
‘ ( $2 } Ve 
é &. Al l " } 
y ”) t t \ 
1 rhe ¢ LO. A n 
i 10. 5O i | 
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Date of 
Arkansas Louisiana Gas ¢ ( 
Lies 0 May 29,19 
j 
' 
eR 
i 7) 
( 
Fal tt t in 
H 
i Pott 4 
& | do 
iO } j 
| 
| 
| 
| 
P lirs t ) a 
Cit rvic ( ( el J 4 
Oklat i t iS, ( 
assignment 


Colorado Interstate Gas Co. 

(sellers 
Mid Continent Petroleum | Jan, 3, 1951 
Corp 


Lario Oil & Gas Co May 29, 1951 


‘No pressure base shown in contract, 


THE NATURAL 


petine com 


panes jor 


/ 


id 
SO Fiel 
ex 
x 
i 
ld »¥ 
I t 
id 7 


Hugoton Field, Kans...-- 


do.. 


GAS 


ACT 


he purchase of gas fram 





lo 
¢ ft 
do 
2 rs, [oi 
I 
) 
r 
Lif ell 
oJa ) 
Lif f wel] 
To Dec. 2¢ 


i3 
da 
2 to July 26 
here 
y 26 442 
r thereafter 
Vvear-to-vear 


life of produc 


vear-to-vear 


| To Apr. 1, 1955; thereafter 


by agreement. 
To Feb. 14, 1967; there- 
after until terminated 


by either 


r 
t 


arty. 








nonaffiliated producers base d on certificate filings, Jan. 1 to Dec. 31, 1953 


Contract rate ad 


16.7#-¢/M c 


7.50 cents per M ¢ 
Hill zone with 
prices will be: fr 


ifter Hill zone 
rest 
Next 3 year 
do 
do 
do 


Ur 1-10-53 
Né I 2 ears 
j 
ao 
Next 3 years 
10 
I ler of term 
1 
ao 
10 
1O 








Unt 10-57 
Nex ear 
Vext 6 years 
l reafte 
Until 1-10-55 
Next 2 years 
do 
Next 3 year 
ao 
ao 


sinder of term 


t 2 years 
j 


10 

Next 2 vears 
ao 

Next 3 years 
do 


to 


{2 to 12 


26-67 to exp 


ist 5 years 
Next 10 years 


AMENDMENTS 


justed to 
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Continued 


A dditions to contract 


purchased, | I 

















umes 1 avored-nation clause 
I rate for taxes M ec. f. at 16.74 
(6 7 5 
f. without | Portion of increases 320,193/well Any higher prices in the 
Hill zone in certain taxes fle 
ym month 
10. 26 
10. 83 
11. 40 
11. 97 
12. 54 
13. 11 
13. 68 de Do 
10. 72 lo Ratabl Based Waskom I 
11. 22 
i ia 
19 
12, (2 
13. 29 
13. 72 
14. 22 s 
14. 22 do lo 
14. 22 do i 
14. 22 lo 
14. 22 ) ao Do. 
14. 22 lo do Do. 
14. 22 do Based on North | Based on 25 mile radius 
Lansing Field pur- 
chas 
do " ao Do 
do 328,391/well Jased on Carthage | 1 
a - 365,000/well Based on district No. ¢ 
u bH 
9.7 
10. 16 
10. 60 | 
11.03 
11. 47 
11. 47 do do | Do 
4 00 2, 500/well 
10. 20 | Based upon estimated | Based on 25 mile radius. 
10. 64 remaining reserves 
11.08 | 
11. 52 | 
11.95 | | 
12. 38 
12. 83 | | 
13. 27 
4.00 182,500/well 
11. 21 f any additional | 13,482,005 maximum Beginning with 3d 5-year 
12. 33 taxes levied after period, average of the 3 
13. 45 Dec. 26, 1952 | | highest prices paid at 
14. 57 residue plants located 
} in Garvin, McClain, 
| Stephens, Cleveland, 
Grady, Caddo, and 
Canadian Counties, 
Okla., but not less than 
prices shown in column 
9.16 | Portion of increases | Ratably 
in certain taxes, 
9. 16 do _ 
10. 18 


(hereafter by negotia- 


tion 


§ Original Cities Service Oil Co.’s contract with Oklahoma Natural Gas Co. dated July 21, 


Dec. 26, 1952. 


1948, and 








AMI 


Data or ntracts me 
{ iorad Inter ite Gas ( 
(seller ( nu 
sh () { 
W.L. 
{ ed | ( 


El | r ras ( 
Pec I { 
} 1 ble G ( eller 
Humble Oil & Refir 
C Oil ( 
Flour Bluffs Oil 
Ga 
( \V 
{ ( ( 
D. B.A 





NDMENTS TO 
j hy unterstate 
Date of 
Oct. 2 951 
Au 4, 1952 
I y 1952 
No 18, 1952 
ta No 19, 1952 
Der 16, 1952 
Ja 2 
Jar 30, 1953 
ept. 14, 1951° 
ept. 7,19517 
Oct 20, 1953 8 
r Ar 153 
( Sept. 18, 1953 
oO 
‘ Aug. 26, 1947 
ited Ay iY 


rH 


pipeline 


Hug 


tO 


W. Pan 


do 


Morton 


Flou 
Flour 
{ 

‘) \ 
y 

1 

‘ 
la 


NATURAL GAS ACT 


companies for the purchase of gas from 
lucing area erm of contract (year 
(A) 

n Field. Kar I Feb. 14, 1967; there 
after until terminated 
by either party 

2) years; thereafter life of 
leases 

Life of lease 

lo Feb. 14, 1967; there 
ifter until terminated 
by either party. 

handle Field, Tex. 20 years: thereafter for life 
of le ist 

do 


To Jan. 1, 1960 


Life of leases 


To Feb. 14, 1067; there 
ifter until terminated 
by either party. 

do 

fe of lease 


Co. Field, Tex Li 


1 Fiel Pex 20 years and from year 
ear thereafter 
Bluff and st Dec. 1, 1974 
Bluff Nueces 
de 
do 
ick ( 4 Dec 1. 1954 
( Ww. Li f production 
4 s te 1955 
Vv. Va 
\ ) ) 
\ \ De 


» 
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nona fiiliated producers based on certificate filings, Jan. 1 to De: 51], 193985 Continued 








I mated annu | 
Contract rate adjusted to Additions to contract aad 1 | wadenatint 
16.7#-4¢/M c. f rate for taxe M 1 TH ™ 
(6 & 
0-years... is Portion of increases | Ratably 
Thereafter by negot in certain taxe 
tion, each 5 year 
t 5 year 0.18 do du 
2a rs 1. 20 
sc ear 2. 23 
Ther ter Db 1eZ 
tion, each 5 year 
ear 13. 24 d 1 
15 ye 14. 2¢ 
8 | yea 9. 28 
4th vea 16 
Thereafter by negotia 
tion, each 5 year 
lo 2-14-67 10, 18 lo ck 
hereafter the stand- 
ird field price 
4,12 lo Ma 1 ] Bast Ii ( 
wel I 
ist 5 vears 10. 60 do 
hereafter by negotia 
tion for eacl f 
period but never less 
in 1. BS 
Prior to 1-1-57 17. 10 ce mut 
1-1-57 to 1-1+0 18. 24 u 
] year 17. 1 lo lu! 
2 yea 18. 24 imum 
i fter by ne 1a 
t hould ini 
u field price |t 
t blished then 
pric is increased 


14 certs "per M °c 


above minimur 











I 1 6-30 0. 18 ke 143,376/well Based on H yt | 
do 10, 18 do lo D 
Ist 5 years 15. 27 -do--. 10 percent all ible 
, well 
hrough 9-30-54 5.60 | Portion of increases | 3,240,000 Based on 1 
ext 5 years 6. 62 in certain taxes W | 
Next 5 years 7. 64 
ereafter &. 66 
2-1-54 to 12-1-58 15, 96 do 8,004,815 maximum Based 0 listrict N 4 
58 to 12-12 17.10 1,600,890 minimun 
4\2 to 12-1-#6 18. 24 
1-6 to 12-1-70 19. 38 
1-70 to 12-1-74 a 4 
ar ( 2 10 i ) 
i 20). 52 do lo ) 
» 1,294 M ec. f. per None 943,890 when and if | > 
20). 33 ivailable 
1,294 M c. f. per 
lay 23.19 
23. 1 ao 1,720,910 mMaximun ) 
If more than 1 well i do All availabi 
drilled per tract 20. 88 
lo 19 do | I) 
20. 8 d ] 1 1 ) 
11-1-54 to 11-1-57 18. 81 Port ( i 16,0049, ¢ t I 
ll-1 7 to 11-1-61 19. 95 in certain taxes 17,610,593 maximu 
11-1-61 to 11-1-65 21.09 
11-1-65 to 11-1-69 22. 23 
11-1-69 to 11-1-74 23. 37 


Amendment to original contract dated Mar, 2, 19% 
Amendment to contract dated Apr. 9, 1951 


63057—_55———_102 
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Data on contracts made by interstate pipeline companies for the purchase of gas from 


roducing area erm of contract (year 





oO Oil ¢ ) 1.19 Chevye ( Nebr 
( ( ( t l Life of fiel 
Hi ) ( Au \ fro July 1, 1952 
to thereafter 
J ( N ) 1952 ‘ ear-to-year there 
| Oil I \ ) Life of lease 
M 1 > f year to year there 
{ ‘ ( J ( 53 3 i. r 20 yea 
l field 
I Mar. 13, 1953 ) do 
R { Fet 1953 | Fl ng I i, Col ic 
M 2 ) Giac Field. Colo a 
\ ( | ; | Logan Count Colo Until depleted 
, ‘ ~- years 
ell Oil ( 1c lo 
ke Oil Co io 
{eDer £ B r Ju 0, 195: Ye r i 1 20 years. 
W. R. Tully, et al May 14, 1953 Weld County, Colo do 
Cooperative Refinery Asso- | Sept. 29,1952 | Hugoton Field, Kans...._| 5 years; thereafter for 5- 
ciatic year periods for the life 


of lease. 
City of Lakin, Kans... Nov. 3, 1952 do Life of lease 
Ihe ‘Texas ¢ Sept. 19, 1952 do 20 years. iF Bebe ies 
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nonafiiliated producers based on certificate filings, Jan. 1 to Dec. 31, 19538-—Continued 











Contract rate adjusted to Additions tocontract | Sete ea ae Se as 
6.7#-¢/M c.f rate for taxes aa pure ’ iVored-nation es 
M ¢ t 16.7# 
f & 
3 year 16.12 | Portion of increases | 900 M ec. f. per day for 
I ¢ ng 0.556 eac! in certa ta h 8.997.000 N 
( jin 2-vear ble 
eriod until ex i ( 
mn of contract 
R t 
6.11 
iin taxe 
my do i 
+ 1 69 1 
{ l 
} } 
y 4. 2¢ lo 3, 506/well ( 
it 
‘ but 
1 14,26 
14, 2¢ lo Ratably 
14 do do 
14 do lo 
14. 2 do 1/30 overable re B on irre 
A tic nd overriding All taxe Pro rata hare ¢ 
ties, ca head ga j buyer teral f 
capacit 
t f 14. 26 Portion of increases 82 M ec. f. per day for 50-mile radius. t i 1 
l 27 | in certain taxes each 9,820,300 M ¢ rrounding area 
1 0 Oo recoverable r¢ 
I year i erves 
1 17. 31 lo Up to 3,928 M ec. f. per 
aay, ¢ inghead gas 
ind 982 M ec. f. per 
day for each 9,82 
x00 vi ¢ [ ( 
overable reserve 
n tural gas 
17. 31 1 Up to 1,964 M e. f. pe 
lay, casinghead gas 
und 982 M ec. f. per 
day for each 9, 820, 
300 M ec. f. of re 
coverable reserves, 
natural gas 
irs Portion of increases | 982 M ec. f./day for Based on 50-mile radius 
I in certain taxe each 9,820,300 M ec. f 
rs natural gas; all of recoverable _ re 
t ars taxes, casinghead serves, natural 
Natural gas, all royal ga pro rata share of 
ties and overriding buyer’s lateral ling 
royalties; casing- capacity of casing- 
head gas. head gas 
Ist 5 years 14. 26 | Portion of increases | Ratably 
Negotiated each 5 years in certain taxes 
thereafter 
Ist 5 years 11. 20 do do 
hereafter by negotia- 
tion. 
11. 20 do do 


Up to 11-1-57 9.16 do do After Nov. 1, 1957 
11-1-57 to 11-1-62 9. 67 
11-1-62 to 11-1-65 10. 18 
Subsequent 5-year 
periods, the weighted 
average price paid by 
the other major oper- 
ition in the field 


Amendment to contract dated November 1, 1952, adding acreage 








1606 AMENDMENTS TO THE NATURAL GAS ACT 


. ’ I 
D l ni ontracts ma hy wnterstate pipeline compantes for the purchase Oo} gas 


| rask J G 
( Ler ( 
{ 8,19. Hugoton, Okla 2U years; thereafter so long 
erchantable gas i 
Uable 
( ) Li ASé 

I 1 ural G 

1 il eu ( 4 4 Chalk Field, Cameron lo N 1 $54; thence 





I Oil ¢ ( Mi & 19 j do 
rT 
R. 1 is MeDe Al 2, 1953 Acadia P 20 year 
i Oil & Gas ¢ Au 1, 1953 ield, Calca 1 Par lo June 1, 195¢ 
a 
Sulphur & Oil Cor Mar. 13 195313; Lake Arthur Field, La 
iral Gas & Oil Cory Ja 1, 1952 4) Iowa Field, Calcasieu Par- lo Jan. 1, 1972 
ish, La 
( lanka i J 18,1952 | East Mo Lake Field 20 year 
Cc A 1 Parish, I 
Louisiana Natural Gas Cory Feb. 18,1952 | Edgerly Field, La lo Jan. 1, 1972 
& Willian tal Dex 1, 1951 Egan Field, La do 
Hudson & Irwin, Crowr Feb. 18, 1953 Iota Field, La lo Jan. 7, 1962 
Central Petroleum C 
Southerr x 1D ling Co 
Melr 
Ba nD ig ¢ July 29,1952 ro Sept. 1, 1972 
il Cory Oct 27, 1952 N. Elton, La Year to year 
Refining Co Ja 26,1953 | 8S. Bell City Field, La lo Apr. 1, 1973 
Owel May 19, 1953 Maxie Field, La To Mar. 1, 1973 
ve Y 
Oil & Gas ¢ Nov. 24,1952 | Cameron C Pa... When wel lecline to 
18,353 cubi t daily 
( 9 i 10 
| 99 | } ( | do 
{ 
A 4 l ) q { I de 
j | ( 
l ; n tof Feb. 1, 1951 





AMENDMENTS TO THE NATURAL GAS ACT 1607 
nona filiated produce rs based on certificate filings, Jan. 1 to Dec. 31, 19538—Continued 


Estimated annual vol 





Y r » Y lis » j T r 
Cont am S an ot _ to ae ict umes purchased Favored-nation. clauses 
b%.4 , - M ec. f. at 16.74 
(5 (6 (7 (8 
Up to 2-1-58 11.40 | Portion of increases | Ratably 
[hereafter by negotia- in certain taxes 
tion each 5-year 
period 
Ist 3 years 11. 20 in 
ith year 11. 40 
Next 6 years the price 
is increased 228 
cents/M c. f. @ year; 
thereafter the price 
vill be negotiated 
D vears 
7.78 | All gathering tax | 3,283,900 maximum 
I. D. to 2-1-57 10.00 | Portion of increases | 229,950 minimum; | Lake Charles district 
Next 5 years... 11.00 | in certain taxes. | 459,900 maximum 
oe 12. 00 | 
Remaining term 13. 00 
do... 13. 00 do... | 361,350 minimum; | Do. 
| 722,700 maximum. | 
do.. 13. 00 do-. | 853,735 minimum; | Based on 50 mile radius 
1,313%36 maximum. 
7. 78 do... | 1,313,635 - minimum; 
1,970,270 maximum, 
I. D. to 1-1-52_. 8.5 do 853,735 minimum... Yes, after Jan. 1, 1962. 
Next 5 years 10.0 


Renegotiate thereafter. 


Ist 5 years. 10.0 394,200 minimum; | Lake Charles district 
Increasing 1.0 cent 788,400 maximum 

per Me. f. each 5 

vears thereafter 















I. D. to 1-1-57 with 1.0 10.00 do 183,960 mimimum; | 50-mile radius. 
cent per M e. f. 324,850 maximum. 
escalation thereafter. 
I. D. to 1-1-52 8.5 do 640,210 minimum; 
Next 5 years 10.0 985,135 maximum 
do 11.0 
do 12.0 
do 13.0 
I. D. to 1-1-52..-. . 8.5 do-_.-. 427 ,05( minimum; 
Next 5 years 10.0 656,655 maximum 
Balance of term. 11.0 
Ist 5 years... 10.0 do... do Do 
2d 5 years 11.0 
3d 5 years 12.0 
4th 5 years 13.0 
5. 56 ee 1,642,135 maximum... 
Ist 5 10.0 do... 496,400. minimum;:| Yes. 
2d a0 11.0 886,585 maximum. 
3d 5 yes 12.0 
4th 5 years 13.0 
do.. 13.0 do minimum; | 50-mile radius. 


1,313,635 maximum 





27.24 | None 2,511,930 maximun None. 
a 27. 24 do do Do 
ct 27. 24 do lo Do 
ao 27. 24 do do Do 
a 27. 24 do do Do 
10_. 7.24 do - do Do 
de 27.24 do do Do 


* Amendment to contract dated May 15, 1951, increasing volume 
Contract supersedes prior agreements 








1608 AMENDMENTS TO 


Data on contracts made by interstate pipeline companies for the purchase of gas from 


Date of 
contract 


Name of company 


Niagara Gas Transmission C« 


Ltd. (seller 
Marina Gathering Co Fet 6, 1953 
Kerr-MecGee and Phil- 
liy 
Phillips and Kerr-McGee do 
Ph I do 


Northern Natural Gas Cx 


(sellers): 
Phillips Petroleum Co. | Jan 1, 1953 
(Dumas 
Phillips Petroleum Co-_._- .do 
tn ‘ aii bz do 


lennessee Gas Transmission 
Co. (sellers 


Humble Oil & Refining Co Aug. 1,1952 


Do do 
Plymouth Oil Co do 
Magnolia Petroleum Co.. Nov. 21, 1952 
Sun Oi] Co ‘ Dec. 1, 1952 
Sun Oil Co Nov. 13, 1952 
Ralph E. Fair Nov. 20, 1952 
Magnolia Petroleum Co Sept. 29, 1952 
The Texas C¢ June 12,1952 
Jake L. Hamon... Nov. 17, 1952 
Heep Oil Cory Jan. 7,1953 


# Less compression cost. 


THE NATURAL GAS ACT 


Producing areas 


(3 (4 
Rollover, La ..| To Nov. 1, 1974 
Hog Bayou, La do 
West Fulton Beach and do 
Fulton Beach area, 


Texas 


Western Panhandle, Tex..| To Jan. 1, 1960 


Eastern Panhandle, Tex..| To Oct. 1, 1955 


Gray Eastern Panhandle, | To Oct. 1, 1960 
Tex. 


Gyp Hill, Hagist, Mari- | 20 vears 
posa, Pita, Rachal, 
Scott & Hopper, Sun & 


Kelsey 
Heyser (residue gas only @0...00 
Heyser | 

do To Mar. 1, 1970 

Gyp Hill... To Jan. 1, 1974 
Heyser To Mar, 1, 1970.. 
McAllen To Jan. 1, 1974 
North Keeran To Dee. 31, 1973 
Raymondvillk To Nov. 1, 1974 
Jake Hamon 20 yrs. after I. D 
Plymouth and W. Cala- |.....do. 

boose. 


Term of contract (years 





} 


AMENDMENTS TO THE NATURAL GAS ACT 1609 
nonaffiliated producers based on certificate filings, Jan. 1 to Dec. 31, 1958—Continued 


Estimated annual vol- 














Contract rate adjusted to A dditions to contract umes purchased Favored-nation clauses 
16.7#-¢4/M c. f rate for taxes M c. f. at 16.74 
(5) (6 7 (8 
I. D. to 11-1-58 18.2 Portion of increases | 18,061,295 minimum; | Based on average of 
58 to 11-1-#2 19. 3 in certain taxe 21,345,565 maximum three highest prices 
11-1-#2 to 11-1-66 20. 5 paid by anyone. 
1-66 Lo 11-1-70 21.6 
11-1-70 to 11-1-74 22.7 
do 22.7 -do do Do 
I. D. to 11-1-58 17. 10 do do Based on average of 
11-1-58 tu 11-1-62 18. 24 three highest paid in 
11-1-62 to 11-1-6 19. 38 district 4 
1-]-66 to 11-1-70 r 20. 52 
11-1-70 to 11-1-74_. 21. 66 | 
| 
Prior to 1-1-55 6 13.11 | None 12,807,850 minimum; | None 
| | 16,011,455 maxi- 
| | mum. 
1-1-55 to 1-1-57__......18 14, 82 | 
1-1-57 to 1-1-59 16 16. 53 
1-1-59 to 1-1-60____ 16 17.10 
Compression cost will be 1.254 | 
cents per M c.f. 
I. D. to 10-1-54___.-.-. 11.97 | Portion of increases | 12,807,850 minimum; Do. 
10-1-54 to 10-1-55-_-- 17.10} in certain taxes. 17,611,250 maxi- 
mum. 
10-1-55 to 10-1-58_..... 14.82 | _do Sa 9,605,705 minimum; Do. 
10-1-58 to 10-1-59___- 15. 39 | 14,408,375 maxi- 
10-1—59 to 10-1-60 15. 96 | | mum, 
I. D. to 2-1-53_. 7.23 | Portion of increases 16,010,000 maximum Based on district No. 4. 
2-1—53 to 11-1-59.-- 11. 40 | in certain taxes, Based upon esti- 
11—-1—59 to 11-1-64 11.40 | mate of recoverable 
11-1—64 to 11-1-69_. 13. 68 | reserves 
11-1-69 toexpiration... 14. 82 | | 
Date of contract to 7.12 | a Based upon estimate | Based on district No. 2. 
2-1-53 | of recoverable re- 
| 2-le-53 to 1-1-59 11. 40 serves 
1-1—59 to 1-1-64 12. 54 | 
1-64 to 1-1—69 13. 68 
1-1-69 to expiration... 14. 82 
do 14. 82 do... do Do 
do 14. 82 | do.. | do... Do 
I. D. to 2-1-53.-. - 7.23 | Gis: ; do. ..| Based on district No. 4. 
2-1-53 to 11-1-59 11. 40 
11-1-59 to 11-1-—64--- 12. 54 
11-1—64 to 11-1-69_-. 13. 68 | 
11-1-69 toexpiration... 14.82 | 
8-1-52 to 2-1-53_____-- Tit lecescOkne | do Based on District No. 2. 
| 2-1-53 to 1-1-59 11, 40 
1-1-59 to 1-1-64 12. 54 | 
1-1-4 to 1-1-69____ 13. 68 | 
1-1-69 to 3-1-70_._- 14, 82 
| I. D. to 2-1-53 Fae has. do Based on district No. 4. 
| 2-1-53 to 11-1-59 11. 40 
11-1-59 to 11-1-64 12. 54 | 
11-1-#4 to 11-1-69 13. 68 
11-1-69 to expiration 14, 82 i 
| I, D. to 2-1-53__- ae ee . | do | Based on district No.? 
2-1-53 to 1-1-59 11, 40 | 
1-1-59 to 1-1-64___- 12, 54 | 
1-1-64 to 1-1-69__- 2 13. 68 
| 1-1-69 to expiration.... 14.82 | . 
| I. D. to 9-1-52__. SOG wc. WK O Jétsc ids ..-do wasak Based on district No. 
9-1-52 to 11-1-59__. 11. 40 | 
11-1-59 to 11-1-#4__- 12. 54 | 
| 11-1-64 to 11-1-69 13. 68 | 
11-1-69 to expiration... 14.82 | | 
Delivery to 2-1-53 = SAA ene ......| 3,201,780 maximum Do. 
2-1-53 to 11-1-59 a | 
11-1-59 to 11-1-#4__._.. 12.54 | 
11-1-#4 to 11-1-69__.... 13.68 
11-1-69 to expiration... 14.82 | 
I. D. to 11-1-69........ 11.40 |.....do Based upon estimate Do. 
11-1-59 to 11-1-64...... 12.54 | of recoverable re- 
11-1-64 to 11-1-69 -- 13.68 serves 


11-1-69 to expiration... 14. 82 
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Data on contracts made by interstate pipeline companies for the purchase of gas from 


’rilling & Exploration Co 


Inc 


Heep Oil ( I et al 


Jordan Drilling Co., et al 
Che Tex Co 
Stanolind Oil & Gas Co 


Fidelity Oil & Royalty, et al 


South Texas Oi] & Gas Co 


F. M. Boykin, Jr., et al 


Easter-Wood Products Co 


Heep Oil ¢ orp 


Phillips Petroleum ¢ 


Rock Hill Oil Co., et al 


Floyd L. Karston, et al 


Austral Oil Exploration 
Corp., et al 

Sun Oil Ce 

F. A. Callery, et al 





Nov 


May 


Dec 


Nov. 
Nov. 


Mar 


Mar 


Tulyv 


Apr 


Feb 


Nov. 


Jan 


May 


Feb 


Aug. 


July 


Nov 


June 


June 


May 


AMENDMENTS 


to 


to 


6, 


TO 


1953 


1952 


, 1953 
, 1953 


1953 


, 1953 


, 1953 


, 1953 


, 1953 


, 1953 


, 1953 


, 1953 


1953 


, 1953 
, 1953 


, 1953 


1953 


THE NATURAL GAS 


Producing area 


West A oe Field, San 
Jacinto & Polk Coun- 


ties, Texas 


do 
Alamo ‘Field; 
County, Texas 


Hidalgo 


East Alice . Field, Jim 
Wells County, Texas 
Tom Graham (E. Alice 
area), Jim Wells Coun- 
ty, Texas 

Alta Mesa, Scott & Har- 
per, Brooks County, 
Tex 


W. Calaboose Field, San 
Patricio City, Tex 


do 
Plymouth & West Cala- 
boose, San Patricio City, 
Tex 
Calallen Field, Nueces 
County, Tex 


N Chesterville Field, 
Colorado County, Tex. 


Cleveland Townsite, Lib- 
erty County, Tex 
Corpus Christi Bay, 
Nueces County, Tex. 
do 
North Delhi Field, Harris 
County, Tex 


Duffy Field, Wharton 
County, Tex 

Edwards Ranch ,Victoria 
County, Tex 


ACT 


To May 11, 1973 
To Feb 
l'o Dee. 31, 1973 
1974 


lo Jan 


To June 4, 


1, 


ontract 


20 years after I 


lo Jan 


20 years 


To 


do 
do 


Jan 


1v 


afte 


19 


74 


t 


fe 


20 years after I 


do 


do 


To Jan. 1, 1974 
20 years after I 


To J 


do 


in 


1973 


1973 


I 


D 


D 


D 





AMENDMENTS TO THE NATURAL GAS ACT 161] 
naffiiliated producers based on certificate filings, Jan. 1 to Dec. 31, 1953—Continued 


‘stimated annual vol 
ontract rate adjusted to A dditions to contract Estimated annua 


° f um uurchased, Favored-natiol 
t ,>-€ M ( I ité for t xes M j f . 10 7# 
6 g 
2 to 1-1-4 6.12 Portion of increases Based upon estimate sased O1 istrict N 
54 to l Y 1. 40 In certain taxes of recoverable 
59 to 1-1-4 12. 54 erves 
64 to 1-1-09 13. OS 
1-69 to expiration 14. 82 
l 2 to 11-11-54 6. 36 ac 37,910,073 minimur Base ) ) 
1-54 to 11-1 10. 16 
] to 11-1-4 11. 20 
l 64 to 11-1-69 12. 24 
] 49 to expiratior 13. 27 
DD. to 11-1-54 4¢ ( Based upon t ( D 
4 to 11-1-59 6, 38 f rece rable re 
1-59 te 1-4 1.2 serve 
1-64 t& piratio 8. 21 
Dt 1.40 lo B ) 
i ito l 4 12. 54 
64 to 1 69 13. 68 
‘ t expir iT 14, 82 
( 14. 82 KK ( ) 
1 14. 82 do do Do 
ik 14. 82 do do 0 
l ll y 11. 40 do do Based on Disti 
1-59 to 11-1-4 12. 54 
64 to 11-1-69 13. 68 
69 to expirallo! 14, 82 
14. 82 do j ) 
1, 82 do 1 
o1 : 1. 40 do do Do 
uv t 12. 54 
1-4 t 6 13. 68 
69 to expirat 14. 82 
1). to 11-1-59 11. 40 do do Do 
1-59 to 11 64 12. 4 
1-4 to ll-l-o9 13. 68 
69 to expiratic 14, 82 
14. 82 do do 0 
( 14, $2 do aT Do 
f § to 1) $ 7.23 do do ir 
4 to 11-11-59 11. 40 
59 to 11-1-4 12. 54 
64 to 11-1-69 13. 68 
6Y to expiration 14, 82 
LD). to 11-1-59 11. 40 do do ) 
1 


1-59 to 11-1-4 12. 54 
& 


4 to 11-1-69 13. 6 
1-69 to expiration 14. 82 
Dehydration charge 25 
M c.f 
1). to 1-1-59 11. 40 do l¢ Based « Distr 
9 to 1-1-4 12. 54 
64 to 1-1-9 13. 68 
HY to expiratior 14. 82 
do 14, 82 do do LD 
do 14, 82 do do Based on District 
0 14. $2 do do Do 
D. tol 11. 40 i do B 1 ¢ Di 
1-59 t i—4 12. 54 
1-64 t 1-9 13. 68 
1+)9 to ex] mn 14. $2 
( 14. $2 ao do Ti 
( 4, 82 d do B i t 
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Data on contracts made by interstate pipeline companies for the purchase of gas from 








‘ ng area rerm of contract (years) 
tract 
| 
3 } | 
: 
og 
re G | 
( ll CS 1 
Gilcrease Oil ¢ e 26,1953 I El ¢ 0 Field 1) years after I. D 
VI n ( ntv 
2 953 5 ithw Hutch 5 S 21 19 
. 1 Campo 
W 1 lex 
\ +19 { Frel ] 2 ifter I. D 
( { ( n 
1 1] 1 =4 
( H oO 19 | \ 1 ( er I. D 
\ ‘ t 11 Ku 1 
\ ( ( t. 29.19 Ni Louise | lo 
‘ c OU 24, 1953 } loro A ] do 
| 7 
\ G & Oil Cory Oct. 15,1953 | Pelican Field, Tex lo 
N I D ( May 4,1953 | East I 1 id lo 
rhe Oil ¢ Au 19 ! la I I Co Jan. 1, 1974 
{ ( ( 9 R | l 20 yr fter I. D 
A 0 | I 10 I b Wel } ] X lo 
A n-} ha Oil Cor Ju 17, 1953 Nel ille A lex ao 
Ma iP im ¢ Ay 24, 195: La rina & La R [lo Nov. 1, 1974 
fi Fiel I'e 
D Oil ¢ | Sept 4.1953 | N. Magnolia Cit eld lo Jan. 1, 1974 
Ie 
H. R.S June 22, 1953 lo 20 yrs. after I. D 
Magnolia Petroleum Co May 14,1953 | Longoria Field, Tex--. Nov. 1, 1974 
Feo ae Jy t Rock Apr 3,1953 | Santa Anita grant, San- | 20 yrs. after I. D.-. 
hill lena Fi ld, Tex 
I I Co June 10, 1953 lo do 
B Oil ¢ é Oct 1, 1953 seven Sisters Field, Tex Jan. 1, 1974 
I ey Gas Cory} May 1953 | West Sinton, South Sin- | May 20, 1973.--. _ 
ton Field, Tex. | 
Spart Drilling ¢ et al June 15,1958 | Spartan and South Sinton | 20 years after I. D.-..- 
Fields, Tex 
Trinity Drilling C Oct 5, 1953 do Jan. 1, 1974 
Shell Oil Co Feb 1,1953 | Stedman Island Field, | Mar. 1, 1973 
lex 
30 Relle & So Relle, et July 9, 1953 17) Sublime Field, Tex 20 years after I. D 
Tide W Asso i Oil Dee. 2, 1952 Sublime Field, 7 do > 
( 
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> 


nonaffiliated producers based on ce rtificate filings, Jan. 1 to Dec. 31, 1953—Continued 


“stimated annual vol- 
Contract rate adjusted to A dditions to contract a nual V 











16.7#-¢/M c.f rate for taxes Mert a d, Favored-nation clauses 
(5 (6 (7 s 
I. D. to 1-1-59 11.40 | Portion of increases | Based upon estimat Based on district N 
1-459 to 1-1-#4 12. 54 in certain taxes of recoverabl 
1-1-4 to 1-1-69 2 GR r 
HY TO eXT ration 14 82 
I. D. to 2-1-53 7.12 lo ) , 
1-43 to 1-1 ; 11. 40 
1-59 to 1-1-64 12. 54 
1-64 to 1-1-69 13. 68 
69 tio 14. 82 
I. D. to 1-59 11. 4¢ ) ) 
1-59 1-1-4 12. 54 
4 to 1-1- 13. 68 
1+ ir on 14, 82 
io 14.8 
I. D. tol ) 11. 4 ) 0 trict } 
t 144 12 4 
4 | 69 , GR 
f ‘ ‘ 1 92 
| ) I 11. 4 or N 3 
if 1-4 12. 54 
1-64 to 1-1-69 3. 68 
l ( ypiratio 1. 82 
i 14, 82 do do Do 
14, 82 do a Do 
4. 82 do do Based on district No. 2. 
4. 82 io de Based on district No. 3. 
10 14, 82 do... do Based on district No. 2 
) 14. 82 do 3,842,355 minimur Based on district No. 4. 
4. 82 do 1,609,650 minimum Do 
4.82 do Based upon estimate Based on district No. 2 
of recoverable re 
Ser es 
do.'8 4 82 do do Based on district No. 3 
o 11-1-59 11. 40 do Based on district No. 4 
1-1—59 to 11-1-#4 2. 54 
1-1-64 to 11-1-69 13. 68 
11-1-69 to expiration 14, 82 
do . 14, 82 do do Do. 
do 4.82 do do Do 
do 4, 82 do do Do 
dc 14, 82 do do Do 
do 14, 82 do . do Do 
do 14. 82 do do Do. 
do 14, 82 do 3,842,355 Do. 
lo 11-1-59 11. 40 a 3ased upon estimate Do 
11—-1-59 to 11-1-64 12. 54 of recoverable re- | 
11-1+4 to 11-1-69 13. 68 serves 
11-1-69 to expiration 14. 82 
do 14. 82 do__. do Do 
do 14, 82 BOP do Do 
I'o 1-1-59__. 11.15 do. _.. do : Based on district No. 3. 
1-1—59 to 1-1-4 12, 29 
1-1-64 to 1-1-69 13. 43 
1-1-69 to expiration 14. 57 : 
To 1-1-59 Ws 11.15 _ do . Do 
1-1-59 to 1-1-4 11. 40 
1-1-64 to 1-1-9 . 12.54 
1-1-9 to expiration 13. 68 
I. D. to 2-1-5: 7.23 do do Based on district No. 4. 
2-1-53 to 11-1-59 - 11.40 
11-1-59 to 11-1-+4 12. 54 
11-1-44 to 11-1-69 13. 68 
11-1-69 to expiration 14. 82 | 


18 Dehydration charge .219 cents/M c. f.; lateral payment charge 2 cents/M c. f. until 1,212.000 M ec, f. 
received. 
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y ' ~2 
filiated producers based on certificate filings, Jan. 1 to D $1, 19dS Continued 
Estimated ar i 
LY t if us ( ni ‘ t 
arte ijusted ; umeé pu ‘ Favored-nation claus 
2-¢/M « x¢ M it 1 # 
f ~ 
2 2 Portior f increase Base ) : Base mn district N ‘ 
2 4 40 in certain taxe fr er 
9 12. 54 ‘ 
1-l1+H 13. 68 
‘ tio 14. $2 
2-1-53 (12 3 r ‘ 
1 11. 4¢ 
14 12 4 
) 12 @R 
18 
4. 2 20,19 B La 
2 + nas g I ¥ xas fie) 
fc . iu 
18.58 M eT 
4.2 ) it , 
! 
‘ " \I I ) 
' 
s ( 
14.2 i i 
14.2 
1.2 x40 ( 
1 1 6.08 % ( 
| “ I ‘ 
if 
4.2 3) i i mil 
‘ ~ ¢ t field 
‘ y T lal Kt ) bah " 
( IR AK N 1 
' 8 772, MK 
14 . S426 Base t j 
().228 cent pe ( 
\ l LN 
& AS a 1 
1 1] ~ 2 q ( r 
s pel 
oe I 
lt cent 
MI 
14.2 12,580,4 1 
228 t pe North W 
M earl mn bert Rane} and 
f 18.48 cent Hankamer All ga 
c.f produced | su 
from Stowell 
9 & GON de 1,067,260 M KB i or 
14. 2492 first 475,00 
CASE 2279 cent per M c.f of capacity 
M yearly to max 
ol 1s ‘ROG cent 
\i f 
] 14. 25 ck 6,724,045 M rH ase n pe 
lnecrease 0.228 cent pet rf er witl 
M yearly to max lexas railroad district 
17.67 cent sand 6 
I 
Effective 11-1-52 14. 2017 do 9,098,050 M Radiu 100 mile fr 
Increase 0.2286 cent pet point of delivery 


M f. yearly 


Amended Apr, 23, 1953 
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Data on contracts made by interstate pipe line companies for the purchase of gas from 
. Date of mn 
\ compal conti t Producing area Term of contract (vears 
*ontrac 
2 (4 
Pex I rl rr I 
( rp. ller ( 

outhwest Ga Sept. 13,1947 2 Hico-Knowles Dubach, 20 year 
Lincoln Pari La 

Dee] Oil ¢ ] ) A rneckevill Field D do 
Witt ¢ re 

( { M 19 H G Fiel lex ic 

Cocke, G I S i¢ 10 

Grego & Mussel ao 

He } d 

I i G I iu¢ M 9, 1953 eclu I Le Veca d 

( Cx J 

Cit Oil ¢ Apr. 15, 1953 Cott yood Creek, 10 ye ; year-to-year ther¢ 
} I) Witt Co., il 
I 

Jake I A 15, 1953 

Jake I l Edwin lo 1 do 

L. Cox 

Hauck B do do lo 

David L. Gord June 1,1953 | Angel City Field, Goliad | 20 years- 
Ce I 

La Gloria Corp.? . Apr. 15,1953 | § Cottonwood Creek | 10 years; year to year there- 


Field, De Witt Co., after 


Oil Corp.’ do do Se ss do 
do do do 


rrading Co 
Sunr Oil Cort a _do do 7 . do 
Seaboard Oil Corp.’ do Cs do - ns aha ere 
Texas Gas Transm ission Cort 
(sellers - r 
M. B. Chastain et al Aug. 27,1953%4| Carthage Field, Panola | To Aug. 8, 1973_. 
County, Tex. 
Elled & Hall ; Dee. 1,195] Sligo Field, La........ z 20 years _ 
SE. ( hag oul July 1,1952 | Carthage Field, Tex.......| To Jan. 1, 1973...... 
E. Carthag u July 1,1952 do ..do eel ait 
Ww. ¢ hage group July 1,1952 do_.. Senaitlect takai laa a 
Skelly Oil Ce Aug. 1,1952 a ee To Aug. 1, 1972........0s<- 


To Jan. 1, 1973... 


Plac Oil ¢ Aug 1, 1952 do 
Del Drilling Co., et al . do do on —_ ..do 
R. Lacy, Inc_. July 1,1952 |_....do odamiuhdae ‘ .do 
Sun Oil Co a do . ..do ceumnsiniatsethedl .do 
B. McConnell. - : ap) SPOR. Bas BE 1 IO, BR cceccemeoecssnens vey” WS. See 
2 Ar ied letter agreement Apr. 28, 1953. 
Contract transferred to Texas Eastern by Wilcox Trend Gathering System 


Ratan. 
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nonaffiliated producers based on certificate filings, Jan. 1 to Dec. 31, 1958—Continued 


Contract rate adjusted to 


16.7#-¢/M c.f 


Effective 11-1-52 _.....14. 2917 
Increase 0. 2286 cents per 
M c. f. yearly 

I. D. to 1 year from 
date at Ist delivery 11.4 

Increasing .2 cents each 


rtolé 





1¢ 11.4 
j 11.4 
de 11.4 
do 11.4 
i. ae r from 10.2 
te ery 
Inerea ent each 
1 10, 25 
lo 10, 26 
j 10. 2! 
I. D. to 1 year from 11.4 
late at Ist delivery 
Inc ing 0.2 cent 
each year to 15.7 
cent 


I. D. to 1 year from = 10. 25 
late at Ist delivery 
I easing to 0.2 cent 








wh year to 12.31 
cents 
lo zs 10. 2? 
lo 10 
lo 10, 25 
10. 2! 
8-8-2 to 7-31-57 10. 83 
8-1-57 to 7-31-62 11. 97 
8-1-2 to 7-31-67 13. 11 
8-1-7 to 7-31-72 14. 25 
1-1—53 to 1-1-58 10, 83 
Next 5 year 11. 97 
do » bane 
ereafter 14. 25 
Ist year 7. 50 
Next 5 vears 10. 83 
do.. 11.97 
do 13. 11 
hereafter 14. 25 
lo 14. 25 


vears 10. 83 
Next 5 years ; 11.97 
1 13. 11 
hereafter 14, 25 
do 14, 20 

t year 7. 50 
Next 5 years 10. 83 


do 11.97 
do 13. 11 


Chereafter 14. 25 
do 14. 20 
do 14. 20 

Ist year 6. 75 

Next 5 years 9. 74 
do 10. 77 
do 11.79 

Thereafter 12. 82 


#4 Amends original contract. 


Additions t« 


rate 


Portion 


ak 
ac 


do 


.do 


do 
do 


do 


of increase 
in certain taxes 


Estimated annual vol- 
ums purchased, Favored-nation clauses 
M ec. f. at 16.7# 


8,729,276 M c. f.. Radius 100 miles from 
point of delivery 


320,105 M c.f. per year | Ye 
minimum. 


Ali casinghead gas and 0 
such gaswell ga 
producer elects to 
produce under ] 
lowablk 


do 





id gas an 
uch gaswell ga AS 
producer elect to 
produce under a 
lowabl 
do Dy 
do Ly 


do 
270,100 M ec. f. per Yes 


year minimum 


All casinghead gas and  ( 
such gas-well gas as 
producer elects to 
produce under al- 
lowables, 

do D 


do Do. 


do - Tk 
do Ly 


3,121,845 minimun 
4,802,670 maximum 


1,313,635 minimum; 
1,970,270 maximu! 


29,390,495 minimum 
39,062,300 maximum 


11,862,500 minimum; 
18,250,000 maximum 

4,781,500 minimun 
7,363,875 Maximum 

9,636,000 minimum, 
14,448,900 maximum 








416,100 minimum; 
640,210 maximum 

624,150 minimum; 
959,950 maximum 





328,500 
do 
640,210 minimum 
985,135 maximum 
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nonaffiliaied producers base d on certificate filings, Jan. 1 to Dec. 31, 1953—-Continued 


Estimated annua! vol 

















‘ontrac s adiusted ti t s to cor t ; 
( ae _—— ted to ea t umes purchased, Favored-nation clauses 
: > M ec. f. at 16 7# 
(5 (6 (7 be 
Thereafter 12,82 | Portion of increase | 640,210 minimum; 
in certain taxes 985,135 maximum 
do 12. 82 do do 
do ‘ 12. 82 do 533,630 minimum; 
820,885 maximum. 
do 12. 82 do do 
do 12, 82 do 11,165,360 minimum 
17,076,160 maximum, 
Ist 5 years 10. 00 a 1,067,260 minimum; | Based on 50-mile radius, 
2d 5 years 11. 00 1,642,135 maximum 
3d 5 years 12. 00 
Remaining term 13. 00 
ist 5 years 10. 00 do.*6__. 1,067,260 minimum; Do, 
Increasing 1 cent per 1,920,995 maximum. 
M ec. f each 5 years 
thereafter. 
Ist 5 years 10. 00 do.” 256,230 minimum; | 50-mile radius 
Increasing 1 cent per 394,200 maximum 
M ec. f. each 5 years 
thereafter. 
do . 10.00 do 240,170 minimum; Do 
369,380 maximum, 
7. 78 do 200 maximum 
7.78 do minimum; 
405 maximum. } 
Ist 5 years 10. 00 do... Z minimum; | 50 mile radius. 
Increasing 1 cent per 1,313,635 maximum 
M ec. f. each 5 years 
thereafter. 
do... gee I as 320,105 minimum; | Do, 
} 492,750 maximum 
Ist 5 years — ' _ = ea lel 106,580 minimum; | Do. 
2d 5 years 11. 00 164,260 maximum 
3d 5 years 12. 00 | 
4th 5 years_--- 13. 00 | | 
edited do oni oes EE Decks catodehades 187,975 minimum; Do. 
j | 7 4,080 Maximum, | 
BS eed a adie memes ei fotuc Oss eau 656 | 
lccamian baci adaware’ or A hy eee All gas available 
| 
| | | | 





” To Sept. 14, 1959, balance of term. 
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{ ») Pipe My 4 companit XS lind j- harqaining nee A \ 
Senator Dove tas. The Fulbright bill provides that in fixing the 


rates of pipeline companies which own producing properties, the 
T> - 


Federal Power Commission must allow such companies the reasonable 

rket value of the gas in the field where produced. I shall have 
more to say later with respect to this particular section of the bill; 
but t] provision will serve as an incentive for the pipeline com- 
prude LO par higher field prices, since the higher the field price 
established, the greater their profits on their own produced gas. 

Of course, they must pay more for the gas purchased from the 
so-called ine epen lent produce rs. but these higher costs of purchased 


onus cah be passed on to the distr buting util ties In increased rates. 


sU 


Phe hiehe pl , paid for was does not become a financial burden on 
the pipeline company. It is a cost of doing business which is recog- 
ized by the Federal Power Commission and the State commissions 
properly recoverable through rates charged the dist ributing com- 
panies ind the ultimate consumers. 

Clearly the > peline companies, therefore, lack the incentives to 
make wood bargains in their purchase s of gas. 

)) WV TA tUaAtiONN present in. sale of natural gas in interstate 

commerce 

Krom my review ot the facts which have been developed, it is 
clearly apparent that we are dealing with an industry which is 
monopolistic in character from the well to the burner tip. The major 
oil companies and a few large independents by reason of the trans- 
portation and distribution system required for natural gas dominate 
the production and sale of natural gas in interstate commerce for 
resale. 

Senator Dovugnas. As I pointed out 

Senator Monroney. [ though you pointed out the danger of these 
( ompanies pi icing themselves out of the market. and certainly prudent 
businessmen would be cognizant of the fact that there is a limit to 
which prudent people will stay with gas. 

Senator Dovuaguas. In the case of the distributing companies, So far 
as industrial use of gas is concerned, my point is that even if there 
is a conversion backwards to coal or oil, that makes the burden on 
the residential consumer about whom I am primarily concerned, still 
greater. 

Senator Monronery. But there will be a point that will come where 
he will say “Nuts, [ am going to go to oil, or put in an electric 
range.” 

Senator DovucLtas. You mean the householder? 

Senator Monroney. Yes. 

Senator Doucuias. After he has invested hundreds of dollars? 

Senator Monroney. Just as he got rid of his coal furnace when he 
put in gas. Most of these people got rid of their coal heat at the 
time they went into gas, unless they were new houses, and if they 
were new houses, they got gas equipment because the gas equipment 
was cheaper than the other. 

Senator Doveras. Well, that is what we hope to prevent. 
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May I say I am interested not only in protecting the consumer, 
but also in protecting the OS industry from its own oreed. 

Senator Monronry. But the pipeline companies, under a free-enter 
prise system, these long lines are forced to be cognizant of the Py it 
they must pay for the gas as they contract for it, so they can sell 1 
c ‘heap e mnough to kee p the ir customers. 

Senator Dougeias. I haven’t noticed the pipeline companies putting 
up much resistance to these increased rates. They have gone along 
with them. The distributing companies are putting up a little resist 
ance, thank the Lord, but I haven’t noticed the pipeline companies 
putting up any resistance, 

Senator Pasrorr. The re lationship is so far removed, the distribut 
ing’ compa Ly is W: LV at the end where the ‘Vv are CONSUMING, and the 
produc Ing IS Wi ly al the end where they are produce Inge, and you dont 
vet that relati ionship, or intimacy of negotiation, which would be up 
to date. It mieht be too late. 

Senator Doucnias. That is correct. 

Senator Pasrorr. The harm might be already done. 

Senator DouGcias. That is correct. 

I must t disagree complete ly with the conelusion expr ssed by Dr. 
Boatwright that there is no evidence to indicate monopoly control on 
the part of producers. J] think that the type of mon opoly to which 
Dr. Boatwright must have reference is the type which is prohibited 
by the Sherman and Clayton Antitrust Acts where there is present 
conspiracy in restraint of ss The mere monopoly—dominance 
of a market—by a single or a relatively few suppliers does not neces 
sarily constitute a violation of the Federal antitrust laws. We are 
dealing here with a limited supply of an exhaustible fuel resource 
which is almost entirely in the hands of a relatively few corporations 
and which is distributed by a pipeline system from which there is no 
escape. This is a public-utility situation in which the residential 
users have no adequate substitute. The normal laws of competition 
just do not operate. Regulation is the only answer. 


V. OWNERSITIP OF NATURAL GAS RESERVES 


Unfortunately there is not available to the public any complete 
analysis of ownership of the Nation’s gas reserves; however, it is 
possible from reports made to the Federal Power Commission by 
pipeline companies and from other published sources to secure a 
substantial amount of data as to the ownership of gas reserves. 

Reports made to the FPC for the year 1953 by natural-gas com- 
panies show that they held reserves under lease, in fee, and gas rights 
totaling 19,889,191,388 thousand cubic feet. They also had available 
from the producing affiliates and under contract with nontransport- 
ing producers 104,977,886,364 M c. f. or a total of 124,867,077,752 
Mec. f. A few companies did not make a complete report of their 
reserves and, therefore, the above figures are slightly understated. 
From other published sources, it appears that the produci ing affiliates 
of pipeline companies own gas reserves approximating 8,250,000,000 
M c. f—thus, pipeline companies and their affiliates own gas re- 
serves approximating 28,139 million M ec. f. or about 22.5 percent 
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of the total reserves available to them in 1953. In terms of the AGA 
committee reserves estimate at December 31, 1953, the reserve avail- 
able to the pipeline companies reporting to FPC, owned and under 
contract, amount to 59.0 percent of the total national reserves. 

There was placed in the record of the hearings before the House 
Interstate and Foreign Commerce Committee by the Federal Power 
Commission, data showing ownership of gas reserves by pipeline com- 
panies, producing subsidiaries and nontransporting producers aggre- 
gating 91 trillion cubic feet. From studies which I have had pre- 
pared, I am able to supplement these reserve estimates to some extent 
and to account for the ownership of natural-gas reserves aggregating 
127,393,800,000 M e. f. or 60.3 percent of the Nation’s estimated proven 
gas reserves. 

The picture of gas-reserves ownership which thus emerges, although 
admittedly incomplete, is not far different from the prior analysis of 
producers’ sales to interst ite pipelines. It is a picture of relative 
domination of the Nation’s natural gas reserves by the large oil com- 
panies and a few major gas producers. 

{ Repor ted owne rship of natural gas reserves by certain corporations, 


follows:) 


Reported ownership of natural gas reserves by certain corporations 


. Trillion 
Nontransporting producers: cubic feet 
Humble Oil & Refining Co batts ‘ ee 
I OO a saniiny eaciathaa suiase gibutooehienin avaiinies a 13. 200 
The Texas Co Se ee a eenaciatanes dnpieheninncbdkaceseatenbe mere 
Standard Oil Co. (Indiana) iced sek oe asia hidosahona tte hcdheosuinchan istcdecaiitnletctns. We 
Socony-Vacuum Oil Co__---__-~- Chica Siplchde ben mile denlem aap cabin oea + PL 
Standard Oil een of C alifornia__. laa ie ial cet ees « Cees 
Pure Oil Co ss elaehisine etddiliai - - i. ua allieaigndimibadedi: cotta sila 3. 700 
Shamrock Oil & Gas Co_ Sesras aed casa Mnibecemaeionisiai hadi dbidescenceaakbieeep aii: "a 
Sn Pn Oi eh ee hci ied dh hatin be tbibmibcitnthiiiedicanda Cae 
I a 2. 200 
Ma a i he scab thai 2. 180 
I ata cusieniidadeaiabikencan | Ee 
RE EN I ica acetates tact eae scene easel iaim a al coca aaron cues ae 
Tidewater-Associated Oil Cc a iaieas scissotsacti teaclerien capita Gaiam dae se aensens aie adiereniacemenne 1. 758 
Sinclair Oil & Gas Co_______~- sili a Nita a a can, 
Union Oil Company of ¢ ‘alifornia cries en bce eh aetepemlaescebaD heats isiesrdarcthdidenantomstocanodi 1, 621 
ne: IO A a og a En ele ee ek ak 1. 552 
SN MRE ND scsi es daercrarcdephacpaisbgch hac tirete kone eackbln stewie acai pi ealessalasteteaiinnhie 1, 454 
ID Sm A od iat hel em eluant 1, 446 
ST er ed ew eh mts cones addi napa 1. 278 
ORDER Gir TAD I antec tend nee haters a> cco ooncealcina sedate a 1. 100 
Tinea PURINE EIU RUDI CO le 1. 004 
IE enn: I i a a ie . 950 
In ek i aaa 
nn UIT i . 596 
Union Sulphur & Oil Co____-_______- pateactee nee LE hs . 530 
Hugoton Plains Gas & Oil Ns theca Killa ecinibtliciid coke sthssntaste ie sited ble a dao . 500 
PEE ec ae ny A a ee sii dead, Doe lalate tease . 405 
Im al ek ee . o24 
Subtotal _ ee ee a oa es E iia \akodl eendaeal ocala 

Other companies reporting reserve ownership CO Pei a ae 


Total reported____--~_-- peice naasuadl cope mair—ntbenrhieee mae 
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Pipeline companies and affiliates: 
Be ano macure: Ges (0. ..3.~.0<-.na5 ee es +.461 
United Gas Pipeline Co__ ae = an t. 000 
Panhandle Eastern Pipeline Co 3 
Colorado Interstate Gas Co__- 


536 


> OOF 
Cities Service Gas Co_-_-_- i ie a tl asics " 2. 0386 
Natural Gas Pipeline C ompany of America 1.532 
Northern Natural Gas Co : 1. 500 
Columbia Gas System i och lbh eye — re ; 123 
Arkansas-Louisiana Gas Co ae é ; 951 
Lone Star Gas Co : ; TOO 
Kentucky-West Virginia Gas Co ‘ pd . 652 
Mountain Fuel Supply Co_- - patesile 607 
Southern Natural Gas Co 73 
Other companies__ a Rahs eors aa j 3. 363 


Total reported ‘ 


im coat 28. 139 


IMPORTANT NATURAL GAS PRODUCERS FOR WHICH GAS RESERVE OWNERSHIP DATA ARI 


LACKING 

J. S. Abercrombie Husky Oil Co. 

Amerada Petroleum Corp. Hugoton Production Co. 
American Republics Corp. H. L. Hunt 

American Gas Production Co. Louisiana Land & Exploration Co, 
Carter Oil Co. La Glovia Corp. 

Chicago Corp. C. H. Lyons 

Cities Service Oil Co. Mid-Continent Petroleum Co. 
Combined Carbon Co, Republic Natural Gas Co. 

H. R. Cullen Seaboard Oil Co. 

Dorchester Corp. Shell Oil Co 

Fullerton Oil Co. Signal Oil & Gas Co, 

Glassell & Glassell Southwest Gas Producing Co, 
Gulf Oil Corp. Sun Oil Co. 

Hamilton Gas Corp. Superior Oil Co. 

Heep Oil Corp. Texas Gulf Producing Co. 
Honolulu Oil Co. Texus Pacifie Oil & Gas Co 
Houston Oil Co. United Carbon Co. 


Senator Monronery. At that point, would you agree that the re 
serves would have to be, if they are going to be useful to the pipeline 
companies, have to be some 2%) or 25 times the annual withdrawal rate? 

Senator Dougias, That is my understanding. 


VI. WHAT WILL HAPPEN TO GAS PRICES IF CONGRESS EXEMPTS PRODUCERS 
FROM REGULATION ? 


(a) Field price s will increase unless restrained by rt gulation 

The evidence is conclusive that producers’ prices will continue their 
climb to higher and higher levels unless restrained by the Federal 
Government. 

[ have previously pointed to the lack of competition and the con 
centration of production and gas reserve ownership within a rela- 
tively small group of major oil companies and large gas producers. 

I have also shown that demand is exeeding supply, and the evidence 
indicating that it is likely to do so in the future. We have seen the 
average cost at the wellhead of natural gas in the Southwest increase 
from approximately 5 cents per thousand cubic feet in 1947 to approxi- 
mately 10 cents in 1953, with prices on new contracts ranging from 15 
to 24 cents. These increases occurred in the absence of Federal con- 
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trol because of the Federal Power Commission’s inexcusable, self- 
imposed d ental of jurisdiction. Wi] bat basis is there to assume that like 
increases would not continue in the future? 

Certainly, the producers intend to seek higher prices. And some 
officials of ne producing States say that gas is presently underpriced, 
and there should be further increases in field prices. 


(7) Produce rs seek and é epect hiaghe Prices mn future 


Gen. Ernest O. Thompson, chairman of the Texas Railroad Commis- 


sion, is reported by the Oi] and Gas Journal to have told the Independ- 
ent Natural Gas Association in september 1953 


that a fair estimate of the going price for gas reserves in Texas today is prob- 


ably 12 to 15 cents per thousand cubic feet and this ought to rise by another 5 


cents per thousand, 

Such increase, the general said 
would amount to about 25 cents in a month, or less than 1 cent a day to the 
household consumer. 

That is one ease w here the effect of this exemption is minimized by 
pointing out it is only a small amount for each consumer. 

General Thompson is also reported to have urged the transmission 
companies to continue the program of renegotiating contracts to estab- 
lish higher field prices for gas 

One of the industry trade magazines, Gas Age, editorialized on Feb- 
ruary 10 of this year, as follows: 

\s we see it, gas is generally underpriced at the well, at the city gate, and at 
the burner tip. 

Dr. Richard J. Gonzales, director and economist for Humble Oil & 
Refining Co., told the American Power Conference at Chicago, I1]., on 
Mareh 25, 1954, that strong demand under existing circumstances will 
continue to produce upward trends in price until competitive balance 
is attained. He said, the circumstances which resulted in ridiculously 
low prices were temporary and no longer exist. 


Present cost of coal and oil to consumers and other factors indicate that aver- 
age field prices of about 20 cents per M ec. f. on new contracts may be required 
he sa A. 
to balance the supply and demand. 

That would be an addition of 10 cents to the present average, and an 

added cost of about $450 million, assuming that only that field price 
increase is passed on to the consumer, and if you have additions along 
the line. it would be $450 million plus. 
Producers maintain that owas in the field should be valued on an 
equivalent heating value basis with crude oil. rE hus, 1 ina rate ine rease 
proceeding pending before the easy ted Commission, Sunray 
il Co. claims that the gas which it delivers should have a current 
value in excess of 40 cents per ML c A srithout making any allowance 
for the superior value of gas as a fuel. 

\ somewhat more modest claim was made by Mr. Thomas D. Bailey 
of Oklahoma City, Okla., a producer of gas and oil, who recommended 
to the Federal a ver Commission in Docket R-142, that it should 
adopt the competitive fuel price method in fixing rates of gas pro- 
ducers. Mr. Bailey was quite candid in stating: 
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Of course, this would necessitate increasing of present field prices to 25 cents 
or more per million B. t. u., approximately 1,000 cubie feet, at the present time 
which amouts to almost tripling the present average price received at the wellhead 
for gas produced in the United States. 

It wouldn't be quite t rip ling, it would be about two and a half times, 
but if that were carried into effect, it would mean over $600 million 
additional taken from the consumers of the count ry. 

(c) Re etd ntial CONSUIMELP has LO ¢ He ( tive CS¢ ape from monopoly gas 
prices 

In the absence of Federal control, how high will field price rise? On 

is point the joint statement filed by the American Petroleum Insti- 
tute, Independent Petroleum Association of America, Mid-Continent 
Oil & Gas Association, and seven other oil and gas trade organizations 
with the Federal Power Commission in Docket No, R-137 a few months 
ago, furnishes some assistance. 

In referring to price advances if demand outruns supply, these 
organizations stated in their brief on page 44: 


However, in most markets there would be some ceiling on rising price, both 
the initial and any subsequent rises, based on the amount the customer is willing 
to pay in relation to the price of competing products. If there is no close sub- 
stitute for the product, then this ceiling may be very high. Fortunately for the 
consumer this is not the case in the natural-gas market, since coal and heating 
oil offer direct active competition. 


This statement completely overlooks the fact that the gas customer, 


and I am speaking of the residential customer particularly, is a captive 
customer who has already made an expensive investment in a range, 
water heater, gas furnace, or other appliances which will burn neither 
coal nor oil, Thus, he has no practical protection against price rises 
by turning to other fuels. 

(7d) Re gulation is essential for consumer prote ction 

Natural gas is not a luxury, it is a necessity in the daily lives of the 
people of America, just the same as electricity, telephones, and water 
‘These services are furnished by utilities, and if a citizen needs them 
there is only one place where they may be obtained on a practical 
and economical basis, and that is from the local utilities. It is true 
that candles and oil lamps can be used for light in place of electricity. 

And, it also m: L) be possible for a citizen to buy Wi ae in bottles or 
toown his private well. But, it is well recognized that these substitute 
sources for the commodities purchased from the local utilities furnish 
no real or practical protection for the consumer against unreasonable 
utility rates 

Regulation is necessary for tha protection. It is precisely for the 
same reason that regulation of natural gas at the production, trans- 
mission, and distribution levels, is necessary. 

Again I repeat, coal, oil, and electricity may be substituted for 
natural gas, but after the consumer has made his investment in gas 
appliances, he cannot, unless well-heeled, junk such appliances and 
install equipment to utilize other fuels. 

[ may say if he tried to do so, he would hear from his wife, also. 

The suggestion which my goed friend, the junior Senator from 
Arkansas, made to the effect that gas is a luxury, not a necessity, and 
that the millions of families using gas for cooking 
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have an alternative. They have got coal and oil * * * if they don’t like the 
price of gas 

simply denies the need for any regulation of utility rates in this 
country. 

The protection afforded to the gas consumer by regulation is demon- 
strated by the comments of Dr. Boatwright, page 24 of his statement, 
that the industrial buyers have been willing to pay higher prices for 
natural gas than the regulated prices to utility distributors which he 
Says 

* * would indicate that the regulated prices for sales to utilities are lower 
than prices based on competition among fuels. 

This admission completely answers the conte ntion that the gas con- 
sumer is “best protected by a competitive market.’ 


(é) Produc rs stand to collect billions in profits if gas industry bill 
is enacte d. 

In its report on the Kerr bill, S. 1498, 81st Congress, the Federal 
Power Commission in 1949 estimated that a 5-cent increase in the field 
cost of gas purchased from ey ope producers would cost con- 
sumers over $130 million a year based on 1952 volumes, I estimated 

$200 million. 

I have already shown that 17 pipeline companies are paying on the 
average, more than twice as much for 1,000 cubic feet of gas as they 
did in 1949 when the Commission made its report. 

On an annual basis, their cost of purchased gas has increased since 
1948 by $196,149,896. Interstate pipeline companies purchased 
4,055,962,575 M c. f. in 1953 from southwest nontransporting produ- 
cers at an average cost per thousand cubic feet of 8.72 cents. Another 
5-cent increase as suggested by General Thompson could cost con- 
sumers over $200 million per year. 

If the 20-cent price mentioned by Dr. Gonzales becomes the average 
field price in the Southwest, gas consumers would pay an additional 
$450 million per year. U nder Mr. Baile *v’s desired 25-cent field price, 
consumers would pay an additional $660 million a year to the south- 
west produc ers. 

Huge profits are at stake in these legislative proposals to nullify 
effective natural-gas regulation. The industry’s $1.5 million plus 
“educational campaign” is a minute fraction of the annual rake-in, 
which will be available to producers if they succeed in their objective. 
It is no wonder that big oil companies are working and spending to put 
these bills through Congress. 


VII. REGULATION OF PRODUCERS IS FEASIBLE 


(a) FPC has had a great deal of experience in regulating producing 
compan 8s 

Testimony has been given by proponents of this legislation to the 
effect that regulation of nontransporting producers is infeasible; that 
the cost of regulation will be “staggering” and the benefits “negative.” 
I cannot agree with these assertions. 

First of all, it should be noted that for 16 years the Federal Power 
Commission has had subject to its jurisdiction and has regulated a 
large number of natural-gas companies who are engaged in the explor- 
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ation, development and production of natural gas in most of the same 
areas and fields in which the nontransporting, or so-called indepen- 
dent, producers conduct their operations. 

In addition, several natural-gas companies have producing com- 
pany subsidiaries or affiliates. At the end of 1952, 46 natural-gas 
companies reported the ownership of 30,046 gas wells. es Dac 

So far as can be ascertained, producing affiliates and subsidiaries 
own about 1,900 gas wells, making a grand total of 31,946 gas wells, 
or approximately 49 percent of the total number of gas wells in the 
United States. Thus the Commission is not without considerable 
experience in dealing with a major portion of the production segment 
of the natural-gas industry. 

[ cannot honestly claim to have a great deal of faith in the present 
Federal Power Commission, with the exception of one Commissioner, 
Mr. Draper. It seems to me to have ducked and delayed in perform- 
ing its duties in the Phillips case. 

It has junked longstanding, proven ratemaking procedures in the 
Panhandle case, the effect of which is to give the pipelines a killing. 

It joined in the successful efforts to reduce its own jurisdiction in 
the Hinshaw bill. And now, again, we find it pushing the legislative 
program of the oil and natural-gas industry in recommending the 
Harris and Fulbright bills. It is hard to believe that a Commission 
set up to protect the public should have become so fully the servant 
of the industry it was supposed to regulate. 

Nevertheless, it is the only instrument we have to carry out the 
essential purposes of the Natural Gas Act. We are compelled there- 
tofore to use it. And if it will but learn from its own experience in 
fair and reasonable regulation of companies that do some producing of 
natural gas, it can successfully regulate the interstate sales of the non- 
transporting producers who are now seeking exemption. 

I believe there is always a chance for human redemption, and I 
believe there is always a possibility that the members of the Federal 
Power Commission can improve. 

In addition to that, we hope that after 1956, there may be an injec- 
tion of new blood into the Commission of a superior nature. 

Senator Purrety. It may be just different ewe} not new blood. 

Senator Doueias. May I say in this connection that the group which 
tries to stymie regulation is not wedded to any one political party. 

They operate through both political parties, and the record of my 
party was not a perfect one in these respects. 

(6) Regulation of producers now well under way 

Shortly after the Supreme Court handed down the Phillips decision, 
the Commission promulgated rules dealing with independent pro- 
ducers. Originally issued as order No. 174, these rules have been 
subsquently modified and improved by later orders, order No. 174—C 
being the most recent. Basically these rules did two things: First, 
they provided for the filing by each producer of his contract with the 
pipeline company or other buyer covering those sales which he made 
in interstate commerce for resale. Certain supplemental information 
was requested for the purpose of establishing the rate being charged 
on June 7, 1954, as the initial lawful rate. The rules also provided 
means by which supplemental changes in contract rates could be filed. 

The second basic requirement dealt with certificates of public con- 
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venience and necessity which are required under section 7 (c) of the 
Natural Gas Act. The rules provided for the making of applications 
in the nature of “grandfather” applications covering the sales being 
made on June 7, 1954. Moreover, the producers were classified by 
size, the producers selling less than 1 million M ec. f. annually being 
required to file only a simplified form in applying for certificates of 


convenience and necessity. 


Independent or nontransporting produce ‘rs were relieved by such 
rule from compliance with the accounting and reporting requirements 
of the Comimission’s existing rules. Undoubtedly these rules can be 
further simplified and improved. The Federal Power Commission 


at the present time has instituted ar dlemaking procedure dealing with 
the definition of “working interests” and allied subjects. Despite the 
failure of the Commission to obtain additional stat! for this work, I 
understand that remarkable progress has been made in processing the 
many thousands of rate and certificate filmes made by producers in 
he last 6 months 

\ccording to a press release of the Commission issued on March 10, 
1955, 10,000 rate schedules of producers had been processed and the 
situation was current. This means that producers selling to pipeline 
companies or others in interstate commerce have on file at the Federal 
Power Commission a legal, effective rate. 

Of some 5.700 applications filed for certificates of convenience and 
necessity, 550 | ad been processed by February 23, 1955. Since each 
certificate ap plication requires a mandatory hearing, more labor is 
required for processing such applications than is required for rate 
tilings even under the simplified prov edure now being used. However, 
the backlog is being cleared up according to my information, as many 
certificates are being issued each week. 

According to the latest information available, producers have filed 
as of March 1, 1955, 2.247 changes in rates. This should not be under- 
stood as indicating that producers in that number have filed rate in- 
creases, since I understand that under the ae method used by 
the Commission, many changes have been filed by large producers, 
which make numerous sales to one or more sesriiin COIRpSInes in 
different fields. Of this large number of requested changes, the Com- 
mission suspe nded 78 of the increases ¢ Leg rege iting’ $11. 17 1200, and 
pe rmitted the balance of 2,169 changes aggregating $17,722,867 to go 
into effect without suspension. I understand that the latter increases 
cannot be set aside except after proceedings conducted under section 
5 of the Natural Gas Act. and then only prospectively. Rate in- 

‘reases under suspens ion when finally ae ted upon by the Commission 
are subject to revision from the date they became effective, and re- 
funds are ordered if the Commission finds that they were not justi- 
fied in whole or in part. Chairman Kuykendall testified before the 
Ilouse committee that a the Harris bill were enacted, the suspe nded 
rate increases aggregating $11,174,200 would automatically be 


granted. 
(c) FPC can determine produce r’s cost 

I see no particular problem involved in determining the cost ex- 
perienced by a producer in acquiring , developing, and producing a 
gas supply. The Federal Power Commission staff made an investi- 
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gation of Phillips Petroleum Co. and determined what its profits were 
from its gas business. The Chairman of the Commission furnished 
me with an exhibit in that case which showed a rate base for the com- 
pany’s gas department and its earnings. I also was advised by the 
Chairman that Phillips kept its books on a cost basis and measured its 
profits by relating them to net investment. 

Kach producer must keep records showing capital investment, de- 
preciation, depletion, and operating costs to comply with the Internal 
Revenue Code. 

[ don’t think the producers are really concerned about the impos- 
sibility of ascertaining the true facts. I suspect they are really con- 
cerned lest such facts disclose the existence of exorbitant profits. I 
am sure that the competent staff of the Federal Power Commission 
can solve the many problems which have been aired in these hearings 
by the proponents of this legislation. Most of these so-called prob- 
lems have probab ily been solved in the course of the regulation of pipe- 
line companies which own reserves. 


(7) R qulation will giv ancentive to producer and ASSUT' him far 
propit 

[ believe the greatest incentive which can be given the producer to 
induce him to engage in exploratory work is the assurance of the 
recovery of the costs incurred therein, plus a reasonable return on the 

capite al which he invests, commensurate with the risks taken. 

The rate of return must reflect the degree of risk inherent in the 
producing business. Constitutional standards require that the return 
be suflicient to take care of the capital costs of the business, assure 
confidence in its financial integrity, and induce the attraction of the 
necessary capital on reesonable terms. 

[ would think from the nature of the produc! ing business that the 
rates of return would be expected to be higher than those normally 
thought of for gas and electrie distribution utilities, as [ have said 
before. I would not want to see the producers treated unfairly, nor 
do I think there is the slightest probability that they would be so 
treated. Surely the history of regulation of the utility industries, 
particularly of the companies regulated by the FPC, shows that the 
companies have become prosperous, their securities are in demand, 
and their financial reputations are high. The dire prediction of dis- 
aster if producer rates are regulated appear to be in the same class as 
those which were made when the Holding Company and the Federal 
Power Acts were before the Congress 20 years ago. 


(e) Threats of withholding, gas from interstate markets now shop- 
worn 

The argument has been advanced before the committee that the 
producer will seek intrastate markets and will refuse to sell his gas in 
interstate commerce so that he may escape Federal regulation. The 
argument assumes that a market for an additional 4 trillion cubic feet 
annually already exists in the producing States or is capable of being 
developed. I would certainly agree that a producer who has not 
already committed his reserves to the interstate market should have 
the free choice of deciding whether he wants to engaged in interstate 
commerce. The producers have preferred the interstate markets be- 
cause of the assured income over a long period of years. Such long- 
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term assurances are not easy to obtain from most industrial enter- 
prises. 

I do not expect that the threats now being made will be carried 
out if this legislation fails. I can recall that similar threats were 
made at the time the Moore-Rizley and Kerr bills were under con- 
sideration. Statements were made by producers that they would not 
sell another foot of gas unless those bills were passed. But they did. 
Such threats have become rather shopworn. Producers are in busi- 
ness to make money and to make as much money as possible in produc- 
ing and a yplying an essential commodity for home use. rea- 
sonable businessman will refuse to sell his product simply because 
his prices are controlled by the ¢ lenaninai and the possibility is 
present that they might be less than his idea of the top price. 


lian Pipeline compant S haw ( rpanded the ir production and explora- 
tory a tivities under FPC re gulation. 

Doctor Boatwright concludes, page 2 of his prepared statement, 
that the Commission’s actual experience in regulating the pipeline 
companies which own reserves shows that under such regulation— 
production not only declined as a percentage of an expanded market, but actual 

olume of output declined. 

The facts upon which Mr. Boatwright apparently relies for his con- 

clusion are disputed by the official figures of the F ederal Power Com- 

mission. According to data furnished me by the Commission, which 
I placed in the Congressional Record on May 1, 1955, the production 
by interstate pipeline companies and their produci ing affiliates in the 
Southwest in the year 1947 was 627,023,015 M « f. while in 1953 it 
had climbed to 953,613,075, an increase of 52.09 percent. For the 
whole country—excluding the Pacific coast the increase is 30.95 
percent. This certainly does not indicate that the volume of output 
has declined as charged by Doctor Boatwright. 

It is true that the relative position of the pipeline companies and 
the affiliates in the interstate supply picture has declined from 43.28 
percent of the total in 1947 to 21.53 percent in 1953, but this cannot be 
taken as proof that FPC rate regulation was responsible. Similar 
declines in percent of produced gas occurred with respect to pipeline 
companies in the Southwest who were not subject to FPC rate regula- 
tion. 

Senator Dantet. You do agree, do you not, that the pipeline com- 
panies who are producing their own gas have declined in relative posi- 
tion with the total natural gas being ‘marketed ¢ 

Senator Doveias. That is correct, from 43 percent to 21 percent. 

Senator Dantet. Have you examined these figures that were sub- 
mitted by Dr. Boatwright. where he said 

Senator Doveras. My figures are from the Federal Power Commis- 
sion, itself, in the Congressional Record at page 5113. 

Senator Danre.. I wonder if they were based on the same thing. 

Senator Doveras. IT would have to ask the Commission as to that. 

Senator DanreL. Do you know what they were based on ? 

Senator Monroney. He has shown 21 percent. 

Senator Dantet. He shows 10.5 percent in 1953 of the total natural 
gas marketed is actually produced by the pipeline-owned wells. 
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Senator Doveras. This comes from the Federal Power Commission, 
The heading is “Source of Gas Supp ly of Natural Gas Companies 
Reporting to the Federal Power Commission. 

Senator DANiIeL. Your figures show what ? 

Senator Doueas. A decline to 21.5 percent of the total gas supplied 
to the interstate pipelines. 

Senator Danre,. Can you explain that decline if it was not because 
of discouragement because of the utility rate price fixing on what the 
companies could expense for their production 4 

Senator Doveias. In my judgment, several factors were responsible 
for this decline. In the early days of the pipelines (1926-40), it 
was not possible to finance these lines unless the ownership of the gas 
reserves was in the hands of the pipe ‘line companies, Therefore the 
prenenn rs of these lines arranged for the outright purchase of large 

blocks of reserves from the major oil companies. Some of the oil 
companies were jon promoters of the projects and transferred a 
portion of their gas reserves to the new venture. 

For instance, fhiai is how Natural Gas Pipe Line C ompany of Amer- 
ica, Which was the first pipeline company reaching the Chicago market, 
secured its gas reserves. 

After the passage of the Natural Gas Act brought stability to the 
piyeline industry, it became possible to finance new lines where the 
gas reserves were deliverable under long-term purchase contracts. 
The Federal Power Commission accepted these contracts as adequate 
proof of gas supp ly, and the *y were likewise acce pti able to the bankers. 
There was no need for the pipeline companies to acquire reserves by 
leasing, exploration, and development, although a number of them 
carried on such activities for the purpose of adding to their reserves. 
The oil companies were not anxious to sell their reserves outright, 
because they lost the benefit of the statutory depletion tax allowance 
and the revenues from liquid hydrocarbons associated with the gas. 
Were the pipeline companies to have purchased the reserves outright, 
the great amount of additional capital required to finance the project 
would have added to the promoter’s problems. 

Some people, including the majority of the FPC have seized upon 
the decline in the relative position of pipeline-owned production as 
proof that FPC rate regulation was responsible, but the facts and 
reasoned logic belie the assertion. 

I think the best evidence that pipeline companies are expanding 
their ownership of natural gas reserves and that the “efforts to dis- 
cover new reserves by these “regulated companies” has not been “re- 
duced almost to the vanishing point” as claimed by Dr. Boatwright 
is found in the reports of natural gas companies to the Federal Power 
Commission which show that the funds expended directly for ex- 
ploration and development activities by the interstate pipeline com- 
panies have substantially increased over the years, as shown below: 


cl | RE ER CEES ee ga re ee O64, CGT, 000 | 2OAB inset eons «ik + S106 000 
ee ie ok is --.- 8,426,000 
DN tha i teat gs tp stele 5, oh. ere 
SO cnt deterinictign dae we 5, 913, er a re 9, 047, 000 
PP het de tinictet tito ? 8 i ees ee ee 12, 915, 000 
Sees lhcb tice k. Aas he NO Pe aa Sc iach ances aie ca cncgrigne 14, 905, 000 
Wikis ia eeatak kk icc ht ind es 7, 624,000 ————_—____. 
sci ih a eis ce a , 977, 000 POs Sata 117, 438, 000 


OPIN skier ities tenreninin eet tiles 7, 728, 000 
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These sums do not include the funds expended by the affiliated pro 
ducing companies, complete data for which are not available. How- 
ever, expenditures by one affiliate in 1953 amounted to more than $4 
million. The amounts shown also do not include the very considerable 
sums expended for salaries and expenses of the geological and leasing 
departments, administrative expenses, and taxes. 

The contention of Dr. Boatwright that regulation as practiced by 
the Federal Power Commission did stifle the initiative and reduce 
supplies is not supported by the facts. 

Senator Danrex. Isn’t it true that had the producers sold their 
reserves outright they would not have had to pay taxes on 75 per- 
cent? In other words, on a capital sales basis, they would have had 
to pay income tax on only 25 percent; isn’t that true? 

Senator Doveias. Wouldn’t they have lost their depletion allow- 
ance ¢ 

Senator Dante.. They would have gotten a much greater allowance 
if they sold their total reserves in the ground. That is the point I men- 
tioned a moment ago. If they sold their total reserves in the ground, 
instead of by the month, they would take capital gains tax; wouldn't 
they ¢ 

Senator Dove tas. What you are saying is that they would get the 
financial advantages from taking the capital gains tax ré ather than 
corporate income tax, minus depletion ? 

Senator Danrev. That is right, which would be much greater. 

Senator Dovueias. Well, Senator, you know more about the industry 
than I do. I am not going to go into that argument. 

Senator Dantre.. But you know more about our tax laws than I do. 
You were serving on the Finance Committee—— 

Senator Doveras. And I was unsuccessful in being named to that 
committee. That was an aspiration not consummated. 

Senator Dantet. I still say you know more about our tax laws than 
I do. 

Senator Douaetas. Senator, I will fall back on this, and it is not 
a retreat through weakness at all, that what has happened is that it 
is no longer necessary for the pipeline company to have gas reserves 
under their ownership in order to finance themselves. Therefore they 
do not have to float such large bond and stock issues just for financing 
the pipeline, since they are not required to own reserves. And there- 
cs the nature of the industry has changed so that it is easier to 
finance smaller blocks with the producers, the nontr ansporting pro- 
ducers owning the reserves, rather than the pipeline companies them- 
selves. 

I want to point out, however, that on an absolute basis, the pipe- 
line companies have been increasing their reserves. It is merely that 
they have not increased as rapidly as the nontransporting producers. 
Absolutely, they have gone forward. 

Senator Dantrev. Well, now, are you sure of that, Senator? I don’t 
know, of course, whether these figures are correct, but they have had 
these figures that say that the production of regulated companies did 
not maintain a trend in kee sping with market growth, which you say. 

Then it goes on to say, in fact, actual output declined from 1945 
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through 1949, strengthened slightly in 1950, and 1951, and then re- 
sumed its decline. 

The proportion supplied by all regulated companies has declined 
from approximately 25 percent of marketed production in 1945 to 
10.5 percent in 1953. 

Senator DouGLas. Senator, my table which is taken from the Fed- 
eral Power Commission’s studies—and I will pass it up to you—shows 
in 1947 the pipeline companies and their affiliates had 891 million 
Me. f. That rose to 1,167 million in 1953, or rose by about 30 percent, 
but the industry, itself, was growing so rapidly that relatively speak- 
ing, they declined. 

Senator Danie.. And these companies have not kept up with the 
trend of the industry. 

Senator Dove.as. That is correct. 

Senator Dante. Wouldn’t you attribute some of that to the fact 
that prior to the Panhandle decision they were regulated on a cost 
of service basis on their production facilities, as well as the rest of 
their facilities ¢ 

Wouldn’t you attribute some of this great decline, or failing to 
keep up with the trend, to the fact that the ‘y were SO regulated as a 
utility ? 

Senator Dovenas. I can’t pronounce definitely on what their 
psychology has been, Senator. I can only say that it is less expensive 
for them to put the pipeline in without their own reserves, making 
their problem of financing easier. Yet in spite of that fact, and 
though they have been regulated, their expenditures for exploration 
and developments have increased gre atly. 

I call your attention to the fact that in 1950, they spent $7.5 million, 
and in 19538 doubled this expenditure, in 3 years. 

Sein Daniev. But you haven't included the exploration—you 
have made no effort to separate-——— 

Senator Dovetas. The figures haven’t been available, I don’t think. 
We have been lucky to get these. 

Senator Daniret. You don’t know how much is attributable to in- 
creased cost of operation: do you? 

Senator Doveias. No, but it is only a space of 3 years in which their 
outl: ays have doubled. 

Senator DanteL. This we do know, the interstate pipeline compa- 
nies which have their own production have declined, or at least they 
have not kept up with the trend. 

Senator Dovueras. Only relatively, Senator. They have gone up 
absolutely 30 percent. 

Senator Dante... They have not kept up with the trend though. 

Senator Doveas. I say that is not due to regulation, but is due to 
the fact that it is now easier for them to finance—they won’t have to 
borrow as much money, or float as much stock now—when they merely 
have to finance the pipeline. ; 

When they had to finance both the pipeline and the acquisition of 
reserves, and drilling of reserves—— 

Senator DanteL. You do not think that prior to the Panhandle deci- 
sion the fact that the Commission was regulating or expensing this 
on a cost of production basis had anything to do with it ? 
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Senator Doveras. Well, I see no proof of it, and the absolute in- 
creases by the pipelines and their affiliates ty in my table occurred 
hefore the ] Leg? andle decision. 

Now, let me, if I may, turn to this table on page 5112-1: } of the Con- 
gressiona] aad, t: aking the Southwest only, and that shows in 1947 
that the pipeline companies- — ; 

Senator Monroney. That is not in your statement; is it? 

Senator Doue.as. We will submit the table, Senator. It was in the 
Congressional Record for May 11, 1955. 

If you take the Southwest area only, which is the principal area of 
gas production, you will find that in 1! a the pipeline companies and 
the; ir affiliates eer 627 million M ec. f.; that in 1953 they produced 
953 million M ec. f., or an increase in ae terms of 52 percent. So 
in that area it is “> mere ly an increase of 30 percent ; it is an Increase 
of 50 percent. : 

Of course, the gas purchased from nontransporting producers in- 
creased by 300 percent, so that the share of the pipeline companies went 
down. 

It is not regulation that has caused it to decrease, but the different 
method of financing. 

Senator Monroney. That is one idea that can be drawn from it, 
but those that are familiar with the drilling of gas wells in this type 
of case would be doubtful that that is the major cause, that the idea 
of the public-utility return does not appeal to them to invest their 
money in that w ay. 

Senator Doucias. Why would they be spending more, then, for 
exploration ? 

Senator Monronry. We had such terrific demand that they have 
got to have some assurance of their own gas. If their take goes up, 
say, by 5 or 10 times, they have got to enlarge their own gas supply 
that they have to a certain degree, but they are not doing it com- 
parable to what they formerly did, and I believe anybody familiar 
with drilling gas and oil wells will agree that the utility return would 
be more responsible for it. 

Senator Doveias. They are doing more in absolute terms. 

Senator Danie.. Your figures on increased expenditures cover only 
the period from 1939 to 1946—I beg your pardon, they go through 
1953. 

As between 1947 and 1953, you only have an increase of about—— 

Senator Dove.as. It remained stationary from about 1944 to 1950, 
roughly. The big increase has come since 1950. And it occurred prior 
to the Panhandle case decision in 1954. 

Senator Monroney. Of course, you had inflation there, too. 

Senator Dante. From 1947 to 1953, it looks like about the differ- 
ence between the value of the dollar. 

Senator Dove.as. No, there has been roughly an 11 percent increase 
in the general pr ice level since 1950, the average of 1947-49. We had 
a big increase in the price level in 1946 and early 1947, but after prices 
leveled off, the increase came in the months from June 1950 to March 
1951. 
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Senator Danie.. Of course, you are giving your opinion of what 
caused the pipeline companies to decrease, or fail in keeping up with 
the trend. 

Senator Doucias. That is correct. I have given my opinion and 
it is an honest opinion. 

Senator Dantev. You do not deny, of course, it might have been for 
the reasons testified to before the committee 4 

Senator Doue.as. Truth takes on different forms, or seems to. 

Senator Pastore. You don’t deny the fact that the Senator from 
Texas has a different view ? 

Senator Dovueias. No, I do not. 

Senator Dantev. In all fairness, Mr. Chairman, it isn’t any view 
l am talking about. I am talking about the testimony of the repre 
sentatives of these interstate pipe line ¢ ompanies who said that because 
they were being regulated on a utility basis on their production that 
they simply did not find it profitable to continue producing as they 
had before. 

Senator Doveias. May I say this: I don’t think, since I have been 


a Senator I have ever impugned anyone’s motives. 1 am not impugn 
ing the motives of these a but I say they are interested parties. 
It is to their advantage to be able to get an unregulated, virtually 


unregulated price at whic > they can charge in the natural gas whic “ 
- y supply to themselves, and therefore, in this respect, their interes 
are close ly paralle ‘| to the interests of the 1 nontransporting producer ers. 

The nontransporting producers don’t want their interstate sales 
to be brought under regulation. The pipeline companies don’t want 
to have prudent investment applied to them. They want to have a 
so-called fair market price, which means simply we can charge to our- 
selves whatever the others are able to get. So naturally, these gentle 
men have glasses on when they look at these sets of facts. 

The facts I have cited to you showing their increased production 
and expanded exploration activities, even under regulation, come from 
their own reports to the Federal Power Commission. 

Senator Pastorr. I don’t want to be unfair, but I am perfectly will- 
ing to admit that the position taken by the Senator from Texas has 
some plausibility, but I understand the Senator from Illinois doesn’t 
want to admit it, and I think we ought to proceed from there. 

Senator Dove as. I will admit there is plausibility to it, but I don’t 
think there is much sound reason in it. 

Senator Pastore. Well, I think we ought to leave it that way and 
proceed. 

Senator Dove.as. Let me strike that. I think there is plausibility 
to it, but I have cited facts which I think lead me to a different con- 
clusion. 

2 he table to which I have referred in the preceding discussion is as 
follows: 


63057—55———_104 
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(q) Ee xe mption from Fede ral re gulation oO} small produc ers is in the 
public interest 


Senator Dove.as. I turn now to this part of my testimony dealing 
with S. 1926, which I introduced on May 11, 1955. The purpose of 
this bill is to exempt from Federal regulation producers of natural 
cas whose sales in interstate commerce for resale are less in the ag 
vregate than 2 billion cubic feet of natural gas a year. 

Enactment of this bill would remove from Federal regulation im 
number more than 96 percent of the producers who made sales to 
interstate pipeline companies in 1953. While it would remove all 
but approximately 175 producers from regulation, it would leave 
subject to regulation the interstate sales of pane rs who in the 
aggregate sold in excess of 90 percent of the natur: al g ras sold in inter 
state commerce In 1953. 

Karher, I presented three tables, Nos. V, VI, and VII, which re 
lect certain facts dealing with the sales of natural gas by producers 
to interstate pipeline companies. Ll will not ee here such testi 
Inony except to pot out that a study made | \ the Federal Power 
(‘Commission shows that 4,365 producers sold natural gas to interstate 
pipeline companies in 1958, but that the amount sold by each of 4,191 
producers was less than 2 billion cubic feet. 

The 4,191 produce rs sold only 9.26 percent of the total volume of 
gas purchased by interstate pipeline companies in the year 1953. 1 
do not believe it necessary to subject these small producers to regula 
(ion in order to provide adequate protection to natural-gas consumers 

gainst monopoly prices. 

It has been contended that the Federal Power Commission under 
the Natural Gas Act can by its own rules classify producers by size 
ind thus alleviate the regulatory requirements which might be other- 
wise Imposed upon the smailer producers. While I do not disagree 
with this contention, I nevertheless feel that it would be a much 
wiser course if Congress were exempt outright these little fellows 
from jurisdiction under the Natural Gas Act, rather than leave the 
degree of regulation to be imposed upon them subject to the judgment 
of the agency. 

Even if the classification method were emp loyed by the Federal 
Power Commission, these small producers under the act would be 
natural gas companies which would thus require of them compliance 
with at least the mandatory rate filing provision and the certificate 
provision of the act. Moreover, the elimination of some 4,000 cor- 
porations, partnerships, and individuals from regulation under the 
Natural Gas Act would relieve the Federal Power Commission of the 
effort and expense necessary for even a minimum of administrative 
supervision. 

These little producers do not control a large enough share of the 
supplies of natural gas to affect m: teri: ally the interstate movement 
of natural gas or the price levels in the gas fields. I believe the 
elimination of these small producers to be | a workable approach to 
the natural-gas situation which is before this committee. 

There is no question with respect to the legality Pee 
of the proposal incorporated in 8S. 1926. ‘I offer for the record 
memorandum dated June 3, 1949, by the Federal Power ( Sdinstilalini's 
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Bureau of Law and also a report written to the Hon. John W. Hesel- 
ton, Member of Congress, on April 15, 1955, by the American Law 
Division of the Legislative Reference Service of the Library of Con- 
vress with reference to this question. Both of these legal memo- 
randa make it clear that Congress has the power to classify businesses 
subject to its jurisdiction by size and to limit its regulation to those 
of a certain size. 

Some acdvoc s of complete exemption have attempted to belittle 
the classification of producers by size and the exemption of the smaller 
producers. They envision numerous schemes by which the larger pro- 
ducers may be able to evade and avoid Federal reoul: ation by subdivid- 
ing their interests. It appears to me that they are really more con- 
cerned about the major oil companies which are afraid that if Congress 
should exempt these little fellows, as proposed in my bill, the industry 
giants will no longer have any small producers behind whom to hide. 

if my bills contained “loopholes” through which the big producers 
could escape regulation, I am sure they would not be so frantically 
trying to think up reasons why it should not be easel, 

The report of the Federal Power Commission on 8, 1926, in which 
Commissioner Draper does not concur, states that the annual volume 
sold in interstate commerce would be “administratively difficult, if 
not unworkable, and of necessity would be uncertain.” In 1949, how- 
ever, the Federal Power Commission endorsed a similar proposal to 
exempt the small producers (hearings on 8. 1498, Sist Congress, p. 
493). 

The Commission at the present time has size classifications, for ac 
counting requirements, and the furnishing of reports to the Commis- 

sion by natural-gas companies and electric utilities. Moreover, it has 
even prescribed a size classification for the nontransporting, or so- 
called independent producers. 

Producers whose sales of natural gas, subject to the jurisdiction of 
the Federal Power Commission, amount in the aggregate to less than 
1 million M ec. f. annually, are permitted to use a simplified form of 
application for certificates of convenience and necessity (FPC Order 
No. 174-A, July 30, 1954). 

Apparently the Commission didn’t think at that time that a size 
classification based on annual jurisdictional sales was so “adminis- 
tratively difficult.” 

Upon reading the Commission’s majority report, I could not help 
but conclude that they were engaged in casting about without much 
success for excuses. Commissioner Draper has endorsed the exemp- 
tion of the small producers in the manner provided by S. 1926, Be- 
cause of his long experience in administering regul: atory statutes, I 
would certainly accept his judgment on the fe: sibility and practic: al- 
ity of the proposal. 

I have, moreover, requested the Commission to furnish to me the 
names of all the nontransporting producers who on the basis of 1953 

sales would be subject to their jurisdiction under my proposed amend- 
ment, and I shall be glad to make that full list available for the record 
of these hearings. 

I have now received the list from the Commission, and although 
some of the listings like Oklahoma Natural Gas Co. and Lone Star 
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Gas Co. appear to be in error, I ask that this be made a part of the 
record at this point. 

Senator Pasrorr. Without objection, it is so ordered. 

(The letter and report, Producers of Natural Gas to Natural Gas 
Pipeline Cos., follow :) 

FEDERAL POWER COMMISSION, 
Washington, June 6, 1955 
Hon. Paut H. DouGLas, 
United States Senate, 
Washington, D. C. 

DEAR SENATOR DouGLAs: This is in further reference to your request of May 
°3, for a listing of natural-gas producers selling 2 million M ¢. f. or more to 
natural-gas pipeline companies in 1953. 

The requested listing is enclosed with a table showing totals by size groups. 
Minor differences in totals shown on the summary table for similar figures 
previously supplied are attributable to shifts between size groups by independent 
producers selling to associated pipeline companies 

If further information is desired, kindly advise 

Sincerely yours, 
JEROME KUYKENDALL, 


Chairman. 


SALES BY PRODUCERS OF NATURAL GAS rO NATURAL GAS PIPELINE COMPANIES, 1953 


Producers whose combined sales were 2 M c. f. or more 











[Excludes sales to associated pipeline compar 
hue 
S In 
thousands 
Name of producer ‘ caahae Cents per 
et Amour a 
feet 
llips Petroleum Co.‘ $36, 581 8 g 0 
ind Oil & Gas Co. 2 166, 791 85 
Humble Oil & Refining Co.‘ 175 1,4 052 8.2 
Magnolia Petroleum Co. 157, 5 79, S18 8 4 
Shell Oil Co.‘ 156, 356, 923 14, 840, 736 9.5 
Chicago Corp.‘ 155, 561, 811 14, 355, 346 9.2 
Atlantic Refining Co.‘ 95, 201, 494 7, 633, 852 8.0 
Shamrock Oil & Gas Corp 81, 394, 405 6, 931, 236 QR. 5 
vy Oil Co.4 74. 650, 656 6, 884, 443 9.2 
tefining Co 70, 977, 810 6, 225, 730 8.8 
Sun Oil Co.4 69, 020, 225 », 883, O09 R45 
Gulf Oil Corp.‘ 67, 459, 616 5. 845, 020 8.7 
lexas Co.4 67, 405, 381 6, 226, 367 9.2 
irthage Corp. plant 66, 589, 144 6, 606, 494 9.9 
Republic Natural Gas Co.4 63, 245, 423 5, 898, 216 9.3 
Superior Oil Co.4 62, 533, 698 4,901, 447 7.8 
Sunray Oil Corp.4 53, 734, 890 5, 233, 998 9.7 
Union Oil Company of California 53, 023, 345 5,119, 750 9.7 
Continental Oil Co.4 52, 868, 918 1, 288, 424 8.1 
Southwest Gas Producing Co., Inc.‘ AQ), 798, 484 5, 741, 862 11.3 
Panoma Corp 48, 606, 770 4, 647, 800 9.6 
La Gloria Corp.‘ 48, 016, 833 3, 662, 121 7.6 
Pure Oil Co.4 48, 002, 992 4,113, 690 8.6 
Ohio Oil Co.4 47, 761, 245 4, 038, 330 8.5 
Abercrombie, J. 8. Co.4 46, 947, 330 1. 466. 903 9 5 
lide Water Associated Oil Co.‘ 45, 380, 214 3, 972, 167 8.8 
lair Oil & Gas Co.4 43, 449, 336 3 691, 170 &.5 
American Gas Production Co 43, 283, 875 4, 504, 609 10.4 
Southern Production Co. et al.4 42, 116, 644 4, O86, 308 9.7 
Western Natural Gas Co.45 39, 228, 299 2 699, 429 6.9 
laylor Oil & Gas Co 32, 863, 839 2, 256, 854 6.9 
{ mn Sulphur & Oil Corp ; 28, 194, 691 2, 751, 241 9.8 
United Carbon Co 28, 141, 020 3, 821, 921 13 6 
California Co 26, 472, 754 2, 994, 824 11.3 
Columbian Fuel Corp. s 26, 300, 388 3, 031, 341 11.5 
Sohio Petroleum Co.‘ 25, 806, 362 2. 245, 200 8.7 
Cullen, H. R., et al.4 25, 578, 218 1, 885, 529 7.4 
Hugoton Plains Gas & Oil Co-_.- 25, 543, 896 2, 863, 471 11.2 
Warren Petroleum Corp.‘. 24 584. 760 1, 888, 253 7 9 
Hugoton Production Co_- 24, 256, 814 3, 233, 914 13.3 


See footnotes at end of table. 
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Prod iceTrs whose combined salk s were 2 M c 1.f. or more Continue d 


[Excluc 











Re nu 
Nan f prod w ep 1} ( ts per 
} nd 
Amount 
feet 
Bar lal] Oil Co.4 4,692, 9 M4, | { 

t Dome Production ¢ 1,658, 614 039 
Hurl Byrd Oil Cor { { ER ORE D § 
Qu Creek Produ ( Inc 1, 456, 684 (4, bt 6.8 

! t R.A. & C el B.O 14 s 10 19 
\ im | Ir 1. 418. 668 7 7 
Hi Oil Cor { 414 9 
I h, Charles E.4 { ( O54, 44 ( 
} heo Lyk< nt ¢ Lic { ) ¢ ; 
I J $1. OS ) XS TS 

rai Gra ) I l ( I { } 4 mf 

) Oil ¢ WR GR { 8 & 
il Gras Cory t ¥ g 29 } 
| | ] 4 y gx" 40] 9 
! California Pet Cor} 2 9 ; 
\t tic Oil & ¢ ( 5. 691 O40 27.4 
1 | ( 168 } 

t al.‘ 5.104 2 f 0 

\ r Fuel ¢ 15.4 Mh4. LE { 

rial Produ ( 1, Rf ) 8.9 
! I Oil & ¢ Cor 4, 2s 1 8K f 
Union G 1 10,4 
h, Ll 1H 102 x ® SOX & 8 
leredith Cl & Hu 499 ¢ & KD eR 
Natural G C i ) a ) 
W. B. et , 16, 93 { 
( li 1 Oil 9 ORY OME \ 
Oj] ¢ 4 O4s f 
Hill Oil ¢ 27. OS 10.3 1 
tea CC 19 O59 
i (a i § 185. 672 259, | 
1 ( 142 } 5 
} ( iQ ys ) 
ut Dr ‘ 2. 938, 249 ) 
I \ »y 13 1US ‘ t 
M 2 854. 28 ( ) 
( County Oil & Co. et 2.84 ) 2 j | 
um C 9) 293" 868 ee" 218 10.2 
( itinent Petr im ¢ I 2 R07, 89 “”y { 10.4 
Valley Oper ( \ 2, 804, 44 \4 
I 1.§ > 766, 782 14 »8 
l ) & Cras ( 2 Ht IO v2 & 
ral Gas ( 2, 636, 52k 112, 808 1.3 
i \ , H. Lloyd 4 2, 611, 420 4 8 %. 
1.M 2, 533, 0S 254, 691 10.1 
( 2 5A) 721 5. 105 &. | 
i (io { 2 4 ) 4s 4 ; lv 
L. M 2 iS 1 234. G28 y 
xas Cor 2 93 227, 128 0.4 
1 Oi1 Co 2 942 216, 669 ), ( 
I eering Development Co. and E. E. Hurley 2. RAE 2 M4 10.7 
B Fred W. ¢ | 2. 192 216, 707 12 
fou Pipeline Co 2 643 413, 21¢ 17 
BR. A. 0 et al 2 904 157. 028 6.9 
ist CN 2 200) 216, SUS U6 
( 1 Petroleum & T1 port Cc 2 239. 38 993 35 10.0 
kel, J. R 2, 226, 891 228, 104 10, 2 
R. G., et al 2, 203, 678 120, 122 5. 5 
ndent Oil & Gas C¢ 2 200, 580 145, 643 6.6 
Loc Petroleum Co 2. 193. 367 160, 4¢ 3 

th, R. E 2. 125 245, 962 11.6 

Argo Oil Corp . 2.117 221, 268 10.4 
McGaha, et al 2. 048, 21 73, 602 3.6 
Oil & Gas Corp 2. 036, 616 154. 064 7.6 

Walter, W. R., et al _— 2,010, 511 183, 017 9.1] 

Mikton Oil Co - 2. 007. 470 199, O14 0.9 

Data from reports of purchases by reporting natural gas pipeline companies 

Cents not rounded 

Average for all contracts with reporting natural gas pipeline compani 

‘ Includes sales by purchaser named in association with others where producer named appea fir ( 

each of the srious contracts 

Purchases by associated pipeline companies omitted 
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Sales by producers of natural gas to natural gas pipeline companies; 1953— 
I g f 
Totals by producer-size groups 


Exclude iles to associated pipeline companies. June 1, 1955] 
] t} . 
ales, thousand cubic 
roOduCer ’ Z Levenues 
J lu feet Revenu 
l let 
| Per I 
] 'Y ‘ 
Vi aewit Amount ent 
Over 100,000,001 f 0.1 1, 305, 455, 397 30.7 | $110, 639, 351 28.3 
0.000.00 10.000 00% 14 928, GOS, 489 21.9 R34. 419 848 91.4 
Wy wy y 18 4 671. 694. 706 l s 61. 732. 998 15.8 
"| “ KW) 1M 2 452. 360, 953 &.3 34, 939, 452 8.9 
“ wy ww “ ] 1.2 945, 205 Q ¢ 36, 06 2, 666 9.2 
wy wy iv uy “1 ‘ 293 437. 206 3 29 112.549 - 
ub 4, Is4 ; SY, 972, STI 14 $1, 764, 627 10.7 
13 10), { 4 249. 069. 936 100.0 00. 671, 491 100.0 
pip ( D 


th data for tk first-named producer in 


Senator DouGuLas My proposa| to exempt the small producers from 


Federal regulation is based solely on the ground that their regula- 
tio! not essential for the protection of the public interest. It is 

o designed to relieve them from unnecessary regulation and like- 
wise to relieve the taxpayers from the financial burden of nonessential 
regulation. My propo ed exemption of small producers does not 
hn any way alter my conviction that the large producers who dominate 


the interstate market should continue to be subject to the jurisdiction 
of the Natural Gas Act. 


VI. ALLEGED COMPROMISES SURRENDER NEEDED PROTECTIONS 


I have previously pointed to the fact that the President’s Advisory 
Committee on Ene rgy Supplies and Resources | olicy recognized that 
some degree of F ‘ederal control over the prices paid to producers by 
interstate pipeline companies was necessary in the interest of con- 
sumers. The Fulbright bill makes provision for the application of 
certain indirect controls with respect to prices paid by pipeline com- 
panies to producers. 

(a) Indire et controls are of doubtful le gality and é fective NESS 


These indirect controls over the field price of gas are in my opinion 
ineffective, futile, and just plain fanciful. They cannot and will not 
work to protect the consumer against oxploitation. They are pre- 
dicated upon the supposition that the Commisson can legally deny 
recovery through rates of payments mi ade by a pipe line company to a 
producer where the Commission finds that such payments are in excess 
of the “reasonable market price” of the gas which the pipeline con- 
tracted for under arm’s length bargaining. This incorrect assump- 
tion ignores completely the constitutional limitations on ratemaking 
authority—and furnishes a “market price” standard that is almost 
no protection at all. 

The proposed indirect controls will not work because no regulatory 
commission—Federal or State—would deliberately forbid the recovery 
through rates of lawful payments made by a utility in good faith 
under contracts entered into at arm’s length, since to do so would 
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jeopardize its financial] stability. It is incomprehensible that a regu 
latory agency would require the regulated utility to suffer losses, while 
the producers selling the gas were able to secure excessive profits. 
Such a proposal is illogical, unfair, and seals contrary to sound 
regulatory purpose. 

The results are inevitable. Contract prices—no matter how high 
will be found by the Commission to be the “reasonable market price” 
in every case unless it can be proved (1) that the contract was not 
at arm’s length; (2) that there was collusion between the parties; 
or (3) that comparable reserves could have been purchased at a 
much lower price. With producers maintaining corporate inde 
pendence from the pipelines, it will be impossible to prove no “arm’s 
length” bargaining. Collusion in the legal sense is easy to avoid and 
difficult to prove. And with the demand for gas exceeding supply, 
the situation of available reserves at a aa price will never be 
encountered, 

Thus, the proposed controls are in my judgment of no help what 
soever to the consumer. The V give the appearance of regulation but 
have none of its substance. It would be far better to repeal the Nat- 
ural Gas Act in its entirety rather than give the natural-gas con 
sumer the illusion that he is protected by Federal “regulation” of 
such a character. 

Senator Monronrey. Would this bill submit those renegotiated con 
tracts and the new contracts to the supervision of the Federal Power 
Commission ¢ 

Senator Doveras. Only indirectly. 

Senator Monroney. It puts a burden on the pipeline company to 
examine all new contracts. 

Senator Doveras. It permits the pipeline companies to pay any- 
thing they want, but says that possibly the Commission can deny the 
pipeline companies the right to recover the payments which they 
made, 

We know in prac ‘tice, once the pipeline companies have made these 
payments, the Commission will not deny them the right to recoup 
from the distributing company. 

Senator Daniev. Have you examined the House amendments? 

Senator Doveras. I understand the bill was just reported out yes- 
terday, and I haven’t had a chance to study them. 


(6) Outlawing of certain escalation clauses will not protect 
CONSUIMETS 

Some distributing utilities suggest that certain types of escalation 
clauses be outlawed by Congress. In more concrete terms the pro- 
posals involve the continuance under regulation of all contracts where 
the price is based upon or subject to adjustme nt by reason of favored- 
nation price determination or other escalation clauses which the Fed- 
eral Power Commission would define and specify by rule. But among 
the deficiencies of this proposal is the inclusion of the “reasonable 
market price” standard, which in essence is nothing more than a built- 
in device for assuring price increases in the future. As a standard, 
“reasonable” is fine. But “market price” means the sky is the limit. 

Furthermore, without some regulatory power to keep the sale prices 
fair and reasonable, the'mere outlawing of certain escalation clauses 
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would probably result only in the writing of contracts at even higher 
starting prices. 

Unless the big producers’ appetite for all the trafhe will bear can 
be restrained through direct regulation, “Tust” and “reasonable” 
rates to the consumer cannot be achieved under the Natural Gas 


iX. REASONABLE MARKET PRICE ALLOWANCE FOR GAS PRODUCED BY PIPE 
LINE COMPANIES WOULD BE INDEFENSIBLE BLOW TO CONSUMERS 


row. 140 mor ld require use of ov iginal cost hasis OF ratemaking 
/ ; 


On February 28, 1955, I introduced S. 1248 for the purpose of 
unending section 6 (a) of the Natural Gas Act to provide that in 
determining the just and reasonable rate or charge to be observed by 
a natural-gas company, the Commission shall use the actual legitimate 
cost of its property as a basis therefor. 5S, 1248 would require the 
Federal Power Commission to allow a natural-g: as company its actual 
cost of production, including a fair return on its investment in pro- 
aucing properties. 

This method is the traditional ratemaking method which the Fed- 
eral Power Commission consistently used from the time it obtained ju- 
risdiction over natural-gas companies until April 15, 1954. On that 
date a majority of the Commission abandoned this ratemaking basis 
with respect to producing properties and substituted therefor the 
“commodity” or, in essence, the “market value” of the gas produced 
by Panhandle Eastern Pipe Line Co. As to the other properties of 
the company, the Commission used the cost basis. Thus the Com- 
mission employed a hybrid ratemaking formula based partly on cost 
and partly on v: aes The Panhandle case has been appealed to the 
courts by the city of Detroit, Mich., and the county of Wayne, Mich., 
and I understand it was argued last week before the United States 
Circuit Court of Appeals for the District of Columbia. 

S. 1248 would prec lude the use by the Commission of the “com- 
modity” or “market value” basis of regulation. In substance the 
method of rate regulation requ ured by my bill is directly opposed 
to the “reasonable market price” basis which would be required by 
section 2 (d) of the Fulbright bill. 


(A) Pa ji hy andl decision and Fulbright Aill are throwbacks to dis- 
Cre di hy ad “F977 yarlare 9 Wie t hod 


The “market price” standard, in my opinion, does not conform 
to the basic concepts of the Natural Gas Act and is contrary to the 
public interest. Its approval by the Congress would represent a most 
unfortunate backward step in the regulation of public utilities. The 
Federal Power Commission played a leading role in securing the 
overthrow of the much discredited Smythe \ . Ames fair -value doe- 
trine, which was an abortion, legally and soenmmsioaiby: Although 
the target of heavy pressure as well as attack in the courts, the Com- 
mission from the beginning of regulation of natural-gas companies 
in 1938 up until April 15 of last year, steadfastly refused to use the 
value method of regulation and was sustained completely in its posi- 
tion by the courts. 

The Commission's abrupt reversal of policy has resulted from the 
changing membership on the Commission. It appears that this agency 
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has lost sight of the fact that the Natural yl set was passed by 
Congress 1n order to stop the exploit: ition of s consumers at the 
hands of natural-gas « ‘ompanies, It appare atly views the past actions 
of the Commission in the interest of consumers as mistaken. But one 
(Commissioner, who could well be called the voice ot experience 
after 35 vears in the field of regulation, stood by his deepest convic- 
tions and refused to participate in this giveaway of the public interest. 
(‘commissioner Claude kL. Draper, who it should be recognized was 
ap pointed by President ao 1930 at the time the Federal Power 
ommission was created as an independent regulatory Commission, 
wrote a vigorous dissent to the decision of the m: jority in the Pan- 
handle case. He exposed the fallacies of the majority’s position in 
plain, everyday language. Chairman Kuykendall — the ma- 
jority dec ision in the record, and I should like to offer Commissioner 
Draper's dissent for the record. 

Senator Pastore. Without objection, that may be done. 

( Dissenting opinion by Commissioner Draper in the Panhandle case 
reads as follows:) 


4 


Docket No. G—1116, et al. 
IN THE MATTER OF PANHANDLE EASTERN PIPE LINE COMPANY, ET AL 


DRAPER, Commissioner, dissenting: 

I dissent from the action of the majority in granting Panhandle Eastern Pipe 
Line Company an annual increase in rates of $12,778,864, a large portion of which 
s, in my opinion, wholly unjustified. 
It has always been, and still is, my firm conviction that as an appointed mem 
her of this regulatory Commission I am bound to administer the organic legisla 

ve enactment which expresses the will of the Congress with regard to the subject 
matter intended to be regulated. With that precept in mind, and with my 

nderstanding of the Congressional will as expressed and as interpreted by 

legislative history and court decisions for a number of years, I find that I cannot 
agree with the majority of my colleagues that there is in the Natural Gas Act 
such latitude as will permit the establishment of what the majority admits is a 
new departure in the field of ratemaking. I refer, of course, to the concept of 
eliminating from the cost of service all costs relating to production properties 
and, in lieu of the long-established regulatory policy of recognizing such costs, 

signing a commodity value or “field price” to the natural gas which Panhandle 
produces from its own wells and sells 

In December 1945, Senator Burton K. Wheeler, at that time Chairman of the 
Senate Committee on Interstate and Foreign Commerce, and, in my humble 

pinion, an eminent authority on regulatory commission matters, made the 

following succinct statement in an article written for the Federal Power Com 
ission’s Silver Anniversary Issue of the George Washington Law Review : 

Che Commission's duties are prescribed by Act of Congress. It is ‘charged 

th the enforcement of no policy except the policy of the law. ” 

e to be made according to the mandates of the statute and in the ‘exercise of 
he trained judgment of a body of experts,’ informed by their experience and 
the record made before the Commission. The Commission is given discretion 

thin the ambit of its authority, but must observe with strict fidelity the man 
dates of Congress set forth in its jurisdictional statutes, as interpreted by the 


; 


ourts.” [Emphasis supplied. ] 


Its decisions 


The underscored language speaks for itself. 

And Chief Justice Hughes speaking for the Supreme Court in Lone Star Gas 
Company v. Texas et al? on May 16, 1988, epitomized a principle which I believe 
to be still controlling in its field when he said: 

* * * Tn ascertaining what would be a reasonable rate of charge for this 
lexas gas supplied to Texas consumers, it was not only fair but manifestly neces 


* Humphrey's EPrecutive v. United States, supra, note 12 at 624 (295 U. S. 602) 
Ibid 
304 U. S. 224, 238 (1938). 
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sary to take into account the value of the production properties in Texas from 
which the gas was taken and also the value of the transmission line by which 
the gas was brought to the city gates of the Texas communities. * * *” [Em 
phasis supplied. ] 

The Natural Gas Act provides in Section 4 (a) that “All rates and charges 
* * * shall be just and reasonable, and any such rate or charge that is not just 
and reasonable is hereby declared to be unlawful.” In Section 5 (a) it is pro- 
vided that after hearing “the Commission shall determine the just and reason 
able rate * * and shall fix the same by order” and “the Commission may order 
a decrease where existing rates are unjust * * * unlawful, or are not the lowest 
reasonable rates 

There is, I believe, no disagreement anywhere with the statement of the 
Supreme Court in the signal case of Federal Power Commission v. Hope Natural 
Gas Company ~ (to which recourse, for one purpose or another, is so often taken) 
that “Congress, however, has provided no formula by which the ‘just and reason- 
able’ rate is to be determined.” (p. 600) But Panhandle and others have seized 
upon this lack of explicit Congressional directive to urge that administrative dis- 
cretion has practically no limit. And the majority opinion herein seems almost 
eager to agree. 

In January of 1944, the five members of this Commission as it was then con 
stituted, including myself, made the following observation in the conclusion to a 
report entitled, “The First Five Years Under The Natural Gas Act” 

“At the time of its enactment, some doubts were expressed as to whether the 
fundamental principles, which had been found to be applicable to the regulation 
of utilities having a substantial permanent physical plant, could be properly ap- 
plied to an industry whose property consisted in large part of natural-gas re- 
serves which were being continuously drawn upon in its operation. 

“Experience has shown, it is believed, that such principles of regulation are 
not only applicable to the natural-gas industry but that they are peculiarly 
necessary in relation to such an industry for the protection of consumers and 
investors, as well as for the promotion of the public interest. 


> * * + * 2 * 


“The determination of natural-gas rates on the basis of actual legitimate in- 
vestment, in accordance with the intent of the Congress, has been thoroughly 
justified and the fundamental principles involved in such determination have 
been approved by the United States Supreme Court. From a practical stand- 
point, a striking demonstration of the soundness of this method of rate determi- 
nation is to be found in the large number of cases in which natural-gas companies 
have accepted or voluntarily made rate reductions conforming to this standard, 
without contest and without litigation. It is obvious that corporations would not 
agree to such reductions, aggregating millions of dollars annually, if they were 
not convinced that both the methods and results are sound and reasonable.” 
[Emphasis supplied. ] 

As far as I am concerned, that statement is just as valid today as it was then. 
Until the present case, although there have been sporadic instances of argument 
in formal rate cases for the allowance of “field price” instead of a figure arrived 
at by the so-called “rate-base” method as an element in rate proceedings, these 
arguments have always been considered and rejected. Now it seems that the 
majority of this Commission is persuaded that the “ultimate public interest will 
be better served by permitting the pipeline [Panhandle] to receive for the gas 
which it produces a price reflecting the weighted average arm’s length payments 
for identical natural gas in the fields (and sometimes from the very same wells) 
where it is produced than through the application of the ‘rate base’ method to 
this commodity.” I have followed conscientiously the reasoning advanced for 
this reversal of a policy which this Commission has consistently employed for 
about 15 years in the regulation of natural gas companies, but I cannot convince 
myself that in the present state of the law and the clear decisions of the courts 
thereunder, as I understand them, we can legally inaugurate such a basic and 
far-reaching change of position on this question. Nor do I believe such a policy 
should be inaugurated aside from its doubtful legality. I-shall endeavor to sup- 
port my view as briefly as possible. 

Before presenting what I consider to be cogent authority for the stand which 
I take on this question, it seems desirable to mention several matters which 


$20 U. S. 591 (1944). 
* Majority Opinion, p. 34. 





li 





AMENDMENTS TO THE NATURAL GAS ACT 1647 


tend to divert attention from objective analysis of the merits of the new and 
novel method of regulation which is being adopted by the majority. 

First, this is not a case of choosing between a method of ratemaking pro- 
posed by the Commission’s staff and a method proposed by Panhandle. While at 
the outset of the majority’s discussion of the treatment of gas produced by Pan 
handle there is recognition of the fact that the staff adhered “to the method 
which the Commission has traditionally followed in treating pipeline-produced 
gas for ratemaking purposes,” thereafter in the majority opinion this becomes 
obscured by repeated use of phrases such as “the staff's approach,” until it 
seems to become a matter of choosing between contentions of Panhandle on the 
one hand and of the staff on the other. The fact is that this is a case of choos 
ing between the method of regulation followed by this Commission for about 15 
years and a method of ratemaking proposed by Panhandle. 

Second, contrary to the implications of the majority opinion, the Commission’s 
adherence to its long-established basis of ratemaking was not a blind one with 
out regard for economic factors and consequences. As was said by Mr. Justice 
Douglas for the Supreme Court in the Hope case in answer to just such a claim 
(320 U.S. at 615) : 

“It is suggested that the Commission has failed to perform its duty under the 
Act in that it has not allowed a return for gas production that will be enough 
to induce private enterprise to perform completely and etficiently its functions 
for the public. The Commission, however, was not oblivious of those matters. 
It considered them, * * *” [Emphasis supplied.] 

This question of the appropriate ratemaking treatment of produced gas has 
been the subject of consideration and reconsideration by this Commission on 
several occasions during the past 15 years. It was exhaustively considered in 
our natural gas investigation in Docket No, G—5S80 and in the legislative pro 
posals which ensued.’ It was the subject of consideration in rate cases such as, 
for example, Kentucky West Virginia Gas Company, ete. v. City of Pittsburgh 

F. P. C, 112), where, contrary to the view of the majority, that consideration 
was neither perfunctory nor limited to a question of law. As reference to the 
opinion in that case quickly reveals (7 F. P. C. 117-121), the Commission dis- 
cussed the evidence and the merits of the proposal to allow a field price for pro- 
duced gas and concluded as a matter of law that it was “not necessary in the 
light of the Natural Gas Act and the decisions of the Supreme Court to use the 
field price method.” On the merits of the proposal, the Commission said that 
‘the publie interest will best be served through continued adherence to the 
cost method of regulation and its application to the production of natural gas by 
natural-gas companies.” [Commissioners Wimberly and Smith dissenting.] 
That decision was issued on September 2, 1948. 

Third, the judicial sanction of the Commission’s method of rate regulation 
which the majority has now reversed has not been entirely limited to a holding 
that that method did not constitute an abuse of administrative discretion and as 
a matter of law was within the Commission’s authority. The courts have stated 
that our former method enables the natural-gas companies to maintain their 
financial integrity, to attract capital, to pay all of their costs of service, and to 
declare and pay a reasonable share of the profits as dividends.’ This, to my mind, 
s sufficient approval of the results attained under our rate-base method. 

I am very much impressed with certain forceful statements of the U. S. Court 
of Appeals for the 8th Circuit in the recent case of Kansas Corporation Com- 
mission v. F. P. C. and Northern Natural Gas Company vy. F. P. C.:° 

“Through the course of years the Commission has established its method of 
regulating a natural-gas company’ by first ascertaining its costs and then com- 
paring such costs with the charges exacted from its customers. The essential 
factor of the method is a system of accounting that shows such costs and that 
s the system that has been imposed on the natural gas companies. It includes 
no means of showing values of the companies’ properties, but by virtue of the 


* Moore-Rizley Bill (H. R. 4051, 80th Congress) and Smith-Wimberly substitute. 
F. P. C. v. Hope Natural Gas Co., 320 U. 8. 591, 605. 

* 206 F. 2d 690 (Certiorari denied by Supreme Court on January 4, 1954). 

7 As to Northern in this case this method involved the determination of a rate base con 
sting of Northern’s gross investment in its production and transportation properties, less 

crued depletion and depreciation associated with those properties, plus a working capital 
illowanee, and the application to that rate base of a “fair rate” of return designed to 
produce revenue reimbursing Northern for its actual costs of service, including the actual 
oxt of gas produced and purchased by Northern to render the service, interest on long 

rm debt, and a fair return on its common stock and surplus (the equity). [Emphasis 
supplied. ] 
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showing of the costs and the charges the Commission has been kept informed 
of the relation between what they paid out and what they took in, and has been 
able through that knowledge to uniformly regulate them during a number of years. 


* + * * * s 


‘This court is tirmly committed that no reversible error is inherent in the 
Commission’s method of regulating. [Citing the 1944 Panhandle case, the 
Canadian River Gas Company cause, and the Llope case. ] 

“In the absence of the order of the Kansas State Commission [the S-cent at- 
tribution order] there could be no questioning of the Commission’s power to 
regulate on the cost basis the charges Northern makes for gas it produces from 
its own wells in the Hugoton Field and sells in interstate commerce for resale. 
The Supreme Court holds on full consideration that the regulation of a natural 
gas company’s charges may be made by the Commission through that method 
without consideration of values of the gas tit thee field or_at the compa) vs arell 
heads [Emphasis supplied. ] 

“In Panhandle Eastern Pipe Line Company vy. FF. P. C., 324 U. S. 635, the com- 
pany contended that ‘it was incumbent on the Commission to determine the 
field price or actual field value in the areas in which petitioner produces gas’ 
but the Supreme Court affirmed this court's rejection of the contention. In 
Colorado Interstate Gas Co. v. Commission, 824 U. S. 581, the court established 
the legality of the Commission's method in the regulation of charges of a natural 
gas company regardless of the company’s claim that its gas had a fair value at 
the wellheads far in excess of its Costs The law as established by the Nu 
preme Court in these cases and in the case of F. P. C. vy. Hope Natural Gas Com 
pany, 320 U. 8S. 591, is that Congress has vested the power in the Federal Com 
mission to regulate in the national interest the charges natural-gas companies 
may make for the gas they sell in interstate commerce for resale and that in ac- 
complishing the regulation the Commission is free from the compulsion of giv- 
ing any weight to the element of value of the companies’ gas at the wellheads.” 
| Empasis supplied. | 

This matter of attempting to give a natural gas company a higher price on 
each unit of gas produced was dealt with directly and specifically in the Hope 
case in the following language (320 U.S. at 608) : 

* West Virginia contends that the Commission in fixing a rate for 
natural gas produced in that State should consider the effect of the rate order 
on the economy of West Virginia. It is pointed out that gas is a wasting asset 
with a rapidly diminishing supply. As a result West Virginia’s gas deposits 
are becoming increasingly valuable. Nevertheless the rate fixed by the Com- 
mission reduces that value. * * * It is also pointed out that West Virginia 
has has a large interest in coal and oil as well as in gas and that these forms 
of fuel are competitive. When the price of gas is materially cheapened, con- 
sumers turn to that fuel in preference to the others. As a result this lowering 
of the price of natural gas will have the effect of depreciating the price of West 
Virginia coal and oil. 

“West Virginia insists that in neglecting this aspect of the problem the Com- 
mission failed to perform the function which Congress entrusted to it and that 
the case should be remanded to the Commission for a modification of its order. 

“We have considered these contentions at length in view of the earnestness with 
which they have been urged upon us. We have searched the legislative history of 
the Natural Gas Act for any indication that Congress entrusted to the Commis- 
sion the various considerations which West Virginia has advanced here. And 
our conclusion is that Congress did not.’ [Emphasis supplied. ] 

If the Supreme Court of the Untied States concludes that the legislative history 
of the Natural Gas Act reveals no indication of a Congressional intent to entrust 
this Commission with the responsibility of fixing rates at a level based upon local 
considerations of a purely economic nature, I am satisfied that research in that 
direction should be at an end. 

Mr. Justice Reed, who dissented in the Hope case with regard to the narrow 
issue of the Commission’s disallowance of an item of investment in exploratory 
operations and certain other specific costs, nevertheless expressed strong approval 
of our decision fixing rates on the basis of cost of service when he said, at 
page 623: 

“So far as the Commission went in appraising the property employed in the 
service, I find nothing in the result which indicates confiscation, unfairness or 
unreasonableness. Good administration of ratemaking agencies under this meth- 
od would avoid undue delay and render revaluations unnecessary except after 
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violent fluctuations of price levels Rate making under this method has been sub 
jected to criticism. But until Congress changes the standards for the agenci« 

these ratemaking bodies should continue the conventional theory of ratemaking 
It will probably be simpler to improve present methods than to devise new ones 
| Emphasis supplied. | 

Che sentence which I have underscored above represents exactly my under 
standing of the present state of our directive from Congress and the Supreme 
Court—that we should continue to observe the methods which we have followed 
from the inception of Federal regulation of the natural gas industry. 

I do not dispute the fact that the weight of judicial authority, especially the 
Hope case, Says that this Commission is “not bound to the use of any single for 
mula or combination of formulae in determining rates I do, however, maintain 
that whatever formula we use must be within the limits of the conventional pat 





tern so long recognized and approved by the courts. I cannot agree with the 
majority that the permissive statement—‘is not bound to the use of any single 
formula’—gives us the leeway which they claim In my humble opinion, the 


force of this type of expression as a directive to change our methods is far out 
weighed by the following language to be found at page 616 of Mr. Justice 
Douglas’ opinion in the aforesaid Hope case: 

fhe Conimittee Report stated that the Act pro led ‘for regulation along re¢ 
ognized and more or less standardized lines’ and that there was ‘nothing nove 
n its provisions’ (H, Rept. No. T09, supra [75th Cong., Ist Sess.], p. 3) Yet if 
re are now to tell the Commission to fir the rates so as to discourage particular 
ses, we would indeed be injecting into a rate case a ‘novel’ doctrine which has 
0 crpress Statulory sanction The same would be true if we were to hold that 
the wasting-asset nature of the industry required the maintenance of the level 


( rates so that the natural gas companies could make a greater profit on eacl 


mit of gas sold Such theories of ratemaking for this industry may or may not 
be desirable The difcultu is that §4(a) and §$5(a) contain only the conven 
tional standards of ratemaking for natural gas ¢ ONLPANtes, If the standard 


of ‘just and reasonable’ is to sanction the maintenance of high rates by a natural 
vas company because they restrict the use of natural gas for certain purposes, the 
Act must be further amended.” = [Emphasis supplied. | 

As I understand the philosophy of the majority in the Panhandle case before 
us, it seeks to give this natural-gas company a greater profit on each unit of gas 
sold for reasons which stem directly from the wasting-asset nature of the gas 
which they produce. Unless I cannot comprehend plain English, the second 
italicized sentence in the excerpt just above quoted declares that such a practice 
“would indeed be injecting into a rate ease a ‘novel’ doctrine which has no ex 
press statutory sanction.” The majority herein, however, apparently feel that 
when “express statutory sanction” does not exist, it may be implied. Their argu 
ments in that direction do not convince me. 

I do not question the fact that Mr. Justice Jackson in his dissent in the Hope 
case, upon which the majority herein dwells so strongly is clear and unmistak 
able as to his position that the “field price’ method should supersede the “rate- 
base” method in treating natural gas produced by natural gas companies from 
their own wells. But I feel that I am certainly not free to express a personal 
view on the rightness or wrongness of his argument; much less am I free to cast 
a vote in favor of a change from our established practice in this regard on the 
strength of Mr. Justice Jackson’s convictions 

Contrary to the claim of the majority in the case before us, I do not believe 
that the dissents of the four members of the Supreme Court in Colorado Inter 
state Gas Company v. F. P. C.’ support the particular views of Mr. Justice Jack- 
son in the HOpe case as to the desirability of a change to this new method of as 
signing a “field price” to gas produced by pipeline companies and sold by them. 
The dissents in the Colorado Interstate case were based solely on the proposition 
that in their view the inclusion in the rate base of the investment in production 
and gathering facilities was regulation of production and gathering, and, there- 
fore, as a matter of law, was prohibited by the exemption of Section 1 (b) of the 
Act. A careful reading of these dissents clearly reveals, however, that the minor 
ity there did not question the wisdom of the Commission’s method. 

As the record stands, then, only one Justice has question the wisdom of this 
Commission’s long-standing approach. But his views, which the majority sum- 
mon to their assistance in justification of the reversal of the Commission’s estab 


324 U. S. 581 (1945) 











1650 AMENDMENTS TO THE NATURAL GAS ACT 


lished method, are in fact not carried out by them. In view of their reliance upon 
his dissent in the Hope case and in his concurring opinion in the Colorado Inter- 
state case, one would expect to find the majority’s method curing the allegedly 
“delerious results” which he saw in the rate-base method. Instead, analysis of 
the new method shows that the majority have actually paid little attention to 
Mr. Justice Jackson’s views, have disregarded the tests he would apply and have 
adopted a method which will result in the same “delirious results” he criticizes. 

Mr. Justice Jackson expressed dissatisfaction with the traditional ratemaking 
methods used by the Federal Power Commission. He would have the Commission 
allow a price for produced gas which, as he saw it, would promote the interests 
of society.” He was strongly of the opinion that low industrial rates discriminate 
against domestic consumers ; that the Commission’s regulatory policy did nothing 
to alleviate such discrimination ; and that a policy should be adopted which would 
alleviate the discrimination. Additionally, he argued (p. 652) that: 

“The function which an allowance for gas in the field should perform for 
society in such circumstances is to be enough and no more than enough to induce 
private enterprise completely and efficiently to utilize gas resources to acquire 
for public service any available gas or gas rights and to deliver gas at a rate 
and for uses which will be in the future as well as in the present public interest.” 
[ Emphasis supplied. ] 

The majority, however, have adopted no method which strikes at the dis- 
crimination pointed out by Mr. Justice Jackson. Nor do the majority give con- 
sideration to the test proposed by him—namely, that the allowance for gas 
produced by Panhandle should “be enough and no more than enough to induce 
private enterprise completely and efficiently to utilize gas resources * * *,”’ The 
majority apparently simply accept Panhandle’s claims. No test was made to 
ascertain whether the annual additional revenues of $3,571,448 ° which the ma- 
jority give Panhandle for its own produced gas are too great or too small to 
achieve the social objectives thought desirable by Mr. Justice Jackson. No test 
was made to ascertain whether the additional annual net profit of $1,612,533 
after taxes given Panhandle’s stockholders by the majority are too little or are 
more than necessary to induce Panhandle to utilize completely and efficiently 
its gas resources and to acquire for public service any available gas or gas rights. 
No test was made to ascertain whether the rate of return of 6.87 percent which 
is the actual result of the mapority action ® is enough or more than enough to 
attract the capital required by Panhandle to carry on its public utility business 
including the acquisition of a gas supply at the lowest reasonable cost to the 
consumer. ‘ 

As for the failure to eliminate the “delirious results,’ I had assumed, upon 
reading the majority opinion, that surely the discrimination between the various 
classes of producers alleged to contaminate the rate-base method has been 
corrected through Panhandle’s method, that the majority had done away with 
the alleged evils of the cost standard of regulation which are said to produce 
“delirious” and “capricious” results because gas coming from a single well might 
carry three prices depending upon the respective ownerships. 

But examination of the record reveals that the majority leave such problems 
yet unsolved. All that has happened through adoption of Panhandle’s method 
by the majority has been a relative change in the three prices. The field prices 
allowed by the majority for gas produced in the Panhandle Field in the State 
of Texas is 7 cents per M ec. f. (16.4 pounds) whereas Panhandle’s average 
wellhead cost of purchased gas in that field for the first six months of 1952 
was 4.3528 cents (16.4 pounds). (Exhibit 568.)" Moreover, the royalty 


* Reference is made several times in the majority’s opinion to the Commission’s practice 
of “pricing” pipeline produced gas. Such statements are wholly erroneous for the Com- 
mission has never “priced” pipeline produced gas as such. The only pricing of gas by the 
Commission has occurred in the establishment of rates for the sale of natural gas in inter- 
state commerce for resale. In each rate proceeding the Commission has determined a 
system cost of service. All costs including those related to the production of natural gas 
are combined in making an overall determination of the reasonableness of the rates in- 
volved The instant case is the first in which the Commission has carved out the produc- 
tion function of a natural gas company and treated it as a separate enterprise—a non- 
utility business 

*’Majority Opinion, p. 14. 

’The 5% percent rate of return found to be the fair return to which Panhandle is en- 
titled is not the actual rate of return which Panhandle will receive under the majority 


opinion See Appendix A hereto 
1Some producers selling to Panhandle in this field receive as little as 2.5 cents per 
M ec. f. (16.4 pounds). The prices vary from 2.5 cents te 6.1567 cents per M ec. f. 


(Exhibit 574.) 
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owners receive still another price—the aver: being 6.952 cents per M « f 
(16.4 pounds) (Exhibit 568) Thus, under Panhandle’s method which the 
majority adopts, for the same gas, often from the same well, there are three 
different prices Panhandle is receiving one price, 7 cents, for its produced gas, 


royalty owners another price, and the other produce! s who put gas into Pan 
handle’s system in Texas still another price, on the average only two-thirds as 
much as Panhandle.’ 

Another example of the so-called “delirious result” of the rate-base method 
which the majority fails to correct concerns the gas handled by Phillips Petroleum 
Company at its Sneed Plant in the Panhandle Field. Gas which Panhandle 
produces and purchases is turned over to Phillips for processing and is returned 
o Panhandle at the plant outlet. This gas is priced by Panhandle and the 
majority at 7 cents per M c¢. f. Yet Panhandle purchases a large volume 
of residue gas from Phillips at this plant which is commingled with Pan 
handle’s produced and purchased gas and is delivered to Panhandle through 
the same plant outlet pipe. The majority’s price for the gas purchased from 
Phillips is 4.5 cents per M ¢. f. (16.4 pounds) (Exhibit 574). In other words, 
Panhandle will receive more for its own gas under the majority method than 
do Phillips and other producers which sell their gas to Panhandle. Multiple 
prices of gas going to the same consumers will still prevail despite the lack of 
“economic sense” attributed to this situation by the majority in their opinion. 

Not only have the majority adopted a method which does not cure the alleged 
defects of the rate-base method but the method adopted by the majority provides 
no objective standard or test for determining the weighted average field price 
which is an essential ingredient of the method adopted. Analysis of the evidence 
relied on by Panhandle and my associates reveals that it provides no valid 
standard or basis for determination of the weighted average field price. 

Exhibit 565 of the record shows that the weighted average field price used by 
the majority for Panhandle production in the State of Kansas of 8.4548 cents 
per M ¢«. f. (16.4 pounds) “ was based solely upon the application of what are 
purported to be contract prices of five pipeline companies, including Panhandle, 
to the “allowables” “ for the single month of August 1952. Similarly, the Okla 
homa weighted field price of 11 cents per M ce. f. (16.4 pounds) was computed 
from unit prices ascribed to three pipeline companies, including Panhandle, as 
applied to the “allowables” for the same month. With respect to the Kansas 
and Oklahoma purported contract prices, it appears from the exhibit and the 
testimony (T. 13882, 13883) that such prices in most instances represent the 
minimum wellhead prices prescribed by the Kansas and Oklahoma Commissions 
rather than the arm’s length bargained-for prices as represented by the majority. 
Most of the contracts listed on the exhibit were negotiated, executed, and became 
effective long prior to the promulgation by the Kansas and Oklahoma Commis 
sions of the minimum price orders while the unit prices used in the exhibit corre 
spond with the minimum prices specified in such orders rather than the contract 
ices. There is, therefore, no arm's length bargained-for price involved at all in 
most of the cases. This is all the more true by virtue of the majority’s recognition 
of the Kansas gas measurement order now under attack in the courts, 

Whether the gas purchased by these pipeline companies from the various 
producers was of comparable quality, B. t. u. content, liquid hydrocarbon content 
or pressures, or whether all other conditions were comparable is not disclosed 
by the record.” Moreover, the field prices having been determined on the basis 





I 





It may be of interest to note that the majority do not follow a consistent poliev of 





pricing gas in each field where Panhandle produces gas The Commission has in each 
nstance followed Panhandl xample of selecting the weighted averag» method whicl 

rrodnee the highest weighted average for Panhandle’s ¢ Thus in respect to Kansas 
and Oklahoma production the prices paid by other pipeline companies are averaged in with 
the prices paid by Panhandle But in the Texas Panhandle Field where the prices paid 
by Panhandle d other pipeline companics are in the neighborhood of 4.3528 cents (16.4 





pounds), they have been discarded in favor of a finding of the Texas Railroad Commission 
of the current market value of gas at the wellhead because recognition of prices in the 
same manner as was done with respect to Kansas and Oklahoma would require a value for 
Panhandle’s production of much less than 7 cents per M e. f 

The majority have upped this price to 9.4978 cents in recognition of the Kansas Corpo 
ration Commission’s gas measurement order. 

The “allowables” are the production quotas assigned to wells by the Kansas and Okl 
homs Corporation Commissions 

‘In suggesting that Congress amend the Natural Gas Act to establish a fair field price 
or reasonable market value standard for gas produced by a regulated pipeline companys 
Commissioners Smith and Wimberly recommended as follows 

‘The standard applied should represent the reasonable value of residue pipeline gas 
prepared and ready for transportation by the regulated pipeline as evidenced by prices paid 


G305T7 5D 105 
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tl @ ALl1lOV ed et auction fol lie rit nth, the record does hot disc lose wh he! 
e actual “takes” from the various producers correspond on an annual basis, 
proportionally with the “allowables” for the month of August 
As for the Tex: price of 7 cents (16.4 pounds) used by the majority for the 
Panhandle Field production, it was predicated upon a finding by the Railroad 
{ Mission OF Lexa dated December 8, 1052, that he current market price 
paid at tl ellhead in 1 field for the first six months of 1952 was 
G.037 cent pel Mi « I Exhibits 567, 508) 
From these exhibits and testimony it appears that the current market price 
erived solely from an exhibit prepared: and pre-ented in a routine fashion 
e Railroad Commi n of LeNi an employee of Natural Gas Pipeline 
( pany of America which sets forth the production aud purchases of natural 
the vellhead of nine pipeline companies, including Panhandle, for a 
x month period together with the value of production’—the latter being 
described as determined by the amounts pald as royalties by the pipeline com 
l es and by ] es for gas purchased ('T. 1:958, 14971) Of the total volumes 
as “valued nder the Texas Commission's findings, only 11 percent 
thereof were “valued” at price pal 1 yn suant to gas purchase contracts, the 
balance of SS percent being pipeline company production valued on the busis 
OL Troy y payment rates 
I dio no ant to be understood as criticizing the method employed by the Texas 
R { Commission in a determination made pursuant to TeXas law. Neither 





do I ant t e understood as iving that the prices in contracts with other 


ers in the Panhandle and Hugoton Fields were agreed upon with the ex 


pectation that the pipeline company would secure the same price for its ow 
produced gas in a rate case, and are therefore suspect 

But it is not amiss to point out that with the change in Commission policy 
adopted by the majority, the prices named in new contracts or in renegotiated 
contracts cannot escape being suspect for that reason. This means, of course, 


that the Commission has provided no objective test or standard for determina- 
tion of the price to be applied to the pipeline Company's own production. The 
question, then, is fully just’fied: What kind of regulatory policy is this that 
has been adopted which is without guiding principles or standards which can 
ve applied equitably, fairly and with certainty‘ 

Lain aware that the field prices which the majority have accepted are below 
the current market prices of gas in the Panhandle and Hugoton Fields as evi- 
lenced by more recent contracts. But this does not improve the quality of the 


} 


{ 


figures accepted by the majority. It only points up my contention that the 
majority do not tie their allowances to any objective standards. The prices used 
by Panhandle in this proceeding may be likened to an entering wedge or “foot 
in the door” approach. Panhandle’s counsel conceded that his client was not 
pressing for the maximum prices that might very well be claimed in a case of 
this kind (T. 13893) 

I do not believe there is any middle ground between the cost method of regu 
lation and the value method. Either one or the other must prevail. This was 
demonstrated very clearly in the experience of public utility regulatory commis- 
ions in following Smyth v. Ames” where the Supreme Court set forth certain 

teria that were to be taken into account in determining a fair value rate base 





c¢T 

Through the passage of time and various judicial decisions, the regulatory com 
issions found that reproduction cost received the emphasis in findings of fair 

value. So it will, I feel sure, be the same with respect to the commodity value 
proach adopted by the majority because weighted average field prices insofar 


as they apply to gas purchased in the field under existing contracts are meaning 








for such gas in arm’s length transac ns Appropriate adjustments should be made, 

rdingly, for significant dissimilarities regarding such matters as quality, pressure 
volume, location as affecting gathering requirements, and any special conditions under 
vhich g is supplied” (Natura 





Gas Investigation, Smith-Wimberly Report, p. 11). 
‘For the last six months of 1952, the determined current market price by the Railroad 








Commission was 7.49 cents based upon data similarly prepared (Exhibits 593, 593—A). 
The Kansas Corporation Commission adopted an order effective January 1, 1954, 

prescribing a minimum field price of 12.31 cents (16.4 pounds). Thus, the 9.4978-cent 

price used by the n rity for the Kansas Hugoton Field production is already obsolete 

r increase in field price when recognized as it must be under the majority method will 

d i roximately nother million dollars to Panhandle’s profits before taxes, which will 
id by consumers 


Smuth v imes, 169 U. S. 466 (1898) 





a 
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less as a standard.” This approach has no basis in law nor in economics and 
merely a hodgepodge of figures 
The majority accept 


service method would allow a net return of less than nothing for Panhandtl 





s and is impressed by Panhandle’s claim thaf our cost « 


own produced gas The staff's cost of service was prepared in accorda 






Commission policies and precedents established in prior cuses It su irized 
bv functional classifications in Exhibit 550, Schedule B-1-R Phat portion of 
the total cost of service applica t mpany-owned production, under the head 
ing “Wellhead” « sts, is broken down foliows 
Production expelses x] i's 
Exploration and development costs Q5. Of 
\dministrative and general expenses 145. 161 
Depreciation, depletion and amortization 48. 263 
Taxes, other than Federal income 269. 799 
Return at 6 percent G22 
Total » 209 16 


These wellhead costs were included in the total cost of service and au allocable 
portion thereof assigned to jurisdictional business. 

The total gas produced in 1952 by Panhandle (Company estimate) was 
73,005,344 M ec. f. at 16.4 pounds (Exhibit 550, Schedule B-4tec—-R). Thus, each 


M ¢. f. of gas produced carried 





a cost, including return, of 4.656 cents at the well 
head. That figure is the average production cost. Even if this cost of produc 


tion were reduced by the liquid hydrocarbon extraction revenues (net) of 
S993,0) i 


06 claimed by Panhandle to be applicable to produced gas, and by the 
$537,524 claimed reduction in tax liability resulting from the 274% percent statu 
tory depletion allowance, the resulting average production cost would be 2.56 
cents per M ¢c. f., which is still not a negative figure. 

These figures speak for themselves, But the majority opinion in and of itself 
clearly demonstrates that Panhandle‘s claim that under the rate-base method it 
receives a negative allowance of —1.24 cents at the wellhead for each M e. f. of 
vas Which it produces, is fallacious. At page 14 of their opinion the majority show 


that the total difference between their allowance for produced gas of $5,476,804 





(64,451,518 M c. f. at 8.4976 cents) and the cost of produced gas under the rate 
base method including a return at 5% percent is $4,169,052. This means, of 
course, that the rate-base method will not provide “less than nothing” because 
it is clear that the difference between these two figures is a positive amount; it 
is impossible to deduct a negative amount from $5,476,804 and get $4,169,052. 

The majority also take the position that it is clearly contrary to the Congres 
sional intent for the Commission to take the reduction in tax liability arising 
from statutory depletion and intangible well-drilling expense into consideration 
in determining the cost of service. They concede that this is the first Case where 
the issue has been sharply contested but I have never before heard it argued 
that it is error to utilize the reduction in tax liability associated with statutory 
depletion and intangible well-drilling costs in determining the cost of service 
Indeed, the benefits which would flow to the rate payers through the statutory 
allowance for depletion was basic to our decision approving the merger of Colo 
rado Interstate Gas Company and Canadian River Gas Company.” 

The majority leave much unanswered. They do not tell us whether the new 
policy is to be applied in all cases or is to be applied only in those cases where 
the natural-gas company claims a field price. In the recent United Fuel Gas 
Company case,” the Commission followed the rate-base method with respect to 
that Company’s own gas production. If that was done because United Fuel 
made no claim for a field price, such action is hard to understand if the rate-base 
method has all the faults attributed to it by the majority. The same question 





'This is made apparent by the testimony of Commissioner Smith in the hearings on the 
Moore-Rizley bill, H. R. 4051, 80th Congress, where he stated (p. 120 of transeript) in 
nswer to a request as to whether commodity value meant weighted averace No. we «ke 
not think we should be bound to that. Senator Meyers We do not think that the Com: 
sion should be tied up tight and completely to simply taking a bunch of prices 
them through an adding machine and turning the crank and coming out with the ¢ 

10 F. P. C. 105. 113-114. 
235, mimeo., pp. 27-33 (August 8, 

Opinion No. 258 (August 7, 1953) 





also, Colorado Interstate Gus Company 
2 
) 

















} CVE ‘ ‘ ‘ / ( Company an 
f j? / 
p sow! odu l Bu such 
( . 1 1 the eig é verage field price, the 
{ 2? ( nsl th he con 
f tl e uti y is ent ed to pol nit pearna fair 
( ~ l yu (i¢ ( ib] Ss vice 
The potie I ng the fie ad 
‘ h ( ce e bighest pront I believe 
{ ( KK! i 
\ I ( ] ‘ a roviade ) ndard to be fol 
( ‘ y tl eighted v ad price In this they have 
( )) I i nhan I > timed But 
he ¢ I u | tever the natural 
ris it going to te he ntentions, and if how? Is 
he te wr e, as the majority opinion to imply, how much the indi 
i I C< i stan in the wi: ol hncerease / i would think hat in 
neon | I ‘ se metl I hil been followed since the inception 
el \ iral Gas Act e { NH on ld have to recognize 
| nt e answers to these que ns 1 ind explain how this 
‘ ethod, which can only mean increased costs of 2: consumers, squares 
} ‘ dof Se lon ») ny ti t the es TnXxe Vy the Commi ion shall 
he the vest reasonable rates.” If lower rate for the consumer results from 
f te-l t ethao vhich has so often been upheld by the courts, how can the 
jority be complying with the Congressi inandate that the “lowest reason 
‘ be pres ‘ hen they give Par le the right to charge a higher 
he ' tt¢ { to mini ize the mn of 
e1nce¢ tre ent ob prodau ng pro] fie 
it t e do pact of the jority method 
wustomel if the City of Detroit is only the si ] Win f 24.533 cent per month 
izher M I. rate of only 1.3 cents) more han it would be based on the “cost”’ 
f n produced gas It must come as a distinct surprise to students of 
public utility regulation to find the Federal P er Cominission employing such 
method in justifving a rate increase The ajority hould be aware that the 
te of a proposed increase or decrease in rates is not the impact on the indi 
ual customer. The test is, of course, whether the proposed rates are reason 
le when measured against the company’s cost of rvice, including a fair return 
hich the company should have the opportunity to recover in its rates 
If this insignificant impact were a valid criterion, why do the majority here 
eject Panhandle’s claimed allowance for depreciation of $7,571,147 and _ find 
$6,824,208 to be the proper amount and in the process devote eleven pages of their 


nt this to] when the difference etween tl 
ret n on the rate base and related to all the M ¢. f. of gas sold by Panhandle 


nts to only the infinitesimal sum of 0.015344 cent per M ce. f., or 0.3836 cent 


le two amounts expressed 





per month to the typical domestic consumer in Detroit? Has regulation by the 


Federal Power Commission reached the stage where the test of reasonableness 


of natural gas rates is the impact on individual consumer bills or “what the 
trafi vill bear?’ Any such concept is so contrary to fundamental principles 
of regulation to which IT have adhered for the past 35 years that I am astonished 
ites would use such arguments 
Whe the Natural Gas Act became effective on June 21, 1938, the declara- 
n of Sectic 1 (a hich reads as follows 


It is hereby declared that the business of transporting and selling natural 
is for ultimate distribution to the public is effected with a public interest, 
ind that Federal regulation in matters relating to the transportation of natural 
gas and the sale thereof in interstate and foreign commerce is necessary in the 

blic interest.” [Emphasis supplied. | 
mediately vested the questions before us in this case with a public signifi- 
cance Which, in the view of Congress, required Federal regulation. Thus these 


Onpit n No. 2¢ 1) t N G- 2051 and G-2165 (November 6, 1953) 

Order. Docket N G—1697 (December 9. 1953 
P. Cc. 112 120, Pittsburgh & West Virginia Gas Company and Kentucky West 
Gas Comp 
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questions were lifted out of the category of private business and given a public 
utility status. It seems to me that Panhandle and the majority of the Commis 
sion have approached the valuation of gas produced by this company on a privat 
business basis With that approach and its results Il cannot conscientious) 
ngree I feel that there must be a clear mandate from Congress before we 
can adopt a policy so radically different from that which we have always fol 
lowed heretofore. Recent developments would indicate that Congress is acutely 
alert to the necessity for a continuation of the conventional method of evaluat 
ing the production costs of natural gas for ratemaking purposes as used by 
this Commission for about 15 veurs 

The majority have also added to Panhandle’s profits at a cost to the con 
sumer of S1.082.570 (this applies to jurisdictional sales Appendix A) by r¢ 
versing another Commission policy dealing with the extraction of natural gaso 
line and other liquid hydrocarbons from the natural gas transported and solid 
in interstate commerce. Ever since the //ope case, the Commission has take 
into consideration in rate determinations the revenues received from the sale 
of these natural-gas liquids which are removed from the gas stream as a nee 
sary incident of the efficient operation of a natural gas pipeline system. Om 
method of handling such matter has had Court sanction ~ and in fact it is the 
stundard regulatory practice of the State regulatory commissions 

The majority say that the extraction of liquid hydroearbons by Panhandle 
and by Phillips Petroleum Company for Panhandle is not a requisite to the 
preparation of the gas for pipeline transportation and hold that Panhandle’s 


extraction business should be treated as nonjurisdictional. Yet the majority 
admit that Panhandle’s extraction operations improve the efficiency of its pipe 
line system And it is obvious that the gusoline extraction business cannot stand 


by itself; that a large investment in leases, well, gathering, and transmission 
lines is necessary to produce the great volumes of gas from which the natural 
gas liquids are extracted. 

Under the majority B. t. u. method of crediting to the cost of service the sum 
of $591,700 which covers only the loss in heating value of the natural gas, the 
extraction business, held to be nonjurisdictional by the majority, turns up with 
the very handsome rate of return of 56.71 percent. Rates of return such 
this bear no reasonable relationship to the economics of the gasoline extraction 
business or to the rate of return normally obtainable in the utility business 


the 
Lie 


natural-gas business and Panhandle as a public utility is under a publie duty 


to take such steps, including the extraction of liquids, as are necessary under 


In my humble opinion, the extraction operation is an integral element of 


prudent managerial decisions to achieve the maximum operating efficiency of 


ts system at the lowest reasonable cost The extraction of natural-gas liquids 
is in effect “use” of the natural gas which is produced, gathered and trans- 
ported aft the expense of the consumer. If that “use” is sold at arm's length 


as is done with the gas processed by Phillips at the Sneed plant, the revenne 
from such “use” should be credited to the cost of service. It is inconsistent 
Wwatory principles to permit Panhandle to sell the “use” of its 
gas to itself for less than its fair market value or at less than 
could be obtained if such “use” were offered upon the open market. 


With sound re 

a price that 
The record before us does not, in my opinion, reveal the slightest justification 

for allowing Panhandle a rate of 

tests of reasonableness laid down by the United States Supreme Court in Blue 

field Water Works and fmprovement Company \ P.8.C. (262 1 S. 679), F P_C 


return higher than is necessary to meet the 


Vv. Hope Natural Gas Company (320 U.S. 591), and othe? decisions And the 
majority at page 46 of their opinion state: 
es we are duty bound to allow Panhandle and the other regulated cor 

panies a fair return, and no more, and this we propose to do in the present 
instance.” Nmphasis supplied. | 

But while the majority find and determine 5% percent to be the fair rate of 
return they actually permit Panhandle to collect rates which produce a much 
higher rate of return. So that it may be possible to ascertain the true effect of 


Citic Nervice Gas Company v. F. P. ¢ 155 FF. 2d 694, TOR (1945) 
nited Fuel Gas Co. vy. Publie Ne ice Comm,, 278 I S. 500 (1920 tshton v. Potte 
Gax Co.,6 Pa, PLS. C. 286 (1923): Rast Ohio Gas Co Clereland, 27 P. UL R N.S 87 
(159) Colunvhus Gas & Fuel Ce Columbus, 32 P. I R. (N. S.) 3821 (19329 Grenshburg 
Peoplea Natural Gas Co., Pa. P. 1 ce P. I Fortnightly, Vol. 47, pages 589, 590 (1951 


Appendix B hereto 
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the majority decision, I have had two tables prepared (Appendices A and LB 

hereto) which reveal the actual income of Panhandle and the rate of return 

earned under the majority decision which divides Panhandle’s utility business 
o departments and designates portions thereof as nonutility business. 


A further point on which I take issue with the majority is the matter of their 


denial of the several petitions filed by Michigan Consolidated Gas Company, the 
City of Detroit and the County of Wayne, Michigan, and certain other inter 


eners, for the reopening of this case in view of the increased volume of saies 
by Panhandle since the closing of the record with the figures submitted for the 
test year 1952. To my mind, a serious question is raised concerning an alleged 
increase In Panhandle’s gross annual income due to an increase in main line 
sales capacity over the capacity shown for the test year. Such a significant 


economic factor (and the majority dwell at considerable length on the economic 
motivation for their action herein) would seem to require a reopening under 
the Supreme Court decision in Atchison, Topeka & Santa Fe Railway Company, 
et al. vy. l. S., et alm in which Chief Justice Hughes, speaking for the whoie 
court, Said 

‘It is said that ‘in performing its legislative function of prescribing reasonable 
rates, the Commission necessarily projects into the future the results of a de- 

sion based on the conditions disclosed in the record,’ and that its determina- 
tion ‘cannot reflect accurately fluctuating conditions.’ These suggestions wouid 
be appropriate in relation to ordinary applications for rehearing, but are with- 
out force when overruling economic forces have made the record before the 
Commission irresponsive to present conditions. This is not the usual case of 
possible fluctuating conditions, but of a changed economic level ind the pros- 
pect that a hearing may be long does not justify its denial if it is required by 
the essential demands of justice.’ [Emphasis supplied. ] 

I believe the allegations in the petitions before us warrant the reopening 
sought 

Having set forth my reasons for disagreeing with the majority as to several 
of the material components of the base upon which Panhandle’s rates must be 
computed, I deem it unnecessary to consume further space by detailing my 
agreement or disagreement with the numerous other issues dealt with in the 
majority opinion. 

CLAUDE L. Draper, Commissioner. 
Filed April 15, 1954 
Issued April 15, 1954 


% 284 U. 8. 248, 261-262 (1932 


om) 
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APPENDIX A. Actual rate of return allowed on investment applicable to juris 
dictional sales under majority decision, test year 195 
A 
ved ! 
4 | 
i 
a.13 wed 
ci Overall interstate pipeline operati 
field prices for gas produced $7 SOO) SAN R00, RRS 
Using cost ba for gas produced 7 91 R36 1. 721. R36 
G revenues from line and LPG operatior $2, 238, 02 2, 238, 02. 
Cost applicable to ¢ ne operations, including 5%%4 
percent return 25, 7 125. 76 
Revenue n excess of 584 percent allowed under 
majority decisior 4, 169, 052 1, 312, 26K 481,312 
Additional gas purchase cost due to escalation to be 
paid under majority decision 256, 987 256, 987 
Earning n excess of 534 percent 3, ¢ ( 1, 312, 26 224, 325 
Federal income tax on above earnings at 52 percent 2, 273 682, 37 2, 716, 648 





Recurn in excess of 5%4 percent allowed under 








majority decision 1, 877, RSA 2, 507, 677 

Return at 534 percent on cost basis 9, 095, : 71, 076 9, 166, 635 

Total actual return allowed under majority decision 10, 973, 351 700, 961 11, 674, 312 

Applicable to jurisdictional sale 

Return in excess of 534 percent allowed under majority 

decision ] 519, 634 2, 132, 167 

Return at 534 percent on cost basi & 8, 636 8, 336, 014 

Total return allowed under majority decision 9, 889, 911 578, 270 10, 468, 181 

Net investment rate base 143, 954, 400 1, 019, 757 144, 974, 157 

Percent of actual return allowed under majority decision 6. 87 7.22 


Per 


table 1, appendix III, majority opinion 
A pplic 


able to jurisdictional sales, $3,571,448 and $1,082,570. 
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(€ ) Prud: vit AY sfaent or cost standard 7S Farr, clear. ana morkabhle 


Senator Doucias. There is nothing wrong vith the present rate- 

maki @ stal dard of the Natural Gas Act. The act provides that rates 
hall be just and reasonable, and the ( ‘ommission is directed Lo order a 

decrease in rates 
where existing rates are unjust, unduly discriminatory, preferential, otherwise 
unlawful, or are not the lowest reasonable rates. 
The le oislative history, as We |] as decisions of the United States Su 
preme Court interpreting the Natural Gas Act, hold that the act 
proy dec for regulation along recognized and more or less standard 
lines. The method of reculation then being universally used by State 
regulatory agencies was the rate-base method under which a utility 
Vas pernil tted to recoup through rates its proper oper ating expenses, 
i preciation, taxes, and a fair return. The State commissions as 
standard practice included the gas-production properties in the rate 
base. 

It is still standard practice among State regulatory commissions. 
For ex: ump le, in the testimony of Mr. Fred W. Peter, vice president, 
secretary, and treasurer of Oklahoma Natural Gas Co., Tulsa, Okla.. 
hefore the FPC. dockets G—2569, 2570. on December 1b. 1954, it is 
again disclosed that the Oklahoma Corporation Commission uses the 
rate-base method, includes the producing facilities, and the actual 
cost of exploring and developing its producing properties in the rate 
base, and allows a 6-percent return on that base. I proposed even 
more liberal treatment than is given in Oklahoma. 

If the rate base method is eood enough and fair for the vas Ccon- 
sumers of Oklahoma, surely it should be good enough for the consum- 
ers of other States. 

The Commission’s cost rate base method is said to have had an ill 
effect on the natural gas pipeline industry. But it is clear that the 
industry has boomed ever since the Commission obtained jurisdiction 
under the act. C ompanies owning producing properties and those 
without producing properties have prospered. Profits have been high, 
and stocks have been selling at substantial premiums above book value. 
It would be difficult to find a more prosperous industry. 

Certainly the outstanding record of expansion of the natural-gas 
industry and the ease with which such expansion has been financed 
belies any suggestion that the Commission’s cost method of regulation 
has retarded or injured natural-gas company expansion. It appears 
to me that the contrary is true; that the standards of the Commission 
have been so well known to be eminently fair and practical, and so 
consistently applied until the Panhandle decision, that investors and 
distributing utilities could determine the practical consequences of 
the expansion program without having to resort to surmise or specula- 
tion concerning the base upon which earnings would be permitted and 
the basis of the rates to be charged. 


(_) Commission’s Panhandle decision is open door to enormous pipe - 
line profits and consumer losse 8 


Since the Commission’s decision in the Panhandle case other nat- 
ural-gas companies have decided to get their share of the bounty which 
the Commission so generously dispensed to Panhandle. From infor- 
mation which Chairman Kuykendall furnished me, it appears that 
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this method has been applied by the Commission in 4 rate-increase 
cases and that at the present time 5 other cases are pending. The total 
amount of the increase in the cost of service by reason of the commod 
ity value method excluding the first Panhandle case is approximately 
$40 million on an annual basis. I am informed that not all of tl 
amount, however, is applicable to interstate sales for resale. 

The opportunity for exploitation is so great under the Commission’s 
new policy that within 214 months after Panhandle secured additional 
profits of some $3,500,000 over and above the fair return allowed by 
the Commission, it returned to the “gold mine” and filed another rate 
increase claiming that field prices have now increased and that they 
are entitled to the further extra profits which the majority of the 
Commission have ready for distribution, 

Panhandle is now claiming a weighted average field price of 
10.417 cents per thousand cubic feet in contrast to the field price 
allowed in the first case of 8.4389 cents per thousands cubic feet. 
According to data which the Chairman of the Commission furnished 
me, it is costing Panhandle an average of 2.35 cents per thousand 
cubic feet to produce the gas, including a return on its investment— 
and they want 10.4 cents. 

Another company which has filed a claim using the field price 
method is Colorado Interstate Gas Co. Its claimed average field 
price of 9.403 cents per thousand cubic feet compares with its cost 
of production of 2.23 cents per thousand cubic feet. This difference 
will cost consumers in Colorado, Wyoming, Lowa, and my own State 
of Illinois $9 million a year. Consumers in Chicago are already 
paying higher prices to enable Natural Gas Pipeline Co, to recover 
the field price of its own produced gas. 

Senator Monroney. Are you supplied by the Colorado Interstate 
Gas Co. ¢ 

Senator Doveras. Partially. Natural Gas Pipe Line buys from 
Colorado Interstate. 

As field prices increase, the margins between production costs and 
market prices become greater and greater. Thus, the additional 
profits which the pipeline companies are able to siphon into their 
coffers through the use of this method ‘will run into large sums 
annually. This can be demonstrated by reference to the fact that 
in 1953 interstate pipeline companies and their producing affiliates 
produced nearly a trillion cubic feet of natural gas. 

If the difference between cost of production and field price or 
commodity value were 5 cents per thousand cubic feet, the additional 
profit to these pipeline companies owning reserves would amount to 
$90 million annually. 

If the difference is 10 cents per thousand cubic feet, the profit be 
comes $100 million annually. Over the life of the reserves now owned 
by the pipeline companies alone, consumers would be called upon to 
pay additional profits to such companies of from $1.5 billion to $3 
billion. With these large additional profits a sure thing if reasonable 
market price is the required standard, it is no wonder that we find 

some of the sagrane companies contributing to the oil industry cam- 
paign to make the Natural Gas Act an instrument for exploitation 
of consumers. 

Senator Danret. When you discuss what it cost to produce the gas 
in the Panhandle and the Colorado Interstate case, you are not allow- 
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ng anything for the capital asset being sold, are you, when you just 
mse it on cost of production / 


Shouldn't something be allowed for the value of a capital asset that 
s being sold ¢ 


Senator Doucuas. Under regulation, that isan argument ina circle. 
The ap tal value of the asset is determined by the capitalized value 


of the income. The income ‘is fixed D\ the investment, and the 
expenses, Including depreciation, and a fair rate of return. When 
vou say that you must take into account a high value of the asset in 
order to fix the rates, you are reversing the ratemaking procedure. 

Yo are assuming that which the ratemaking procedure is intended 


to determine. F 
Senator Danie... Isn't that just one reason why you can’t use utility 
] itemaking procedure in these Cases, because he re you have involved 


the sale of a capital asset, not just simp ily electrical energy, which is 
being manufactured from a plant which will be there always, but you 


ire actually selling part ot the gas you have in the ground every time 
you make one of these sales ? 

Senator Dovucuias. It goes back, as I said, to the fundamental ques- 
tion, which is a very portant one, Whether the ownership of these 
eye is assets In the ground entitles the owner to get everything he 
ean from them, or r whether he is sinply entitled, since he has a partial 
nonopol} created by nature, or by God—and by a necessarily monopo- 

stic distribution system—to his cost plus a fair rate of return, but 
not tothe maximum that the traftie will bear. 

Now. that is a fundamental difference in philosophy, Senator, but 
tome.“The earth is the Lord’s, and the fullness thereof.” 

Senator DANnreL. I am not talking about the maximum. lam talk- 
ing about the fair and reasonable value of the property in the ground. 

Senator Dovucias. Well, how do you determine that? In the market 
t is determined from what income you can get from it, capitalized 
with a rate of interest 

Senator Danren. No, it is determined by what you can sell it for- 
the price arrived at on a competitivemarket. 

Senator DouGias. Well, now, there you go. In my observation, this 
natural gas market is not competitive among the sellers. You say that 
any system of regulation should grant to the producer what it can sell 
for. What you are saying, in effect, is that regulation should not 
reduce the price which the seller can get. 

Senator Daniet. I simply say that utility type regulation will 
never work when you are selling a commodity, an exhaustible resource, 
which is part of your land and has been so held to be, part of the 
property, oil and gas, both, and when you sell that, that portion 
of your ¢ apiti al assets, some credit shouk l be given not just the cost 
of producing it, plus 6 percent, but you are parting with something 
never to be returned. It is more than just a matter of producing an 
energy 

Senator Dovenas. What are you parting with? You are parting 
with your costs. Those costs should be returned, with a fair rate of 
rofit on those costs, and with an allowance, I would say, for risk. I 
don’t think you are parting with anything more than that. 

Senator Danie.. Senator, you are parting with property which 
you have held in the ground until it could be sold in interstate com- 
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merce, which would be worth more than the fieures which you are 
willing to give for the property. 

In other words, I suppose in the Panhandle case, and in the Colo 
rado Interstate case, you would think that the price should be fixed 
somewhat near 3 cents, or 4 cents per 1,000 cubie foot. 

Senator Doucuas. All I can say, Senator, is that to the degree 
those considerations should be taken into account, the higher rate 
of return which would be allowed by the Federal Power Commission 
and by the courts can, and the tax laws do, make a sufficient allowance 
for this reduction in capital. The cost figures which I mentioned 
for Panhandle and Colorado Interstate included taxes and a fair 
return on investment. 

Now, even if you were to take your argument, I am saying that the 
higher rate of return which we would orant, as compared with elec 
tricity and the provision of the tax laws, ilready make umple allow 
ance for the shrinking capital asset. I think as far as the tax laws 
are concerned, they eo too far. 

Senator Danten. That relates only to the tax laws. 

Senator Doueias. The higher rate of return allowance, too. 

Senator DanieL. It means if these producers are cut to this kind of 
price, you are going to be cutting out much of the taxes that would be 
paid into the Government from that portion not covered by the depre 
ciation allowance. 

(e) Fulbright bill standard ECVENM MOPrSEé than Panhandle tormula 

Senator Dovucnias. As Senator Pastore has said, the Fulbright bill 
standard is even worse than Panhandle formula. The “reasonable 
market price” standard incorporated in the Fulbright bill would 
provide 2 means of increasing natural gas rates to consumers even 
above the level which the “weighted averave field price” methods 
used by the Commission in the Panhandle case would permit. Under 
the latter method, low prices in old contracts were averaged in with 
the more recent contracts, and thus the weighted average field price 
was less than the market price which the Fulbright bill prescribes, 

The r reasonable market price” standard provides no basis for ef 
fective or rational regulation. On the other hand, 1 pron ides a real 
incentive to pipeline companies to pay higher prices for the vas the \ 
purchase from other producers, since by so doing they create a highe 
as is to be valued. 


oY 


base by which their own produced 

According to Chairman Kauy kendall’s test mony, record, page 2555, 
before this committee, the Commission “solved” this dilemma in 
the Panhandle case by allowing Panhandle a higher price than Pan 
handle was pay ing other producers. 

But even if the Commission were to use an average of all prices 
ina given field, the very process of averaging and the allowance to 
the pipeline colMpahiles of that average price is bound to continually 
Increase the average as the lower prices are brought ip to the new 
averave price. 

The “reasonable market price” standard is contrary to all utility 
regulatory principles ; it provides no objective standard by which the 
rensonableness of the rates may be tested: it will not work if cost of 
production should be greater than market value, and it results in 
unjust exactions from consumers. 
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(] TT ads t hig pipe line . 27 zs taals the CONSUING r loses 

‘J ne (Commission adv! ed this cohniunittee on March OU, 1955, that 
the Commiusion’s “net investment” method resulted in indefensible 
discrimination between the pipeline company and the so-called inde- 
pendent producers, 

From my ani aly sis of the sub ject, I would say that the Commission’s 

anhandle decision was an indefensible discrimination against the 
consumer. ‘To be blunt, it seems alrhost a betrayal of their public 
trust. Under the rate base method which the Federal Power Com- 
mission has used for 16 years, ratepayers have paid the costs of ex- 
ploration and development, have paid the cost of holding undeveloped 
vas reserves, and have paid to the pipeline companies a return on their 

nvestment in nonproducing leases 

In other words, the consumers h: ave shouldered the risks and have 
paid the costs. ‘his was all admitted by the Commission majority 
in the -onhandle case. Now that these acquired reserves have a mar- 
ket value created by consumer demand ereatly in excess of their cost 
of acquisition, the Commission permits consumers to be charged the 
current commodity value which such reserves can command in an 
unregul: ited market. It seems a clear case of “Ileads we win, tails you 
los e”’ for the f: avored pipe line companies. 

Che Commission majority in the Panhandle decision recognized the 
inequity of its treatment of consumers and indicated that Panhandle 
customers should be compe nsated for the contribution of a sum in ex- 
cess of $7 million for exploration and development expenditures. 

But they said the adjustment to rates on this account would be in- 
significant and is an incidental consequence of the Commission’s tran- 
sition to a more realistic approach. This callous disregard by the 
present Federal Power Commission of the rights and equities of 
natural gas consumers is shocking. I find it hard to recall another 
decision in the annals of regulation where so little concern was shown 
for the interests of the consumers. 

The only reasons given by the proponents for requiring the Com- 
mission to allow pipeline companies the reasonable market price for 
the gas they produced are the same reasons which the Commission 
mi or ity advanced in their Panhandle decision. 

he princ ipal reason given is that the Commission’s cost basis of 
regulation has discouraged pipeline companies from engaging in ex- 
» oration, deve lopme nt, and the acquisition of gas reserves. 

| have already shown that pipeline companies have not been’ so 
discouraged, but have been incre asing their expenditures for this 
purpose vear by year. I have also shown that pipeline companies 
and their affiliates in 1953, in the Southwest area, produced 50 per- 
cent more gas from their own reserves than they did in 1947. 

The spokesman for the Independent Natural Gas Association failed 
to support the asse rtion that the Commission cost method had driven 

1e i peline companies out of the production business. Mr. John 
i’, Merriam, president of Northern Natural Gas Co., was asked by 
Senator Monroney (R. 565) whether under the pre-Panhandle hold- 
ng of the Commission, his company had curtailed its search for 
ras. Mr. Merriam replied very honestly, “No, we did not.” 

Senator Danire. He was speaking only for his company, and I 
think he testified that other companies did curtail their operations. 


A agin 
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Senator Dovenias. Although the Commission has now deemed it 
wise that pipeline companies own their own reserves, rather than rely 
on contractual commitments with the so-called independent producers 
for their gas supply, the Commission since the Panhandle decision 
has issued certificates of convenience and necessity for new pipe- 
line ventures based on these same contracts, without questioning in 
one single instance the wisdom of management in securing a gas sup- 
ply by this method, rather than by direct ownership of natural gas 
reserves. 

(7) Clommiss 10N'S shifting positions show nece ssity for congressional 
direct OY 

While the Federal Power Commission majority in their report to 
the House Interstate and Foreign Commerce Committee unequivocally 
and unqui alifiedly endorsed the Harris bill, which cont: ained the rea- 
sonable market price standard, they appeared to have backed away 
from such standard when they stated in their report on the Fulbr ight 
bill that such standard— 


x * * 


seems to be less definite than the phrase “just and reasonable” and the 
latter appears to be proper. 

At least I thought that a change had occurred until I read the testi- 
mony given by Chairman Kuykendall before this committee. Now I 
am not certain, and I doubt if anyone else is as to what the position of 
the Commission is; it seems to have changed back and forth several 
times. 

The Commission, in its report dated April 12, 1955, on my bill (S 

248) begs Congress not to fix any single formula for ratem: iking, sti “fi 
ing that to do so would be a ste ) backward in the deve lopment of prin- 
ciples of utility regulation although the Commission, in its report to 
the House committe on the Harris bill dated March 21, endorsed the 
rigid market value formula. 

Yet, less than a month later, the Commission tells this committee 
that a rigid formula is all wrong. Chairman Kuykendall then testi- 
fied (R. 2560) that he would prefer the reasonable market price for- 
mula of the Fulbright bill for, he says, “I don’t think it is as rigid 
as the Panhandle formula.” 

He further stated that to him “reasonable market value” and “just 
and reasonable price” mean the same thing. All of this in spite of the 
fact that he testified (R. 2557) that in the Panhandle case the Com- 
mission made it clear that it was not confined under the Natural Gas 
Act to any one rigid formula. 

The various positions taken by the majority of the Commission on 
the meaning of the regulatory st: andard to be applied proves the neces- 

itv of furnishing this agency, which says in its report on S. 1853, 
th: at it is an arm of the legislative branch, at least with some parental 
guidance and supervision, Although I am a mild man, I am tempted 
to think the birch rod may be appropriate. 

L think it quite probab le that the courts in the Panhandle case will 
set the Commission straight as to the purpose of the Natural Gas Aet. 
| sincerely hope so. If this should come to pass, S. 1248 may be 
unnecessary. 

But out of an abundance of caution and with the spectac le before us 
of the gyrations of the Federal Power Commission on this question, 
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S. 1248 will. I believe, serve as a much-needed guidepost for that 
agency and a fair and wise protection for the consumer. 

I therefore urge that the committee give favorable consideration to 
this amendment. 


ee oe WILL PERMIT CONDEMNATION FOR GAS STORAGE 


I have beet very glad tO join as a Cosponsor of ». él: ye which woul I 
amend the Natural Gas Act in section 7 (h) to perm it the holders ot 
certificates of convenience and necessity to exercise the right of emi- 
nent domain to acquire property for the storage of gas. It seems 
or nerally agreed that this provislon would be ot. benefit to all parties 
concerned, provided that all hazards to safety and health are clearly 
prol hibited. 

The securing of additional storage ¢ apac itv seems wholly desirable, 
hoth i from the point of view of encour: AgING ¢ ‘conservation, and from the 
point of view of the most efficient utilization of the pipeline facilities 
and best service to consumers. 

I hope this measure may have the committee’s favorable considera- 
tion, with such perfecting amendments as are indicated by the reason- 


able suggestions of the agencies. 


‘ 
XI. CONCLUSION 


I am surprised that the Federal Power Commission has not secured 
from the nontransporting producers who are now sul ject to its juris- 
diction the additional information which would help this committee 
in mein its determinations of poliey. It would ‘be most helpful 

if the Commission had secured from these produc ers data with respect 
to vat reserves, production, costs of production, sales, wells owned 
and drilled, et cetera 

If the producers had been asked evel for copies of their own most 
recent annual reports, it might have made a great deal more infor- 

lation available without much added burden to them. Perhaps it is 
till not too late for the committee to susvest that the Commission 
secure such information 

I have attempted in this extended analysis to bring to the com- 
n iittee the economic data which would be most helpful to it in making 

s decision. In summary, I believe this data clearly proves that in 
a absence of regulation, competition cannot be depended upon to 
keep the interstate sales of natural gas by nontransporting producers 
at a level which is just and reasonable. 

This analysis has further shown that the resulting losses to con- 
sumers from nonregulation would be enormous, that regulation by 
the Federal Power Commission is feasible and can be entirely fair to 
the nontransporting producers, and that the Congress, therefore, 
should not surrender this essential protection for the 60 million users 
of gas in this country. 

I believe the an: lysis has shown that it would be possible to « ‘xempt 
the smaller p sroducers of gas without endangering consumer protec- 
tions. It has also demonstrated that the : ederal Power Commission 
needs the direction of Congress to make it adhere to uniformly fair 
standards of rate making on an or loin: al cost basis, 


a 


Rails ikauanior 


Bical cada 


AMENDMENTS TO THE NATURAL GAS AC1 1667 


For all the foregoing reasons, I, therefore, urge your favorable 
consideration for S. 1248 and S. 1926, and your disapproval of any 
broad exell ption measures like S S. 1853, H. h. 124, and other alleged 
compromise measures. 

The consumer interest in our country is not organized. It has diffi 
culty protecting itself against the high-powered publicity drives of 
narrow interests. ‘The consumers must, therefore, look to you and to 
the rest of us in Congress to weigh their interests with the greatest 
care and surrender none of the protections that were built to eliminate 
abuses and exploitation. 

| appreciate youl forbearance in listening to this lone statement. 
| recognize there is an honest conflict of interest between the prod 
ing States and the consuming States in this matter, and I don’t want 
the Senators from the produc! ine States to feel that Tam in any sense 
‘ritical of their Integrity ol ‘honesty in this matter at all. 

I would suggest they also have consumers in their States and we 
from the consuming States have legitimate interests to defend. We 
ado hot want to op press the producers. We want them to have a fan 
rate of return on their investment, but we simply do not think because 
of their monopoly power they should be allowed to get what the trattic 
will bear, which will mean, in the case of the residential consumers. 
very large | Increases in rates and very large additional payments lis 
tributed partly to the distributing companies, to the pipeline com 
panies, and to the producers, in an industry which already is a pros- 
perous one. 

Senator Danie,. Mr. Chairman, I would like to say to the Senator 
that, as you say, we are looking at this matter from a different stand 
point, but I just want you to know that some of us from the produe 
ing States really think that what we advocate is in the best interests 
of the consumers of the other States. 

We fee | especially in the nonproducing States there W il] be a ovreater 
sup ply ot was for the consumers, and therefore the price will be held 
more in line, and will not go up as much if the Fulbright bill is passed, 
because we are already using 50 percent of our gas in the producing 
States, and it is just nothing but logical; it is bound to follow that 
if the Fulbright bill is not passed—if there is no regulation over intra 
state sales the producers are, of course, going to try to find markets 
‘or their gas at home. It is only natural that they would, especially if 
you adopt a utility-type price-fixing rate or procedure that you 
eem to advocate. If that h: appens, if your producers are able to find 
their markets at home, not for the purpose of trying to hurt anybod) 
outside of the producing States, but because they can get nearer a 
market value for their gas, it seems to me it is only natural that the 
consumers are going to suffer in the long run. 

Senator Dovucrias. | don’t question your vood faith, or that of other 
proponents of the bill, in the slightest. I want to make that clear. 
But if this argument of yours is true, 1 would expeet the State of 
Texas and the State of Oklahoma to be up here in force supporting my 
position and opposing the Fulbright bill. 

Senator Danie. There are some people in our States who hope 
that you prevail in your position. 


63057 5d 106 
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Senator Doucuas. I would like their addresses, Senator. 

Senator DanieL. I can give them to you. We had one railroad com- 
missioner in Texas—he is still on the commission—who has opposed 
these interstate lines for a long time, and there are some people who 
feel that is the way to bring industry to our States, by allowing the 
Phillips decision to tay in effect. 

On the other hand, there are others who have great investments in 
the business who believe that it is best for the Fulbright bill to pass 
and for us to have these sales in interstate commerce. They have 
certainly been essential to us in the past, and they Mia be essential 
to us In the future. 

Senator Doveias. Senator, if I may, I would like to express my 
skepticism about the companies giving up the interstate business if 
we defeat the Fulbright bill and put effective regulation into opera- 
tion. I would like to put it this way: The interstate business is so 
lucrative, so substantial, so secure with long-range contracts, and 
the main at higher prices than the local sales, that I can’t conceive 
of these companies giving up their interstate business, particularly 
the gas used for residential purposes, which, as you know, has a rate 
very, very much higher than the rate in the Kast and North for indus- 
try, and still higher, of course, than the rate which the companies 
would get for the industrial-use gas in the Southwest. 

Senator Monronry. M: ay I say, Senator, in my State already the 
7 ublic Service Corporation of Oklahoma is building a power-genera- 

ion plant that will consume almost a trillion cubic feet of gas on the 
lasis that they will be ope ‘rating intrastate; the increase in whatever 
price they have is, in their fuel to generate electricity, automatically 
pass ed on in the electric » rate. 

Senator Dougias. We have no objection to the Southwest pros- 
pering through the development of industries which will use gas and 
oil and convert them into ihe wide variety of products, we have no 
objection at all to that, but we are confident that the companies will 
not leave untended this lucrative residential market in the great popu- 
lation centers of the country from which they make such large amounts. 

Senator Monroney. If their price was fixed at a rate of return not 
as satisfactory as the local market, will not the new supply tend to go 
to the local market ? 

Senator Doucias. Aren’t the rates received in the local market very 
much less than both the industrial and residential rates which they 
get from transporting ¢ 

Senator Monroney. The long line gets the same amount per 1,000 
cubic feet, whether that is going to the residents using a great deal 
of gas or a small amount of gas. 

Now, on the industrial use, there is a difference. 

Senator Danrex. As I understand Senator Douglas’ testimony, you 
would cut the price of the perenen r to the interstate line below what 
lhe can sell in intrastate commerce tod: ay. 

Senator Dovueias. I don’t ee that that necessarily follows. I 
don’t think it does follow. I don’t know precisely how the regulatory 
com mnegren would operate, but I would think it would make an 
allocation of costs as between intrastate and interstate business so 
that the interstate business would yield a fair rate of return, and 
would not have to be sacrificed for the intrastate. 
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Senator DanieL. You would expect the price to be fixed at least 
as high as what intrastate sales were made for ¢ 

Senator Doveras. I am not going to surmise on that. I would say 
that would be taken into account. 

Senator Monroney. Senator Schoeppel ¢ 

Senator SCHOEPPEL. Senator Douglas, do you envision any conflict 
with the true conservation practices of the States with reference to 
your position on this bill 4 

In other words, State regulatory bodies on the State side, in the 
interest of conservation, have protected the take from these pools, 
Let’s assume there have been some failures because of the pool char 
acteristics, but do you envision, with this terrific demand for natural 
gas, and the consuming public that is already attached to these lines, 

hese other sections of the contract, being in conflict with the Federal 
Power Commission’s position in relation to the State commissions’ 
position 4 

I am talking now about practical conservation practices and orders 
and regulations. 

Senator Dove.as. It wouldn’t change the conservation practices of 
the State commission at all, but would merely affect the rates. I think 
some might argue that the higher the price the consumer pays, the less 
he will demand, the less strain there will be upon the natural resources, 
but I take it that is not your argument. 

The allocations and quotas imposed by the States would not be 
affected, as L see it, in the slightest. 

Senator ScnHorpret. There have been, in other instances, something 
more than an ordinary hint that they should be permitted to establish 
the take from some of these pools, in some of these areas, which, as I 
view it—— 

Senator Dovetas. That is not connected with this bill at all, Senator. 

Senator ScHorerreL. | understand, but it has been hinted if power is 
given to the Federal Power Commission, that you will have a definite 
conflict between the Federal Power Commission’s position and some of 
the State regulatory commissions, then throwing us into a conflicting 
position there. 

Senator Dovuetias. Well, I can’t anticipate the future, but I don’t 
see any danger there. 

Senator Danire.. General Thomson gave us one instance in which 
the regulatory commission said they should repressure in a field, put 
the gas back in the ground, and repressure it, instead of putting it in 
an interstate pipeline. They would get it later, of course, but as | 
understand it, the Federal Power Commission has said that they can’t 
terminate their transmission of the gas into the interstate pipeline for 
the purpose required by the local regulatory body. 

Senator Dove.as. Well, so far as my own position is concerned, I 
am a joint sponsor of a bill which would permit the storage of natural 
gas in the outskirts of great cities at greater pressure than it is trans 
mitted through the pipelines, in order that the seasonal peaks may be 
met from this reserve so that the total pipeline capacity will not have 
to be as great. 

My own attitude on that position, from what I infer, is contrary to 
that which you imply, some of those who take the position I do favor. 

Senator ScHorPret. I was going on the philosophy that the God 
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vive) products that exist on the earth here, you made parti ular ref- 


erence to gas, I presume you have the same feeling with oil—now, 


what would you say about the forests / 
Senator Dovucnas. Distribution conditions are very different in the 


forests and for oil. You can ship timber and oil anywhere. But gas 
has to be shipped through pipelines, distributed through gas mains, 
and that creates a very different situation which the ultimate buyer 
can't 


Senator ScHoEPPEL. But the value has increased on the sts nding 
forests of the country, something man didn’t have a thing to do with. 
Senator DouGias. Iam not advocating the policy of Henry George. 

Senator SCHOEPPEL. Well, that is consoling. 

Senator Dovueias. There is a_ theological-philosophical-religious 
element in all this. 

Senator ScHorrren,, That is right: [I grant that, and I will say 
Senator Douglas, that you have been a little bit more generous in 
certain phases of your approach to this problem than have some other 
Witnesses who appeared here with reference to the allowance that 
should be taken into consideration, and given to these independent 
producers who have spent enormous sums of money in the search for 
the very thine that a lot of these areas in the country are beneficiaries 
of today, that you never hear about. 

Oh, you hear about these big fellows who make these millions and 
millions, but there should be and there must be, in my humble opinion, 
some equitabr approac h on something that far exceeds the utility- 
tvpe approach for return. 

Senator Doveias. I am ready to grant a higher rate of return, but 
I don’t think you should take the going price as an indication of what 
the fair price should be, because that is what you start out trying to 
Hind out. 

Senator Purret.. I gathered from your colloquy with the Senator 
from Texas that your philosophy as to value was as was expressed by 
the Senator here. You felt that the pr ice should pretty much be deter- 
mined by the labor put into the cathe ring of the GAs, 

Senator Dovgias. No: lam not defending the labor theory of value. 
[ am saying money cost, plus a fair rate of return. I am not trying 
to measure labor hours. labor day s, or anyt hing of that kind. TI recog 
nize interest as a cost, I recognize risk as a cost which should be com 
pensated for. 

Senator Purrentn. But you have stated now what I hoped you 
wouid state. I gathered, however, in your discussion there that you 
thought the chief value of the gas put in the ground by the good Lord, 
that it should be there, in a determination of value it should have or 
he a negligible factor. I just wondered whether that was your 
philosophy. 

Senator Doveras. Well, I would say that gas producers, through 
the necessary arrangements of the pipelines and the gas mains, are 
able to be in a very preferential position, and they ‘should not be 

illowed to e xploit the et ere advantages of their situation. 

Senator Purreut. I don’t think there should be, either. I don’t 
think there should be disagreement between the Senator from Illinois 
and the Senator from Connecticut on that point. 
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[ am trying to get at what you mean by value. The Senator said 
what you were doing was exhausting a capital asset, and you are. 
Now, certainly there should be some recognition Givel. 

Senator DovuGnas. Certainly a capital asset should be compensated 
for. The cost ot the original purchase, plus developmental, explora 
tory, and other costs, and a fair rate of return should clearly be 

or mae but honest de ‘prec iation should also be granted. 
‘nator SCHOEPPEL. Ww hat about rep ylacement of those reserves o1 
some Compare able typ ve of reserves at a higher price ¢ 

Senator Dovenias. When you come to your new reserves then treat 
then: on the same basis. 1 don’t know that past reserves should be 
pledged to acquire new reserves. 

Senator Scuorerrent. The point that I am trving to make here 
that here a man invests in leases, and he invests in sometimes fee 
simple owne rship of land, str) ictly and — ly based Upon what he car 
explore that land and find in oil and e , let’s say coal, or something 
else, but we are talking about oil and @as now. 

He has a long term contract, with escalation clauses, accelerated 
di oe costs which you say he should be compensated for. 

he is put under regulation, since he is depleting his resources, 


I is the next ste pé Should he be allowed some sort of return o1 
his mvestment in order to be able to go out and replace some com 


parable reserves that have been depleted which he might think were 
at reduced prices ¢ 

Senator Doveias. Assuming that the price level is constant 

Senator ScuoepreLt. Which it is not, unfortunately. 

Senator Dovcias. But assuming the price level is constant, then 
the allowance for honest depreciation of the asset, or the wasting of 
the asset, would provide him with a sufficient capital sum with which 
he could acquire additional reserves. 

Now, your problem is complicated if you have a generally advancing 
price level. 

Senator Purret.. Let me put it in simple terms. I understand the 
complications, when you get into a field where you are selling this 
in a market that is practically monopolistic, _ suppose I have 10 
acres of land. These are God- “ptovided lands, but 1 own them, and I 
sell 1 acre off. Then I sell another acre off. I am depleting, am I 
not, my capital asset, selling off my capital asset ? 

[ realize we are selling this in a free competitive market, but I want 
to get elemental about it. Is there not a value which I should be paid 
for when I sell that 1 acre of land, whether it be 1 acre of land, or gas 
that is under acres of land ? 

Senator Doverias. I am not advocating the Henry George system, 
or saying that the increase in land values should be taken by the 
community. 

I am not advocating that. 

Senator Purrett. Your expressed philosophy, I thought, was simi- 
lar to that. 

Senator DovuGias. Perhaps I have an excessively religious approach 
to the subject. Of course, the forces which create oil and gas may not 
be immediately or may not have been immediately divine, but if there 
is meaning in the universe—and we believe there is meaning—there 
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must have been a design creating these assets for the benefit primarily 
of all mankind. 

Senator Purret.. Isn't that just as true as the 10 acres I spoke 
about ¢ 

Senator Dovuenias. You don’t have to sy phon your 10 acres through 
a pipeline or gas main. 

Senator Purreti, I say I want to get hasie in the thing. I was 
talking about some value there that certainly a man should be able to 
recover, and I gathered from your answer to the Senator from Texas 
that you were doubtful as to whether he should or not, and—— 

Senator Doveias. Senator, these ultimate questions, I think, will 
perplex mankind for generations. I am only going to deal with the 
issue which is was. 

Senator Danter. Do you object to the theory of private ownership 
of oil and gas? 

Senator Doverias. No, I do not: and I am glad to deal with that 
issue head-on, because 20 years ago I did advocate public ownership 
of oil and gas, and [ know literature has been circulated pointing 
this out. 

Senator Danrex. I didn’t know that. 

Senator Dovueias. Tam glad to deal with that issue. 

Senator Dante. I never knew that before. 

Senator _— is. I don’t hide anything on that matter. I want 
to tell you why I held that cone lusion 20 years ago. It was largely 
because I felt th: : the regulatory processes had large ly broken down, 
that it was very hard to get honest regulators on the recul: atory com- 
missions; that if they tried to protect the public, they would be driven 
out of the regulatory commissions; that they would not be reappoint- 
ed. Some of them woul | get tired; m: iny of them would go over to the 
other side: and the regulatory processes woul | not work. 

Therefore, I did favor, to a considerable degree, public ownership 
of these natural resources. I have changed my mind on that, and I 
changed my mind on it a long time ago, because I think it creates 
even greater evils. 

In the first place, if you get a large degree of a ownership, 
you concentrate power in the hands o¥ the State, and of the dominant 
political party, and they will have control over men’s jobs, and, having 
control over men’s jobs, these men will not be free. 

Secondly, it is true that there tends to be a slowing up of reduction 
of costs and a reduction of individual initiative under public owner- 
ship. So I think in these cases you would be jumping out of the fry- 
ingpan into the fire. 

I determined many years ago to devote the rest of my life to the 
struggle to make the regulation of the natural monopolies, or quasi- 
monopolies, work, and also to diffuse economic power in other lines, 
so there would be a broad distribution of private ownership, which is 
the best protection, after all. 

I am committed to that for the rest of my life, and I can submit 
for the record statements which I have made to the press in my own 
State some years back on this very point. But let me now say this, 
that there is nothing which strengthens the movement for public 
ownership more than ineffective regulation of theses natural mo- 
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nopolies, and if regulation breaks down, and if the regulatory bodies 
do not do their work, or if the legislature guts the organic laws under 
which they operate, then the peop le will turn to public ownership. 
So I hope th: it we can demonstrate that my fears and beliefs of 20 years 
ago are ill founded. 

I am trying todevote my life to proving those fears were ill founded, 
and I hope that other Senators will not confirm them. 

Senator Danten. I hope we will be successful. 

Senator Monroney. Are there further questions ¢ 

Senator Douglas, thank you very much for the prodigious work you 
have put into your st: e ment, the research. 

Senator Dovenas. 1 don’t pretend to have done it all. 

Senator Monronry. While I disagree on many of those things, I do 
appreciate the study and effort you have made to bring before the 
committee this material. 

Senator Doveias. 1 want to thank the committee for the courteous 
treatment you have all given me, even though the views of some of us 
differ ri adically. 

Senator Purrett. I would like to express my appreciation and 
thanks to the Senator from Illinois for this comprehensive testimony 
which contains a lot of meat, and I have learned much in listening to it. 

Senator Monronry. I would like to announce that Congressman 
Macdonald of Massachusetts, scheduled to testify following Senator 
Douglas, is grounded in New York because of bad weather and can’t 
arrive W ashington to present his statement in person. He requests 
that it be placed in the record with the statement here made by the 
acting chairman as to his inability to attend and the reason therefor. 

(The statement referred to follows:) 


STATEMENT OF Hon. Torspert H. MACDONALD, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF MASSACHUSETTS 


Mr. Chairman, I appreciate very much the courtesy so graciously extended by 
vou and other distinguished members of the Senate Interstate and Foreign Com 
merce Committee in granting me this opportunity to appear before your com- 
mittee to testify on the pending bills proposing various amendments to the 
Natural Gas Act. 

There is no doubt in my mind but that these proposals will receive thorough 
and conscientious study from your committee. Their ramifications will certainly 
be weighed carefully, and examined very closely. It is my further hope, how- 
ever, that the interests of the smal! consumers of natural gas will be borne in 
mind in the course of the entire deliberations on this legislation. 

We all know that the Natural Gas Act of 1938 was adopted after extensive 
hearings held in the interests of finding whether it was necessary, in the public 
interest, to regulate the transportation and sale of natural gas to prevent 
further consumer exploitation. The answer in 1938 was “Yes,” and I submit 
after 138 years that the answer is still “Yes.” The consuming public needs 
protection now more than ever. 

Since the adoption of the act the gas industry has expanded tremendously, 
until today natural gas in one of the great fuels by which America lives. Since 
its inception there have been repeated attempts by selfish interests here in 
Congress to amend this law in order to have independent producers and gatherers 
escape its terms and control. Efforts have also been made in the courts of the 
land by the gas interests to secure decisions which would hold that the regulation 
of prices charged by producers and gatherers not to be within the jurisdiction 
of the Federal Power Commission. But now in the latest of this series, the now 
famous Phillips Petroleum Co. against State of Wisconsin decision, the United 
States Supreme Court has held that the regulation of sales of natural gas in 
interstate commerce for resale by independent natural-gas producers to be within 











he irisdiction of the Federal Power Commissiol A concerted effort by the 
ful gas inte to nullify the decision of the Supreme Court of the United 
States followed and is ¢ rentiy in full bloo 

Durir the past 3 onths the House Interstate and Foreign Commerce Com 

tte of which |! I nm member has held extensive hearings on this whole 

‘ \s ( t ONE ‘ ngs id subseque nt executive sessions of the 

mittee. the Hari bill was repo June S&S by the scant margin of one vote 

al major change in the Harris b s originally introduced and the one 

f is the latter would authorize the Federal Power 

('« i nt reg ite favored natiol mad so-called spiral escalator clauses 
! of pipeline companie th producers 

Phe oi d gas company proponents of the Harris bill claim that there is 

upetition among the independent producers and gatherers and this competition 

Will set fair field price However, a close look at the factual situation of the 

roces ofl at ing and ale of this commodity shows.this not to be the case 

ihe ge percenta of the hati is neg from our Southwestern States, 

produced by a rel vely fe orporations who because of their monopo 

tic control of ¢ reserves, have lmost uncontrolled power to fix the price of 

is entering our interstate transmission lines The Federal Power Commission 


eport figures show that 3 percent of all these producers control 90 percent of 


i natural gas d } these so-called independent producers to natural-gas 
panies It f ws naturally by the natural law of supply and demand that 
we are to have effective regulation of cas rates, we must have regulation from 
the point of production to the point where the ultimate consumer purchases it. 
Supporter if the Harris bill have also sought to buttress their position by 
drawing an analogy between the price of coal and oil, and that of gas, claiming 
that competition regulates the price of each. This in my opinion is just not 
ipplicable to the situation before us The analogy falls, when, for example, we 


nsider the differences in the method of transportation between coal and oil and 
that of natural gas. Coal and oil may be transported by rail, truck or water, 


enabling the middleman dealer to shop around and give the ultimate consumer the 
of the cheapest available methods of transportation. Natural gas, how- 

evel an be transported by pipeline only (nce established, it is clear beyond 
niment t t these lines cannot be removed from place to place to take advantage 
favorable prices fhis ineans that the ultimate consumer has no alternative 
but to accept Whatever grade of natural gas is transported by the sole, monopoly, 
ipeline company to his area. One is simply not permitted to go shopping else- 
whe for cheaper or more economical gas. He buys from a single seller or he 
does not buy Since the competitive economic forces in the consumer purchase 
of natural gas are nonexistent or at best, weak, Federal Government regulation 
f exorbitant rates is necessary Furthermore, it is clear that the present regu 
tion of pipeline companies would be completely emasculated unless regulation 

f producers and gatherers at the wellhead were also present. This was made 
especially clear to me at the hearings on the Harris bill. Under existing law, 


pipeline companies and producers have continued to expand and have had no 
trouble in getting fnancial and other aid in such expansion. The Harris bill, 
iS Well as other proposed bills which seek to exempt producers and gatherers of 
natural gas from rate reculation by the Federal Power Commission, would exempt 
| large segment of the gas industry from proper regulation and thereby benefit 
primarily only a few large corporations. Enactment of such legislation gives a 
new lease on life to the very practices the Natural Gas Act was designed to 


The need for such an amendment is made clear by the mental attitude dis- 
played by the oil interests. This public-be-damned attitude was summed up by 
Lt. Gen. Ernest Thompson, representing Texas natural-gas interests, who stated 
at these he: igs before the House Interstate and Foreign Commerce Committee 
that if the price for natural gas went beyond the ability of the consumer in 





our New England section of the country to pay, they could switch back to coal 


ind oil. Mr. Thompson stated: “They could always go back to coal any time 
they think gas is too high. There still would be a free choice to using coal, oil, 
gas.” In answer to a question of mine as to: “What happens to the local 
publie utility such as the Mystic Valley Gas Co. in my own district which has 
invested millions of dollars in laying a pipeline to meet the monopoly’s main 
pipeline in order to service our communities, when the price gets so sigh for 


the consumer that the consumer no longer could pay the price asked for natural 
gas?” General Thompson stated: “They would have to find some other line of 


trl 


isiness, more profitable.” 
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What, too, of the small investor wl has bought shares of stock i 
company and has submitted to public utility regulations on the heretofore solid 
ground that he was assured of a small but steady profit on his investment‘ 
Should we do away with the interests of the consumer, the local public utility, 

nd the small investor, by sacrificing him to the greed of the all-powertfu 


nterest? My answer is “No 
It is from this type of attitude expressed by Mr. Thompson, as 1 of 3 members 
composing the commission which has jurisdiction over oil and nati 


Texas, that the public-be-damned attitude is most clearly seen and _ fill He 


ith fear in the years to come for the cousumers of our vrent ountry Lo poi 


oul it our consumers heed protection from this state of mind is unnecessary 


There is no doubt, that over the vears, enactinent of the Harris bill, whose main 


ideas were formerly incorporated in the President lv vetoed Kerr bill. would 
nerease the cost of gas to the ultimate onsumer by nanny millions of d il 
It is likewise indisputable that the objective of the proponents of this kind of 
egislation is to seek higher prices from the consume Natural gas is a wonder 
ful resource of nature which has come into great demand since World Wa II 
It was given to us by our Creator for the benefit of all of our citizens. We 
not permit its great value, created in large measure by the demand of the people 
themselves, to be appropriated by monopolies through intlaited profits ; l 
and justice require that the sales of natural gas to interstate pipelines for 
Itimate public consumption be subject to Federal regulation in order to assure 
that independent producers and gatherers receive no more than rensonable prices 
to meet their legitimate costs, including the market rate of interest upon the 
capital prudently invested in plant and equipment. In the supplying of natura 
gas to a utility market these producers and gatherers are not entitled to exact 
“what the trafhe will bear,” for the consuining public is itself entitled to the 


benefits which this great natural resource offers after paying the reasonable 


costs of labor and capital required to make it available for use 
lam thoroughly convinced that the S4th Congress must enact an amendment 
to the Natural Gas Act in order that dominant producing interests, primarily 


the major oil Companies of the Nation, will not be able to assert their monopolis 
tic yo sition in the control of gas reserves to the detriment of the public interest 
To accomplish this I urge the members of this committee to approve S. 1926 now 
pending before vour committee This bill introduced by Senator Douglas is 
similar to the bill I introduced in the House, namely, H. R. 6106. Both bills 
ntroduced on behalf of Consumers everywhere limits the proposed exemption to 
small producers and gatherers as defined therein, The statutory minimum below 

hich regulation would not apply will be fixed at not more than 2 billion cubic 
feet per year. The amendment proposed would exempt from regulation approxi 
mately 97 percent of the producers and gatherers of natural gas making sales 
to interstate pipeline companies and yet would leave subject to regulation more 
than 90 percent of the gas sold by so-called independent producers to natural-gas 
companies. Based on a Federal Power Commission study for the vear 1953, 4.191 
of the 4,365 independent producers who sold to interstate pipelines would be 
exempt from regulation, The remaining 174 producers who sold 90 percent of 
the gas moving in interstate commerce would be regulated in order to protect 
the consumers of the Nation against exploitation by these few large natural-gas 
companies. It is obvious that the few major oil and gas companies of the Nation 
are a close-knit organization, monopolizing the industry and holding, if pet 
mitted, a dictatorship over the consumer 

There are 20 million gas consumers in this country, whose interest in the gas 
ate is only aroused when their individual rates are increased. The average 
consumer doesn’t know why he must pay more for less and if he inquires, such a 
deluge of exhibits, figures, and charts are showered upon him that he wishes he 
had not asked in the first place. Rate structures for natural gas have become 
highly involved for it is to the advantage of the monopoly to make them this 
way. The individual consumer usually gives up his investigation by saying that 
he cannot understand the graphs, charts, and technical terminology and that 
perhaps he should not protest because his individual investment is so small in 
the overall picture drawn for him. He does not stop to think of the huge colie 
tive investment made by him and other gas consumers. The 20 million consumers 
have presently over $38 billion invested in gas-burning equipment. The gas pro 
ducing, carrying, and supplying companies—in fact, the entire industry—have 
little more than half of that amount as a total investment. In our democracy it 
would seem that the interest of the greatest number of people, with the s 


greatest 
amount of money invested, should be protected first. The history of the gas 
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industry does not bear this out. The monopoly is trying to bring about condi- 
tions whereby they are protected and the consumer must pay and pay to satisfy 
the industry greed which, history shows, never will be quite satisfied. 

And what is the relationship of the protection of the consumer against the 
producer? The consumer's investment is strictly an out-of-the-pocket expense, 
for which he is guaranteed nothing. He pays for it with his own money and 
many continue to pay for long periods of time. The producer, on the other 
hand, is allowed a 27.5-percent depletion charge annually. This means that out 
of each million dollars collected, there is $275,000 free of any taxation. While 
it is quite true that a well will not indefinitely produce large quantities of gas 
or oil, and perhaps, a depletion allowance is fair, if only to give an owner the 
opportunity to lay a nest egg aside. But it need not be an ostrich egg. If a 
well yields a million dollars a year for 5 to 10 years, the owners will have over 
a quarter of a million dollars tax free for no more than normal operation. 
The allowance, as it stands, practically says that each company or individual 
who owns an oil or gas well should by some unaccountable reasoning receive 
preferential treatment given no other industry in these amounts because the life 
of his income from this source is a limited one. The productive earning period 
of our American athletes, our writers, our artists—their productive lives are also 
commercially limited, but they are given no such depletion allowance. My pro- 
posal would make certain that dominant producing interests, primarily the major 
oil companies of the Nation, would not be able to assert their monopolistic posi 
tion in the control of gas reserves to the detriment of the public interest. At 
the same time it would relieve from the burdens of regulation the small-well 
owners. 

Recognizing the fact that the bookkeeping and other administrating proce- 
dures of the Federal Power Commission are a burden on a small company, it is 
pointed out that the amendment proposed by me would exempt from regulation 
by the Federal Power Commission approximately 97 percent of all independent 
producers and gatherers of natural gas making sales to interstate pipeline com- 
panies and yet leaves controlled by fair regulation more than 90 percent of all 
natural gas sold by these so-called independent producers to natural-gas 
companies. 

The smaller well owners deserve this protection, in my opinion, as nothing 
would be accomplished by the regulation of them in any event. Such producers 
do not control sufficient supplies of gas to place them in a position to affect 
materially the interstate movement or prices of natural gas. Likewise, the 
regulation of a multitude of small producers would involve time and expense out 
of proportion to the benefits obtainable therefrom. By enacting this type of 
legislation the Congress can dispose of the differences that now exist and at 
the same time assure the consumers of natural-gas protection against un- 
reasonable rates in conformance with the principles of the Natural-Gas Act. 


Senator Monroney. I will put these in the record if they have not 


already been put in. 
(The statements referred to follow :) 


SPOKANE, WASH., June 9, 1955. 
Hon. WARREN G. MAGNUSON, 
Senate Office Building, 
Washington, D. C.: 
Your support of the Kilgore bill, S. 2001, would be greatly appreciated by myseif 
and others of the retail fuel industry. 
JREAT WESTERN FuEt Co. 
Ray S. Rosperts. 


PitTspurGH, Pa., June 17, 1955. 
Hon. W. G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D.C. 

Dear Sir: It is our understanding that statements are being filed with the 
Senate Committee on Interstate and Foreign Commerce with respect to S. 712 
which grants to certain companies the right of eminent domain for the acquisition 
of underground gas storage areas. 
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This letter is written to you on behalf of the Coal Producers Committee on 
Underground Gas Storage Safety. This committee was formed in 1954 by the 
Western Pennsylvania Coal Operators Association, the Central Pennsylvania 
Coal Producers Association, the Northern West Virginia Coal Association, and 
the Ohio Coal Association. These associations represent coal producers in the 
States of Pennsylvania, West Virginia, and Ohio whose combined annual produce 
tion is approximately 55 million tons. 

S. 712 is identical with 8. 525 which was pending before the last session of 
Congress. At that time the coal industry opposed 8. 525 primarily on two 
grounds: (1) the bill as originally introduced would have resulted in serious 
safety hazards by authorizing the unrestricted exercise of the right of eminent 
domain for the purpose of underground gas storage in coal mining areas without 
providing for necessary safety regulations; (2) the bill was so broad that it 
could be interpreted to permit the condemnation of coal properties. The reasons 
for our opposition and the facts supporting our position are set forth in the 
report of the Senate committee hearings on $. 525 (pp. 39-98, 102-109). 

At the time the coal industry presented its opposition to 8S. 525 we advised the 
Committee on Interstate and Foreign Commerce that representatives of the coal 
and gas storage industries were working together in an effort to draft a model 
vas-storage law for introduction in the various State legislatures in which this 
problem existed. This proposed legislation was to be designed to provide safety 
regulations for the operation of storage reservoirs located under operating coal 
mines. After many months of negotiation such a law was agreed upon by both 
industries. It has already been enacted in West Virginia and it is expected that 
it will be enacted in the present sessions in Pennsylvania and Ohio, Discussions 
are already underway to the end that the bill may be enacted in other States 
where coal mines and gas-storage reservoirs are being operated. This legislative 
effort by the two industries will provide safety standards and administrative 
machinery for regulating gas-storage reservoirs located beneath operating coal 
mines. 

It is our understanding that a representative of one of the gas-storage com- 
panies with whom the model State bill was negotiated has filed a statement with 
this committee, together with a substitute revision of S. 712. I is also our 
understanding that this statement and substitute bill support our view that any 
Federal legislation providing for eminent domain for gas storage should not in 
any way affect the existing or proposed State laws providing for safety regula- 
tion of underground gas storage and should not permit the condemnation of coal 
er any interest in coal. 

We are still opposed to S. 712 in its present form or to any revision of S. 712 
that would in any way affect the validity of our State regulatory laws or that 
would permit the condemnation of coal. It is our understanding that the substi- 
tute bill now being offered by representatives of the storage industry is intended 
to remove these two primary objections which the coal industry had to S. 525 
and to the present S. 712. We are not now in a position to commit ourselves as 
to whether the specific language of a proposed revision of S. 712 currently being 
submitted to the committee accomplishes these two objectives, but we have no 
further objection to a grant of eminent domain for storage purposes so long as 
the bill granting the right does not give the company exercising it any immunity 
from applicable State laws regulating the operation of storage reservoirs and so 
long as the bill will not authorize the condemnation of coal or any interest 
in coal. 

Very truly yours, 
COAL PRODUCERS COMMITTEE ON UNDERGROUND 
GAS STORAGE SAFETY, 
By J. M. Murpocn. 


_——_—— 


STATEMENT OF THOMAS KENNEDY, VICE PRESIDENT, UNITED MINE WORKERS OF 
AMERICA ON S. 2001 (THE KILGORE BILL) AND RELATED BILLS 


My name is Thomas Kennedy. I am vice president of the United Mine Work- 
ers of America and appear here in behalf of the international union and its mem 
bers, both anthracite and bituminous. 


STATEMENT OF POSITION ON FULBRIGHT BILL, 8. 1853 


We are familiar with the fact that you have under consideration as a matter 
of primary interest_the so-called Fulbright bill, S. 1853, and other similar legis 
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tended t« elieve independent natural-gas producers of Federal Power 
Commission regulation. At the outset, I think IT should state ny position with 
espect to such bills, as well as those having a contrary intent. 
rhe United Mine Workers up to this time have taken no position either for o1 
gainst the Fulbright and its related bills. Since they involve technical phases 
natural-gas regulation with which we do not have much familiarity, we have 
ude no attempt to analyz them with a view to determining the effect on the 
siblic interest of the highly controversial questions which they involve. We do 
ike the position, however, most emphatically, that if any inequities or undue 
rdens have been placed upon the independent natural-gas producers by the 
Phillips decision and if they are to be ameliorated by congressional action, the 
handicaps and inequities which have beset the coal industry as the result of defi 
encies in the Natural Gas Act should be given equal and simultaneous consid 
eratiol In other words, we strongly oppose the granting of benefits to the pro 
cing end of the natural-gas industry unile at the sgme time full recognition 
given to the needs of the coal industry in order to establish a fairer competi 
relationship between natural gas and coal. I might say also that the Kilgore 
ll, S. ZOOL, and other identical bills introduced by other Members of Congress 


relate solely to matters involving the transmission and sale of natural gas in inte 


state commerce, Completely separated from the problems involved in the produc 





tion and gathering of gas before it enters such commerce. 
KILGORE BILI Ss. 2001 


Since the amendment of the Natural Gas Act of 1942 the United Mine Workers of 
America have participated in many cases before the Federal Power Commission 
nh matte! involving applications for certificates of public convenience and 
necessity In all of these cases we have sought merely to protect the interest of 
our members against the encroachment of natural gas on the primary markets for 
bituminous and anthracite coal, which action in our belief coincides in every 
respect with the broad publie interest of the country. 

We have been frustrated, disappointed, and disillusioned by the outcome in 
most of these cases, and have seen the coal markets of the country diminish in 
substantial degree with relative rapidity. The members of our organization have 
suffered the resultant effects in the loss of jobs and the diminution of wages where 
sone employment still remained available. In many such cases the decisions of 
the Federal Power Commission, which have adversely affected the interests of our 
members, have been directly attributable to what I would unhesitatingly call de 
fects and deficiencies in the Natural Gas Act. We therefore welcome this op 
portunity to appear before your honorable committee and to express our views in 
favor of changes in the act which we believe should be made in the interests of 
creating a more equitable competitive relationship between the coal industry and 
the natural-gas industry and at the sanie time bring about a situation that will 
substantially improve conditions as they affect the public interest. 


Discussion of the Kilgore bill 


Other witnesses before your committee have presented explanations of the 
purposes, intents, and legal consequences of the adoption of the amendments pro- 
posed in S. 2001. I do not propose to enter into any discussion of the legal aspects 
of the bill, but will confine myself to a review of its major objectives in an attempt 
to show the need for its passage and at the same time to emphasize our belief that 
the law requires amendment in four major categories in order to accomplish the 
salutary effect that we are seeking. 

By section 1 (b) of the present act, the Commission's regulatory authority is 
confined to the transportation and sale of natural gas in interstate commerce for 
resale. This excludes from FPC jurisdiction sales made directly by the natural- 
gas pipeline companies to ultimtae consumers. With the exception of a relatively 
small number of rural customers served directly from transmission lines, direct 
sales are invariably made to large industries located within practical reach of a 
natural-gas company’s transmission lines. These industril sales have resulted 
n serious coal displacement in many areas of the country. In many cases they 
have resulted in what we consider an unwarranted dissipation of natural gas 
for purposes that could as well be served with coal. The most objectionable fea- 

ire of the practices connected with these unregulated sales is that the pipeline 
companies, without regard to the degree of compensatory return which they may 
receive from direct industrial sales, are able to, and do, underbid coal in any given 
plant just enough to obtain the sale. This frequently has been done in our expe- 


eR. 





AMENDMENTS TO THE NATURAL GAS AC 1679 


rience by the representative of a natural-gas company calling upon the coal con 


sumer, ascertaining the price he is paying for coal, and then persuading him to 
change over to gas by selling him that product just sufficiently below the cost of 
coal to oust coal from the plant. We do not believe that this condition should 
be permitted to continue 

Natural-gas companies are performing a public-utility funetion If they are to 
be subject to regulation in any respect, certainly direct sales call for regulation 
just the same as indirect or sales for resale. We are not by any means alone 
in this opinion. The Federal Power Commission, as early as 1940 in its 20th 
annual report, recommended to the Congress that the Commission be given juris 
diction over “sales of natural gas from interstate pipelines for industrial as well 
is domestic and commercial purposes.” As a basis for such recommendation the 
Commission said that such authority is necessary “in order to assure adequate 
rotection of domestic and commercial consumers against unjust and diserimina 
tory rates.” That is one of the prime objectives of S. 2001 The Commission has 
repeated the recommendation in several of its annual reports, the latest touching 
on the subject being the report for the year 1953 

Among other findings of the President's Cabinet Committee on nergy Sup- 
nlies and Resources Policy is a statement that sales of natural gas “either for 
eye e or direct consumption below actual cost plus the fair proportion of fixed 
charges which drive out competing f 
inimical to a sound fuels economy.” There is no other way of correcting this 





els constitutes unfair competition and are 


situation except by vesting authority in the Federal Power Commission to regu 
late direct industrial sales 

It will be noted that section 1 of S. 2001 would strike out the words “for resale” 

here the sale appears in subsection (b) of section 1 of the Natural Gas Act 
It is necessary to delete these words in order to remove the limitations that now 
apply to the Commission’s jurisdiction The purpose intended to be accom 
plished in this respect is further implemented by section 6 of the bill which pro 
noses to effectuate the recommendation of the President's Cabinet Committee 
~ Section 2 of S. 2001 deals with the establishment of, and adherence to, a proper 
conservation policy, by the Federal Power Commission It will be noted that 
section 2 (d) (1) requires the Commission to “Recognize that the national de- 
fense and an expanding domestic economy require the maintenance of a pro 
ductive capacity of each of the several domestic fuel industries sufficient to meet 
the current and long-range fuel needs of the Nation.” The President’s Cabinet 
Committee in its recent report appears to recognize the need for the este blish 
ment of a poliey in this field 

The need for legislation bearing on this subject matter is cited in the Federal 
Power Commission’s annual report for 1954, and repeated by Chairman Kuyken 
dall during his appearance before the House committee on February 1 The 
recommendation referred to is found on page 170 of the annual report and sug 


gests that section 7 (ec) of the Natural Gas Act be amended “to provide specifi 
} 


cally for control by the Commission of the allocation of natural gas when re 
quired for national defense or to safeguard the available supply in emergency 
situations.’ 

We believe that a broader policy than that outlined above is necessary to 
protect the public interest In other words, we do not believe that the Commis 
sion shonld wait until a war or other emergency arises and then allocate the 
ivailable supplies of natural gas. We should have a policy for the guidance of 
the Commission that will more fully insure adequacy of fuel and energy supplies 
is and when needed Bituminous coal is the principal one of the two solid 
fuels used by industr) That it constitutes the basie and indispensable source 
of energy to power the productive luachinery essential to national defense can 
not be denied. 

In order to be assured that the coal industry can respond to the needs of the 
Nation in the event of an emergency, it will be necessary to keep productive 
capacity at a level which can be speedily expanded as the necessity arises. Coal 
is the only source of fuel and energy with respect to which existing capacity 
can be almost immediately utilized without disrupting the existing economic 
status. But in order to do this the capacity must be available. This cannot 
be said of natural gas or oil. 

Natural gas can be delivered only through pipelines. Pipelines are normally 
constructed and expanded to meet current demands for that product. In the 
event of an emergency requiring increased use of natural gas in substantial quan- 


tities, new pipelines must be built. This contingency arises at a time when 
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demands for st would be increased and accentuated by the need for that com 
modity in the « struction of war materiels. The building of a pipeline from 
the urea of su to consuming industrial centers is a time-consuming project of 
considerable magnitude. During the emergency arising out of World War II, 
instead of havil a surplus of natural-gas facilities for meeting accelerated 
demands for industry, we had a shortage. Steel had to be allocated on a careful 
basis so as not to rob one requirement for the use of another. The same situa 
tion holds relatively true of fuel oil which is transported principally from pro 
duction areas to refinery and consuming areas by tanker and pipeline. We know 
the hazards and uncertainty that attach to the shipment of oil by tanker in 
wartime because of the submarine menace and also the delay which ensues in 
nereasing capacity when pipelines must be resorted to. You will recall that 
during the last w: t Was necessary to divert steel from other essential purposes 
to the construction of the so-called Big Inch and Little Big Inch pipelines for the 
transportation of oil to the eastern seaboard. A recurrence of these experiences 
should not be permitted to arise. There is only one way that they can be 
avoided and the welfare of the Nation adequately safeguarded and that is by 
il ining reasonably adequate productive capacity in the coal mines of the 
country. A review of the statistics published by the Bureau of Mines for the 


war period shows that in 1941, 514 million tons of coal were produced. In 1942 


this was increased to 583 million tons and by 1944 had reached almost 620 million 


Chere was never any shortage of bituminous coal as such duriug World War IT, 
Occns nally, shortages occurred at various points in the country due, however, 
to lack of transportation facilities, to wit: Coal cars, the construction of which 
was retarded to some extent by reason of the demands for steel for other war 
purposes, but the shortages were temporary and of short duration and never 
constituted a threat to our continued production of war essentials. This is a 
condition that cannot be assured in the light of the present status of coal produc- 





tion. The same statistical source shows that bituminous coal production reached 
a peak of 630,623,622 tons in 1947. Since that time it has declined to 392 million 
tons in 1954. According to the Bureau of Mines reports, in 1947 we had 8,700 


mines in active production. This number had increased to 9,429 mines in 1950, 
but since that time the number has declined to 6,000 mines in 1954. When a coal 
mine is closed due to lack of sufficient markets, and abandoned, it rapidly deteri- 
orates as a result of flooding, the caving of the walls, and the breakage and rot 
ting of timber supports. Mines thus closed are frequently not susceptible to 
reopening because it is not economically feasible to do so. It is generally more 
practicable under such conditions to establish new mines by the sinking of entirely 
new shafts and slopes. This is a time-consuming and expensive process which 
deters owners from reestablishing old mines where the available merchantable 
coal is insufficient in quantity to warrant the expenditure involved. This not 
only makes the coal inaccessible for utilization, but results frequently in the 
entire loss of this valuable natural resource. 

rhe mining of coal is a highly technical process. When a mine is closed for 
any appreciable length of time it results in the dispersal of the mining force. 
It is difficult to reassemble « ompetent personnel, especially in times of emergency 
when demands for manpower are acute. The rapid expansion and extension of 
natural-gas service since the war, into areas which have been traditionally coal 
markets, has had a seriously depressing effect upon the productive capacity of 
the entire coal industry. The ever-increasing use of natural gas for inferior pur- 
poses in large industrial installations has been particularly harmful. Natural 
vas is not only wasted unnecessarily, but the coal industry is injured immeasur- 
ably. Such practices should not be permitted to continue. 

There is no question but that the Federal Power Commission presently has 
authority to consider matters of conservation in disposing of applications for 
certificates of public convenience and necessity. This power has been exercised 
n a very limited number of cases and only where representatives of the coal 
industry, including the workers in the industry, have vigorously urged the Com- 
mission to proscribe what it has characterized as inferior uses of natural gas. 
‘The reason for this is readily understandable. In the early stages of its experi- 
ence and before the United States Supreme Court held that the Commission may 
consider conservation in such matters, the Commission felt that it had no power 
to control the end use of natural gas. This situation was adverted to in its 
annual reports and emphasized by the document filed by it with your committee 
in January 1944 which was entitled “The First 5 Years Under the Natural Gas 
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Act The Natural Gas Act sets up no clear legislative mandate for the guidance 
of the Comunission in considering certificate applications It merely provides 
that an applicant must show a willingness and ability to perform the services 
hat it proposes to render and the Commission must find that the project under 
onsideration is required by the public convenience and necessits The natural 


gas industry and some of its Component parts have repeatedly criticized the Com 

ission for undertaking to restrict the use of hatural gas for any purpose 
We feel that it would greatly strengthen the Comimission’s hands and substan 
tially clarify the situation if the Congress were to adopt a conservation policy such 

that envisaged by section 2 of S. 2001 for the guidance and control of that 
irm of the legislative branch of our Government The only question whic! 
rel ns to be answered is whether the conservation of natural gas for purpose 
that will best serve the long-range needs of the general public is desirable. We 
contend that it is, in the light of present condition Since 1946, a committee of 

perts of the American Gas Association has made annual reviews of the proven 
t o hy } 


gas reserves of the country, by States At the end of 1946 for the coun 





try as a whole, this commiitee found that we had the equivalent of 32.9 years 
of proven gas reserves at the then rate « yroduction By the end of 1954, this 
ad declined fo 22.46 years. The experience of this period has been a continuous 
line in the life index of the reserves without any upward deviation. Another 
interesting and somewhat disturbing fact is that in all of the years for which 
reports are available prior to 1954, each year showed a substantial increase in 
the reinaining recoverable reserves at the end of the year. At the end of 1953, 


for instance, the increase in remaining proven reserves over those of 1952 was 


12 trillion cubic feet, whereas at the end of 1954 the increase in known reserves 


was a mere 263 billion cubic feet I want to call par ilar attention to the 
experience of the State of Texas which produces and markets more than 50 per 
cent of the marketed gas supply of the country as a whole, At the end of 1946, 


the life of the reserves in Texas stood at 41.18 years. At the end of 1954, this 
had declined to 22.07 years. What is perhaps more startling is the fact that 
the remaining proven gas reserves in Texas, in 1954, declined by almost 11% tril 
lion cubic feet as compared with 1953, an unprecedented experience. This all 
occurred in the face of the fact that 4,651 more wells were drilled for oil and 
gas in 1954 than were drilled in 1953. If this trend, which has existed for the 
past 9 years, continues, it will not be long before natural gas pipeline Companies 
vill find themselves in a position where they will be unable to meet their market 
requirements. Natural gas, in some instances, is a highly desirable fuel and 
preferential uses are recognized, such as raw miaterial for chemicals and othe 
substances derived from liquid hydrocarbons. However, its limited quantities 
and exhaustible, irreplaceable nature dictate that the public interest requires 
that its utilization be restricted, insofar as it is reasonably possible, to uses that 
vill benefit the public most. It should not be wastefully used for purposes which 
can be served equally as well and at relatively comparable costs by coal. As con 
trasted with the very limited life of our natural gas reserves, the latest estimates 
of the Bureau of Mines indicate that our supply of coal at the 1954 rates of pro- 
duction were the equivalent of more than 2,400 years’ supply So far as oil is 
concerned, the situation with respect to the life of the presently known reserves 
s relatively comparable to natural gas. The use of natural gas for the firing 
of large steam boilers is a highly inferior use and is widely criticized and con- 
demned. Available information indicates that quantitatively this is the undesi 
rable use to which most of our natural gas supplies are put industrially. 

In a decision issued by the Federal Power Commission under date of May 
11, 1953, in a case involving the Mississippi River Fuel Corp. 
sion said: 

“We have repeatedly held that the use of natural gas as boiler fuel is an in 
ferior usage and that, while it is not to be denied in all situations, it should 
be permitted only on a positive showing that it is required by the public interest.” 
In a later order in the same case, issued December 14, 1955, reversing its pre 
vious denial of a certificate, the Commission, adhering to the principles previousl) 
laid down by it, said: 

“The utilization of large volumes of natural gas under boilers of an electric gen 
erating plant tends to dissipate natural gas reserves otherwise available for 
essential domestic and general service use * * *,” 

We agree entirely with this expression of principle. We believe that it should 
be confirmed and implemented by congressional action. Since the Commission 
has frequently referred to the use of natural gas as boiler fuel for electric gen 


the Commis 
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! ‘ I | neaged in that business are is a class 

‘ yest CONS natu y or that purpe | eve it rth iile 
our a ‘ ‘ if ‘ re ng volu s of itural g being used 

electric | Poale 

As disclosed by reports of these utilities filed with the Federal Power Com 
tha mdustry in the ‘ 51 ised 138 billion cubic feet of natura 

electric generatio! Phat yvear is chosen for illustrative purpOses be 

use if ‘ e vi \ h long-distance pipelines began to thread their way 
the country from producing areas. By 1949 this amount had increased to 

50 hillio hic feet Since that time the amount of natural gas so used ha 
e than doubled to a total of more than 1 trillion cubic feet in 1954. These 
ures do not include the very substantial volumes of natural gas used as boiler 

f publicly owned electric generating plants, nor do they reflect the quanti 

( o used by industries. For the purpose of presenting a true picture of this 
ition as it affects our industry, I would eliminate the natural gas consumed 
electric generation in the States of Louisiana, Mississippi, Texas, California, 
Ne@Vi and Arizona for the reason that coal is not indigenous to the area 
wl h i} gas is produced and is net to be had at prices reasonably com 

re th the price of natural gas. We have never sought to prevent the 

of 1 iral gas for boiler fuel in those States, feeling that since, with the 
exception of Arizona, natural gas is native to the soil of those States, the people 
there should be allowed to use it for boiler fuel if they wish to. This is en 
tirelv different than sending it to coal 1 irkets where it is not needed for b iiler 
fuel purposes The latest reports of natural gas used as boiler fuel in elec 
rie utility plants by States are available for 1955 but not later. In that year 
the States above named consumed 487 billion cubic feet for that purpose. This 


means that, in the States (other than those six named above) where coal could 





ind should have heen used r boiler fuel in electri venerating plants, the 
quivalent of approximately 24 million tons of coal was used in the form ¢ 
natural gas It is our contention that most of this economically wasteful use 
should be eliminated to the extent possible, consistent with the maintenance of 
service to general-purpose customers at reasonable rates 

ir point of view meets with approbation in several highly reputable quarter 
\ I lustration, the President's Materiel Policy Commission reporting it 
lune 1952, under the title, “Resources for Freedom,” volume III, page 21, said, 
The desirability of eliminating low value general uses (such as boiler fuel at 


ints distant from the field) as rapidly as possible is universally recognized.” 


This report was made by a nonpartisan, representative committee of business 





hended by Mr. William SS. Paley W strongly believe the adoption of 
ction 2 fs ‘001 would be an Mportant step in the direction of correcting 
ises which result in the dissipation of one of our most valuable, searce 


The next subject that I desire to discuss relates to the importation and the 








exportation of natural gas Section 4 of the bill redefines the words “interstate 
merce as pl ntiv used ) the act so as to include movements of gas 
between the United States and foreign countries. Section 5 of the bill amends 
section 3 of the present act so as to apply the standards now applicable to 
he securil of certificates of public convenience and necessity (as found in 
ction 7 of the act) to authorizations for the importation or exportation of 
n algas. This is a very moderate suggestion. It apparently has the approval 
of ; i indicated by its 1954 annual report as 
( the Chairman of the Commission to the 
I! The mine workers of this country are 
( ming into this country without payment 
iny tax or tariff and being used to displace American workmen. The importa 
tion of natural gas from foreign countries poises a dagger at the heart of all 
the industry—anthracite and bituminous—and threatens to disrupt in a 


grave way avery broad segment of the American national economy. The threat 

nies from both our northern neighbor, Canada, and our neighbor to the south, 
Mexico. Every ton of United States coal shipped into Canada must pay an import 
duty of 50 cents per ton and all coal shipped into Mexico is burdened with an 

port tax of from 30 to 40 cents per ton, depending on the money value of the 
CO In contrast, both Canadian and Mexican gas comes into the United 
States absolutely tax free. Therefore, the miners feel that strong preventive leg- 
isiation is justified. They have agreed, however, to go along with the bill as 





Veit. 
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irafted and introduced, rather than to seek at this time more string 
conditions. 
Section 3 of the present act merely requires that the Commission shall issue 


a permit unless it finds that the proposal “will not be consistent with the publi 


interest.”” Section 7 of the act requires that applicants for certificates show that 
the proposed “service, sale, operation, construction, extension, or acquisition * * * 
s or will be required by the present or future public convenience and neces 
sity.’ We believe that the requirements for obtaining permits should be no 
less strict than those established for obtaining certificates. 

The next feature of the bill which I wish to discuss is covered by sections 7 
and & of S. 2001. These sections are intended to clarify the situation with 
| gas to participate in hearings involv 
ing proposed changes in rates to be charged by natural-gas companies. We 
think that, properly construed, the present language affords us that right, but the 
Commission has taken the position that our interventions, if and when permitted 
are to be of a limited nature only. In other words, our counsel are not permitted 





respect to the right of Competitors of natura 


to cross-examine witnesses nor to object to the introduction of testimony on any 
customary grounds of inadmissibility. On the other hand, we are freely granted 
full participation in certificate cases. Since the price for which natural gas is 
sold by natural-gas companies directly affects the competitive relationship 
between natural gus and coal, it does not seem at all unreasonable that competi 
tors should have the right to participate in rate cases to assure, to the extent that 
their participation may do so, hat reasonable and nondiscriminatory rates are 
applied to all pipeline sales. There is no good reason why these provisions of the 
act should not be adopted. 


FACTS SUPPORTING OUR POSITION 


It is universally recognized that coal, both bituminous and anthracite, is a 
distressed industry. Our position here is amply supported by a brief review 
of the recent experience of both the bituminous and anthracite industries. <A 
study of the statistical information published annually by the Bureau of Mines 
discloses that bitumninous coal reached the peak of production in the year 1947 
when more than 630 million tons of bituminous coal were mined. In that year, 
8,700 mines were in operation, employing 462,000 men on an average daily 
basis. In 1954 the production of coal in bituminous mines had declined to 392 
million tors taken from 6000 mines. The average number of men work ng daily 
was 250,000, thus showing that almost one-half of the mine workers of the 
country lost their jobs in that 8-year period. The experience in the anthracite 
industry has been worse than in the bituminous industry. Peak production 
for anthracite occurred in 1944 when slightly more than 62 million tons of 
anthracite were produced. By 1954 this had declined to 27 million tons. In 
that same period the total number of men employed at anthracite mines declined 
from 76,978 to 41,000. The above figures do not tell the whole story. Oppor- 
tunities for employment, even for those who remained upon the employment 
rolls of the producing companies, have been diminishing at virtually a constant 
rate. In 1944 the bituminous mines of the country operated an average of 
278 days. By 1954 this had dropped to 174 days. In 1944 the anthracite mines 
operated an average of 292 days, whereas in 1954 this number had been reduced 
to 188 days. 

Another highiy significant fact concerns the deterioration of the position that 
bituminous and anthracite have held in supplying the total energy supply of the 
country. The first natural-gas pipelines of substantial magnitude commenced 
to make their appearance in 1950. In that year bituminous coal and lignite 
supplied 54.6 percent of the total energy requirements. Lignite production is 
relativety small, being less than 3 million tons. Anthracite supplied 7.9 percent. 
Natura: gas supplied only 9.8 percent and domestic petroleum 23.2 percent 


In 1954 the percentage for bituminous and lignite had declined to 27.* percent 
and anthracite to 1.8 percent. In the meantime, natural gas increased to 25 
percent and domestic petroleum to 35.9 percent. We are convinced that this 
disproportionate gain between coal and natural gas may properly be attributed 
in substantial part to the inequalities which exist in the law and which give 
natural gas unmerited advantages over coal. This is a situation that we want 
to see corrected insofar as it is possible to do so by the passage of S. 2001. 
The seriousness of this situation and the need for a remedy were pointed up 
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by President Eisenhower in his letter of July 6, 1954, to the Director of the 
Office of Defense Mobilization, and the appointment of the so-called Cabinet 
Committee to study energy supplies and resources of the country. In that letter 
the President said: 

“The soft-coal industry is, of course, a very important part of our defense- 
Despite the ever-increasing demand for mechanical energy, 


mobilization base. 
the utilization of coal has actually dropped over the last several years and there 
is danger of a serious loss in our capacity to produce coal in the event of a 
major emergency in the future.” 

The Cabinet Committee in its report also recognized “that serious unem- 
ployment and business distress exists in the coal industry.” 

I think it has been made clear that 8S. 2001 was not introduced solely for the 
benefit of the coal and railroad industries. The public generally, we believe, 
will be benefited immeasurably if it is passed by Congress. We strongly urge 


its enactment. 


Untrep Mine WorKERS OF AMERICA, 
Washington, D. C., June 8, 1955. 


Re S. 1880 


Hon. WARREN G. MAGNUSON, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
Washington, D.C. 
DeaR SENATOR MAGNUSON: On May 38, 1955, you introduced the above-num 
hill to amend the Natural Gas Act. An analysis of your bill, which we 


he red 
attach hereto, has been made by Fuels Research Council, Inec., and is to be 
filed shortly by it with your committee. It deals particularly with the effects 
of your bill on the coal industry of the United States and likewise contains 
certain affirmative recommendations for changes and amendments of the Natural 
Gas Act of 1938 
The United Mine Workers of America after careful study and consideration 
in full accord with this analysis and the recommendations therein 
Our experiences under the act as presently written firmly convince 
us that the public interest urgently requires that it be amended as indicated, 
and that this bill be not enacted in its present form. We, therefore, anprove 
and adopt the statements, reasons, objections, and recommendations contained 
in the analysis, urge their very careful study, favorable consideration, and 


finds itself 


contained. 


adoption by you and your committee. 

The need for remedial legislation on this subject is urgent. In order to 
preserve and keep in balance the general fuel economy of the United States, 
conserve its available gas supply, protect the national defense, and to afford 
the coal industry and those who labor therein a reasonable basis of compe- 
tition in the fuel markets, the recommendations set out in this analysis we trust 
will be acceptable to you and be adopted by your committee and the Congress. 
It is completely in the public interest so to do. 

It is, therefore, respectfully requested that this communication and the 
analysis attached be accepted and filed with your committee as expressing the 
views of the United Mine Workers of America on 8S. 1880. 

Very truly yours, 
WeELLY K. HopxKINs. 


ANALYSIS OF §S. 1880, PARTICULARLY WitH Respect To Its EFFECT ON THE 
COAL AND RATLROAD INDUSTRIES, BY ToM J. MCGRATH, GENERAL COUNSEL, FUELS 


RESEARCH COUNCIL, INC. 


It appears from the Congressional Record of May 3, 1955 (p. 4618), that this 
bill was introduced by Senator Magnuson at the request of the Federal Power 
Commission for the purpose of modernizing the Natural Gas Act and “make 
it Ineet the changed conditions of the day, conditions which did not exist when 
the original act was passed.” In approaching a discussion of this subject, 
we have assumed that the bill is intended to improve the administration of 
the Natural Gas Act, so as to protect in larger measure the public interest 
in the matter of natural-gas service, facilitate the work of the Commission 
and at the same time, by the elimination of unnecessary administrative steps, 
to reduce the cost thereof to the taxpayers. We are wholly in accord with 
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such a laudable purpose, but desire, of course, to preserve and further strengthen 
the rights intended to be accorded to fuel and transportation competitors. We 
trust that your committee will consider our comments as being in the nature 
of constructive criticism with a view to accomplishment of such results as will 
be in the public interest. 


CONTRADICTORY PROVISIONS 


Section 1 of the bill contains what we would characterize as contradictory 
provisions. It will be noted that, among other things, it is proposed to strike 
out the words “for sale” as the same appear in subsection (b) of section 1 of 
the Natural Gas Act. This proposal is found in lines 5 and 6 of page 1 of 
S. 1880. In defining “natural gas company” as found in paragraph (6) of 
section 2 of the Natural Gas Act, the words “for resale” remain in S. 1880, 

The bill as drawn was intended, apparently, to vest in the Federal Power 
Commission authority to regulate direct sales of natural gas by pipeline com- 
panies. We think that such sales should be brought under the complete juris 
diction of the Commission as has been recommended by that body in several 
of its annual reports commencing with the 20th annual report issued for the 
vear 1940; the last recommendation appearing in the 1953 report. It also would 
be necessary to bring direct industrial sales under the jurisdiction of the Com 
mission in order to effectively carry out the recommendations of the President's 
Cabinet Committee which stated in part, after reviewing the situation: 

“The Committee recommends, therefore, that appropriate action be taken 
that will prohibit sales by interstate pipelines either for resale or for direct 
consumption, which drive out competing fuels because the charges are below 
actiial costs plus a fair proportion of fixed charges.” 

We therefore suggest that the words “for resale” be stricken from line 1, page 
©’ of S. 1880. That, in addition thereto, subsection (a) of section 4 of the act 
be amended by adding at the end thereof a new sentence, as follows: 

“No rate or charge shall be considered just or reasonable which is less than 
the cost of such gas plus the cost of transportation and sales, and a fair pro 
portion of the fixed charges.” 

The Commission in its recommendations to the House Committee on Inter 
state and Foreign Commerce with respect to H. R. 49438, evidenced disapproval 
of inserting such language in the act for the reason that, in its opinion, it is not 
a workable standard. The Commission, however, indicated to the House com- 
mittee that it would favor any measure which specifically prescribes that any 
rate must be “compensatory.” If the foregoing amendment is not acceptable, 
we suggest as an alternative the following: 

“No rate or charge shall be considered just or reasonable which is not com 
pensatory.” 


FOREIGN COMMERCE 


Section 1 of S. 1880, line 4, provides for the insertion of the words “or foreign’’ 
after the word “interstate,” and in section 1 (b) (1) in defining a “natural gas 
company” the word “foreign” is again inserted and the words “or the exporta 
tion or importation of such gas” are added. Section (b) (2) of S. 1880, page 2, 
line 3 of the bill, also calls for an amendment inserting the words “or foreign.’ 
The object of these amendments, as we construe them, is to make all provisions 
of the act, so far as applicable, apply to those seeking authority to export or 
import natural gas as well as those authorized to do so. This we consider to be a 
very desirable objective. The present standard as applied to the exportation 
and importation of natural gas is less stringent than those which apply to appli 
cants seeking certificates of public convenience and necessity under section 7 of 
the Natural Gas Act Under the present act, exporters and importers are 
not required to comply with many of the provisions of the act which are in 
tended for the protection of the consuming public, as well as competitors. There 
is no good reason, as we see it, why less stringent standards should apply to 
exporters and importers than those applicable to persons operating solely 
within the United States with domestic gas. 

\s representatives of the coal and railroad industries, we strongly oppose 
the continuance of a situation which facilitates the importation of a foreign 
fuel to be sold in competition with domestic fuels when it deprives producers 
and transporters of such fuels, of badly needed revenue and results in the 
displacement of workers in affected industries. Importers of natural gas are 
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elieved of the necessity of establishing the need therefor, in the public in- 
terest wh as that which rests upon natural gas companies doing business 
entire Within the United States and using domestic gas. We believe that the 


ame standards should apply to exportation that are made applicable to im- 
portation for the reason that exported gas, particularly to eastern Canada, 
almost invariably results in the displacement of coal produced in the United 
States, whereas under certain circumstances the retention and use of the gas 
in this country mav be less injurious to coal. 

Natural gas is presently being exported to Canada and plans are underway 
to substantially increase these volumes upon approval by the Federal Power 
Commission 

One ve’y objectionable feature of the present plans for exporting natural gas 
to Canada is that such export is to be used as a vehicle to build up eastern 
Canadian markets with American gas, the sales of which are to be discontinued 
when a pipeline extending from the Province of Alberta, Canada, to eastern 
Canada is completed. A contract with this purpose in mind has been entered 
into between Panhandle Eastern Pipe Line Co. and Union Gas Company of 
Canada, and another similar contract has been entered into between Tennessee 
Gas Transmission Co. and the Trans-Canada Pipe Lines, Ltd. Both of these con- 
tracts are based upon the assumption that the establishment of natural-gas 
service in southwestern Ontario, in Toronto and in Montreal, would build up 
nar cets for natural gas while Trans-Canada is perfecting its plans and con 
structing te line from Alberta to Montreal, so as to assure a higher degree of 
economic feas bility for the all-Canadian line. We sincerely believe that it is 
contrary to the interests of the United States to use American gas to displace 
United S_ates coal and to deprive mine workers of this country and the rail 
roads and their employees of the revenue and wages which result from the haul 
ing of coal, merely as a temporary expediency to facilitate the construction of 
a Canadian line which will permanently displace, annually, several million tons 
of bitumious coal and anthracite produced by citizens of the United States. While 
t e amendment to the act which we shall recommend does not preclude the pos 
sib‘lity of carrying out the plans referred to, we believe that the scrutiny of 
such plans preliminary to the issuance of authorization should be at least as 
close and the standards applicable thereto no less stringent than those which 
apply to pipeline companies proposing to establish service solely within the United 
States, using domestic gas. As an additional reason for applying the same 
standards to both export and import of gas, it must be realized that United 
States gas consumers may be seriously affected by such exportation. The neces 
sity for amending the act as discussed above appears to be evident from the 
Commission's latest annual report and the recommendations filed by the chair 
man with the House Committee on Interstate and Foreign Commerce under date 
of February 1, 1955 

The only question which remains is whether it is not necessary to further 
amend the act to accomplish the purpose intended. It would seem to be necessary 
to amend section 3 of the act in order to eliminate what appears to be two stand- 
ards of proof for obtaining authorizations ; one as applied by section 7 of the act, 
which requires that an applicant show that any proposed “operation, sale, service, 
construction, extension, or acquisition * * * is or will be required by the present 
or future public convenience and necessity.” On the other hand, section 3 of 
the act requires that the Commission shall issue an order permitting export or 
import of natural gas unless it finds that the proposed exportation or importation 
will not be consistent with the public interest. There appears to be no question 
hut that the standards differ. This view is supported by Pacific Power and Light 
Co. v. Federal Power Commission (111 Fed. 2d 1014), decided May 8, 1940, where 
the Court said: 

“It is enough that the applicant show that the proposed merger is compatible 
with the public interest. The Commission, as a condition of its approval, may 
not impose a more burdensome requirement in the way of proof than that pre- 
scribed by the law.” 

While that decision grew out of an interpretation of the Federal Power Act, 
the analogy appears evident. 

In order to avoid any ambiguity, or conflict, we would suggest that section 
be amended so as to read as follows: 

“No person shall export any natural gas from the United States to a foreign 
country or import any natural gas from a foreign country unless there is in force 
with respect to such person a certificate of public convenience and necessity issued 
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in accordance with the provisions of section 7 of this act: Provided, however, 
Phat such certificate shall be issued only if it is found that such export or import 
will be consistent with the public interest The Commission shall have the power 
to attach to the issuance of a certificate for the importation or exportation of 
natural gas such terms and conditions as it may find necessary or appropriate, 
nd from time to time, after opportunity for hearing, and for good cause shown, 
miuke such supplemental order in the premises as it may find necessary and appro 
priate: Provide d further, That no certificate of public convenience and necessity, 
as in this section provided, shall become effective unless and until authorization 
therefor by the President of the United States shall have been first obtained 


TEMPORARY CERTIFICATES 


lhe first proviso t ection 7 of the Natural Gus Act as found in section 2 of the 
bill, page 4, conimencing at line 25, is wholly objectionable from the standpoint 
of the coal and railroad industries. The proviso in the present act authorizes the 
Commission to issue temporary certificates “in cases of emergency, to assure 
maintenance of adequate service or to serve particular customers.” The word 

emergency” is defined as “a sudden condition calling for immediate action.” 
There have been many instances where pipeline Companies have obtained tem- 
porary certificates where no sudden condition existed, but rather where the so- 
called emergencies were self-created by the natural gas companies or allowed to 
come into existence because of their laxity or indifference to normal develop- 
ments along their pipeline systems. It has been customary for virtually all 
natural-gas companies to make estimates of future requirements sufficiently in 
advance to obtain authorization for increased capacity under normal procedural 
processes. On the other hand, some of them have permitted demands to grow 
without regard to available capacity, and then have asked for a temporary 
certificate, on the theory that it would be necessary to install the facilities 
promptly in order to be prepared to meet the anticipated peak-day requirements. 

A graphic illustration of the abuse which has been made of the present tem- 
porary certificate provision is found in the matter of Panhandle Eastern Pipe 
Line Co. in Docket No. G-2483. In that case Panhandle Eastern, on May 18, 
1954, filed an application for a permanent certificate of public convenience and 
necessity, seeking authority to install approximately 295 miles of pipeline and 
115,000 horsepower of additional compression on its main line system, and ap- 
proximately, 96 miles of lateral line, to augment deliveries to existing customers. 
Notice of this application was published in the Federal Register of June 1, 1954. 
Subsequently the Commission issued a temporary certificate to construct 295 
miles of looping line which would previde an additional capacity of 100,000 
lc. f. per day at an estimated cost of $28 million Later another temporary 
certificate was issued authorizing the operation of these facilities for the sale 
of up to 100,000 M ¢. f. per day. No notice of the filing of these applications for 
temporary certificates was ever published, nor were the coal and railroad in- 
terests otherwise advised of their pendency. It is important to note that the 
temporary certificates issued were not for minor additions to existing facilities, 
but, on the contrary, involved a major construction project costing approximately 
$25 million. 

The above clearly illustrates the abuse being made of the temporary certificate 
provision of the act. Commissioner Nelson Lee Smith, in his concurring 
opinion, joining with the Commission in issuing a temporary certificate to oper- 
ate the facilities, emphatically points this out. In that opinion he stated: 

“Confronted by what is virtually a fait accompli, with Panhandle’s investment 
made and its facilities available to supply desired gas to some of its customers 
it is hard to see what useful public purpose would now be served by my objecting 
to permitting utilization of those facilities to bring gas to consumers and reve- 
nues to the pipeline; therefore, I concur in the present action of the Commission. 
However, I think it should be emphasized, that in my opinion, the action of 
June 30, 1954, denying the temporary certificate then sought was correct and 
sound on grounds of both law and policy, and should not have been reversed on 
September 2, 1954. 

“As I see it, no emergency, within the meaning of section 7 of the act and the 
Commission’s rules and regulations thereunder, existed on either of those dates, 
no valid grounds were presented to justify the issuance of the temporary certifi- 
cate authorizing the construction of these facilities. 
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To me it seems clear that the Congress, when it amended the act in 1942, 
intended that hearings should be mandatory before certificates are issued under 
section 7, except in cases involving emergency situations and minor changes. 
We should be careful, as a matter of law, to guard against the circumvention 
{f this requirement. And this becomes doubly important as a matter of policy 
ice, as the history of this proceeding so well demonstrates, any authorization 
once given, no matter how hedged with saving clauses, as a practical matter 
annot well be withdrawn, or even held in check.” 

Another and more recent example involves the joint application of Texas Gas 
fransmission Co. and Tennessee Gas Transmission Co. in docket No. G—S8377. 
Phe applic ts plied for a permanent certificate authorizing Texas Gas to 
Ip to 50,000 M c. f. per day on an interruptible basis to Tennessee Gas 
fransmission Co. and to install the necessary facilities to make deliveries. No 
publication of notice of this application has ever been made nor were we in any 
way apprised of the application. , 

bn | 


16, 1955, Texas G | legram requested that the Commission 
kx tion on the applicati lon that me date the temporary certifi 
ested \ vranted, On or ; ut May 9, 1955, Texas Gas filed a new 
n \ th Southern N if Gas ¢ . in docket No. G-SSU4, request 

! ke the necess ‘ ble Texas Gas to deliver 
pe ahiay n ip é sto texas ba on Transmis 
K iusko, M Thi lication disclosed the fact that the service 
1 } I rl i ‘ ‘ to 
hes d ‘J aus Gas, alte tak i will por- 
t no lol es 0 purchase the interruptible gas. This 
te f rch of the r ls of the Fed- 
uy earl Ie Gas had filed an application 
dif ‘ ice ! xX noir Ission COrp i ihe | 
solated cle \ eans. There are many more 
h we could cite wherei mporary certificates were issued without 
a tice or opport ity to obje be heart Time and space, however, pro- 
g tl here. It is o1 ntention 1 t no such course of conduct as 
re | above was ever contemplated by the Natural Gas Act nor was it 
! 1 that legitimate competitive interests should be denied an opportunity 
d in ] ( f thei ghts 
It is clear from the legislative history of the act that the temporary certificate 
proviso was intended to meet situations in which minor additions to the facilities 


were necessary to meet an emergency. The 1942 amendment concerning tempo- 
rary certificates was adopted as a result of conferences and agreement between 
the ¢ lisSion, representatives of the natural gas industry and representatives 
of the coal and railroad industries. In 8. 1880 it is proposed not only to enlarge 
the Commission's authority, but to permit the granting of temporary certificates 
“without notice or hearing.” Instead of liberalizing the temporary certificate 
pi sion, it Should be restricted to carry out the purpose and intention of its 
ginal adoption. That lack of notice and opportunity to object constitutes a 
ect in the present act with respect to the issnance of temporary certificates 
ppears to be recognized by the Commission in its 1954 annual report to Congress 
and in the statement filed by Chairman Kuykendall with the House Committee 
on Interstate and Foreign Commerce on February 1, 1955, where the Commis- 
on recommended that its authority to issue temporary certificates be enlarged, 
ant temporary certificates in any emergency situ- 
ations “where no objection to issuance has been filed after due notice has been 
ven.” We strongly believe that the Commission’s recommendations in the 





nd that it be authorized to gr 


atter referred to should be followed. 

There may be some truly emergency cases in which the Commission should be 
uthorized to issue temporary certificates without notice or hearing. The pres- 
ent law as interpreted by the Commission requires the filing of an application for 
1 permanent certificate before application may be made for a temporary certifi- 
eate. This requirement might retard the remedying of an emergency situation 
in which existing gas consumers would be deprived of service. In all other cases 
where applications for temporary certificates are made they should be disposed 
of after due notice of the filing thereof and an opportunity afforded for inter- 
ested parties to be heard. However, S. 1880 would permit a natural-gas company 
to operate under a temporary certificate for almost a year before filing an appli- 
eation for a permanent certificate, the processing and disposal of which might 
conceivably consume an additional year. Such a provision would be entirely 
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derogatory of the purpose of the 1942 amendment to the act which was intended 
to afford competitors an opportunity to be heard with respect to any substan 
tial proposal for increasing capacity or extending or expanding pipeline service 
The law should be amended to confine its application to purely emergency situa 
tions and at the same time to allow the Commission to correct such situations 
without requiring the prior filing of an application for a permanent certificate 
in advance thereof. On the other hand, where a temporary certificate is isued, 
person should be required to file an application for a permanent certificate 
within 30 days of the day of the issuance of a temporary certificate, and for 
that reason we suggest that the proviso be amended to read as follows: 
“Provided, however, That the Commission may issue a temporary certificate 
cases of emergency, arising from accidental causes, which result in interrup- 








of service, without notice or hearing. In all other emergency cases involv- 
ipplications for temporary certilicates, the Commiission shall give due notice 
the filing thereof and afford interested parties opportunity to object. Where 
temporary certificates are granted, applications for permanent certificates must 
be filed not later than thirty days after the issuance of a temporary certificate. 
| ire for a permanent certificate within thirty days of the date of 
lance he temporary certificate shall terminate the operation of such cer- 
ficate C may by 1 itions exempt from the requirements of 
I poral ! rations for which the issuance of a certificate 
be 1 i lj puvuile I 
CONSERVATIO F AVA \ GA t i 

ion 2 Cc) ] ne 14 Ne! = ad ! } pl ¢ f o 
of t ‘ we | 1 

j ! eK rtifie public cony il I 
efi d pi l } se the hearin is f qu Vv happens, 
several intervenors may be permitted to participate seeking supplies for new 
communities or possibly additional supplies for present custome If it ere 
found by the Commission that there was more demand for service that Is to 
Dp Su h servic ! Comm l ( ld then prorate the gis for l 
n such are and for such purposes as afford the most advantageous 
henefits to the public, consistent with reasonable rates and adequate service.” 


The word “prorate” would require dividing the gas on a ratable basis. The 


amendment would be improved, in our opinion, if the word “allocate” was substi 


ed for the word “prorate”’ so that the Commission could order the division 

the available gas in a manner which it considered most beneficial. 

(his proposed amendment recognizes the desirability of utilizing natural-gas 
resources for purposes which “afford the most advantageous benefits to the 
public.” We agree that tl is 2 worthwhile provision, but it is too limited in 
extent if the channeling of natural gas reserves is desirable under the circum 

neces sought to be dealt with in section 2 (cc) of S. 1880, there is no good 


rensol whi the policy should not be broadened to cover ail situations in which 


onservation may be called for in the interest of the public. 

In view of the rapid deterioration of the natural-gas-reserve situation in this 
ountry and the limited amount of known reserves, we believe that the Congress, 
by a clearly enunciated declaration of policy, should direct the Commission in 


! 
} 
I 


he performance of its administrative duties, to take the necessary steps, consist 
ent with the broad public interest, to conserve the remaining reserves of this 
rreplacable natural resource for superior purposes. We have reviewed the 
statements made to the House Committee on Interstate and Foreign Commerce 
on H. R. 4948, which is identical with the Kilgore bill, S. 2001, and find that the 
witnesses—W,. D. Johnson, testifying on behalf of the railroad brotherhoods: 
rhomas Kennedy, testifying for the United Mine Workers of America; and Ford 
K. Edwards, director of the department of economics for the National Coal 
Association—have comprehensively reviewed the present status and decline in 
the life index of our natural-gas reserves. We have been advised that these 
sume gentlemen have or will appear before the Senate committee and present 
substantially the same story concerning the natural-gas-reserve situation as they 
resented to the House committee. 

There would appear to be no justification for encumbering this record or bur- 
dening the members of your committee with a repetition of these facts. It should 
be pointed out, however, that the Federal Power Commission has repeatedly 
touched upon the subject in recognition of the necessity of conserving our natural 

















of supplic \) his e believe should be called to the attention of the 
) tte omewhat 1 ! 2 il sequence 
Che Federal Pow Commission was first clothed with authority to regulate 
ural Las Companies bv the passage ot the Natural Gas Act in 19388. AS early 
1940 in its ZOth annual report, the Commission said: 
The Natu Gas Act and the work ch the Commission is doing under it 
1 be con ed as first eD aling with the cons ation of one of 
é I ! rie = ( 7 
(‘ot nenting at SE] l problem of energy resource « mservation” the 
t ll l il 
The Natural G: Act as presently drafted doe not enable the Commission 
treat full he seri il ications of such a problem” (p. 79 
I 0 y the ] se Of j 1940 report dealing with conservation, the Commis 
sion id 
The Commission is convinced that these conservation problems are of such 
preeminent importance, especially in the present world situation, that the Nat- 
ural Gas Act should be immediately broadened to give the Commission adequate 
powe re e them in the public terest p. sv 
Phe ommission made no furthe recommendations for congressional action 


in its annual reports until 1951 when it suggested that an amendment to section 


‘ ) of the act sl dl be lopted 
2) to provide specifically for control by the Commission of the end use of 
ras when required for national defense or to safeguard the available 
upply” (p. 145) 


This same recoinmendation was made in the 1952 (p. 152) and the 1958 (p. 154) 


reports In its latest annual report for the year 1954, the Commission made 
ubstantia the same recommendation but apparently narrowed its application. 


in that report its recommendation wa 
-) to provide specifically for control Vy the Commission of the allocation of 


natural ga hen required for national defense or to safeguard the available 

ipply in emergency situations” (p. 170). 
\pparent the Commission still harbors some doubt as to its power to treat 
tively the question of Conservation This, not withstanding that it has to 
ted extent exercised such power, by indirection at least, when it has denied 


certain applications for authority to construct facilities which involve the sale 
and use of natural gas in substantial quantities for boiler-fuel purposes. 


In the case of Federal Power Commission et ¢ v. Jione Natural Gas Company 
320 U. 8. 591; 88 L. Ed. 276), the United States Supreme Court said: 
When it Comes to causes of abandoument or of extensions of facilities or serv 
e, we assume that, apart from the expressed exemptions contained in section 7 
nsiderations of conservation are material to the issuance of certiiicates of 
l convenience and necessity 
This decision was handed down January 3, 1944. In the same month the 
( mission, in a report made in response to a request from the Honorable 
Clarence | Lea, chairman of the Conimittee on Interstate and Foreign Corm- 


erce of the House of Representatives, entitled, “The First 5 Years Under the 


stated: 





The (% ion is keenly aware of the importance of conservation and the 
serious problems raised by the continued construction of large natural-gas pipe- 
ines and the accelerated depletion of our natural-gas reserves due to war 
wtivi s » 1D) 


The Commission further stated in the same report: 

It has been the unanil view of the Commission that, inasmuch as the 
(‘ongress had not given it comprehensive powers to deal with the end uses for 
whi natural gas is consumed, and had granted the Commission no authority to 
egulate rates for the direct sales of natural gas to industry, it was the duty of 
he Commission not to seek to exercise such authority until the Congress amended 





ihe Natural Gas Act to confer on the Commission such specific powers as Congress 
desired it to exercise” (ibid). 

While the Commission has exercised to a limited degree control over end use 
of natural gas and denied authorizations, it has been done only where there 
appeared to be the prospect of flagrant waste of that fuel for inferior purposes 
and then only at the insistent urging of the coal and railroad industries. It is 
obvicus from the continued recommendations made to the Congress, as cited 
above, that there is need for a clear-cut, definitive direction to the Commission 


to conserve natural gas supplies under all appropriate circumstances. 
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In au very recent order issued M 20, 1955, in the matter of Southern Natur 
Gas Co., docket G—-2499, the Commission, by inajority action, authorized the sale 
of substantial quantities of natural gas for use as boil ! nh ele 
generating plant in South Carolina. Commissioners &1 | d Draper, who di 
sented, and whose long experience in dealing with natural gas matters entitles 
thei ‘ nion to Ve eht stated amor othe! tl iss 

‘In these circumstances, the primary issue becomes the question of Conserva 
tion of natural gas and we have a clear-cut case of whether to authorize the 
burning of quantities of this natural resource under boilers, where the evidence 
is clear that other fuels are readily and economically available, or to deny such 
authorization and preserve such quantities for superior uss 

In support of their dissent these Commissioners quoted Mr. Justice Jackson 


in his, ¢issent in the Hope Natural Gas case (supra) as follows: 





‘Ltilization of natural gas of higher social as well as economic return is 
domestic use for cooking and water heating, followed closely by use for space 
heating in homes. This is the true public-utility aspect of the enterprise, and if 
preservation should be the first concern of regulation 

‘The fact is that neither the gas companies nor the consumers nor local regu 
latory bodies can be de pended upon to conserve gus Unless Federal regulation 
will take account of conservation, its efforts seem, as in this case, actually to 
constitute a new threat to the life of the Appalachian supply 

Commissioners Smith and Draper also quoted from the 1940 report of the 


Commission, as follows 


“Careful study of the entire problem may lead to the conelusion that the use 
of natural gas should be restricted by functions rather than by areas hus it 


is especially adapted to space and water heating in urban homes and other build 
ings and to the various industrial heat processes which require concentration 
of heat, flexibility of control, and uniformity of results, * General use of 


natural gas under boilers for the production of steam is, however, under most 


circumstances of very questionable economy” (p. 79). 

The order adopted by the majority of the Commission, in the Southern Natu 
ral Gas Co. case, merely affirmed the recommendation of the presiding examiner 
which did not deal with the question of conservation in any appreciable degree 

The reports filed by members of the Commission as a result of the so-called 
Natural Gas Investigation (docket No. G—DSO), tend strongly to support the 
necessity for aflirmative action concerning conservation of natural gas At the 





time the report was prepared there were but 4 members on the Commission 


and 2 reports were filed, 1 by Commissioners Olds and Draper and the other by 


Commissioners Smith and Wimberly In the Olds-Draper report we find the 
following 

‘The importance of giving the most serious consideration to all aspeets of the 
problem of conserving natural gas is based squarely on the fact that it is a lin 
ited and exhaustible resource Whatever estimates are accepted for the ultimate 
tetal of the country’s natural-¢ reserves in relation to u timate market re 
quirements, it can be asserted without fear of contradiction that at some time 
in the reasonably near future the deliverability of natural gas is going to begit 
to decline toward the dav when it will no nger be counted among the country’s 
important fuel resources (p. 15) 

“On the basis of this figure and the 1945 production figure, the life expectancy 
for broad considerations of national planning’ mav he take as rouchly 40 
vears But the record, ineluding the mass of data : to the situation in the 


Michigan and more particularly the Appalachian fields presented in evidence 





in numerous pipeline certificate cases, shows clearly that long before the total 
exhaustion of the eas reserves the deliverability would begi to decline As a 
result. markets grown dependent on natural gas would fac necessit for 
steady reconversion to other fuels Long before that occu ns will h 

to be made as to who gets the natural gas and who does not get it” . 17 


In the Smith-Wimberly report it was stated: 





“The true significance of such an index lies not merely in the n of y« 
expressing the ratio of reserves to production but more particularly in the 
direction of the indicated trend So long as the trend is either upward or stable 


the reserve situation is in a healthy condition. Should there be a sustaine: 
decline in this index. however, it would signify that additions to reserves were 
not keeping pace with withdrawals. \ leveling off of this index, or its down 
ward trend, would suggest the need for reappraisal of this natural resource in 


relation to the consumer requirements to be met, and a closer surveillance of 
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proposed extensions of pipeline facilities. In the face of such an adverse 
trend, the possible needs for national defense would also become a more vital 
consideration” (p. 46). 

As shown by the annual reports of the committee on natural-gas reserves of 
the American Gas Association over the period for which it has been making gas 
reserve estimates, i. e., from 1945 to 1954, there has been a continuous decline 
in the life index of our reserves. 

We conclude from the foregoing and from statements made by other well- 
informed persons that there seems to be a unanimity of opinion that it is to 
the best interest of the people of the country that our remaining natural-gas 
reserves be zelously guarded against exploitation by inefrior uses. There has 
been some commendable progress made in establishing underground storage 
fields where gas is injected during the summer or off-peak months and utilized 
to meet the higher winter demands, but there are still many natural-gas com- 
panies without storage facilities or with inadequate sterage facilities that con- 
tinue to sell interruptible gas for inferior purposes in order to maintain high- 
load factors. The clear-cut question now arises as to whether affirmative steps 
should be taken to conserve our diminishing gas supplies for purposes that will 
hest serve the public interest. The unqualified answer to that question is “Yes.” 

fhe atmosphere should be clarified by a mandate from the Congress of the 
United States directing the Commission to consider matters of conservation 
along with other elements that affect the public interest in disposing of all 

plications for certificates of public convenience and necessity where the 
question of conservation arises 

Section 2 (¢c) of S. 1880 with the amendment hereinbefore proposed, to wit, 
substituting the word “allocate” for the word “prorate” would be an important 
step in the right direction. We believe, however, that it does not go far enough 
and suggest that there be substituted in lieu thereof the following: 

In disposing of applications for certificates, the Commission shall give effect 
to sound principles of conservation in the utilization of natural gas in order to 
preserve the available reserves of natural gas for purposes which will afford 
maximum long-range benefits to the public, with due regard for the conservation 
policies and regulations of the producing States.” 


RULES COVERING EXPANSION OF SERVICE WITHOUT APPLICATION OR NOTICE 


Section 2 (d), line 24, page 5, of S. 1SSO would strike out the present section 

7 the act rhis is the paragraph which provides for the establishment 

of service areas within which a natural-gas company “may enlarge or extend its 

or the purpose of supplying increased market demands * * without 

further authorization.” This paragraph has never been thought to be practical 

ly eri elfort has been nade t apply it The new paragraph (f) as 
found at the top of page 6 of S. 1880 is decidedly objectionable. 

When the Natural Gas Act was passed in 1938S it was construed to afford com 

petitors on 1 limited participation in hearings on certificate applications, 


This proved unsatisfactory, and steps were initiated to amend the act so as 


to give the coal and railroad industries the right of full participation. This was 
ed through agreement between the natural-gas industry, the coal 
and railroad industries, and the Federal Power Commission. It is a right 

hich has been exercised, since the adoption of the amendment, in numerous 
cases involving our interest as competitors. It has been confirmed by the 
Court in National Coal Association et al. Vv. Federal Power Commission (191 
ed. 2d 462, 89 U. S. App. D. C. 135). 

We are unalterably opposed to the fixing of an arbitrary rule which may deprive 
the coal and railroad interests of the opportunity for hearing such as has been 
accorded to them ever since the Natural Gas Act was amended in 1942. It is 
our opinion that it would be difficult, if not impossible, to formulate a rule 
under the proposed new subsection (f) which would equitably fit all cases 
because of their various ramifications. 

Conceivably, a rule could be adopted pursuant to the proposed section 7 (f) 
which would permit a pipeline company to enlarge its system to serve present 
customers by additions to its capacity without affording interested parties an 
opportunity to be heard or to object to the expanding service. The expanded 
facilities could very well result in the sale of large quantities of gas on an inter 
ruptible basis for inferior purposes which would be highly detrimental to our 
interests. In the absence of storage facilities in which to place offpeak gas, 
the expansion of facilities to serve communities already supplied with natural 
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gas almost inevitably results in interruptible sales for inferior purposes. Public 
utilities are now able to purchase gas under a demand commodity rate schedule, 
presumably tailored to meet their peak-day demands. Since, because of varying 
weather conditions, this inevitably leaves excess capacity for summertime use, 
it results, where such utilities operate their own electric generating plants, in 
the use of substantial quantities of gas for boiler fuel in such plants. In many 
instances utility customers of pipelines resell offpeak gas for boiler fuel and 
other inferior uses. We are, we believe, justifiably apprehensive that the Com 
mission may adopt a rule which would permit the offpeak use of natural gas to 
the serious detriment of the coal and railroad interests without notice to them 
of any such proposal and without opportunity to be heard. While we desire to 
be realistic in our approach to the matter, it is conceivable that under such a 
rule a pipeline company might virtually loop its entire existing line. 

With respect to direct customers, where less than the complete requirements 
for boiler fuel are being supplied, it might also result in greatly increasing the 
nterruptible sales for inferior purposes As an example, on June 24, 1952, the 
Commission, in docket No. G-1783, authorized Transcontinental Gas Pipe Line Co 
to sell certain quantities of gas for boiler fuel to the Duke Power Co. to be used 
in its so-called Lee plant. There is presently pending a petition to amend the 
certificate issued in docket G—1783 to increase the amount to be sold for the 
Lee plant very substantially. The Duke Power Co. being a present customer of 
Transcontinental, it is conceivable that under the proposed section (f), page 6, 
of S. 1880, a rule might be drawn under which Transcontinental might be privi 
leged to take on the other seven plants of Duke Power Co. which are located in 
the States of North and South Carolina, The seven plants referred to presently 
use coal. 

As we see it, no limitations could be placed in any rule which might be adopted 
under the proposed section 7 (f) which would be practical of application. Cer 
tainly cost could not be a determining factor and a quantitative limitation would 
be an arbitrary one, not suitable to all cases. It is the contention of the coal 
and railroad industries that no permanent installations intended to increase 
natural-gas deliveries should be granted under a rule which deprives them of an 
opportunity for hearing on the merits of such expansion. This would be a radical 
departure from the principles under which the Natural Gas Act has been admin 
istered ever since the coal and railroad industries succeeded in securing the right 


I 


to be heard. In passing the Natural Gas Act, Congress laid down certain basic 
principles, one of which assured competitive interests the right to have notice 
ind to be heard on all applications for permanent certificates. Congress should 
not delegate the power to impair this right to an administrative body which 
requently changes in personnel and thinking. As pointed out above, the present 
section 7 (f) of the act has never been and cannot be effectively applied. For 
that reason it should be repealed to eliminate “dead timber.” 

There are certain provisions of 8. 1880 which, if adopted, we believe would 
have a salutary effect in the public interest. One such provision would vest in 





ie Commission the power to prescribe rules and regulations concerning matters 
' safety Another commendable amendment would broaden the Commission’s 
nvestigatory powers in natural gas matters. This amendment corresponds with 





the provisions of section 311 of the Federal Power Act It would seem to be in 
the public interest that the Commission be in a position to inform itself of 
conditions affecting the natural gas industry as an aid to improving its regula- 
tory functions. 

There are other sections of S. 1880 on which we have made no comment for the 
reason that we have tried to concentrate on those features of the bill which 
most seriously affect the coal and railroad industries. It should not be inferred 
from the foregoing that we are not interested in the passage of the Kilgore bill, 
S. 2001. The coal and railroad industries support that legislation strongly and 
we join in that support. Since representatives of those industries have or will 
appear personally before your committee in support of that bill, we have con- 
fined our comments above principally to S. 1880. 


oS. 


rATEMENT OF POSITION OF INDEPENDENT NATURAL GAS ASSOCIATION OF AMERICA 
IN OPPOSITION TO 8S. 1880, SUBMITTED BY JOHN FEF’. MERRIAM, PRESIDEN’ 


It is the sincere belief of the Independent Natural Gas Association of America 
that this Congress has no desire to increase the powers of the Federal Power 
Commission simply because such may be done constitutionally or because a 
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request to enlarge those powers may have been made. Rather it is believed that 
the Commission's present powers should be expanded only if there is a definite 
howing that such expansion is required to protect the public interest. 
Pre sed upon such belief, it is respectfully submitted that none of the amend- 
ents of the Natural Gas Act as proposed in S. 1880, which would constitute 
Ol ditions to the powers of the Federal Power Commission, are required to 
i a re adequate protection of the public interest 


burther, it is submitted that in many instances such additional powers would: 
(i) be in conflict with the production and gathering and local distribution exemp 


ns of section 1 (b) of the Natural Gas Act, under which these matters have 
historically been reserved to the States; (ii) seriously jeopardize the financial 
tability of the entire natural gas industry: or (iii) substantially increase the 
lministrative burden of both the companies and the Commission, with a con 
nt increase in all costs assv« d therewith, costs which must ultimately 

be borne by the consuming public. ; 


rhe comments that follow are direc d to the numbered sections of S. 18S0 


ley appear in that bill 


Nection I (a) 

Che major change proposed by this amendment would be to delete the words 
for resale’ from section 1 (b) of the Natural Gas Act 

If adopted, this amendment would have the effect of extending the regulatory 

thority of the Federal Power Commission to sales made directly by natural 

pipeline companies to industrial consumers, matters now subject to local 

state eculatory control Panhandk Raster) Pipe Line Co. \ Pub. Service 
Comm, of Indiana (aoe 4 S05 iT) - Panhandle Kastern Pipe Line Co. v Vichigan 
Pub. Service Comm., et al (341 U. S. 329). 





Direct sales have historically been made by natural gas companies to industrial 
onsumers at prices that are not regulated by the Federal Power Commission, 
‘These sales have none of the attributes ordinarily associated with a_ utility 
function—to the contrary, they are made in the highly competitive industrial 
iel market wherein the consumer has his free choice of that fuel (coal, oil, 
is, and electricity) which is most desirous from a price and service standpoint. 
Additionally, the Federal Power Commission, through its power to allocate a 


natural gas company’s costs of operation between jurisdictional sales (i. e., sales 
for resale for domestic use) and these nonjurisdictional direct industrial sales, 


to assure that the regu- 


Ss possessed of adequate power under the present statute 
j ; do not bear more than their just and proper portion of 





The legislative history of the Natural Gas Act makes it clear that Congress 


recognized that the formal forces of competition provided the best form of 


on of industrial sales. Experience has proved that such competition has 
hee he most effective regulator of this type of transaction There has been no 
den for a change in this method of reculation, except on the part of those who 


would seek to impose artificial restraints upon the natural gas pipeline industry 


poses of benefiting competing fuels 





The Feder: Power Commission itself does not seek this additional juris 
dai on and is opposed to amending the Natural Gas Act in rd See 
report of Federal Power Commission on H. R. 4943 (S4th Cong., Ist sess.) sub 
mitted to Interstate and Foreign Commerce Committee of the House of Repre- 


entatives and statement of Chairman of the Commission to the House Com 
mittee on May 2) 195 (p SYSD ) 

er, if the Federal Power Commission is given jurisdiction over sales 
sales for resale, as proposed by section 1 (a) of S. 1880, the courts 
ry well hold that the exemption in section 1 (b) of the Act of “local 


or “facilities used for such distribution,” from the Commission’s 





diction exeludes nothing more than the physical activities and facilities 
involved in local distribution and that the Federal Power Commission would be 
th the power to fix rates for these local sales, to the exclusion of State 
atory authorities 
e desirab of avoiding duplicate or conflicting regulation is generally 
( zed and was confirmed by the 83d Congress when it passed the Hinshaw 
| (Public Law 323, 88d Cong.), which amended the Natural Gas Act to exclude 
ederal jurisdiction from certain areas now subject to and regulated by appro- 
ate authorities. This committee, in favorably reporting that bill 


7, 


S. Rept. No. 817, 83d Cong.), stated: 


Vette. 
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“In making this clarification the legislation reattirims and is thoroughly con 
sistent with the original intent of Congress in enacting the Natural Gas Act; 
namely, that the Act was to supplement, and not supplant State regulation.” 
j Italics supplied. | 

In this important respect, S. ISSO would appear to reverse the position of the 
Congress uniformly held since the enactment of the Natural Gas Act and 
reiterated less than 2 years ago 

In addition to the foregoing, section 1 (a), together with section 1 (b) of 
S. 1SS0Q, would include within the full coverage of the Natural Gas Act both 
the importation and exportation of gas to and from the United States 

it is suggested that such amendment is unnecessary for the protection of the 
consuming public of the United States in that the Commission, under section 3 of 
the Natural Gas Act vested with adequate power to prevent either the import 
or export of gas if it may find that the same is in the public interest This is so 
hecause under such section a person desiring to engage in such operations must 
apply for and obtain a permit from the Federal Power Commission authorizing 

uch operation, and such permit, when so issued, is subject to such subsequent 





modifications and changes as the Commission, for cause, may find necessary or 
appropriate, Additionally, under Eexecutive Order No, 8202, as supplemented by 
Order No. 10845 (5 C. F. R., 1939 Supp., p. 202 and 3 C. F. R., 19538 Supp., p. 106), 
a permit is required to be obtained from the President of the United States, which 

be terminated or modified at the will of the President, for the construction, 
( ‘ration and maintenance or connection at the borders of the United States 
of facilities for the importation or exportation of gas. 

The Kederal Power Commission has been given authority to issue these pe! 
mits, subject to the approval of the Secretaries of State and Defense. Thus it 
would seem that sufficient powers are vested in the Comunission under the pres- 
ent law adequately to protect the public interest. 


ae ection 1 (ec) 


Chis amendment would delete from section + (e) of the Natural Gas Act th 
proviso “That the Commission shall not have authority to suspend the rate 


charge, Classification, or service for the sale of natural gas for resale for indus- 


trial use only:” and is objectionable in large measure, for the same basic eco- 
nomic reasons just stated with respect to an extension of Commission jurisdic 
tion to direct industrial sale 

Whether made directly by the interstate transporter or by local utilities 
industrial sales are always made in competition with other fuels Both the 


peline company and the local distributor must have freedom to act prompt 
to make those timely and expeditious adjustmen required by the competition 
f the market place The authority to suspend a rate for the sale of natural gas 


for resale for industrial use only would materially hamper that required free 
dom of action 

fhe Congress obviously recognized these facts at the time of enactment of 
the Natural Gas Act, and no compelling reasons for change in the congressional 


intent in this regard have been presented at this time 
Nection I (d Z 


this section proposed to amend section 5 (a) of the act by granting the Com 
sion the power, during periods of emergency arising out of a temporary 
hortage of supply of natural gas or a shortage of facilities for its trausporta 
mM, or any other cause, to allocate the available quantities of natural gas to be 
delivered by a natural gas company during such period of shortage 
The committee's attention is directed to the fact that by the inclusion of the 
ord “or any other cause,” the Colmission’s power to allocate under this 
roposed amendment would appear to be unlimited, so long as the Commission 
might find that an emergency existed for any cause. Thus, even though no 
emergency in the sense of shortage of gas supply or facilities existed, it could be 
rgued that an allocation of 2 system’s capacity among its luany customers could 
he ordered in complete disregard of the daily volumes which they have contracted 
for and are entitled to receive. 
Such broad and wholly undefined powers are obviously not necessary to enable 
the Commission to act to protect the public interest in times of genuine emergency. 





Section 2 (a) 


This amendment would materially enlarge the provisions of section 7 (b) of 
the Natural Gas Act relating to the abandonment of service and facilities by a 
natural gas company 








1696 AMENDMENTS TO THE NATURAL GAS ACT 


The amendment would extend the statutory prohibition to the curtailment of 
any service, sale, or transportation of natural gas. Literally construed and 
applied, such a provision could prevent a natural gas company from interrupting 
or curtailing, pursuant to the terms of its tariff as filed with the Federal Power 
Commission, an offpeak industrial sale, made during the ordinary course of 
business, without first obtaining a finding by the Federal Power Commission 
that the statutory standards set forth in the proposed amendment exist and 
permit of such curtailment. 

We do not question but that the public interest requires that there should be 
no abandonment, in whole or in major part, of a service being rendered by a 
natural gas company, except for cause, but suggest that the inclusion of the word 
curtail,” as it is used in the amendment, can only lead to confusion and a 
hampering of the effective flow of natural gas in interstate commerce. 

The amendment further provides that no natural gas company can 
dispose of, by sale or transfer, all or any portion of the natural-gas reserves 
owned or controlled by it, or by anyone on its behalf, and which have provided 
part of the basis for the issuance of a certificate of public convenience and 
necessity” without the permission and approval of the Commission first had and 
obtained, after notice and opportunity for hearing, and upon a finding by the 
Commission that the available supply of natural gas is depleted to the extent 
that the continuance of service is unwarranted, or that the present or future 


‘te * * 


public convenience or necessity permit such disposal. 

Strictly construed, the requirement of the amendment for an opportunity for 
hearing and the entering of a finding by the Commission in each instance would 
inhibit the sale, transfer, and exchange of individual leases which are a part 
of the day-to-day functioning of the production branch of the operations of a 
natural-gas company. Freedom in the trade and exchange of these leases is 
essential to the maintenance of adequate gas reserves and is necessary to meet 
the daily exigencies of production operations. 

This restraint upon the freedom to buy, sell, trade, and exchange leases would 
necessarily serve as a further deterrent to a pipeline company owning its own 
reserves or acquiring new reserves. It is axiomatic that any pipeline company 
is in a better position to secure the supplies of gas required to maintain full and 
udequate service if it owns a portion of its gas supply, rather than if it is 
dependent upon purchased gas sources solely. The language of the proposed 
amendment would clearly serve as yet another obstacle to the attainment of this 
cesirable objective, 


Si ? 


ction (Cc) 

This amendment wouid give the Couimission specific authority to attach as a 
condition to a certificate issued pursuant to the terms of section 7 (e) of the 
act a requirement that the gas to be transported or sold under such a certificate 
should be prorated “for utilization in such areas or for such purposes as afford 
the most advantageous benefits to the public consistent with reasonable rates and 
adequate service.” 

The language of the proposed amendment would clearly be an invitation to 
the Commission to exercise an “end use” control over natural gas and could 
give rise to areas of serious disagreement and conflict between State Public 
Utility Commissions and the Federal Power Commission. 

In short, the Commission would be able to direct the disposition of gas not 
only as between areas but as between purposes for which natural gas could be 
used. The inevitable result of such end-use control would be to supplant the 
power of State commissions in a field traditionally reserved to local and not 
Federal authority. No other fuel is subject to end-use control by the Federal 
Government. It is patently discriminatory to apply such control to natural gas. 

The authority bestowed by this amendment has not been requested by the 
Federal Power Commission in its 1954 annual report and does not appear to rep- 
resent the desires of the majority of the Commission. 

We respectfully suggest that the proposed amendment is contrary to the funda- 
mental philosophy of the Natural Gas Act—that the act was to supplement, 
not supplant, the regulatory powers of the States and other local authorities. 

The Commission needs no additional authorization to enable it to perform its 
appropriate function of supplementing State regulation. The Natural Gas 
Act, as it now stands, specifically provides that— 

. Commission shall have the power to attach to the issuance of the 
te, and to the exercise of the rights granted therennder such reasonable 


eee 
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terms and conditions as the public convenience and necessity may require” 
(see last sentence of section 7 (e) of the Natural Gas Act). 

Che present powers of the Commission would thus appear to be adequate to 
enable it to make such allocations or prorations as between competing markets 
to be served from a pipeline, as are necessary in the public interest. 


Section 2 (e) 

This amendment would add two new subsections to the Natural Gas Act: 

(a) One giving the Commission authority to prescribe such rules, regulations, 
restrictions, conditions, or orders with respect to the construction, extension, 
operation, and maintenance of pipeline trasportation facilities as, in its opinion, 
are necessary for the promotion of safety ; and 

(b)Another new subsection which would authorize the Commission during 
the continuance of any war, or, in effect, whenever the Commission determines 
that an emergency exists for any cause, to order and compel upon its own motion 
and without notice or hearing the temporary interconnection and extension of 
facilities and such delivery, interchange or transportation of natural or artificial 
gas as in the Commission’s judgment will best meet the emergency and serve the 
publie interest. 

The new subsection with respect to safety neither defines the word “‘safety’ 
nor does it impose any requirement for the Commission to issue notice or hold 
a hearing upon the rules, regulations, or orders, ets., which it may issue. 

One of the cardinal principles consistently observed by all pipeline manage- 
ments is a concern for the safety of operations, since an interruption of service 
is a matter of serious and far-reaching consequence. 

The natural-gas industry has constantly strived to perfect safety practices and 
methods and it is submitted that its safety record is outstanding in American 
industry. ‘he American Standards Association and the American Society of 
Mechanical Engineers, with the cooperation of the Federal Power Commission, 
the natural gas industry, trade groups, individual gas companies, and equip. 
ment manufacturers have, after diligent and extensive research and consultation 
developed a sound and effective safety code that is designed to prevent pipeline 
and distribution failures and to meet nationwide safety requirements. It is 
intended that these studies will be continued to revise and improve the code 
as new information is developed. 

In view of these circumstances it would appear highly undesirable to authcrize 
the promulgation of rules or orders respecting safety without a mandatory 
requirement for hearing or consultation with the pipeline companies affected 
before the issuance of such rules, regulations, or orders. 

The portion of the amendment proposed by section 2 (e), which gives the 
Commission blanket authority during the continuance of any war, or whenever 
the Commission determines that an emergency exists, for any cause, to order 
temporary interconnections and extensions of facilities and the delivery and 
interchange of natural or artificial gas, bestows an extremely broad and unlimited 
power. Certainly, such a sweeping grant of authority should not be exercised 
‘for any cause” as the same may be determined by the Commission at any time 


’ 


it chooses. 

We do not question that in times of true national emergency, such as war, that 
the power to allocate essential basic raw materials should and does evxist. 
However, the appropriate depository of that power is the President of the 
United States. Indeed, during World War II and the Korean conflict that power 
was effectively exercised. Accordingly, there would appear to be no genuine or 
ompelling need for that enlargement of the Commission’s powers as are inherent 
in the proposed amendment. 


Section 3 
Section 3 would clothe the Federal Power Commission with authority to pass, 
initially, upon every phase of a natural gas company’s financial transactions 
Admittedly, this proposed section is substantially similar to a provision in the 
Federal Power Act (16 U. 8S. C. A. 824c). It is respectfully submitted, however, 
that the mere fact of such inclusion in the Federal Power Act cannot validly 
serve as the basis for extending the powers of the Commission in this regard 
as to natural-gas companies, unless it is shown that the public interest requires 
the same. The Federal Power Act does not make the granting of a certificate 
if public convenience and necessity a condition precedent to the transmission 


1 f 


r sale of electrical energy in interstate commerce, or the construction 0 


i! 
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i ties therefor Hence, it may have been thonght desirable, under the Federal 
1’ r Act, to clothe the Commission with su express and complete powe 

Inder the tural Gas Act, however, it is ¢ ressiv provided in section 7 that: 

) No natural-gas company or person which will be a natural-gas com 

pan shall engage in the transportation or sale of natural gas, subject 

i l aie ! l he Ce till SS it) , Ol il levtiarke the « struct! A or €XLEeLSION 

facilitic therefo unless there is in force with respect to such 

y compat a certificate of public convenience and necessitv issued by 

the Commission authorizin such acts or operations “ ubd, importanttiy, 

( ommisst is empowered, in issuing such certificates, te 


e) * * * attach to the issuance of the certificate and to the exercise of the 


rights granted thereunder such reasonable terms and conditions as the publie 
convenience and necessity may require 
Under its rules (18 CFR 157.14 (a)) the Commission, in certificate apnlication 
proceedings, requires a complete showing of the applicant’s plan of financing, 
clusive of a detailed description of outstanding and proposed securities, interest 
‘dividend rate, method of disposal of securities and expenses to be incurred in 
nection therewith and many other matters relating thereto. Additionally, 
the Commission, for many years and whenever it has believed it necessary to do 
has required as a condition precedent to the exercise of the rights granted 
le certificate, the filing of a plan of financing satisfactory to it in connection 
h the authorized operation. Typical of such conditions are the following: 


Trunkline shall submit * * a definite and firm plan of financing the pro 
posed project, satisfactory to the Commission, including a statement of the 
onds, debentures, rates, stock, or other securities proposed to be issued, and the 


‘rms, conditions, and cosis of the issuance and sale thereof, and the method of 
distribution or sale” (Jn the Matter of Trunkline Gas Supply Company, Docket 
\ G-S82, Nov. 28, 1949) And “Texas Illinois shall within 30 days from the 
e of issuance of this order file with the Commission its plan of financing, 

ith firm commitments, satisfactory Commission, which will provide the 
required funds to meet the cost of t acilities in Docket No. G-1914" (In the 

Vatter of Teras Tllinois Natural Gas Pipeline Company, Docket No. G-1914. 





Thus, a nancing of any construction her than routine repair and main 
tenance of the syste! s in fact sub’ect to the Commission's scrutiny under the 
et as presently exists 


Certainly the tremendous growth of the natural-gas industry, and its present 


nancial health, is conclusively demonstrative of the fact that the protection of 
! public interest in no way requires the enlargement of the Commission's 
powers in this regard, and we know of no recorded instance in modern times 


here the capital structure or financing of a natural gas company have proved 
» be detrimental to investors or consumers. 

Moreover the proposed section would impinge on both the production and 
gathering and local distribution. exemptions of section 1 (b) of the Natural 
Gus Act 

Many natural gas companies’ operations are duel in nature—on the one hand 


they are engaged in interstate transinission and saie of natural gas and prc perly 
subject to the jurisdiction of the Commission, but such companies also may be 
engaged in local distribution. Under the rigid language contained in section 


a) of S. ISSO, which specifically excludes regulation by a State commission 
see lines 7-12, p. 9, S. 1880), the Commission’s jurisdiction over the finances 
such a company would extend to security issues and other financial matters 


h ire related solely to local distribution activities. As a consequence the 
cal utility commission’s powers in this regard would be completely abrogated, 
inless and until the Federal Power Comunission, either by rule, regulation, 


order, exempts such company. Such exemption may be granted, however, 
niy if the subject company is predonrinately engaged in the local distribution 


f s, the electric utility business or in any other business not subject to the 
d ion of the Commission, 
Subsection (a) of section 3 would permit the issuance of securities only if 


the Comuiission may find, among other things, that the same are for a purpose 
compatible with the public interest’? and “necessary or appropriate for or 
sistent with the proper performance by the applicant of service as a natural- 

is Company.” 
Certainly if the Commission has the exclusive power to determine whether 
the necessary funds may be obtained by an issue of securities, based upon the 
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<tundards enumerated above, it likewise has the power to determine when, if 
nd where local distribution facilities may be constructed 

It is respectfully submitted that the exclusive control of all of such a company’s 
finances, When viewed in the light of the other provisions of section 3, vests 
absolute power in the Federal Power Comission to regulate the local distribu 
tion of gas and is in direct and irreconcilable conflict with the local distribution 
exemption of section 1 (b) of the act. 

Insofar as production and gathering facilities are concerned, it is likewise 
obvious that if the Comumnission is clothed with such rigid powers over a com- 
pany’s finances it must, in final analysis, arrogate to itself the power to Cecide 
whether, if, when and where a company Inay acquire or develop production 
properties with the result that the production and gathering exemption of 
ection 1 (b) would be completely emasculated 

We sincerely urge that this extension of the Commission’s power, via control 
of iinances, to production and gathering is particularly burdensome and will 
serve as a serious deterrent to natural-gas companies acquiring or developing 
their own reserves, despite the expressed desire of the Coimmission that such 


nequisitions be made. 


NoCTION } 

this section of S. ISSO purports to expand in a material degree the Comunis 
siom’s investigatory powers already conferred by section 14 of the Natural Gas 
Act, 

ihe section would direct the Commission to conduct certain investigations and 


publish certain data which, in a large degree, would be duplicatory of data and 
nforination currently being coilected and published by existing governmental 
wuthorities and responsible industry sources For example, the Departments 


f Interior, Commerce, and Defense are now currently concerned with inves 

gating and ascertaining all manner of data and statistics with reference to 
the relationship of the petroleum and natural-gas industries to the development 
of conservation, industry, commerce, and the national defense. 

fhe Commissicls investigatory powers, as how contained in section 14 of the 
ct, are already broad. Their exercise, as well as the publication of the data 
so collected, is, however, discretionary rather than mandatory. 
Section 5 

This amendment would vest the Federal Power Commission with the authority 
to make awards of reparations in rate cases extending over a period of 3 years 
prior to the institution of any particular rate proceeding and in this regard con 
stitutes a complete and drastic departure frotu normal rate-making procedure 
As stated by the Supreme Court of the United States in Trancontinental & W 
lirv. Civil Aero, Bd. (336 U.S. GOL) : 

“For the rates of carriers and other utilities fixed by public authorities, while 


sually prospective, are sometimes made retroactive to the date of the com 
mencement of the ratemaking proceeding * But so far as we are aware, 
theu have never beer etroactire to an Carlier date’ | Emphasis supplied | 

Moreover, we are advised that a serious constitutional question may exist 
with respect to the language of the proposed amendment prescribing the 3-year 
retroactive period. The Supreme Court of the United States has consistently 
held that when an administrative agency exercises its ratemaking authority to 
prescribe rates for the future the agency is acting in a legislative capacity ; that 
as to its future conduct the regulated company is entitled to rely upon such 
legislative declaration as to the lawfulness of the rates prescribed; and that 
the Commission can repeal its ratemaking order as it may affect future rates 
and substitute a new rule of conduct as the occasion might require, but that thi 
is obviously the limit of its power, as it is the limit of the power of the legisla 
ture itself (Arizona Grocery Co. vy. Atchison T. & S. FP. R. Co., 284 U.S. 370) In 
short, a Commission will not be allowed to undo in its quasi-judicial capacity, 
that which it has prescribed when acting as an arm of the legislature 

While the amendment proposed by S. 1880 purports to comply with this limita 
tion upon the exercise of quasi-judicial power, it in fact exceeds the permissible 
limit of that power by permitting the Commission to award reparations with 
respect to a rate which the Commission has already found to be just and reason- 
able, based solely upon a finding that a “change” which “could” cause such rate 
to cease to be just and reasonable may have occurred after the conclusion of a 


63057—55 108 
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hearing respecting the propriety of such a rate. (See lines 10-13, p. 15 of 8S. 
1SSO 

Whether or not the grant of the reparations power conferred by section 5 of 
S. 1SSU is constitutional, it is clear that were the Commission to be invested with 
this power it would be utterly destructive of the financiai stability of the natural- 
gas companies affected. This is so because a natural-gas company could never 
know when a change might occur which could cause the Commission to find that 
the rate previously found to be just and reasonable had, as a result of such 
change, become unjust and unreasonable. The word “change” is undefined. It 
night well be argued that the word covers a “change” in regulatory philosophy 
with respect to the rate of return a company is permitted to earn, the adoption 
by the Commission of a “change” in its standards respecting the allocation of 

sts between various classes of service or any other comparable “change” wholly 
eyond the power of the regulated company to anticipate or control. Obviously, 
nee the natural-gas companies affected by the amendment could thus never 


ely upon the finality of a Commission prescribed rate, they could never know 

th any substantial degree of exactitude when their rates were valid and 

proper and when the earnings accruing from those rates would be free from 
ure 


ve submit that section 5 would prevent any natural-gas company from ever 
closing its books with any assurance as to what its net income might be. The 
iltimate effect of such an intolerable condition upon a company is obvious. 
Its ability to obtain advantageous financing would be seriously jeopardized ; the 
Ine of its securities would suffer to the detriment of the many thou- 
ands of investors in this class of securities ; and its ability to maintain adequate 
service in the public interest would be seriously affected. It is inconceivable 
hat the Federal Power Commission, which is charged with the duty of protect: 
» public interest, inclusive of the preservation of the solvency of the inter 
tate transporters of gas in order that the public may continue to be adequately 
served, will ask that so punitive and destructive a reparations provision be 
uded in the Natural Gas Act. 
Under the history of the Federal Power Act and the Natural Gas Act, it has 


been the belief of Congress that reparations provisions should not be made ap- 





jicable to wholesale transactions. Thus the Federal Power Act, as originally 
introduced, contained a reparations provision, which was eiiminated with the 
succinct explanation that “they (reparations provisions) are appropriate sec- 
tions for a State utility law, but the committee does not consider them applicable 
to ohne governing merely wholesale transactions” (S. Rept. No. 621, 74th Cong., 


Ist sess., p. 20). 


1 


We do not believe that a scintilla of testimony can be presented to this com- 
mittee that will remotely show that any reparations provision such as is con- 
tained in section 5 of S. 1SSO is required to protect the public interest. 

We submit that there is no need for these additional powers in order for the 
Commission appropriately to regulate the interstate companies in the public- 
consumer interest 

Thus under section 4 of the Natural Gas Act any increase in rates to a local 
distributor that may be proposed by a natural gas company is subject to hearing 
and review as to their reasonableness by the Federal Power Commission: either 
upon its own motion or the complaint of any State, municipality, or State com- 
mission. Indeed, under section 4 (e) the use of any such proposed increased 

a period of 6 months and thereafter may be collected 
by the pipeline company only if it poses a bond, or otherwise provides assurance 
that it will refund those amounts of its proposed new rate found by the Commis- 
sion to be in excess of the Commission’s determination of what is a just and 
reasonable rate. Consequently, when viewed solely in terms of the future rate or 
changes to be made by existing pipeline companies, it is impossible for them to 


¢ 


rge a rate in excess of that rate which the Commission determines 


te may be suspended for 


be just and reasonable 


Additionally, the Commission, under the authority conferred upon it by section 


a) of the Natural Gas Act, can, either on its own motion or upon complaint 
fa State, a unicipality or a local distributing company, institute an investi- 
gation to determine whether the rates and charges being made by a _ pipeline 
are in just, reasonable, and nondiscriminatory and at the con- 

of that investigation prescribe the tes to be charged for the future. 


i 
i (e) of the act authorizes the Commission to attach reason- 


es it may issue covering the construction of new 
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projects. The Commission has in the past, in a substantial number of cases, 
mposed as a condition to the exercise of the rights granted under the certificate 
a requirement that the certificate holder submit a tariff or rate schedule satis 
factory to the Commission before the certificated company can begin service. 
Che Commission will undoubtedly continue to exercise this power in the future 
and in this manner assure that even at the start of operations a new pipeline 
ompany cannot charge in excess of what the Commission determines to be a 
just and reasonable rate. 

Che provisions of the proposed amendment which call for a retund of repara- 
tions, With interest, to the ultimate consumer or purchaser rather than to the 
ocal utility who purchased the gas from the interstate pipeline company for 
resale wholly bypasses the local State utility regulatory authority and would 
constitute an invasion of the rights of the various States to regulate the prices 
to be paid by local consumers. In this regard, the amendment is in conflict with 
section 1 (b) of the act which reserves the power of regulation over local dis 
tribution activities to the States. Far from supplementing the powers of the 
ocal regulatory authority, the amendment supplants them. 

Not only would such a scheme of reparations constitute an invasion of the 
historical and carefully preserved right of the States to regulate local dis- 
tribution activities, but the tremendously complex task of translating “the ag- 
gregate amount of all excesses (over a just and reasonable rate) during huch 
-vear period” into individual reparations to the many thousands of consumers 
of each of the local distribution companies who had purchased gas during 
such 3-year period would create an insuperable burden for both the Commission 
ind the regulated natural gas companies. 


CONCLUSION 


It should be noted that S. 1880 mukes no provision for exempting the inde- 
pendent producer of gas from the requirements of the Natural Gas Act or the 
Federal Power Commission’s jurisdiction thereunder. Neediess to say, if the 
independent producer remains subject to Federal Power Commission regulatio 


the objections to the provisions of S. 1SS0, as they would relate to such an inde 
endent producer, would be magnified tenfold. Certainly, the expanded juris 
diction conferred by the proposed amendments would make more difficult that 
freedom of operation which is essential to continued activity in the search for 
ind the production of natural gas. 

We repeat, we do not believe that this Congress has any desire to increase the 
powers of the Federal Power Commission simply because the Congress may do 
so constitutionally or because a request for an enlargement of those powers 
has been made. On the basis of the analysis contained herein we do not believe 
hat the public interest requires the enactment of any of the major changes 

the Natural Gas Act proposed in §S. 1880. 

Respectfully submitted. 

INDEPENDENT NATURAL GAS ASSOCIATION 
OF AMERICA, 
By Joun F. Merriam, President. 


PRESS SERVICE, NATIONAL COAL ASSOCIATION, WASHINGTON 5, D. C. 


[For release in afternoon papers of Thursday, June 9, 1955 

WASHINGTON, June 9.—The coal industry today told Congress that “apparently, 
the feeling is that the natural-gas industry should be the sole beneticiary of 
legislation bearing upon competition between it and other fuels” but three 
oal witnesses urged that new legislation also “protect the public’s interest in 
ontinuity of supply and fair competitive conditions.” 

Listing 11 major legislative favors conferred on the natural-gas industry by 
Congress and the States, Rolla D. Campbell, general counsel of Island Creek 
Coal Co., Huntington, W. Va., told the Senate Interstate and Foreign Commerce 
Committee that “there should be equality of consideration by the Congress for 
the competing fuel industries.” 

Mr. Campbell urged enactment of the Kilgore bill (S. 2001) which would 

vide for the conservation of scare natural-gas resources, grant the Federal 


‘ower Commission jurisdiction over direct industrial sales, prevent dump sale 


} lit 








of gus below cost, and make importers of foreign natural-gas subject to the 


e legal standards as American producers 


He represented National Coal Association, producers of bituminous coal, and 


the Anthracite Institute, producers of hard coal. He was supported by Dh 


Ford K. Edwa director of National Coal Association’s department of coal 


economic and Robert E. Lee Hall, general counsel of National Coal Association 


Mir. Campbell told the committee that American Gas Association estimates the 


oT 


erve life index of natural gas at 2245 years. He said that because of this 
declining index and the tremendous growth of the natural-gas industry under 


Federal Government sponsorship, “a strong and definite national policy of con 


ervation of natural gas is called for.” 


I ipon delive scheduled for Thursday, June 9, 1955 


Dr. hdwards warned that “the entire Nation now depends on the single State 

of Texas for half its gas supply and the reserve situation in this State in rela 
on to the growing demand has been steadily worsening.” 
Hall urged the conunittee to determine the reasons for the Federal Power 
Commission’s reversal of a thrice-made proposal that it be given jurisdiction 
over direct industrial sales of natural gas. He said that F?C had asked Con 
vress to give it such jurisdiction in 1940, 1952, and 1953, but on May 2, 1955, 
the FPC said it does not favor being given such jurisdiction 

Suggesting that there may be undisclosed reasons for the turnabout, Mr. Hall 
said 

“The committee should examine into this question so that the record will 
clearly show the considerations which lead the Commission to reverse its legis 
ive recommendations of 1940, 1952, and 1953.” 

Attached are excerpts from the statements of the three witnesses. Texts may 
had upon request 


i 
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I ‘ ! fter papers of Thurs Tune 9, 1955 
STATEMENT OF ROLLA IT). CAMPBELL, GENERAL COUNSEL, ISLAND CREEK COAL Co., 
IIUNTINGTON, W. VA., IN SUPPORT OF THE KILGORE BILL, S. 2001 
WASHINGTON, June 9.—-Rolla D. Campbell, general counsel of Island Creek 


Coal Co., Huntineton, W. Va., today urged Congress to enact natural-gas legis- 

ion that would “protect the public’s interest in continuity of supply and fair 

competitive conditions.” He called on Congress “to examine examples of the 

unusually favorable legislation inuring to the benfit of the natural-gas industry” 

and cited 11 major Federal and State legislative favors heretofore granted 
usively to the natural-gas industry. 

Testifying for National Coal Association and the Anthracite Institute in 
support of the Kilgore bill (S. 2001) before the Senate Committee on Interstate 

nd Foreign Commerce, Mr. Campbell stated: 

The natural-gas industry has grown by leaps and bounds under the active 
sponsorship and protection of the Federal Government. Apparently, the feeling 
is that the natural-gas industry should be the sole beneficiary of legislation 
hearing upon competition between it and other fuels.” 

The committee hearings were called on bills to amend the Natural Gas Act, 
neluding the Fulbright bill (S. 1858) which would exempt independent natural- 
vas producers from Federal Power Commission jurisdiction. 

“The coal industry believes,” Mr. Campbell said, “that any legislation designed 
to benefit gas producers and to increase gas production should also contain 
provisions designed to protect the public’s interest in continuity of supply and 
fair competitive conditions for all fuel industries. There should be equality 
of consideration by the Congress for the competing fuel industries.” 

He urged approval of the Kilgore bill which would provide for the conserva- 
tion of scarce natural-gas resources, grant the Federal Power Commission juris- 
diction over direct industrial sales, prevent dump sales of gas below cost, and 

uke importers of foreign natural gas subject to the same legal standards as 


American producers 
The coal industry will support the Fulbright bill if, but only if, the provisions 
of the Kilgore bill are incorporated therein,’ Mr. Campbell said. “Otherwise, it 





' 
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will oppose the Fulbright bill and all other bills designed to overrule the Phillips 
Petroleem Co. decision.” 
Mr. Campbell said that because of the tremendous growth of the natural-gas 


} 


industry under Federal Government sponsorship and the declining reserve life 


index of natural gas, “a strong and definite national policy of conservation of 
atural gas is cailed for.” 

“It is too valuable an asset not to be conserved for those uses which will provide 
themaximum benefits to the public,” be said. 

“Whereas natural gas may have appeared to be in plentiful supply at the time 
of the passage of the Natural Gas Act in 1938, the record now clearly demon 
strates that it is a scarce Commodity which is dangerously close to the point of 
exhaustion. According to the figures of the Americun Gas Association, the 
reserve life index of natural gas of the United States h dropped more than 10 
vears in the period from 1946 to 1954. The present reserve lite index of natural 





vas based upon present consumption is only 2214 vears 
“The Federal Power Commission cannot be insensitive to the fact that the 
Nation bas already passed the ‘peril point’ in the life index of reserves, nor can 


there be any complacency on the part of the public or the Congress in the face 
of the dancer inherent in the relatively few years’ supply left of this valuable 
natural resource. 

“There is no question but that the extraordinary consumption of gas for boiler 
fuel purposes has shortened what otherwise might have been a longer life for 
natural gas as a fuel for public consumption. Such uncontrolled use of gas has 
the multiple adverse effect of exhausting resources through inferior uses and 
forcing the pipelines to draw more quickly upon the country’s hizher cost gas 
reserves 

“One of the principal purposes of the Kilgore bill is to correct the unhealthy 
competitive situation arising because of the low prices charged for gas sold for 
hoiler fuel and other inferior and wasteful uses.” 

Mr. Campbell said that these sales of gas for industrial uses at prices far below 
hose charged to domestic and commercial users amount to “unfair competition 
resulting directly from the terms of an act of Congress.” 

Among major legislative favors granted by Congress or the States to the 
natural-gas industry, Mr. Campbell listed: 

Protected markets for certificated gas lines under the Natural Gas Act 
Wherein other gas competition is prohibited ; 


The granting by Congress to pipelines of the power to condemn rights-of 
vay to be used partly in public business and partly in business which is 


essertially private; 

Exemption from Federal price regulation under the Natural Gas Act of 
direct pipeline sales to consumers ; 

The granting by Congress March 27, 1954 (Hinshaw bill) of an exemption 
from Federal Power Commission jurisdiction of natural-cas distribution 
systems operating wholly within a State, even though interstate natural gas 
is used and it is ultimately resold to consumers within the State; 

The requirements of the FPC under the Natural Gas Act that long-term 
contracts must be made between producers of gas and pipeline companies 
as a condition of issuance of a certicceate of public convenience and necessity 
to 2 pipeline, thereby guaranteeing market outlets for gas producers at 
profitable prices and eliminating all further competition for the gas so 
committed 

‘There are the further facts,’ Mr. Campbell said, “that with a low wage factor 
in production, transportation and consumption, gas is relatively immune to the 
higher costs flowing from Federal labor and social legislation and from the higher 
wages and other costs resulting from inflation, Whereas coal, having a hiche 
wage factor in production, transportation, and use, has suffered severely fromm 
such legislation and from inflation, with consequent loss of markets to gas 
well as oil 


|For release upon delivery, scheduled for Thursday June 9. 1955] 


STATEMENT OF Dr. Forp K. Epwarps, Drrecror, DEPARTMENT oF COAT. ECONOMICS 
NATIONAL Coat ASSOCIATION, WASHINGTON, D. C., IN SUPPORT OF THE KILGorI 
Bint, §. 2001 


WASHINGTON, June 9.—Dr. Ford K. Edwards, director, department of coal 
economics of National Coal Association, today warned Congress that “the entire 
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tion now depends on the single State of Texas for half its gas supply and the 
reserve situation in this State in relation to the growing demand has been steadily 


Worst ng 

Testifying in support of the Kilgore bill (S. 2001) before the Senate Committe 
on Interst and Foreign Commerce, D Kdwards said that there are signs 
that I s is repeating the experience of the old Appalachian gas-producing 
rep I ngtoa pe k followed by a slow decline 


et urged ¢ actment of the Kilgore bil to conserve declining reserves of 


natural gas, to maintain a vigorous coal industry to meet national-defense needs, 
nd to meet the requirements of the gas industry's own superior-use consumers, 
“Whatever new gas to be found.” Dr. Edwards said, “it is becoming increas 
ingly costly Che distance from the new supplies to market centers is increasing : 
it is taking more exploratory wells to find the gas; the average amount of new 
gus discovered per exploratory well is dropping; and well prices are sharply 
risin 
On the sumer side, the picture is of a mixed character with a steadily 
risi demand for natural gas at ever-increasing costs, but with a wholly dis 
roportionate part of the added gas supply being chan ed into boiler-gas o 
other nferic use murkets \ wide spread ¢ sts between the prices t which 
e inferior-use gas sold and the prices received for superior-use gas.” 
( this st . he cited Illinois Cor erce Commnission figures for 1954 
h sl ‘ hat more than 39 percent of the natural gas consumed in Illinois 
sold to the industrial interruptible user but this gas accounted for but 15.99 
i t of the reve f 
Dr. Edward iid that as a result of low price sales of gas for industrial users 
e superior-use consumer is holding the sack: as gas prices rise, the inferior 
‘ ( sumer can shift to another heavy fuel; contrast, the superior-user, and 
the residential consumer in particular, is faced indefinitely with the higher gas 
costs to which the sales of dump gas contributed.” 
LD ds crit zai also present Federal policies which permit pipeline 





eculated and part unregulated 


lo my knowledge no cattle raiser has ever tried to set the market price for 
i hides by applying a statistical cost formula to these products while they 
the hoof: vet this is the anomalous situation into which the Federal 
Comm n i reed,” he said He urged FPC be given the authority 
! ed in the Kilgore bill to regulate all gas pipeline sales 
I ery, scl T June 9, 1955 
- r oF Rorert BE. LEE HALL, GENERAL COUNSEL, NATIONAL Coat Asso 


WASHINGTON, D. C., IN SUPPORT OF THE KILGORE BILL, 8S. 2001 


WASHIN ( June 9 Robert E. Lee Hall, general counsel of National Coa 
A ciation, today urged Congress to determine the reasons for the Federal 
Power Commission’s reversal of its thrice made proposal that it be given juris 
diction over direct industrial sales of natural gas. 


lestifving in support of the Kilgore bill (S. 2001) before the Senate Interstate 
and Foreign Commerce Committee, Mr. Hall said that “only a handful of State 
ike to exercise any regulatory authority over direct industrial 
sales made within their jurisdiction thus, we have the unique result that a sig- 
nificant portion of the natural gas sold in interstate commerce is neither subject 
to Federal Power Commission regulation nor responsive to any State authority.” 
The bulk of the direct sales are for boiler fuel use. They are made at prices 
far below those charged domestic and commercial users, which the Cabinet Com- 
mittee on Energy Supplies and Resources Policy described as “unfair compe- 
to coal and other fuels. 
In the report of the Federal Power Commission Chairman Jerome K. Kuyken- 
dall to the House Committee on Interstate and Foreign Commerce on the closing 
lay of the hearings on the Staggers bill (H. R. 4943), May 2, 1955, it was stated 
that the majority of the present Commission do not favor FPC jurisdiction over 





dit industrial sales because ‘there has been no demand for such regulation 
by any industrial user’ and the majority conclude that the interests of such users 
e adequat safeguarded under the present system of independently nego- 


tiated sales,” Mr. Hall said. 
“Our investigation of the matter failed to disclose that there was any demand 
for the amendment by industrial users in 1940, or in 1952 or in 1953, when the 
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FPC recommended that its jurisdiction should be extended to include direct 
industrial sales. 

“We fail to understand why the majority of the Federal Power Commission 
predicate their recommendation on such nebulous grounds as are set forth in 
the Kuykendall statement. Of course, the industrial users are not going to band 
together and present to the FPC or the Congress a petition to abrogate a practice 
that benefits them at the expense of the general consumers of gas and the other 
competing fuels. 

“Therefore, there must be other undisclosed reasons why the FPC has sud 
denly reversed its position on this matter in the face of the many public interest 
considerations justifying Federal control over direct industrial sales. 

“The committee should examine into this question so that the record will 
clearly show the considerations which led the Commission to reverse its legis- 
lative recommendations of 1940, 1952, and 1953.”’ 

The Kilgore bill would give F PC jurisdiction over these direct industrial sales, 
prevent dump sales of natural gas at prices below cost, would establish a sound 
policy of conservation of scarce natural-gas reserves and make foreign-gas 
importers subject to the same standards as American producers. 

“Uncontrolled distribution of natural gas for purposes that may well be served 
by other fuels does not constitute the exercise of sound principles of conserva- 
vation in relation to a diminishing natural resource such as natural gas,” Mr. 
Hall said. 

“The Federal Power Commission has an obligation to protect the public’s inter- 
est in preserving the available supplies. 

“The principles of conservation are particularly applicable to the field of our 
natural resources. Conservation has been applied to atomic energy, waterpower, 
forests and many other phases of our natural resources. There is no reason 
why conservation should not also be applied to the valuable diminishing natural 
resource—natural gas. The time is long overdue for the Congress to interest 
tself in this problem. 

“In the face of the enormous growth and expansion of the industry, and the 
resultant accelerated depletion of the reserve index for natural gas, the Federal 
Power Commission should be charged with the specific duty to conserve the 
remaining reserves of this natural resource. 

“It seems abundantly clear that the figure of only 22.5 years of natural-gas 
reserves represents a peril point that has already been passed in terms of a proper 
margin of safety for the best wartime and peacetime interests of the Nation.” 


\TEMENT OF JOHN A, FERGUSON, EXECUTIVE DIRECTOR, ON BEHALF OF INDEPEND 
ENT NATURAL GAS ASSOCIATION OF AMERICA, WASHINGTON, D. C., WiTH RESPECT 
To S. 712, A Britt To AMEND SECTION 7 (H) OF THE NATURAL GAS ACT 


Che purpose of 8S. 712 is to amend section 7 (h) of the Natural Gas Act to enlarge 
the present grant of eminent domain to include condemnation for land or rights 
n land for storage of gas. This association endorses the purpose of the bill, but 
respectfully suggests that the bill be changed to read as set forth in the attach- 
ment to this statement. 

Bills identical with S. 712 were before this committee in 1951 (8S. 1000), and 
again in 1954 (8S. 525). Some expressed the view that the language of those bills 
was too broad and offered insufficient protection to some of the interests involved. 
As a result of such objections an endeavor was made to prepare an amendment 
which would be as noncontroversial as possible and yet accomplish the necessary 
result of granting the natural-gas companies the right of eminent domain for stor- 
age of gas. We believe the proposed amendatory language would accomplish this 
result. 

The proposed language would grant the right of eminent domain to natural-gas 
companies holding a certificate of public convenience and necessity issued by the 
Federal Power Cominission for the storage of gas in the same manner as the Natu- 
ral Gas Act presently provides for the acquisition of the necessary right-of-way on 
which to construct, operate, and maintain a pipeline for the transportation of 
natural gas. There have been added criteria which provide that a court may de 
cree certain conditions and restrictions to fully protect the rights of landowners 
lving within the boundaries of the proposed storage area and of owners of min- 
erals under such lands to explore for and produce oil or gas, as well as the protec- 
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ion of the public waters and geological stratun The amendment further re 
tricts the right of condemnation to protect those who own property containing 


NEED FOR SUCH LEGISLATION 


Phere has been substantial progress in the development of underground storage 


for natural gas in recent years despite the handicaps under which natural-gas €om- 
panies have operated in the absence of a Federal condemnation statute for stor 
age Phe natural gas needs of the consuming public require the development of 
more storage facilities hear centers of consumption. Natural gas is transported 
for long distances and is now being consumed in 45 States and the District of 
Columbia \ single large diameter pipeline, 1,000 miles long, now costs substan 
tinlly in excess of S100 million. 


in order for gas to reach its consuming area at reasonable prices, the gas must 
be moved continuously through the pipeline system to operate the uniform full ca- 
pacity of the system throughout the year. This is known as annual load factor 
Since the cost of owning and operating a natural-gas pipeline system is nearly 
constant whether all or only a part of its capacity is utilized, the cost of transport 
ig gas ona unit-volume basis is almost universally proportional to the load factor. 
As the load factor is lowered, the cost of the gas to the consumer becomes pro- 
gressively highe! 
lhe high demand for gas service is in the winter months when the household 
onsumer, particularly for house heating, utilizes many times the amount of gas 
which is required in the summer months. To balance out the load over the year 
and thus inaintain minimum prices to all consumers, but especially the holsehold 
consumer, the practice has necessarily arisen for selling large quantities of gas for 
industrial uses during the summer months. This practice, however, is no longer 
adequate to compensate for the rapid growth in the demand for gas by household 


consumers during the winter months, largely because of the enormous increase in 


public demand for gas for house heating. This house-heating demand, which is 
strictly seasonal, has been growing at an accelerated rate. There are now over 12 
million homes being heated with gas and this figure is expected to reach 16% 
million by the end of 1957. 

It is not economically possible to build enough long-distance pipelines to satisfy 
such demand if the full capacity of the pipeline is to be utilized only during the 
winter heating season. The only feasible solution which so far has been devel 
| ge facilities near the consuming markets. 


oped is to acquire and develop stor: 


The gas not required by the household consumers in the warm season may thus 





be diverted to such storage, and by means of additional pipelines of short dis 
tance, may be economically delivered to additional customers as and when needed. 


Since gas must be stored in tremendous volumes, such storage is generally 
economically feasible only in natural underground reservoirs 
\ large number of depleted oil and gas fields located near consuming centers 
are presently being utilized as storage fields. However, many thousands of 
to heat their homes which might be made 
ement of storage facilities. The FPC in its investigation 
he middle 1940's urged the natural gas companies to develop 
such storage facilities. In its report of that investigation, the Commission said: 
‘In developing natural gas markets up to this time, the pipelines and dis- 
companies, with some exceptions, have not made adequate provisions 
for meeting seasonal peak demands. There is great need for further develop- 
ments of terminal storage and other appropriate types of centralized standby 
facilities, in order to supplement the maximum supplies which can be delivered 


residential consumers are seeking gus 





tributing 


st 
t 





economically from pipelines and to assure greater reliability of service.” 

In 1947 Congress, recognizing that natural-gas companies should be empow 
ered to construct the facilities which the F’C had authorized, amended the 
Natural Gas Act to grant eminent domain to natural-gas companies for the 
lisition of rights in land for the construction of pipelines and compressor 
stations The need for this right in the acquisition of lands for storage had not 
become quite so apparent at that time, and unfortunately the language of the 
1947 amendment is probably not broad enough to permit condemnation for 
underground storage In laying a pipeline it is often practicable to find alternate 
routes for the line and thus avoid the use of condemnation proceedings. How- 


ever, j storage fields there is usually no alternative field available for use in 
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the event the owner of the surface rights in a portion of the field denies the 
pipeline and its Consumers the use of the underground formations 

This bill would not give a natural-gas company which would exercise the 
power of eminent domain under it any immunity from applicable State laws and 
eguiations concerning the safety, health, and protection of property of the 
citizens of that State. The pipeline would still be subject to all applicable 
State laws and regulations respecting the use of its property. 

In the past there have been some who expressed the view that the right of 
eminent domain for natural-gas storage should be a State rather than a Federal 


} 


inction. HKxperience, however, has convinced us thut State legislation does 
not adequately solve the problem. 

in the absence of Federal legislation authorizing condenination for storage of 
ras, a few States have been stimulated to authorize such condenination. Among 
ich States are Michigan, Kentucky, West Virginia, Kansas, and Lllinois. 1 


lieve such a statute is also under consideration in Pennsylvania and elsewhere 


These statutes are not at all uniform and are usually designed to satisfy a 
local situation. For instance, the Michigan statute is restricted to a specitied 
geological formation and requires consent of 90 percent of the landowners. The 
Kentucky statute covers only recognized gas-storage fields. 

Generally the common underground storage reservoir is a depleted oil or gas 
field and those which are available and best suited are utilized even though 
in an adjoining State. No reliance can be placed upon eminent-domain laws 
of the States because many States cannot under their constitutions and laws 
grant eminent-domain rights except for State purposes as distinguished from 
purposes of benefiting consumers of other States 

It is clear to the gas industry that local statutes, however helpful, cannot 
solve the problem of storage for an interstate gas pipeline. They are of little 
help in those instances where the proposed storage area is in more than one 
State or storage is contemplated in one State for use in another. 

The public should not be required to await the possibility of State legislation 
or be subjected to the varying conditions and restrictions which local interests 
of the State may deem to be expedient. In 1947, Congress gave the pipelines 
iithority to condemn rights-of-way and compressor-station sites where the 
Federal Power Commission had found that the project was necessary in the 
public interest. The interstate pipeline was recognized as merely an agency 
charged with the duty of satisfying the public necessity. As long as the 
authority to authorize and regulate pipelines is vested in and exercised by a 
Federal Commission we think it appropriate to provide a Federal law for 
implementation of the national policy. 

Natural gas placed in storage reservoirs near Consuming areas in summertime 

utilized primarily for house heating, thus effecting a conservation measure 
1 the most economical way yet devised. 


CONCLUSION 


Acquisition of storage facilities of an interstate pipeline requires an authori 
zation under the Natural Gas Act. Private negotiation and State legislation 
ure highly inadequate for the purpose. Underground storage requires that 
storage rights can be obtained in the entire area in whose underground strata 
the gas is to be stored. No single recalcitrant landowner should be able to 
prevent the use of an underground reservoir nor should a landowner be able to 
exact exorbitant prices for his land without regard to its reasonable value. 
The cost of storage facilities must ultimately be borne by the consumers of the 
gas. It is appropriate that eminent domain be granted for storage facilities 
Which the FPC has found to be required by the public convenience and necessity 

Respectfully submitted. 

INDEPENDENT NATURAL GAS ASSOCIATION OF AMERICA, 
By Joun A. Fercuson, Burecutive Director 


PROPOSED SUBSTITUTE FOR S. 712 
(Amendatory language italicized) 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subsection (h) of section 7 of the 
Natural Gas Act, as amended (15 U. S. C. 717f (h)) be amended ta read as 
follows: 
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“(h) When any holder of a certificate of public convenience and necessit) 
cannot acquire by contract, or is unable to agree with the owner of property as 
to the compensation to be paid for, the necessary right-of-way to construct. 
operate, and maintain a pipeline or pipelines for the transportation of natural 
gas, and the necessary land, or interest in land, or other property, in addition 
to right-of-way, for the storage of yas, or for the location of compressor stations, 
‘e apparatus, or other stations or equipment necessary to the proper oper 
f such pipeline or pipelines, it may acquire the same by the exercise of 
the right of eminent domain in the district court of the United States for the 

t in which such property may be located, or in the State courts: Provided, 
That in the case of the acquisition of land or an interest in land for the storuge 
of gas bu such exercise of the right of eminent domain, the court’s judgment or 
decree hall contain conditions and re strictions u hich lil CaSONnE ly and fully 
protect the rights of owners of lands lying within the boundaries of the proposed 
forage area, or of owners of any minerals thereunder, to explore for and pro- 


pressul 


duce oil or gas from d lands by anu method, il to conduc OPCrations th CoO) 
nect n the ewith, neluding the produ 110 md lisposal oO; waters and waste 
mat r, all from o to anu geological tratum other than the stratum to be 
condemned 0 ga Storage: And provide d urther, That the right of eminent 
domain shall not be exercised to acquire, for the purpose of gas storage; (a) 
anny terest in a7 geological stratum arcit n ti area Of the proposed storage 
f of} h conta gs oil or gas withir ich area in commercial quantitic 8 
pro ie hrough pri a / produ tion vn lhod either with ov pithout pre ssure 
(nee or secondary recovery methods of any ty pe * OV (Dd) any interest 

geo tra thin the area of the proposed storage project owned 
lirectiy o7 ( ectly by a natural-gas company or by a person engage d in the 
7 distribution o fural gas, hich 4 est was acy ed by su natural 
gas company or b such person before the ing with the Federal Power Com- 
the condemnor of the applicatio for a certificate of public con 
enience and necessity under this section, and which interest is held in good 
fraiti my such natural-gas ¢ ompany or by such person for present or future 
pro ictio? - Storage of natural aaagin the performance ofr service to customers 
within its service area. The practice and procedure in any action or proceeding 
for that purpose in the district court of the United States shall conform as 


nearly as may be with the practice and procedure in similar action or proceeding 
in the courts of the State where the property is situated: Provided, That the 
United States district courts shall only have jurisdicion of cases when the 
amount claimed by the owner of the property to be condemned exceeds $5,000.” 





STATEMENT OF INDEPENDENT NATURAL GAS ASSOCIATION OF AMERICA, WASHING- 
ron, D. C., IN OpposITIOoN TO S. 2001 (INTRopUCED By Mr. KILGORE) 


PART I. INTRODUCTION AND SUMMARY 


S. 2001, if enacted, would impose entirely new standards for the regulation of 
natural gas companies, solely for the purpose of protecting a competitive fuel. 
rhe paramount public interest concept of the Natural Gas Act would be sub- 
ordinated if not destroyed. 

The chief proponents of this bill are members of the coal industry, which is 

nderstandable, because it is the same proposal which they have been making 
since the original gas act was under consideration by the Congress. 

Since 1936 the coal industry has urged Federal regulation of sales of natural 
gas sold directly by pipelines for industrial use. They have sometimes been 
frank in saying they believe such regulation would increase the prices of such 
gas. They have been less frank when they have contended that such regulation 
would reduce prices to the domestic consumer. They have repeatedly urged 
lederal regulation and tried to do everything possible to raise the prices of 
direct industrial gas. They have generally attempted to accomplish such 
results under the guise of “protecting the public interest.” What they are really 
after is to force the price of natural gas up and up to the point where it cannot 
be sold in competition with other fuels such as coal. The consumers both of 
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natural gas and coal, are low man on the totem pole. Let there be no mistake 
about this. 

\ pipeline is a high investment facility of fixed maximum daily capacity and 
its fixed charges in the form of depreciation, taxes, etc., which account for a 
high proportion of the total cost of service, go on day by day throughout the 
year. The requirements of the domestic and commercial customers demand the 
full capacity of the pipeline on the coldest days of the year, but only a portion 
of the capacity throughout the balance of the year. In many cases much of the 
remaining yearly capacity is used to supply gas to industrial customers on an 
nterruptible basis. ‘These industrial sales are highly competitive with other 
forms of fuel. As long as these highly competitive industrial sales can be made 
profitable, they help to carry the pipeline’s fixed charges, and thus relieve the 
lomestie and commercial consumers of a portion of the costs which they would 








otherwise be required to pay. When prices of gas rise, or the prices of com- 
peting fuels decrease, so that the interruptible industrial sales can no longer 
e made at a profit, all of the pipeline’s fixed charges must fall back upon the 
g sold for domestic and commercial use with the resulting pyramiding of the 
‘ice for domestic and commercial gas to the point where it too reaches or passes 
mpetitive limits. It should be pointed out that loss of industrial sales cannot 
e ide up by increased sales in other categories made from the same facilities 
iven area. These facts are not zealously guarded trade secrets; they have 

ng been known to the coal industry which seeks this legi tion. 
prices at whic] ther forms of fuel are available largely determine the 
es of natural cas sold for direct industrial use. Stated more accurately, 
mupetition determines the price of all industrial fuels In man sections of 
South indu il gus must compete most with the competitive price for which 
fuel oil is available. In other parts of the country coal is the principal fuel in 
competitive field This competition has always been considered the best 
fecuard consumers could have from unreasonably high rates whether for gas, 

oul, Oil, or any other fuel 

fhe destruction or serious impairment of the industrial market for natural 


which proponents of this bill are attempting to bring about would unques 
tionably mean 1 of 2 results. Either domestic users would pay much higher rates 
rv natural gas or they would be to a large extent deprived entirely of this fuel. 
Phe purposes for which this law would be used are plainly revealed in the lan 
guage of the bill and in expressions in the record of this hearing, as well as in 
public announcements of the coal industry. If this measure were enacted, the 
coal industry would immediately begin exerting pressure in an attempt to force 
the Federal Power Commission to increase the prices of natural gas to the public 
This proves beyond question that the interests of the vast numbers of fuel con 
Sumers in this country would be seriously jeopardized if this bill were allowed 
to become law. 
Ini essence the bill proposes to establish a mandatory, overriding conservation 


i 
1 


policy which will govern both certificates and rates for all natural-gas transpor- 
tation or sale in interstate commerce. At the same time the bill proposes to 
extend to competitive fuel interests the right to initiate and participate fully 
in the interpretation of such policy. 

This bill would legislatively confirm FPC jurisdiction back to the wellhead 
if the gas ultimately goes into interstate commerce. The bill would extend FPC 
jurisdiction over all sales in interstate commerce. The bill would authorize the 
FPC to prescribe end uses of natural gas to preserve available reserves, thus 
denying to consumers a free choice of available fuels. 

The proposals in section 8 would permit competitive fuel interests to keep 
a pipeline under constant harassment as to rates and charges. The pipeline 
could be priced out of the market over its protests—especially would this be true 
of industrial sales, both direct and for resale. The proposed amendments in 
sections 1 and 3 would subject direct sales to the same regulation as sales for 
resale. A certificate of convenience and necessity would also be required for 
direct industrial sales. 

it is doubtful if a new certificate of convenience and necessity could ever be 
obtained if the Commission is required to maintain the “productive capacity 
of each of the several domestic fuel industries.” 

The criteria of section 2 of the bill would be in immediate and direct conflict 
with the conservation policies and regulations of both the producing and consum 
ing States. 
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The competitors of natural gas, particularly the coal interests, as represented 
Nation Coal Association, have sought to justify proposed legislation 
i.e. S. ZUOL (the Kilgore bill) and other similar legislation—on the theory that 


is consistent with the White House report and recommendations of the Federal 


ts to the Congress 





Power Commis , hn SUCCESS! annual re I 

R ference is made to a widely distributed pamphlet issued by the National 
Coal Association and labeled *To Protect the Publie’s Stake in Natural Gas,’ 
and aiso to the te imony before this committee 

We do not believe statements contained in that pamphlet fairly comport with 
the facts, particular the statement that the legislation is consistent with the 
White House report, or with the recommendations of the Federal Power Com 
mission as contained in successive annual reports to the Congress... The so-called 
White House re port, nore prope rly described as the Report on Ene rey Su plies 
and Resources Policy, was released on February 26, 1955. We wish to eéall 
attention to some of the language of this report In the second paragraph the 
eport | s the question : 


What steps may be taken to improve the economic position of the coal indus- 


try, now veriously depressed, without p-nalizing com: eting industries, as a means 
of enhancing the ability of that industry to contribute to the national defense?” 

The language “without penalizing competing industries” is emphasized to 
clearly ind.cate that it was not the intent of the committee to penalize the 
natural gas industry As will later be shown, the proposed legislation does 
exactly that. The coal interests have completely distorted the Report on 


Hnergy Supplies and Resources Policy and are using it to promote legisla 
tion that would seriously penalize the natural gas industry. 

Contrary to statements of proponents of the legislation natural gas is not 
heing sold by pipelines for industrial use at less than cost. The eiiorts of the 
proponents to make this charge stick completely fail when the facts are analyzed 
us set out in parts II and III hereof, and the true objectives of the proposed 
legislation are brought into clear focus. 

An analysis of the bill shows that in every certificate or rate case the Com- 
mission would be required to establish and adhere to a policy for “the main 
tenance of a productive capacity of each of the several domestic fuel industries 
sufficient to meet the current and long-range fuel needs of the Nation.” Thus 
it would appear that the FPC must in each instance determine the current and 
long-range fuel needs of the Nation, including fuels over which it has no juris- 
diction whatsoever. Except for section 6 (2) the proposals, in each instance, 
are directly opposed to the recommendations contained in the Cabinet Com- 
mittee report on Energy Supplies and Resources Policy. Even in section 6 (2) 
there is an added criterion to those proposed by the Cabinet report for determin- 
ing just and reasonable rates. 


{ 
| 


Part II. ANALYsIS OF DIRECT INDUSTRIAL SALES BY NATURAL GAS PIPELINE 
COMPANIES 


By John W. Boatwright, economist 


The Bureau of Mines reported that total consumption of natural gas by in 
dustrial users, in 1953, was 5.8 trillion cubie feet. The American Gas Associa 
tion reported that industrial sales of natural gas by utilities in 1953 was 2.9 
trillion cubie feet, including both that gas moved interstate and that sold to 
industrial users in the state of production. The difference of 2.9 trillion cubic 
feet represents sales by producers for industrial uses in the state of production. 

The President’s Advisory Committee on Energy Supplies and Resources 
Policy recommended “that appropriate action be taken that will prohibit sales 
hy interstate pipelines either for resale or for direct constmption, which drive 
out competing fuels because the charges are below actual cost plus a fair pro- 
portion of fixed charges.” Notice that this recommendation is directed both 
to regulated (sales for resale) and largely unregulated (direct consumption) 
prices. The presumption naturally is that a regulated rate permitting a re- 
turn of approximately 6 percent on investment would not be below costs. The 
effect of the recommendation has been to focus attention on sales direct to 
industrial buyers 





PM 
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For some years the Federal Power Commission has published average annual 
national data on sales by interstate carriers of natural gas for resale and for 
direct consumption. Unit realization thus determined resulted in the follow 
ing comparison: 


TABLE I National average realization from sales by interstate natural gas 
companies of natural gas for resale and for direct industrial consumption 


| Realization per thousand Realizat per thou 
cubic feet ibie feet 
| 
| s I Industrial sal ! I trial 
t r rec u r ( 
ee 
Cent Cents Cent Cents 
1945. sail | 17.2 16.6 1950 18. ( 19.1 
1940. | 17.3 17.0 1951 19 19.8 
1947... 17.4 17. ¢ 1952 22.0) 1. ( 
i —_— ee 17.1 18.0 195 95.0 29. | 
1949 6 17.4 18 
Source: Calculated from statistics of natural gas companies, FPC 


This comparison, without analysis, would indicate that sales for d’rect use, 
largely on an interruptible basis, were made during 1952 and 1955 at prices below 
the regulated price of sales for resale. Like so many aggregates or averages, 
more is concealed than is revealed. 

The first fallacy of the data is one of geography. The major sales for industrial 
purposes made by interstate carriers are in the Southwest producing States while 
the major sales for resale are made in the large consuming areas to the North 
and East. This renders invalid the conclusion that industr’al sales by main 
line carriers are made at prices below those received from sales for resale. 

The second reason for the lack of sign ficance of the comparison is that carbon 
black utilization, drilling operations and many other specialized uses for which 
other fuels are not competitive are included in Southwest sa'es for industrial uses 
Such inclusion renders the data noncomparable. 

The only valid means by which the true facts bearing on this problem can 
be revealed is to compare the realization by long line carriers from sales for 
industrial uses with realization secured from sales for resale in the same State. 
Because the Southwestern States do not offer much competitive opportunity for 
coal, they were excluded for our study. All States north of Kansas and Arkan 
sas and east of Mississippi were included. The average actual price received for 
industrial sales made by 14 long-line carriers was compared with the average 
actual price received by the same lines from sale of natural gas for resale in the 
identical State. All data were taken from the annual reports of the carrier com 
panies to the Federal Power Commission for the year 1953, the latest year for 
which complete statistics are available. Lines studied were: Miss‘ssippi River 
Fuel Corp.; Transcontinental Gas Pipe Line Corp.; The Manufacturers Light & 
Heat Co.; Northern Natural Gas Co.; Texas Gas Transmission Corp.; ‘Lexas 
Eastern Transmission Corp.; Cities Service Gas Co.; Panhandle Eastern Pipe 
Line (o.; Tennessee Gas Transmission Co,; Southern Natural Gas Co.; Natura 
Gas Pipeline Company of America; Texas Illinois Natural Gas Pipe Line Co 
Crunkline Gas Co.; and Michigan-Wisconsin Pipe Line Co. 

These 14 large systems made sales during 1953 of 2,786 billion cubic feet in the 
area under study out of a total consumption of 2,878 billion cubic feet. All 
mainline industrial sales made by these carriers in these States have been ana- 
lyzed and are included in the study. Results secured unquestionably are typical 
of the total market. The results were as shown in table IT. 
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TARLE I] Comparison, by States, of average sales prices in 1958 for natural gas 
to industrial users and to other utilities by 14 long line carriers 


‘ 7 M ine . le 
A ve Volume A ra Volume 
( ce I l pri ii 
7 1 er tt D 
cut t feet cubic fee feet 
I l 2 1,78 
9 4184 23 11. 003 
\ J ‘ OS, 4 35.2 4 
(ar ; if 27.9 6, 2 
I 1 20 38.9 33, 478 
Mar 28. 2 602 
\ 1.100 
s ( - 
(j 2 03, 058 27.9 7. 409 
Al 21.8 14.28 21.8 $1, 263 
‘ 2.9 829 ai 34 94 
I 12, 240 27 7, 909 
I ICK 96, 47 26. 4 4.4 
) 2 40.2 3, 349 
\ \ 2. 59 a7. t 11, 492 
I 9 6) 10 15.5 5 92] 
] 1,911 29.4 , 4h 
Mict { 189, 059 1. 9 209 
M i 20,0 SS, O51 25. 4 10, 251 
I Dak 3 g 436 
N Yor} $2. 7 154, 478 
W I ( ; 9 
I 9 269 IR > 1 
‘ ‘ { V“ ( \ A 
isa eX { | } ’ } 
| ut 6¢ per thousa ct nder bon I le 
Cort er ' les to utilities 
, t f l I ¢ indistrial price 


1. Some lines do not make sales direct to industry for consumption. In 6 of 
the 22 States studied, no industrial sales were reported. The average realiza- 
tion per thousand cubic feet from direct sales to industrial acccounts was 28.1 
cents as compared with 26.5 cents when sold for resale. 

2. In 12 of the 16 States where direct comparison was possible, higher prices 
were realized from direct industrial sales than from sales for resale. When 
recognizing the correction for refund by Panhandle, 13 States fall in this category. 

3. Total direct sales for industrial use represented only 9 percent of the volume 
sold. When it is realized that industria! sales, a major portion of which are on 
an interruptible basis, are made at a higher price than that secured from sales for 
resale, it is apparent that the residential consumer of natural gas received sub- 
stantial price benefit from industrial sales. 

It was decided to test this finding for other years. Exactly the same procedure 
was followed for each of the States for the same group of carriers by years back 
through 1947. The results in terms of annual volumetric averages were: 


Tar_e III.—Comparison, by years, of industrial sales and sales to other utilities 
by 14 long line carriers 


Sales to other utilities Main line industrial sales 


Average 


Volume. Volume 


price, cent million cnt price, cents | ninion cubic 
er thousand foat pe thou aad feet 
ubic t : cubic feet 


1947 8.9 77, 189 i7.9 
1048 R ROR, ANZ 19. 2 
1949 9%. 0 068, 489 20. 3 
190% 0.1 1, 448, 914 23. f 
19 4 873, 454 25.0 
19 2 326, 22 26. 4 
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The findings are contrary to common belief but are of extreme importance 
for policy determination. Attention is called part‘cularly to: 

1. Average prices received since 1947 in the 22-State area by these 14 lines 
have been higher from main line industrial sales than from sales to other 
utilities. 

2. This is the area in which natural gas meets coal in direct competition. For 
the past 6 years industrial buyers, who are interested only in calorific content 
of competitive fuels, and therefore are the most critical users, have been willing 
to pay higher prices for natural gas than the regulated prices to utility distrib 
utors. This would indicate that the regulated prices for sales to utilities are 
lower than prices based on competition among fuels. It would also indicate 
that according to the acid test of purchase on the basis of economy only—natural 
vas is a bargain. 

3. If main line sales to industrial accounts be made subject to regulation and 
the same regulatory practices are applied to these sales as are applied to sales 
to utilities, prices of natural gas will be: 

(«) reduced to industrial buyers which would be diametrically opposed 
to the interests of competitive fuels; and 

(b) increased to sales for resale which would be contrary to the resi 
dential consumer interests. 


Pakt III 
SECTION 1 


This section proposes to extend FPC jurisdiction to all sales in interstate 
commerce by eliminating the words “for resale” in section 1 (b) of the Natural 
Gas Act. 

We are advised that the effect of this probably would be to give the Federal 
Power Commission jurisdiction to fix the price at which gas is sold to all 
consumers who are supplied directly by a natural-gas company. This could 

either a long distance pipeline company or a company that transports cas 
between States but is predominately a distribution company. This price fixing 
power would be applicable to sales made to domestic and commercial consumers, 
is well as to industrial consumers, and to sales made as part of local distribution 
operations, as well as directly from the pipeline. 

The retail prices charged by pipeline companies which also distribute ens 
ocally at retail are, in most instances, now regulated by State public service 
commissions, or, where there is no such commission, by a city or some other local 
agency. Such companies are subject to the jurisdiction of the Federal Power 
Commission in other matters, but not as to the prices they charge for gas sold 
directly to consumers in local distribution. There is presently no duplication 
in price-fixing authority. 

However, if the Federal Power Commission is given jurisdiction over sales 
other than for resale, as proposed in section 1, the courts might very well 
decide, so we are advised, that the exclusion, in section 1 (b) of the act, of 
‘local distribution” or ‘facilities used for such distribution” excludes nothing 
more than the physical operations and facilities involved in local distribution. 
eaving rates for sales in local distribution subject to Federal Power Commis- 
sion jurisdiction if made by natural-gas companies as defined in the act. 

The desirability of avoiding duplicate regulation is generally recognized and 
was confirmed by the 83d Congress when it passed the Hinshaw bill, which 
amended the Natural Gas Act to provide that gas transported, sold, and dis 
tributed within the confines of a single State, which was regulated by local 
authority would be subject solely to the jurisdiction of such local authority and 
not to both the Federal Power Commission and such local authority. 

Most of the long interstate pipeline companies make only a limited number 
of “direct sales” and some of the larger companies make no such sales. Such 
direct sales as are made by pipeline companies are in most instances sales to 
industrial users. However, the greater part of the gas used by industry is 
delivered to the consumer, not by the long distance pipeline company, which is 
subject to Federal Power Commission jurisdiction, but by the local distributor 
which is subject to State or other local jurisdiction. This should be kept in 
mind since the amendment of the Natural Gas Act can have direct effect only 
on the pricing of those limited numbers of direct sales which are made by the 
long distance pipeline companies, unless, of course, the effect of the amendment 
would be to include the interstate pipelines which are also local distributors 
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We believe that anyone familiar with the administration of the Natural Gas 
Act and the policy of the Federal Power Commission in fixing the price for gas 
sold for resale by long distance pipeline companies will testify that by no stretch 
of the imagination can it be said that such policy fails to make a full allocation 
je to the gas that finds its way ultimately to the 


of a fixed charges applica! 


industrial use 
Fixed costs are generally considered to be those costs relating directly to in- 
vestment in plant which creates capacity. Since gas pipeline capacity is built, 
most cases. to take care of load expected to be experienced during periods 
0 enk demand, the theoretically correct method of assigning costs to particular 
customers is to assign all fixed costs to those customers whose peak require 
ments necessitated the pipeline capacity which was constructed. Thus, theo 
retically, sales which are completely interrupted during periods of peak demand, 
and most industrial sales are of this character, should bear no fixed costs. 
However, the Federal Power Commission does .not follow this procedure, 
but classifies 50 percent of fixed costs to what is referred to as the demand 
eategory and 50 percent to wv hat is referred to as the commodity eategory. Since 
items of cost in the commodity category are allocated proportionately on 
a volumetric basis to all gas sold during a year’s time, the result is that a large 
portion of fixed costs are assigned to interruptible industrial customers despite 
the fact that such customers get a disproportionately small share of the benefits 
of the peak day capacity with which fixed charges are properly associated. Cer- 
tainly it could never be said that the industrial consumer who has no demand 
ponsibility, or a low demand responsibility, but who pays the full commodity 
le 50 percent of the fixed costs, fails to pay a fair proportion 


res 
costs, which inclu 
of the fixed charges 

The above explanation is made in order to point out that under the present 
policies of the Federal Power Commission in pricing gas for resale by pipeline 
companies, a very high proportion of fixed costs is assigned to the gas that goes 
to the indvstrial user and particularly the industrial user why buys gas on an 
interruptible basis 

It should be kept in mind here that, after the sale for resale by the pipeline 
to the distributor, the Federal Power Commission, under the present law, has 
nothing to do with the price of the gas, and the proposed amendments to the 
Natural Gas Act will not influence that situation. 

The next situation is that in which the gas is sold by a long distance pipeline 
company directly to the industrial user. The great majority of these direct 
pipeline sales made to industrial consumers are on an interruptible basis; in 


other words, they are made to consumers who have alternative sources of fuel, 
generally either coal or oil. In some instances the consumer does not have 


standby fuel and closes down or curtails certain operations during periods 
of interruption of gas service. In other instances, the pipeline company will 
supply the alternative fuel for the gas that is curtailed in order to make gas 
available to the consumers that create the peak load responsibility. 

Part 'l of this statement includes an analysis of major pipeline companies 
serving areas where coal competition is greatest. This analysis shows that the 
average price per thousand cubic feet received by these companies for gas 
sold direct to the consumer exceeds that of gas sold for resale. 

Commarison shown in the analysis is between all sales for resale, including 
firm domestic, firm commercial, firm industrial, and interruptible industrial 
and the direct sales, which, as previously stated, are in practically all instances 
made to industries and in most instances are on an interruptible basis. When 
consideration is given to the fact that the direct interruptible sales should bear 

smaller proportion of fixed charges than the firm sales for resale, the data 
prove more emphatically that such direct sales are not made at less than cost. 

As previously stated, the long-distance transmission companies that sell pre- 
dominately to distributing companies for resale make sales direct to industrial 
users under contracts which usually provide that service may be curtailed or 
discontinued during periods of peak loads. In other words, the direct sale 
service creates little, if any, demand responsibility, whereas the gas sold for 
he major portion of the demand responsibility. In spite of this 
fact the analysis shows clearly that in most instances the direct sale gas is 
priced higher than the resale gas. 

The data are taken from the 1953 statistical reports of the Federal Power 
Commission and from the annual reports of the various companies, as filed 
with the Federal Power Commission, Covering the year 1953. It should be 


resale creates ft 
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perfectly clear from these figures that the direct sales are not priced at less 
than cost, that they bear more than their fair share of fixed charges, and that 
there is no foundation for the contention that natural gas is being dumped at 
less than cost in order to put competing industries out of business 

Direct industrial sales of natural gas are made in competition with coal, oil, 
or electricity and the pipeline must meet that competition. But in every in 
stance it has every inducement to earn as much as possible from the sale. To 
do this it must sell at the highest price it can 

The Congress in the Natural Gas Act declared that the transmission of 
natural gas in interstate Commerce was affected with a public interest. Sut 
it recognized that there should be no duplication betwen the price-fixing au 
thority of the Federal Power Commission and that of the States by limiting 
the ratemaking powers of the Federal Power Commission to sales for resale 
It recognized that the direct sale of gas by pipeline Companies could only be 
nade to industries on a competitive basis, that such industries could readily 
use other fuels and as a Consequence were not dependent on natural gas to the 
<ame extent as the domestic and commercial consumer, The industrial con 
sumer did not have to buy the gas if the price was higher than a competing fuel 
and, consequently, it Was not necessary in the public interest to protect the 
industrial consumer 

We urge on you that those considerations are still valid and that, first, there 
should be no duplication in the regulation of prices as between Federal, State, 
and local agencies; second, the facts do not support the contention that indus 
trial sales do not bear their fair share of fixed charges and that therefore 
regulation is necessary to increase the rates for industrial gas; and, third, since 
the industrial user is not dependent upon natural gas and would quickly change 
to some other fuel if the price made it more expensive than competing fuels, 
it is not necessary in the public interest to regulate the price of gas sold directly 
for industrial use 


SECTION 2 


This section proposes to add a new subsection 1 (d) setting forth a so-called 
conservation policy. The present policy to guide the FPC in its regulation is 
et forth in section 1 (a) This proposal is to include a conservation policy in 
the jurisdictional section of the act, setting forth mandatory standards for 
regulation 

Subsection (d) (1) would require that the Commission in administering the 
uct should establish and adhere to a policy which recognizes that the national 
defense and an expanding domestic economy require the maintenance of a 
productive capacity of each of the several domestic fuel industries sufficient to 

eet the current and long-range fuel needs of the Nation. By subsection (d) (2) 
the Commission would be given jurisdiction over the end use of natural gas 
with due regard for the conservation policies and regulations of producing States 

The bill would authorize the FPC to prescribe end uses of natural gas to pre 
serve available reserves. Thus consumers would be denied a free choice of 
available fuels, contrary to the recommendations contained in the report on 
energy supplies and resources policy. 

What chain of events would this set in motion? How long would it take to 
establish a policy, giving proper regard to both short- and long-range-considera 
tions, that would put natural gas, oil, butane, propane, coal, electric power, atomic 
energy, solar heat, or whatever other energy source there may be available, in 
their respective niches and keep them there for any specific period in view of u 
onstantly changing economy? The language may sound plausible but the fixing 
of such a policy and the implementation of it would run directly into end use 
control and a managed fuel economy. 

If such a policy is to be followed, the Federal Power Commission should also 
have jurisdiction over each of the several domestic fuel industries. If the Com 
mission is to restrict the use of natural gas alone, then, in all fairness, certain 
markets should be reserved to natural gas and other fuels excluded from them. 
Likewise, if natural gas is to be excluded from certain markets and a monopoly 
is to be created for other fuels, then, in fairness to the consuming public. those 
fuels should be subject to price regulation as is natural gas. 

The bill also contemplates that the policy of the Commission “give effect to 
sound principles of conservation in the utilization of natural gas in o der to 
preserve the available reserves * * * for * * * long-range benefits to the pub 


6305 7—55 1090 
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lic The obvious purpose of this is to restrict the current use of natural gas 
under the guise of conservation. It may be contended that this is consistent 
with the Federal Power Commission recommendation in its 1953 annual report 
to the effect that “section 7 (c) of the Natural Gas Act be amended * * * to 
provide specifically for control by the Commission of the end use of natural gas 
when required for national defense or to safeguard the available supply.” The 
language of the 1953 report was susceptible to misinterpretation and was clarified 
in the 1954 report wherein the language “to provide specifically for control by 
the Commission of the allocation of natural gas when requ'red for national 
defense or to safeguard the available supply in emergency situations” is used. 
{Emphasis supplied. | 

Undoubtedly, the objective of the amendment proposed in section 2 of the bill 
is to get language in the act which will strenethen the position of competing 
fuels and transporters as intervenors in certificate and rate cases and to afford 
easy appeal to the courts, with the objective of harassing and delaying the ex- 
pansion of the natural-gas industry. 


SECTIONS 3 AND 4 


Sections 3 and 4 amend paragraphs (6) and (7) of section 2 of the present 
ict. 

The change in paragraph (6) is to change the definition of a natural-gas 
company so as to eliminate the reference to sales for resale and make all sales 
in interstate commerce, including direct sales, subject to the act. 

The change in paragraph (7) is to change the definition of “interstate com 
merce” in order to include commerce with any foreign nation and, together with 
other changes suggested, is intedend to place further restrictions on or create 
difficulties for the Federal Power Commission in making the necessary finding 
to permit the importation of natural gas. 

The Annual Report of the Federal Power Commission for 1954 includes a rec- 
ommendation that “sections 1 (b) and 2 of the Natural Gas Act be amended so 
as to include foreign commerce within the coverage of the act and define persons 
engaged in the importation and ¢xportation of natural gas as ‘natural-gas com- 
panies,’ so far as their operations in the United States are concerned.” 

It would seem that the proposed amendment to paragraph (7) of section 2 
conforms with the Federal Power Commission recommendation, but the ob‘ective 
of the Federal Power Commission is entirely different from that of the sponsors 
of the amendment. 

SECTION 5 


Section 5 proposes to amend section 8 (import, export section) of the 
Natural Gas Act by changing the action required by the Commission from the 
issuance of an order, to the granting of a certificate of public convenience and 
necessity as required by section 7 of the act. Section 7 is proposed to be amended 
to require that the Commission give consideration in certificate cases to the 
requirements of section 1 (d), which is the new section on policy previously 
referred to. The proposed amendment to section 3 also contemplates requiring 
the Commission make the specific finding “that the proposed exportation or 
Importation will be consistent with the public interest and the provisions of 
section 1 (d) of this act,” before issuing such certificate of public convenience 
and necessity. This again emphasizes the desire of the sponsors of the legislation 
to tie the Commission’s hands by the vagueness of the policy provisions of 
section 1 (d) and to open the door for appeal and delay. 


SECTION 6 


Section 6 proposes to amend subsection (a) of section 4 by requiring that any 
rate charged for natural gas which is inconsistent with section 1 (d) of the 
act (the policy provision) is unlawfui and by further stating that “no rate or 
charge shall be considered just or reasonable which is less than the cost of such 
gas plus the cost of transportation and sale and a fair proportion of the fixed 
charges.” 

In other words, unless the Commission can formulate a policy to conform 
satisfactorily to the vague standards of the proposed section 1 (d), and thereafter 
fixes rates in accordance with such policy, the rates are unlawful. This could 
not only lead to endless litigation but to complete confusion and uncertainty 
as to what rates for any service by a natural-gas company would ultimately 
be sustained. 
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The reference to “fair proportion of the fixed charges” and the vagueness of 
the terminology has as its objective premitting competing interests to attack cost 
classification in rate proceedings in an effort to load costs on industrial sales. 
This is an effort to increase the price of industrial gas in order to eliminate it 
from competition. The competing interests expect to use this along with the 
section 1 (d) policy provision to keep gas out of industrial markets. 

SECTION 7 

This section proposes to amend section 4 (e) of the act: 

(1) to give fuel competitors or fuel transporters the same standing as a 
State, municipality, or State commission, with respect to complaints, hear 
ings, etc., dealing with rates; 

(2) to impose the “conservation policy” propesed in section 2 upon hear 
ings and suspension of rates; and 

(3) to extend the jurisdiction of the Commission so that it may suspend 
the rate, charge, classification, or service, for the sale of natural gas for 
industrial use 

The Federal Power Commission Annual Report for 1954 includes a recom 
mendation that “section 4 (e) of the Natural Gas Act be amended so that the 
Commission will have full authority to suspend rate schedules covering sales 
of natural gas for resa'e for industrial use only.” The Staggers bill would 
accomplish this recommendation. 

The unfairness of the proposed amendment to subsection (e) of section 4 is 
apparent in that it permits a competitor to intervene in a rate case in order to 
contend for such a high price for natural gas that it could no longer compete 
with the preduct of that competitor. 

Reference is made particularly to the requirement that the Commission deter- 
mine whether the rate is consistent with the policy as set out in the proposed 
section 1 (d). The Commission wou!d have to examine every rate on the basis 
of its competitive effect, and that ¢ffect would then have to b> examined to 
determine whether it was conducive to maintaining a productive capacity of all 
domestic fuel industries—gas. coal, oil, electricity, atomic energy, ete.—sufficient 
to meet the current and long-range fuel needs of the Nation. What group of 
prephets and geniuses could adcquately discharge such a function? The com 
petitors of natural gas are well aware of the complexities, difficulties, and delays 
incident to making proper findings to support a statutory requirement as set 
out in section 1 (ad) and the opportunity opened to them for appeal to the courts 
and ce -nsequent delay and confusion. 

(‘compliance with the policy provision as proposed in section 1 (d) could result 
in interminable delay in rate fixing. Rate tariffs as filed by natural-gas com- 
panies might continue in effect for long periods before the final rate was deter 
mined In the meantime the rate schedules of purchasing companies would be 
affected, with particularly bad results to the last purchaser, i. e., the ultimate 
consumer. If at a later date the filed rates had to be adjusted, the entire 
procedure would have to be reversed, and the consumer would be in a constant 
state of uncertainty as to what the cost of gas was to be. This irritant alone 
could well serve to force many consumers to turn to other fue's, and it would 
certainly tie the hands of the gas industry in its ability to expand to meet the 
normal increases in requirements for natural gas, as well as special needs in 
the event of a national emergency. 

The adverse effect on earnings incident to the lag in the regulatory processes 
would be exaggerated, particularly as to distributors and these pipeline com 
panies which purchase from other pipelines. This could well have a most 
serious financial effect on such companies. 

In addition, if the competing interests were successful in upping the price 
of industrial gas so as to force it out ef the market, the inevitabie result would 
he to increase the unit cost of transportation and distribution so that the cost 
of the remaining gas to be delivered, i. e., the gas delivered to the domestic 
consumer, would be increased and the price to such consumer would be cer 
respondingly and greatly increased. 


SECTION 8 
This section proposes to amend section 5 (a) of the act: 


(1) to give fuel competitors or fuel transporters the same rights as an) 
State, municipality, State commission, or gas distributing company, to 
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bring colnplaints with respect to rates charges, ete., of a natural-gas 
company ; 
to impose the “conservation policy” of section 2 upon the Commission 
determining just and reasonable rates and charges, and 
to eliminate the prohibition that the FPC does not have the authority 
r power to order an increase in any rate contained in the currently effective 
schedule of a natural-gas company 
Obviously, this section contemplates that by instigating rate proceedings a fuel 
competitor and fuel transporter can either harass the natural-gas companies to 
death or force such increases in the rates for industrial gas as to price it out of 
the market 


Phe Federal Power Commission Annual Report for 1954 recommends that 
f 


section 5 (a) of the Natural Gas Act be amended to provide express authority 
for the Commission (1) to increase rates where necessary to Correct undue 
discrimination; and (2) to allocate gas among Customers of a natural-gas com 


pany in periods of shortage i 

Competing interests may contend that the suggested amendment is consistent 
With the Commission recommendation, This is not the case. The Commission's 
recommendation is made for the purpose of giving it authority to increase the 
filed rates of a natnral-gas company, in a rate proceeding, so as to produce 
equitable rates in certain areas where the rates as filed by the company, might 
have to be decreased for one area and increased for another. The objective 
of the sponsors of the legislation is entirely different 


SECTION 9 


Section 9 amends subsection (e) of section 7 of the act to require that the 
public convenience and necessity determination made by the Commission in 
vranting a certificate shall give effect to the proposed so-called conservation 
policy provision of the act. This is a further effort to provide means for delaying 
or preventing the expansion of the gas industry. It could well have the effect 
of preventing the construction of any new pipeline or the major expansion of 
an established system because of the difficulty of complying with the polices 
standards and the endless arguments and appeals that could take place in 
the interpretation of them. 


SUMMARY 


It is highly important that this attempt to price industrial gas out of its 
markets, particularly industrial gas which can be sold on an interruptible basis, 
be understood All gas companies, both those subject to Federal Power Com- 
mmission regulation and those distribution companies subject to State or local 
commission regulation, sell some portion of their gas either under contracts 
which specifically provide for interruption, or under a recognized company 
policy whereby gas is curtailed or discontinued during periods of peak demand 
or emergencies in order to maintain full service for domestic Consumers. 

The availability of these interruptible or secondary markets permit the gas 
company to utilize its transmission or distribution facilities at a higher load 
factor and consequently on a much more economical basis than would otherwise 
be the case. By reason of the larger volumes of gas handled, unit cost of trans 
mission or distribution can be held to the minimum 

Due to the fact that both the natural-gas transmission and distribution indus 
tries are high fixed-cost industries and have relatively inflexible operating 
costs, the unit cost of transmission and distribution varies inversely with the 
annual load factor or the annual volume of gas moved. 

Stated in another fashion, it is the objective of both the transporter and dis 
tributor of natural gas to utilize its facilities to the maximum in order to 
spread the burden of fixed costs over a large volume of business and thereby 
reduce its unit cost. This is what is meant by increasing the annual system 

mad factor 

It can readily be seen that if the proponents of this legislation are successful 
n preventing the sale of that class of gas which creates a high-load factor, and 
consequently low-unit costs, that the unit costs will increase as load factors 
decline. Such increased unit costs must be borne by the remaining business, 
which will be the domestic business. The accumulative effect of these increased 
unit costs of the pipeline companies and the distributing companies will be most 
severe to the domestic user, In fact, they might be so severe, in view of the 
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ntense electric Competition, as to price natural gas out of the domestic markets 
The importance of this result to the twenty-odd million domestic consumers 
supplied with natural gas should receive the most serious consideration. Serious 


attention also should be given to the fact that the 20 billion or more dollars 
invested in natural-gas transmission and distribution facilities might be jeop 
ardized, together with the very large investment of the consumers themselves in 
cas-burning equipment and appliances. 

Consideration should be given also to the importance of interruptible industrial 
sales to the producer of gas and in the prevention of the waste of gas at its 
source. Large quantities of gas, generally characterized as flare gas, are pro 
duced in connection with the production of oil. Since flare gas is produced along 
with oil its availability depends upon the production of oil. Under State oil 
conservation practices, such gas is, consequently, not available at all times. The 
ability of the pipeline company to absorb this gas as it is available from time to 
time necessitates there being some flexibility in the markets of the pipeline 
company. In many instances, this flexibility is obtained through the sale of 
interruptible gas. If the pipeline companies cannot obtain the flexibility neces 
sary to take the gas, then there is no alternative to the producer except to flare 
the gas into the air or shut in the oil production. soth of these procedures 
result in waste, one in the waste of gas and the other in the withholding of oil 
and its products from the public. 

It may well be that the coal industry, an industry competing with natural gas, 
is in difficulties. However, is it appropriate to seek to cure the ills of that indus 
try by making sick another large industry which is of extreme importance to 
the economy of the country? The natural-gas industry operates in 43 States 
ind supplies nearly two-thirds of the population of the United States. It is esti 
mated to employ directly or indirectly, through manufacturers and distributors 
largely dependent upon it, nearly 300,000 people. During 1953, almost one-fourth 
of the total energy requirements of the Nation were supplied by natural gas 
The 74,000 industrial users of natural gas include such vital defense industries 
as steel, petroleum refining, chemicals, synthetic rubber and aluminum 

When the several fuels were called upon to expand their efforts and contribu- 
tions during both World War II and the Korean incident, the percentage expan 
sion for natural gas exceeded that of either coal or oil. 

The problems of the coal industry and possible solutions to its problems were 
studied by the President’s Materials Policy Commission. (Paley report pub 
lished June 2, 1952.) The Commission, under the heading of the report labeled 
“Encouraging the Highest Economy Uses” (p. 114, vol. 1), concluded as follows : 

“The Commission strongly doubts the efficacy of meeting the problem by de 
tailed regulation. Other reasons aside, there appears no economic basis for 
designing curbs which would be any more suitable and valid than the norma! 
pressures of price relationships.” 

The Commission further stated (ch. 19, vol. 1, p. 117) as follows 

“In the Commission’s opinion, this positive approach to putting the Nation’s 
coal resources more fully to work through aggressive improvements in produc 
tivity and use is the only pattern that can be followed in the light of the expan 
sion of the economy that will have to be sustained. The negative approach 
which seeks to cure the coal industry’s past ills by imposing artificial restrictions 
upon Competing fuels is unacceptable.” 

‘he Natural Gas Act is a statute intended to establish a system of regulation, 
based on familiar public-utility regulatory principles, of an industry, subject to 
the commerce power of the Federal Government, which the Congress has found 
to be “affected with a public interest.” It is this finding which affords, in essen 
tial part, the legal basis for the system of regulation established in the act 

Competing interests now propose to transform the act into a vehicle to give 

competitive advantage to their product over gas under the guise that a partic 
ilar aspect of the public interest will be served. This perverts the entire basis 
for public utility or quasi-public utility regulation. The philosophic and legal 
Justification for governmental interference with the conduct of a utility business 
is that the operation of the business affects the public generally and that. because 
of its monopoly character, the public has no election but to buy its products or 
services and cannot protect itself against extortionate charges or unfair practices 

What is now proposed would throw overboard this historic basis for regula 
tion and would transform the act into a far different kind of regulatory scheme. 
it no longer would be aimed at protecting the public from excessive charges, but 
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would have as its ostensib'e goal fuel productive capacity for national defense 
and an expanding domestic economy 
The real purpose of the amendments is apparent and is to block further ex- 
pansion of the gas industry by compelling the charging of rates for industrial 
as Which would price gas out of its present markets and thereby increase the 
rates of the domestic consumer 
Joun A. Ferevson, Euvrecutire Director. 


STATEMENT BY UNITED STATES SENATOR JOHN STENNIS ON PROPOSED AMENDMENTS 
10 THE NATURAL GAS AC' 


Mr. Chairman, I am pleased to have an opportunity to support Senate bill 
S. 1853, which proposes to amend the Natural Gas Act so as to make clear the 
original intention of Congress that the production of-natural gas by independent 
producers is not to be regulated by the Federal Government. I am extremely 
interested in attaining a sound solution to the problem raised by the decision of 
the Supreme Court in Phillips Petroleum Company v. Wisconsin (347 U.S. 672) 
which placed the production of natural gas under Federal control. 1 feel that 
we must give primary consideration to achieving an adequate and dependable 
supply of natural gas at reasonable prices and to encourage vigorious and con 
stant research for new resources which are essential to maintaining that supply. 
These ol jectives are extremely important in the best interests of the natural 
gas industry, the consumer, a healthy domestic economy, and a strong national 
defense, 

Those who favor a Federal authority to control gas price at the wells argue 
that this would be disastrous for consumers. Certainly the consuming public 
must have their interests protected, but this proposed legislation in no way 
lessens the protection given to consumers in the Natural Gas Act of 193s. 
Actually this bill restores to the producers of natural gas the traditional com- 
petitive climate with its incentives which before the Supreme Court decision 
in June 1954, served so successfully to stimulate the exploration for and the 
production of natural gas. 

All of the protective provisions originally written into the Natural Gas Act 
of 1238 remain in etfect. The long-distance gas pipeline remains under the 
jurisdiction of the Federal Power Commission. Local gas distributing utilities 
remain subject to jurisdiction of State or municipal regulatory authority. The 
producers of natural gas remain subject to the State conservation commissions 
and to the dictates of the law of supp!y and demand. All of these provisions 
assure the consumers that the price of natural gas will not soar. 

The production of natural gas is a highly competitive industry. No single one 
of the larger oil companies occupies a dominant position in the industry, and 
there are hundreds of growing independent companies which provide a large 
part of our national supply. The demands for natural gas as a fuel within the 
home and industry have increased rapidly during the past decade, and there is 
every indication that this demand will continue to increase for many vears to 
come. The production of natural gas has none of the characteristics of a publie 
utility, and does not enjoy the monopolistic privileges extended to the public 
utilities. To impose a type of regulation designed for a public utility upon the 
gas-producing industry, which is competitive and involves great financial risks, 
would undoubtedly discourage expansion and ultimately lead to a stortage of 
natural gas reserves, thereby forcing up the price 

It is argued, however, that in recent vears the field price of natural gas has 
moved upward. So has the price of almost everything else. The price of coal 
that is used to generate electrical power and the price of oil that is used to fuel 
our diesel equipment and railroads have both experienced on upward trend. 
But I do not believe that this upward trend is a just reason for singling out 
one of these products for Federal control. It is a poor excuse for applying 
Federal price fixing whieh will ultimately lead to greater control of natural 
vas and other competitively produced commodities at their point of production. 

Finally, the regulation by the Federal Government of prices received by inde 
pendent producers involves two dangerous precedents which I believe Congress 
should reverse. First, it lays the groundwork for the ultimate destruction of 
the conservation powers reserved to the respective States under the Constitu- 
tion In the production of natural gas it is important that sound conservation 
practices be followed, and the State Conservation Commissions are to be com 
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mended for their well-formulated and well-adiministered long-range programs fo! 
continued exploration for and development of natural gas reserves. O-ders of 
the Federal Power Commission subsequent to the Phillips decision have in many 
instances ignored the existing State prograins and even directly opposed their 
policies. Secondly, this decision establishes the precedont for extending Federal 
ontrol into many new areas for which peacetime control has never been con 
sidered necessary. It could open the door to the nationalization of our natural 
resources, 

This problem concerns many of us. I firmly belheve that this bill presents a 
svund solution and provides an opportunity to correct an exceedingly dangerous 
situation. It eliminates an apparently unjust situation which hangs over every 
competitive industry. In the final analysis, it presents us an opportunity to do 
service to the consumer, landowner, producer, and the American public in general 
' urge this committee to give favorable consideration to this important legisla 
tion and urge that it be favorably reported at an early date 


STATEMENT OF JAMES M. SyMEs, PRESIDENT, THE PENNSYLVANIA RAILROAD Co, ON 
5. 2001 


My name is James M. Symes. I am president of the Pennsylvania Railroad Co. 
| have had 39 years of experience in the railroad industry. My statement in sup 
port of the Kilgore bill, S. 2001, is the same as I submitted to the House Inter 
state and Foreign Commerce Committee in support of the Staggers bill, H. R 
4945. 

Witnesses representing various aspects of the coal industry have explained to 
you the ways in which the Natural Gas Act should be amended to insure conserva 
tion of a highly valuable fuel resource and restrict the inferior use of gas as 
boiler fuel. The witnesses have also testified that the effect, if any, of this pro 
posed legislation on the price of natural gas to the household and other resale 
consumers would be a recuction, since all of the gas transported would then bear 
its fair share of the transportation costs. It is my purpose to impress upon you 
the urgent need for the conservation and preservation of another great resource 
of this Nation—its railroads. If the coal industry continues to be faced with 
competition from fuels which are sold at dump prices, the future of the great 
railroad systems of the East will certainly be iniperiled. 

In 1954, class I railroads originated over 346 million tons of coal and coke, 
constituting 28.4 percent of their total carload freight business. For these sume 
railroads, coal and coke provided approximately $1,084 million revenue. The 
railroads operating in the important coal-consuming area in the northeastern 
part of the country originated 251 million tons of coal and coke traffic in 1954, 
epresenting 47.1 percent of their total carload freight tonnage. These figures 
establish beyond any doubt that the future stability of the railroads is directly 
elated to the continued well-being of the coal! industry. 

Practices which result in the displacement of coal by the uneconomic and waste 
ful use of natural gas must, of necessity, threaten the very existence not only 
of the coal industry but of the railroads as well. The direct effect on the rail 
rouds of the dumping of natural gas into the normal coal markets is a loss in 
freight revenue, a decline in railroad employment and a decreased need for 
ail facilities for handling coal. 

Witnesses for the coal industry have indicated that approximately 1 trillion 
cubic feet of gas was consumed in 1953 for inferior uses in coal competitive 
areas. Ona British thermal unit basi:, it takes 24,952 cubic feet of gas to equal 
| net ton of average bituminous coal. Thus, the 1 trillion cubic feet of gas is 
the equivalent of 40 million tons of bituminous coal which the railroads could 
liave transported. 

The average 1955 rail revenue per ton of bituminous coal was $3.5: Thus, the 
oss in rail revenue from inferior uses of gas can be calculated at over $135 








million for 1953. 

This tremendous loss of revenue must be viewed in the light of its effeet on 
the general economy. With about 50 percent of 1953 gross revenues going to 
labor, averaging $4,374 per employee, the loss of $133 million gross revenue repre 
sents about $67 million in wages, the equivalent of approximately 15,400 full-time 
obs for American railroad labor. 

It is estimated that the railroads, as a whole. have a net investment of $2,244 
inillion in facilities and equipment for the handling of coal traffic, or about $6.76 
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per ton of coal originated in 1954. The Pennsyvivania Railroad alone has a net 
nvestment of $330 million in equipment and facilities for handling coal 

Certainly the use of this country’s resources should be preserved and pro- 
moted—particnlarly where there is an abundance, as in the case of both coal 
und rail transportation. The inferior use of natural gas as boiler fuel not only 
dissipates the reserves of this valuable resource but simultaneously results in 
the deterioration through disuse of the coal and rail resources 

Neither the coal nor the railroad industry can be expected to own and maintain 
surplus facilities to protect emergency conditions. The railroad industry simply 
cannot afford to hold and maintain coal-carrying equipment to meet the possible 
transportation requirements of some future emergency. 

To illustrate this situation, during the winter of 1954, the railroads had stored, 
in serviceable condition, an average of 36,600 coal cars. These cars were lying 
on side tracks, not being used. At today’s cost, this represents an additional 
investment of some S220 million. Many locomotives were in the same category 
The displacement of coal by competitive fuels sold at dump prices was responsible 
for a large part of this equipment being idle. The railroads cannot prudently 
continue the maintenance of excess equipment and will necessarily reduce the 
total ownership to actual normal requirements 

What I have said thus far indicates the effect which the inadequacies of 
the Natural Gus Act have had on the coal and railroad industries. But when 
these results are translated into the potential effect on the country as a whole, 
the passage of this legislation ceases to be merely advisable and becomes urgently 
necessary 

What would happen in the event of a national emergency ? 

I am sure that none of us has forgotten the period between 1941 and 1945 
The demand for transportation in this country was never greater. One of the 
most critical commodities, and one which offered the most dificult transportation 
problems, was crude petroleum. Transporation by ocean tanker became almost 
impossible due to the submarines. The railroads were called upon and exerted 

monumental effort to meet this transportation need. Pipelines were con- 
structed to supply the urgently needed crude oil to the refineries. Together. the 
pipelines and railroads were able to perform the task. 

The end of the war brought a return to the transportation of crude oil by 
water. The pipelines were converted to the transportation of natural gas, and 
these and additional transmission facilities are the lines which are now carrying 
the gas which is the subject of this proposed legislation. 

It is easy to foresee the future in the event of another national emergency. 
Atomic submarines and other improved methods of waging war will unques- 
tionably make water transportation again very difficult. The pipelines will have 
to be reconverted to the transportation of crude oil and refined products. Natural 
gas will, to a great extent, become unavailable. As in the last emergency, coal 
will be called upon as the principal source of industrial energy. But will the 
coal industry be in a position to respond to this call? It is essential to the 
defense of this Nation that steps be taken to insure that the coal industry will 
be in a position to do its part. One such step is to prevent its displacement in 
peacetime by competitive fuels sold at dump prices—fuels which will most 
certainly be unavailable in time of war 

The coal industry cannot be adapted to wide fluctuations in the level of its 
business. Coal mines once abandoned cannot readily be reactivated. Mine la 
borers cannot be expected to hold themselves available for work only when a 
national emergency increases the demand for coal. Venture capital will not 
support new mining efforts if the long-established markets continue to be invaded 
by dump fuels sold at unreasonably low prices. In short, if relief is not forth 
coming, the ability of the coal industry to assume a critical function in time of 
emergency is extremely doubtful 

Even if we assume that the coal companies could produce the necessary coal, 
the railroads could scarcely be expected to have adequate equipment, facilities, 
and trained employees to transport it. As I have said above, the industry just 
cannot afford to maintain its great investment in coal-carrying facilities unless 
there is current use for them—in today’s highly competitive transportation 
economy, facilities cannot be held for standby emergency service. 

The problem which coal faces from competitive fuels is not one which can be 
brushed off as the result of the inability of the coal industry to reduce cost. The 
gas which is sold at dump rates is excess gas, produced at a time of low demand 
and for which there are no available storage facilities. In this respect, it is very 
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similar to residual oil which is a byproduct of the refinery process and which is 
tiso sold in competition with bituminous coal. No matter how much the coal 
industry might economize, competition from fuels sold at dump prices cannot be 
effectively met 

The railroads are making a large contribution to the effort to hold the cost of 
coal down Average railroad revenue per ton on commodities other than bitumi 
nous coal has increased S6 percent since 1939, against only 45 percent on bitu 
minous coal In the same period, prices for railroad materials and supplies have 
gone up 139 percent and average hourly railroad wages 168 percent. Further 
comparisons emphasize this point—such as the increase since 1939 in wholesale 
commodity prices of 120 percent—and average hourly earnings of coal miners 
159 percent 

In short, more effective competitive efforts are not the answer to competition 
from dump fuels. Coal, and through it, the railroads, must have relief against 
wasteful, uneconomic use of gas, if they are to stand ready to meet future na 
tional emergencies. The enactment of the Kilgore bill would be a major step in 
this direction 

I should like to point out, before closing, the sharp contrast between the regula 
tion of the railroads and the regulation presently applicable to the gas-transmis 
sion companies. Each is in the business of transporting fuel, each serves basi 
cally the same economic functions, but the regulation of the two forms of trans 
portation is strikingly different. The railroads are a completely regulated indus- 
try and have been for many years, while the gas pipelines are only partially, and 
to a great extent, ineffectively regulated. As has been previously explained by 
other witnesses, only that gas which is transported and sold by interstate pipe 
lines “for resale” is now regulated. Direct sales are exempt. From the trans 
portation point of view, this distinction is without support in fact. All of the 
yas is transported without separation. Whether the gas will be sold at a regu 
lated price, or at a very much lower unregulated price, becomes apparent only 
after the customer to whom the gas is to be sold becomes known. Such a dis 
parity of regulation without any basis in reason does not make for healthy com 
petitive conditions. Legislative relief from this divergent, inconsistent regula 
tory scheme is essential. 

Senator Monroney. The committee will stand in recess until 2: 30. 

(Whereupon, at 1:10 p. m., the committee recessed, to reconvene 
at 2:50 p.m. the same day.) 

(The Committee on Interstate and Foreign Commerce, reconvened 
at 2:50 p. m., Senator A. S. Mike Monroney, presiding.) 

Senator Monroney. The committee will be in order. 

We have three witnesses for the first testimony this afternoon, who 
wish to testify together, Mr. Rolla D. Campbell, general counsel, 
island Creek Coal Co., Mr. Ford K. Edwards, director, bureau of 
coal economics, National Coal Association, and Mr. Robert E. Lee 
fall, general counsel, National Coal Association. 

Which one of you would like to testify, first / 

Mr. CampsneLt. My name is Campbell. I will testify first. 

Senator Monroney. You may proceed. 


STATEMENT OF ROLLA D. CAMPBELL, GENERAL COUNSEL, 
ROCK ISLAND COAL CO. 


Mr. Campnett, Mr. Chairman, and members of the committee, my 
pame is Rolla D. Campbell. I live in Huntington, W. Va. I have 
wen actively identified with the bituminous coal industry for the last 
35 years as a lawyer, official, and owner. I am general counsel for 
iwo of the larger coal producing companies of southern West Virginia 
and have taken an active part in the work of many trade, business, 
and professional associations concerned with problems in the natural 
resources field. For several years I was a member of the natural 
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resources committee of National Coal Association and devoted con 
siderable time and thought to the problems growing out of the eom- 
petition between coal, oil, and natural gas and to the effect of various 
laws on such competition. 

My appearance before you today is on behalf of the National Coal 
\ssociation, which is the trade association representing the con 
nercial bituminous coal producers in all matters of national im 
portance affecting the industry. I have also been authorized by Mr. 
Krank A. Earnest, president, the Anthracite Institute, to say that the 
anthracite producers generally support S. 2001 and endorse this pres- 
entation here t day in support thereof. Two other representatives 
of the National Coab Association will follow me ‘and present a 
aspects of the problems posted by natural gas competition. Dr. Ford 
K. Edwards, director of NCA’s department of coal economics, will 
supply you with the economic and statistical data on the problem, and 
Mr. Robert E. Lee Hall. NC.A’s general counsel. will present a section- 
by-section analysis of the Kilgore bill. My particular function is to 
present to you arguments of a broad. general nature showing the public 
need for amendment of the Natural Gas Act in general and the adop- 
tion of S. 2001 in particular by this Congress. 

The primary purpose of our appearance is to support the Kilgore 
bill. You also have before you a number of other bills designed to 
overrule the Phillips Petroleum decision and to relieve the Federal 
Vower Commission of the duty of fixing the prices at which gas is 
sold by the producers and gatherers of natural gas to the interstate 
pipeline companies. We will later address ourselves to these and 

other measures before the committee but it is fair to state that the 
position of the coal industry is that we will oppose any legislation 
proposing to remove FPC controls over the production and gather 
ing of natural gas unless such legislation is broadened to include the 
principal features of the Kilgore bill, S. 2001. Further, it is our 
position that ee, oe of whether action is taken by the Congress 
on the Fulbright bill, S. 1853, or similar legislation, we firmly believe 
that the public inte rest, national defense, and a balanced fuel 
economy require enactment of the Kilgore bill. 

The coal industry has grievously suffered during the 17 years’ life of 
the Natural Gas Act from wholesale invasion of its markets by natural 
gas going =! market in pipelines authorized and regulated by the FPC 
under the Natural Gas Act. The extent of that invasion will be 

pelled out in some detail by Dr. Edwards. It is sufficient here to say 
th at 2 substantial part of the growth in natural-gas consumption has 
been at the expense of the coal industry. This loss has occurred in all 
regions with respect to every single use to which coal can be put, save 
only one. So far, natural gas has not been used in blast furnaces in 
place of coal, and we hope it never will. 

The effect of this loss is evident everywhere in the coal-producing 
regions of the country. Mine capacity and output have shrunk sharp- 
ly, many mines have been permanently closed and abandoned, unem- 

oyment is distressingly apparent, populations are shrinking, and 
thousands of families are living on surplus commodities h: anded out 
by bes Federal Government and on public charity. In other words, 

» have a severe economic de ‘pression in the coalfields while the other 
parts of the country are enjoying prosperity. The seriousness of the 
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problem in the coal industry is recognized in The White House Report 
on Energy and Supplies and Resources Policy, issued February 26, 
195d. 

It is not the contention of the coal industry that all of its competitive 
problems are the result of unfair competition from the natural-gas 
industry. On the contrary, we acknowledge that substantial markets 
for coal have been lost by the free competitive eee to oil as well 
as natural gas. The railroads have dieselized, but their right to do 
so goes unchallenged by the coal industry, even though we may not 
applaud their decision to do so. Substantial markets have been lost 
to Importe sd residual oi] along the eastern seaboard, but since this com- 
petition is regarded as unfair by the industry, we have asked the Con 
cress to take corrective measures with respect to this problem. So, 
also. today do we ask the Congress to correct some of the unfair com- 
petitive conditions that have resulted from Federal legislation govern- 
ing the transportation and sale of natural gas in interstate commerce. 

In assessing our contention that Federal legislation is necessary to 
balance the competitive conditions between the several fuel industries, 
you are asked to examine examples of the unusually favorable legisla- 
tion inuring to the benefit of the natural-gas industry. Some elements 
of the natural-gas industry have asserted that the coal industry is 
selfish in its approach and ought not to ask for any legislative help in 
its competition with natural gas. Apparently, the feeling i is that the 
natural-gas industry should be the sole beneficiary of legislation bear 
ing upon competition between it and other fuels. It is interesting to 
review some of the benefits now enjoyed by the gas industry, and “the 
oil industry, of which it is a part, under existing legislation: 

1. State proration laws adjusting production to market demand. 

2. Congressional approval of the interstate-oil compact allowing 
coordination of State production regulations. 

3. Minimum price regulation of natural gas by States. 

t. State laws permitting or requiring unitiz: ition of oper: ations. 

5. State laws limiting the flaring of gas in oilfields and requiring 
the use of gas for maintaining field pressures. 

6. Protected markets for certificated gas lines under the Natural 
Gas Act wherein other gas competition is prohibited. 

7. Exemption from Federal price regulation under the Natural Gas 
— of direct pipeline s sales to consumers. 

The granting by Congress to pipelines of the power to condemn 
righte. of-way to be used partly in public business and partly in busi- 
ness which is essentially private. ‘ 

The granting by Congress, March 27, 1954, Hinshaw bill, 
an sae from FPC jurisdiction of natural gas distribution sys 
tems operating wholly within a State, even though interstate ni itural 
gas is used and it is ultimately resold to consumers within the State. 

10. The requirements of the FPC under the Natural Gas Act that 
long-term contracts must be made between producers of gas and pipe- 
line companies as a condition of issuance of a certificate of public 
convenience and necessity to a pipeline, thereby guaranteeing marke‘ 
outlets for gas producers at profitable prices ‘and eliminating all 
ee competition for the gas so committed. 

An extremely favorable tax situation, whereby the depletion 
je ance is 2114 4 percent compared to 10 percent for coal. 
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Phere are the further facts that with a low-wage factor in produc- 
tion, transportation, and consumption, gas is relatively immune to 
the higrhe r costs flowing from Federal labor and social legislation 
and from the higher wages and other costs resulting from inflation, 
whereas coal, having a higher-wage factor in production, transporta- 
tion, and use, has suffered severely from such legislation and from 
inflation, with consequent loss of markets to gas, as well as oil. More- 
over, a gas system can operate at varying loads with results which 
are financial only. But coal mines, when idle, suffer physical deteri- 
oration, as Well as higher costs, while the labor force is dissipated and 
sales connections are lost. 

Natural gas has taken a very substantial share of the business we 
formerly had and has preempted our proportionate share of the in- 
creased energy market. Without going into detail, it is only neces- 
sary here to point out that in 1938 the total amount of marketed 
natural gas represented the heat equivalent of 92,822,480 tons of 
bituminous coal, which was 26.3 percent of the 1938 coal production, 
whereas in 1954 marketed natural gas represented the heat equivalent 
of 346,684,000 tons of bituminous coal which was 85.4 percent of the 
1954 coal production. 

Senator Monronry. How do the years range / 

Mr. Camppe.iyi. Production in 1954 was about the same as 1938. 

We could give you an endless recitation of conversations of coal 
consumers to gas consumers and of installations of gas-using equip- 
ment where coal would serve as well, but time will not permit. The 
detailed figures will be furnished by Doctor Edwards. However, | 
will cite an example of what I have in mind. Until very recent years, 
natural gas had not penetrated the New York area. Gas for public 
consumption was produced from coal and oil. The coal industry 
enjoyed a large and profitable business in supplying the gas utilities 
with high quality gas coals, which were coked in byproduct ovens. The 
coke was used to make water gas which was mixed with coke oven 
gas and sold. Surplus coke was sold for domestic fuel or for use in 
blast furnaces. These same utilities also burned coal and oil under 
boilers to generate electric power for sale to the public. The business 
of these gas-electric utilities was highly desirable to the coal industry 
because the demand was steady through the year and did not fluctuate 
with changes in business conditions. 

When the big pipelmes reached the New York area, the local 
vasolines were converted 100 percent to natural gas and coal lost all of 
its markets in the utility plants for gas-coking coal. To the companies 
which had this business, the effect was disastrous. The tonnage so 
lost, amounting to millions of tons annually, was offered on the steam 
market at lower prices with a depressing effect on the market levels 
of all coals, But, to compound the injury, the utilities then began 
to burn gas under their boilers to make steam and to cut back on their 
purchases of steam coals. Of course, there was a price incentive. Gas 
for boiler fuel was purchased at a price below the equivalent price of 
coal and hence replaced coal. Or, in order to get gas for its customers, 
the utilitv was compelled to take firm gas the year round. and in the 
warmer months it burned under its boilers in its electric plants the 
gas which its customers did not need, thereby eliminating coal from 
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boiler fuel use to the extent of the gas supply which was currently in 
surplus. 

This invasion began in 1951. Each year the quantity of the gas 
burned under boilers by these utilities to make electricity increases 
and the quantity of coal used decreases. The changes are in millions 
of tons. Where is the end? Is it complete replacement / The trend 
- definitely against coal unless something is done by Congress. 

The loss of the market for boiler fuel also affects wilversely the 
production of other coal which goes to commercial and domestic use. 
The boiler-fuel market takes the fine sizes and the commercial and 
domestic markets take the coarser sizes. All sizes must be produced 
simultaneously. Hence, a restriction of the market for the small 
boiler sizes also reduces the output of the coarser sizes and often raises 
the price of the coarser sizes, which makes them more vulnerable to 
gas competition. A growing market for boiler fuel is absolutely essen 
tial if the coal industry is to maintain a safe level of production. The 
loss of boiler fuel markets has had adverse etfects, both direct: and 
indirect. 

As businessmen, we of course, dislike losing our markets to any 
competing fuel. But we particularly dishke the loss to natural gas 
of our industrial markets, under circumstances where the competitive 
—_— are not relatively equal. This loss has been made possible 
by the low prices which the pipeline and distributing companies have 
made to the industrial consumers on so-called interruptible contracts. 
We call then 1 dump prices because they are only a fraction of the 
prices at hich the same gas is sold to eas consumers, and they 
do not bear as much of the fixed charges as other sales. As you know, 
the Federal Power Commission cannot regulate the prices at which 
vas is sold by pipelines to purchasers who consume the vas and do 
not resell it. But in fixing the rates on regulated sales, it permits the 
pipeline companies to charge most of the fixed costs against the regu 
lated sales and there ‘by to reduce the costs charged against unregulated 
sales. Apparently, local distributing companies follow the same prac 
tice of making sales of gas for industrial uses at prices far below those 
charged to domestic and commercial users. The coal industry feels 
that it has every right to call this practice unfair competition resulting 
directly, not from the free play of competitive forces, but from the 
terms of an act of Congress. 

One of the principal purposes of the Kilgore bill is to correct the 
unhealthy competitive situation arising because of the low prices 
charged for gas sold for boiler fuel and other inferior and wasteful 
uses. By acquiring control of the sales by pipelines to consumers, the 
Federal Power Commission can see to it that fixed charges are more 
equally divided between sales for resale and sales for consumption. 
By acquiring control of end use, it can put limits on the quantities of 
eas which may be devoted by pipeline or local distributing companies 
to uses it considers wasteful, and it can also use the price mechanism as 
a means of discouraging such wasteful use. In this connection, it is 
interesting to observe that section 2 of the White House Report on 
Energy Supplies and Resources Policy condemns sales of natural gas 
which drive out competing fuels because the charges are below actus! 
cost plus a fair proportion of fixed charges. 
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But we would not have you rest your decision solely on whether 
or not you think the coal business de ‘serves your sympathetic action. 
There : a two other considerations which are of supreme importance 
to the Nation and merit the serious consideration of the Congress if 
we are to achieve a bette r balance between competing fuel industries 
and strengthen the Nation’s wartime potential and peacetime economy. 
These two considerations are conservation and national defense. 

Whereas natural gas may have appeared to be in plentiful supply 
at the time of the passage of the Natural Gas Act in 1938, the record 
now clearly demonstrates that it is a scarce commodity which is dan 
gerously close to the point of exhaustion. According to figures of the 
American Gas Association, the reserve-life index of natural gas of 
the United States has dropped more than 10 years in the period from 
1946 to 1954. The present reserve-life index of natural gas based upon 
present consumption is only 224% years. This means that even if the 
Federal Power Commission today adopted a policy of refusing to 
certificate any further requests for additional natural-gas service, it 
probably cannot reverse the trend toward exhaustion although it could 
extend the useful life of existing and newly developed reserves if the 
present wasteful policies are curtailed. There is no question but that 
the trend today in the ratio of reserves to consumption is sharply 
downward. The danger to the public interest inherent in this situa- 
tion is pointed up in the Smith-Wimberly report, Natural Gas In- 
vestigation, FPC Docket No. G—580-1945, at page 46: 

The true signifivance of such an index lies not merely in the number of years 
expressing the ratio of reserves to production but more particularly in the 
direction of the indicated trend. So long as the trend is either upward or stable, 
the reserves situation is in a healthy condition. Should there be a sustained 
dec’ in’ i. this inde, however, it would signify that additions to reserves were 
not keeping pace with withdrawals. A leveling off of this index, or its downward 
trend, would suggest the need for reappraisal of this natural resource in relation 
to the consumer requirements to be met, and a closer surveillance of proposed 
extensions of pipeline facilities. In the fact of such an adverse trend, the pos- 
sible needs for national defense would also become more vital consideration. 

The same warning has more recently been sounded by competent 
authority. Inthe 1954 report of E.'S. Pettyjohn, director of the Insti- 
tute of Gas Technology, this statement appeared : 

It has been estimate that we will reach our peak, annual, production of natural 
gas in 1960 at around 12 trillion cubic feet. Our gas requirements have been pro- 
jected upon a population of 160 million in the United States in 1960, increasing 
to 188 million by 1975. However, due to its accelerated growth in the postwar 
period, our population passed the 162.5 million total in July 1954, and our revised 
estimate is now 208 million by 1975. The estimated 1960 natural-gas peak pro- 
duction, if not substantially exceeded, will be entirely inadequate, and this inade- 
quacy will grow with each succeeding year. 

The Federal Power Commission cannot be insensitive to the fact 
that the Nation has already passed the peril point in the life index of 
reserves, nor can there by any complacency on the part of the public 

r the C ongress in the face of the danger inherent in the relatively 
few vears ’ supply left of this valuable natural resource. The natural- 

ras industry has grown by leaps and bounds under the active sponsor- 

¥ p and protection of the Federal Government. As has been pointed 
out, much of the growth has been at the expense of an already estab- 
lished coal industry. There is no question but that the extraordinary 
consumption of gas for boiler-fuel purposes has shortened what other- 
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wise might have been a longer life for natural gas as a fuel for public 
consumption. Such uncontrolled use of gas has the multiple adverse 
effect of exhausting resources through inferior uses, where the benefits 
are small but the damage to the coal industry is ruinous, and forcing 
the pipelines to draw more quickly upon the country’s higher cost gas 
reserves. This does not serve the public interest. 

Contrast this situation with coal, which has proved reserves good 
for at least 2,500 years, or more than 100 times as long as the life of 
the proved gas reserves. If the reserves of coal had a life index of 
only 100 years, I am confident that the Nation would be greatly dis- 
turbed and would insist upon the most rigid conservation measures. 
Its indifference to the short life of the gas reserves is astounding. 

Under these SOS a strong and definite national polic y of 
conservation of natural gas is called for. It is too valuable an asset 
not to be conserved for Thtuie uses which will provide the maximum 
henefits to the public. From the practical point of view, conservation 
can best be administered by the Federal Power Commission under an 
amended Natural Gas Act with a fresh mandate from the Congress. 

We are not alone in this view. From time to time the FPC has 
asked Congress to give it more positive direction concerning conserva 
tien so that it will not have to guess at the intent of Congress included 
within the broad standard of the public interest now contained in 
the act. 

In the 20th Annual Report of the FPC to the Congress, 1940, the 
Commission pointed out that— 
the Natural Gas Act and the work the Commission is doing under it should be 


considered as a first step in dealing with the conservation of one of the country’s 
exhaustible resources. 


The report went on to point out that the act 


prevents any serious effort to contro! the unplanned construction of natural-gas 
pipelines with a view to conserving one of the country’s valuable but exhaustible 
energy resources. The Natural Gas Act as present.:y drafted does not enable 
the Commission to treat fully the serious implications of such a problem. 

It is significant that the Commission then followed these observa- 
tions with.the following specific recommendation : 

The Commission is convinced that these conservation problems are of such 
preeminent importance that the Natural Gas Act should be immediately broadened 
to give the Commission adequate power to resolve them in the public interest. 

In the report entitled “First 5 Years Under the Natural Gas Act,” 
submitted to the Congress in January 1944, the FPC referred to the 
need for an amendment to the Natural Gas Act so as to give it specific 
powers to deal with end-use control over natural gas. In the report, 
the Commission stated that it was “keenly aware of the importance of 
conservation.” 

Thereafter in the 31st, 195 1, 33d, 1953, and 34th, 1954, annual reports 
to the Congress, the Commission recommended a broadening of its 
power to exercise end-use control and to conserve the available supplie 
of natural gas. 

The Commission has in a few certificate cases refused to authorize 
lines which would transport gas primarily to replace coal under boilers 
in market areas abundantly served by coal. We quote below from the 
decisions in these cases to show that the Commission is fully cognizant 
that use of gas for boiler fuel is wasteful use. 
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On June 10, 1944, in dismissing an application by Memphis Natural 
(ras Co.. FPC. Docket G—522, the Federal Power Commission said : 


In view of the limited natural-gas reserves shown by the record to be available 
to applicant, their present rapid rate of depletion, and the effect of excessive 
ates of withdrawal on the ultimate recovery of gas therefrom, it is necessary 
and appropriate in the public interest that such natural-gas resources be con 
served insofar as possible for domestic, Commercial, and superior industrial use 
(Vemphis Natural Gas Company, 4 FPPC, 6OS 611) 


1 


In Piedmont Natural Gas Corporation, FPC Docket G—1105, de 
cided March 30, 1950, the Commission denied a certificate, partly on 
the grounds that the applicant proposed to sell a very high percentage 
of its gas tothe Duke Power Co. for boiler fuel. 

In Texas Gas ‘Transmission Corporation, Opinion YOO, decided by 
the FPC November 6, 1951, the Commission refused to permit the pro 
posed sale of gas to TV A for boiler fuel use in the Johnsonville steam 
plant. ‘Phe Commission stated : 


The record does not show that the proposed sale of natural gas to TVA for use, 
is boiler fuel is or will be required by the present or future public convenience 
and necessity 


In Transcontinental Gas Pipeline Corporation, FPC Docket No. 
G-—1783, on April 16, 1952, the FPC trial examiner recommended the 
sale of certain substantial quantities of natural gas to the Duke Power 
(‘o. for use as boiler fuel. The Commission on its own motion re- 
viewed the examiner’s decision. On June 24, 1952. the CommP*ssion 
modified and affirmed as modified the decision of the examiner. making 
an additional finding. as follows: 


We conclude that, if the gas proposed to be delivered to Duke Power for boiler 
fuel use can be made available for storage or for either present or future cus 
tomers of Transcontinental for superior use, it is in the public interest that the 
authorization herein permitting the delivery of natural gas to Duke Power Co. 
be further and specifically conditioned so as to facilitate such storage as herein 
after ordered. 


In Mississippi River Fuel Corporation, FPC, Docket G—1995, de 
cided May 11, 1953, the Federal Power Commission stated: 


We have repeatedly held that the use of natural gas as boiler fuel is an 
inferior usage and that, while it is not to be denied in all situations, it should be 
permitted only on a positive showing that it is required by public convenience 
and necessity. Indeed, the record shows that permitting operation of the facili 
ties as proposed might result in harming the interests, now or in the future, of 
Mississippi and its present or future customers. 


In Panhandle Eastern Pipeline Company, FPC Docket No. G-2050, 
the report of the FPC trial examiner, June 12, 1953 stated: 


An informed source some years ago declared that the general use of natural 
gas under boilers for the production of steam is, under most circumstances, of 
very questionable social econom)s 

The Supreme Court of Illinois has said that “the convenience and necessity 
which the law requires to support the Commission’s order is the convenience and 
necessity of the public as distinguished from that of an individual or any number 
of individuals.” 

The question here is not whether the granting of the application will be for 
the convenience and accommodation of some of the public in Monroe, but whether 
it will be for the convenience, accommodation and advantage of the public 
generally in that city, considered as a whole. 


In discussing the broad question of conservation, the Federal Power 
Commission stated in its 20th Annual Report, 1940, that the general 
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use of natural gas under boilers for the production of steam is, unde) 
most circumstances, of very questionable social economy. At page 79, 
the Commission stated : 


The first proposal to tap the Southwestern reserves of natural gus, G—1S0, 


to supply the tremendous markets available in the Northeastern States poses 
the country with a serious problem of energy resource conservation The 
Natural Gas Act, as presently drafted does not enable the Commission to trent 
fully the serious implications of such a problem. The question should be raised 
as to whether the proposed use of natural gas would not result in displacing a 
less valuable fuel and create hardships in the industry already supplying the 
market, while at the same time rapidly depleting the country’s natural gas 
reserves. Although, for a period of perhaps 20 years, the natural gas could be 
so priced as to appear to offer an apparent saving in fuel costs, this would meat 
imply that social costs which must eventually be paid had been ignored 

Careful study of the entire problem may lead to the conclusion that use of 

utural gas should be restricted by functions rather than by areas. Thus, i 
s especially adapted to space and water heating in urban homes and other build 
ngs and to the various industrial heat processes which require concentration 
f heat, flexibility of control, and uniformity of results. Industrial uses to 
which it appears particularly adapted include the treating and annealing of 
metals, the operation of kilns in the ceramic, Cement, and lime industries, the 
manufacture of glass in its various forms, and use as a raw material in the 
chemical industry. General use of natural gas under boilers for the produc 
on of steam, is, however, under most circumstances of very questionable social 
economy. 

But in spite of these few instances of refusal to issue certificates, 
the fact is that the quantities of natural gas used as boiler fuel in 
crease each year, and it is our sincere belief that they will continue 
to do so unless Congress writes a standard on conservation into the 
Natural Gas Act so as to empower the Federal Power Commission 
to restrain needless and wasteful uses of natural gas. 

The second important consideration is national defense. A healthy 
coal industry is an absolute necessity for the successful prosecution 
of any war. In World War I and World War I], the industry was 
called on for greatly Increased output under trying conditions and 
twice it has met the challenge of wartime fuel needs without asking 
for or gees Government subsidy. However, the last great in 
= in production during World War II was made possible only 
by is use of ideal road construction equipment in mining coal by the 
strip method. This method of raising coal output is no longer avail 
able. ‘The easily stripped reserves have been largely exhausted. In 
the future, the increased output must come from highly mechanized 
deep mines and from strip mines using very large and heavy equip 
ment. Assuming that the necessary machinery and equipment would 
be available in time of war, which could be a doubtful assumption, 
t would still require a substantial — of time to install and de 
velop new mines. The normal time lag between planning and full 
production is 2 to 4 years if there are no delays in acquiring ma 
te rials and machinery. Frequently lands must be assembled, leases 
negotiated, railroad or highway extension built, new housing built, 
new powerlines bind in and so forth, all of which require time. 
Therefore, the coal industry cannot now be thoughtlessly relegated to 

standby status while natural-gas reserves approach the vanishing 
point, and then expect coal to meet the wartime fuel requirements of 
the Nation in the event of hostilities, or to maintain an adequate 
defense potential in time of peace. 
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A sharply rising demand for coal could find the railroads short of 


open-top cars. During wartime, such cars are needed for carrying 
© her commodities. The railroads, like the coal industry, will adjust 


their rolling equipment to current demand. Thus, a car supply en- 
tirely adequate for a 400-million-ton annual production will be tragi- 

cally inadequate for an annual production of 600 million to 700 mil- 
Hon tons. We understand that the railroads, the United Mine Work- 
ers, the railroad brotherhoods, and others will testify in these pro- 
ceedings about the impact that the transportation and sale of natural 
vas has on their interests and welfare. Therefore, I shall not £O 
further into the matter of damage to other elements of our economy 
affected by (sovernment policies in the fuels field. 

It is the belief of the coal industry that considerations of national 
defense require the maintenance of a minimum output not capacity, 
but output—of at least 500 million tons or more. P roduction fell be- 
low this figure in 1952 and has continued to decline since that time. 
In 1954, production of bituminous coal was about 392 million tons. 

Stockpiling of coal or the maintenance of developed but idle mines 
is not the answer to this problem. Actual production from going 
mines is the only answer. 

The FPC has recognized the problems of fuel supply as related to 
national defense in a very limited way by asking in several reports to 
Congress for authority to allocate gas during periods of emergency. 
Such power it should have, of course. But it also needs a broader 
authority and responsibility in the realm of an industry so vital to an 
adequate national defense. It should be charged with the duty of 
considering national defense at every step in the process of admin- 
istering its jurisdiction. It should have an affirmative duty to pro- 
tect the production of coal and to contribute to a balanced national 
fuel economy. 

The heart of the Kilgore bill is contained in section 2, which directs 
the FPC to enforce the declared policies of Congress to promote the 
conservation of natural gas and to protect the national interest in hav- 
ing an abundant supply of fuels available in time of war. The inclu- 
sion of section 2 makes necessary the other provisions. To carry out 
these policies, it is necessary that the Commission have jurisdiction 
over all sales by the pipeline companies and accordingly section 1 de- 
letes the words “for resale” which have the effect of denying to the 
Commission the power to regulate the prices of direct sales to con- 
sumers. With such deletion, the Commission will regulate all prices 
of all sales by pipelines and not just part. The problem of trying to 
distinguish between jurisdictional and nonjurisdictional sales will 
disappear. 

This is not a new suggestion for the National Coal Association. It 
was first urged by Mr. John D. Battle, its secretary in 1936 when the 
Congress was considering legislation which later matured into the 
present Natural Gas Act. It also has been recommended by the Fed- 
eral Power Commission in its reports to the Congress of 1940, 1951, 
1952, and 1953. 

The redefinition of natural gas company contained in section 3 is 
merely to conform the language of the act to the change recommended 
in section 1 and is, therefore, only technical. 

Sections 4 and 5 relate to imported natur: ro & Strangely enough, 
under the terms of the Natural Gas Act, gas can 1 be imported under 
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conditions much less strict than those applicable to the supply of 
domestic gas. Our proposal, very briefly, is to subject imported gas to 
exactly the same requirements and restrictions as those applicable to 
gas produc ‘ed and sold in this country. This change, too, has been the 
ane of FPC affirmative Jegislative recommendations in the annual 

eports of 1951, 1952, 1953, and 1954. It also appears in the statement 
of FPC Chairman Kuykendall before the House Committee on 
Inte rstate i and Foreign Commerce, May 2, 1955. We believe that this 
change is necessary to protect American interests—consumers, indus- 
try, and labor. Nor is it unfair to Canada, or Mexico, for this Nation 
to protect its own in the manner proposed. ‘There is no justification 
whatsoever for preferential treatment for foreign gas over American 
fuels through the medium of Federal — ation. 

Senator Magnuson. Right there, Mr. Campbell, if you don’t mind 
a question 

Mr. Campseti. Not by any means. 

Senator Magnuson. It is my understanding that gas which is im 
ported—Canadian gas, now—once it reaches the border it becomes 
subject to all these regulations, the minute it hits the border. 

Mr. Campsetn. That does not conform to my understanding of the 
act, sir. 

Senator Magnuson. I don’t know. That is my understanding. 

Mr. Cameseti. Mr. Hall can explain that in some detail. 

Senator Magnuson. The reason I ask is up in my country we are 
about to bring in some gas from _ so-called San Juan field, but the 
supply may or may not be adequate due to some of the things you have 
brought out here, and therefore the licensee might be required to 
import Canadian gas, but would pick it up at the border, and then 
it would be subject to regulation. 

Mr. Camrsei.. There is a distinction whether gas once imported 
into this country, thereafter crosses a State line other than the one it 
first enters, when it would become interstate gas. 

Senator Magnuson. If it only came into my State of Washington, 
it would be subject only to State regulation, but if it went on into 
Oregon, or California, then it would come under the act; is that your 
understanding / 

I ask this for information. 

Mr. Haut. A Presidential permit would be required, Senator, be 
cause of Executive order, and the Federal Power Commission has now 
had delegated to it, the responsibility for the issuance of the Presiden- 
tial permit. 

Section 3 of the Natural Gas Act, covering the importation of nat- 
ral gas, only requires that an order of the Commission be required 
to permit the natural gas to come in, whereas an interstate pipeline 
carrier of domestic natural gas must get a certificate of public con- 
venience and necessity, pursuant to section 7 (c) or (e) of the Natural 
Gas Act. 

Senator Magnuson. From the Federal Power Commission ¢ 

Mr. Haun. From the Federal Power Commission. 

Now, it is true that your proposed Canadian importers must go to 
the Federal Power Commission, but it is the contention of those who 
have studied the act that they are not required to make the same 
showing that domestic interstate carriers must. 
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Senator Purrets. Do we not have the importation of Canadian gas 
how up into Wyoming, which only eoes into Wyoming ¢ 

Mr. Haun. Not to my knowledge, sir. 

Senator Monroney. We had hearings last year. 

Montana Light & Power Co., I think brings a little bit across on a 
<pur line. 

Mr. Haun. Yes. 

Senator Purrer.. That does not go into interstate commerce. 

Mr. Hara. It is pico ae sole ly to the State of Montana, and it was 
principally for the use by the Anaconda C opper Co. 

Senator Magnuson. Thank you. 

Mr. Campse.h. Our interest in the problem of Imported vas 1s 
tic pen ed ly the fact that foreign eas would be | yrought into markets 
now served by abune lead supplies of coal and other fuels and would 
‘ause needless nemp Noyment and further disruption of America’s 
fuel economy. 

Section 6 mere ly directs the Commission to conform rate schedules 
to the polic ies of section 2 of the Kilgore bill and to disapprove prices 
or rates which are not compensatory and which do not bear a fair 
share of fixed charges. 

This langu: age is necessary to prohibit the pr nea ot selling fas at 

ump prices, and will tend to reduce dump sales of gas for industrial 
use, This charge is recommended in section 2 of the ? resident’s Cabi- 
net committee report quoted above. 

Sections 7 and & direct the Commission to apply the conservation 
tandards of section 2 of the bill in the course of the ratemaking proc- 
ess. This is totally in consonance with public policy and the public 
nterest. 

Section 9 directs that the standards of section 2 also be applied by 
the Federal Power Commission in certificate cases when new or ex 
panded facilities are requested by natural-gas companies. 

The Kilgore bill does not deal with the > woblem of regulating the 
prices to be paid by pipe ‘line companies to produc ers, gathe ‘rers, and 
processors. That protle m is dealt with in other bills, but the provi- 
sions of the Kilgore bill ean be easily incorporated into such bills 
without any drafting perme 

Now, as to the other bills at this committee. 

First, the Fulbright bill, S. 1853. 

This is substantially thes same as the Harris bill, H. R. 4560, which 
was before the House Committee on Interstate and Foreign Commerce. 

To the extent that this bill undertakes to control prices of future 
contracts bet ween independent producers and the interstate pipelines 
and we think it does provide for some degree of control we think 
it is unwise. The problem is that a producer is unable to tell what 
price the ¢ edanineiein may determine to be a reasonable market. price 
until after he has deve ‘loped his production and completed contract 
negotiations with the pipeli he customer. 

The lack of a free price may we |] discour: age seare h and prot uction. 
Nevertheless, the coal industry will support the Fulbright bill, if, but 
only if, the provisions of the Kilgore bill are incorporated therein ; 
otherwise it will — the Fulbright bill and all other bills designed 
to overrule the Pl] nillips Petroleum decision. 





i 





AMENDMENTS TO THE NATURAL GAS AC 735 


The coal industry believes that any legislation designed to benefit 
gas producers and to increase gas production should also contain 
provisions designed to protect the public's interest: in continuity of 
supply and fair competitive conditions for all fuel industries. 

There should be equality of consideration by the Congress for the 
competing fuel industries. 

Second, the Douglas bill, S. 1245; if we were purely selfish, we would 
strongly favor the Douglas bill which would leave the Phillips deci 
sion unchanged and would base gas prices upon the actual costs of the 
producer, 

I cannot conceive of a better way to dry up the supply of natural 
vas, artificially raise gas prices, and promote the migration of industry 
to the States of production than to enact this bill. 

But we consider it an unrealistic approach, and even though its 
passage would greatly benefit the coal industry, nevertheless, we must 
oppose it. 

Third, the Douglas bill, S. 1926. This would exempt producers 
who sell less than 2 billion cubic feet annually to an interstate pipeline. 

The line of demarcation does not have any sound reason behind it 
unless it is intended to penalize size. 

Moreover, it regulates some prices but does not provide any defined 
standard and would permit the Commission to use cost as the standard, 
if it so desired, instead of the field or commodity value. 

So, consequently, we oppose this bill and would not favor it even 
if the Kilgore bill were combined with it. It is noted also that it does 
not bring direct sales by pipelines to consumers under regulation as to 
price, and is, to this extent, in — with the Kilgore bill. 

Fourth, the Magnuson bill, S. [880. We favor some provisions of 
this bill and are definitely op nel to others. Our views on the bill 
will be covered in part by my associate, Mr. Hall, and are further dis- 
cussed ina statement filed earlier with the committee, by Mr. T. J. Me- 
Grath on behalf of Fuels Research Council, a 

Senator Magnuson. I might say there, Mr, Campbell, by way of ex 
planation, the so-called Magnuson bill is really a series of amendments 
introduced by request, on behalf of the Federal Power Commission, for 
some of the things they wish to suggest, legislative changes. As a mat- 
ter of courtesy here, we, for the departments, as chairmen of the com 
mittees., introduce many bills by request. I wouldn’t want it termed 
the Magnuson bill, because [ assure you [ oppose some of the pro- 
VISIONS myself. 

Mr. Camppetn. Well, it had your name on it, but we will not at 
tribute authorship to you, sir. 

The time has come to conform the Natural Gas Act to present-day 
conditions. This new giant in the fuels picture has new obligations to 
~ public not readily apparent when the Natural Gas Act was passed 

11938. It is up to the Congress to reappraise the existing legislation 
in the light of the rapid growth of the natural-gas industry and take 
such steps as are necessary to achieve a balanced fuel economy in the 
best interests of the general welfare and national security. 

The public interest requires that favorable consideration be given 
the Kilgore bill. 

We in the coal business indulge the hope that regardless of what ac 
tion is taken with respect to the bills affecting producers, gatherers, 
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and processors, you will recognize that the public interest requires 
immediate amendment of the Natural Gas Act as proposed in 8S, 2001 
the Kilgore bill. 

Before I stop, 1 should make a correction on page 16 of my paper 
in the third line. 

The veal 195] should be deleted. 

Senator Monroney. Thank you very much, Mr. Campbell. 

Senator Magnuson, did you have any questions 

Senator Magnuson. No, but I want to assure Mr. Campbell that all 
of us on this committee, regardless of whether we are proponents or 
opponents of the so-called Kilgore bill, appreciate, I think, the serious 
plight of the coal industry, throughout the United-States. 

[pin my country, gas is competing with hydro, but we are short of 
hvdro power, so therefore, the problem doesn’t exist. We are not short 
of coal. 

i am sure everybody realizes there is a serious problem existing, I 
don't know the answer to it, I don’t know that any of us do; but the 
whole question presents al problem, and coal Is, ] think, in that condi- 
tion. 

Mr. Camppett. Thank you, Senator. Of course, as I said in my 
presentation 

Senator Magnuson. I would like to see many more steam plants in 
the United States to bolster up the shortage of hydro, which would use 
coal. As I say, it isa problem, and we are conscious of it. 

Mr. Campsett. We hope that mn will consider that the problem is 
not only ours, in the coal industry, but that the Nation likewise has an 
interest in a flourishing coal industry, because it is the only one capable 
of sharp expansion in time of need. 

The oil and gas industries can’t be rapidly expanded. We can’t. 
unless we work from a bigger base than we now have. 

Senator Monroney. You have to have a base to start from. I no- 
tice that applies, in your statement, to transport: ation as well. Coal 
at the tipple: is not good, unless you can get it to market. 

Mr. Camppet,. We have had some increase in production this 
spring, Senator. As compared with last year, it is in the order of 
about 17 percent. 

We have a car shortage already. Yet we will produce this year 
less than 440 million tons of coal, and we are embargoed on shipping 
coal to the Tidewater and to the Lakes. 

Now, that just gives you some indication of the inflexibility of the 
industry now, because the mines have rapidly adjusted themselves to 
the lower volume of demand, and the railroads have done exactly the 
same thing. They have not bought new cars, and have let many of 
their old cars go into disrepair. 

You can imagine what the situation would be if we were called on 
for 650 or 700 million tons of coal, as we were in the year 1945, I 
think it was, when we produced 650 million tons in the peak year: 
that was in 1947. You can imagine what the situation would be if 
we had that kind of demand now. 

Senator Monroney. Senator Purtell ? 

Senator Purret.. Mr. Campbell, I subscribe to what the Senator 
from Washington has said. We understand the situation that the 
coal industry finds itself in. We are most sympathetic and hope to 
help you find an answer. 
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[ wonder, since primarily the transportation is a big item in thi 
cost to the consumer, have you made any headway in finding ways 
in Which you can convert the thermal units of coal into some other 
form, so you can avoid that transportation, or are your experiments 
n tinat fiel l showing any promise ¢ 

Mr. Campretn. So far we have not discovered anything cheaper 
than rail transportation, except along the rivers, for mines that have 
access to water transportation. 

Senator Purretyt. I was thinking more of converting coal into 
another form, 

Mr. Campnetn.. Not at the present time. The electric industry ! 

aking strides in transmitting current at higher voltages, and each 
vear they seem to be able to stretch out a little bit the distance over 
which they can economically transmit current. There has been basic 
research made in converting coal into gas for distribution to thi 
pipelines. 

Senator Purrent.. That is what I had in mind. 

Mr. Campse.ti. Frankly, I would say when the gas is exhausted 

he chances are that that will be done, that coal will be converted into 
, and the pipelines used to take it to market. 

Senator Purrety.. You say when the gas is exhausted. Then you 
issume that the cost of conversion would be so great that you could 
only send it out as a gas when the natural gas is exhausted ¢ 

Mr. Campnett, At a price level much catenr than current price 
evels for natural gas. 

Senator Purret,. So far have your experiments indicated that it 
is impossible, or appears to be impossible, with present knowledge to 
get that down to a cost that will compete with natural gas ¢ 

Mr. Camprnetn.. As I say, we have not yet come up with ee 
vhich would give us an opportunity to compete with natural gas at 
present prices. Now, we do know, from a processing point of view, 
that it can be done, but it is too costly, and the capitis al cost of those 
vasification plants would be perfectly enormous. 

They would be tremendous, and, of course, if and when the time 
comes, it is going to be a serious question as to whether the indus 
try—the coal industry—could itself finance the cost of such instal- 
lations, 

Senator Purre.. But your industry has not given up the search for 
newer and better ways? 

Mr. Campse tt. No, indeed. We are researching, and I am sure 
several of the larger companies have research programs of their own 
about which they are not talking, which are aimed at that very 
problem. 

The Government has worked on the problem, and it is something 
that we hope, someday, can be solved, but it is like a lot of things, it 
can be worked at a price, and at the present time, natural gas 1s much 
cheaper than anything we could produce in the way of artificial gas 
by conversion from coal. 

Senator Magnuson. Every year we appropriate money for a pilot 
plant up there in Pittsburgh to convert to gasoline. Tlow is that 
coming along ¢ 

Mr. Camppene. ‘There is one at Morgantown. 

Senator Magnuson. Wherever it is. 
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Mr. Camepsevs.. I can't tell you offhand exactly what progress has 
been made with that plant, because I haven't inquired into it. 

My general MWMpPression Is that nothing has been developed at the 
present time. 

Senator Magnuson. It is still too costly ¢ 

Mr. Campse, It is still too costly. 

Senator Magnuson. But in the case of emergency, there is a POss} 
t) lity, with all this long time experiment, that we could convert coal 
nto casoline. 

Mr. Cameset.. We could, at a price. 

Senator Magnuson. What about your experiment on pulverized 
coal going through a pipeline / . 

Mr. Campset.. Our first pipeline, as I understand it, is now in 
process of construction, running from a point near Cadiz, Ohio, to 
Cleveland. That is a project of the Pittsburgh Consolidation Coal 
(‘o.: the Cleveland Electric Illuminating Co. 

The coal will be pulverized, mixed with water or other liquid, 
pumped through the line and then dewatered, or dried. 

Senator Macnuson. If we could only put it in the owas pipelines, and 
let it float along, it would be all right. 

Mr. Camppett. Someday, yes. It is entirely possible that some 
time devices can be worked out where coal can be finally pulverized, 
mixed with natural gas, and transported to market, or mixed with, 
some other form of gas. All those things are within the contempla- 
tion of the people who are research minded, but we couldn't afford to 
begin to spend real money on them until such time as the price level 
f natural gas is much higher than it is now. 

(The following telegram was subsequently supplied :) 

WASHINGTON, D. C. June 10, 1955. 
Re: Natural Gas Act 
Hon. WARREN G. MAGNUSON, 
United States Senate. Washington, D. C.: 

Dr. Boatright filed a statement in which he undertakes to show that the 
average prices of direct industrial sales of gas by selected pipeline companies 
are higher than the average prices of jurisdictional sales, i. e., sales to local 
distributing companies for resale. The use of averages produces a deceptive 
and misleading result. As will be seen by reference to the statement of Dr. 
Ford K. Edwards, the average is made up of sales above and below the average. 
Dr. Edwards gives the range of the difference between low and high. The 
“dump” sales are those below the average. This situation reminds me of the 
fellow who drowned by getting over his head while crossing a river averaging 
only one foot in depth. We can vouch for the accuracy of Dr. Edwards’ data. 

Under the present act, the pipeline can go as low as necessary to get the direct 
sale business and the FPC is powerless to fix any floor, even though the gas 
is given away Legislative correction of this loophole is, we believe, mandatory. 

It will be appreciated if you will file this telegram as part of the record 
following my statement made today. 

Rotta D. CAMPBELL. 


Senator Monroney. Thank you very much, Mr. Campbell. 

Mr. Ford K. Edwards, director of the bureau of coal economics. 

We are glad to have you with us. I wonder, since we have five 
witnesses, we have to hear, and we promised them all we would be 
through with them before evening, if it would be possible for you to 
summarize portions of your statement. We will include it in the 
record in its entirety. That would help us to expedite hearing all the 
people who are here today. 
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Mir. Epwarps. Yes. Mr. Chairman, I am willing to do that. 

I have a prepared statement which I would like to have incorpo 
rated in the record. 

Senator Monroney. It will be incorporated in full in the record, 
Sir, 

(The statement referred to follows:) 


STATEMENT OF Ford K. EpwArps, Direcror, DEPARTMENT OF COAL ECONOMICS 
NATIONAL COAL ASSOCIATION, WASHINGTON, D, (.. IN SUPPORT OF THE KILGORI 
Bitnt, S. 2001 


During the past 5 years I have spent a very substantial period of time on 
economic matters pertaining to natural gas and have appeared before the Federal 
Power Commission in a number of proceedings. 

For a period of 10 years I was employed by the Interstate Commerce Commis 
sion serving in various economic and accounting capacities, including that of 
director of the Bureau of Accounts and Cost Finding. I appear in support of 
the bill instroduced by Senator Harley M. Kilgore, S. 2001 i sincerely appreci 
ate the opportunity to appear before this committee 

The coal industry believes that S. 2001 is in the interest of natural-gas 
conservation, is in the interest of the consumers of natural gas, and will provide 
a better competitive balance between the several fuel industries of the Nation 

My testimony goes to four major considerations: The conservation of natural 
vas, national defense, the economics of dump-gus sales, and last, the anomalous 
and unhealthy situation created when gas moving through a common pipeline is 
part regulated and part unregulated 


CONSERVATION 


As here used, the term “conservation” means the application of the Nation’s 
fuel resources to the uses for which they are best fitted. It means a recognition 
of the inherent advantages of each fuel as measured by costs and services It 
means maximizing the ultimate advantages and benefits to our national economy 
of this country’s fuel resources. 

As applied to natural gas, “conservation” means the consumption of this fuel 
n the uses for which it is best fitted It does not mean the dumping of today’s 
reserves of 5-cent gus as ua boiler fuel in order to save a few cents over coal when 
tomorrow’s replacement of the same gas will cost 15 to 20 cents or higher 


rHE SUPPLY SITUATION 


The necessity for natural-gas conservation becomes obvious from a brief look 
at the supply situation.The broad picture is one of rapidly declining reserves in 
relation to a rapidly expanding demand 

Since 1946 the annual net production of natural gas has increased 91 percent 
but the gas reserves are up only 32 percent. The life index of natural-gas re 
serves in this country has declined from 82.5 years in 1926 to 22.5 years in 
1954 (year-end reserves divided by the year’s production ) 

Over the same period the ratio of new gas discoveries to the net production of 
vas withdrawn from the ground has declined from 3.5 to 1.0. In 1954 this 
country barely found as much gas as it used. Chart 1, which follows, tells the 
story as does also table I accompanying the chart. 

The report of the Federal Power Commission in its Natural Gas Investiga 
tion (Docket G—580, 1948, p. 46) stated that a leveling off or downward trend 
of the reserve life index of natural gas would indicate the need for a re 
appraisal of this resource in terms of Consumer requirements and a closer 
surveillance of proposed extensions of pipeline facilities. The records were 
no sooner closed on this report than the reserve life index started a long down 
ward slide which has never been arrested. 

Natural-gas production in 1958 and 1954 was up some 90 percent over 1946, 
yet the new discoveries of gas in 1953 were up only 15 percent over 1946 and 
in 1954 they were scarcely more than half those of 1946. This was in spite of 
the fact that the total footage drilled and wells completed have been steadily 
rising. The 1954 footage drilled and the wells completed were at an all-time 
peak and about 10 percent above 1953 
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Wildcat completions were also at a new high. The number of gas wells com 
pleted was up 4 percent over 1953 (Oil and Gas Journal, Jan. 31, 1955, pp. 162, 
238 ) Yet in spite of this industry effort, the natural-gas reserves in 1954 
declined in 11 gas-producing States including the big producing States of 
Pennsylvania, Texas, Kansas, West Virginia, New Mexico and California. 

(The documents are as follow: ) 


TABLE 1 Vatural-gas reserves of United States 
Miilions of cut feet 14 


UNITED STATI 


. Re ir 
Net cl \ cl : Reserve 
I > \ reco bh] 
ot in ww r roy o nd life index 
gre ur 1 ‘ , vears ol 
’ t col ar (cols. | “ l. 4 
‘ i+co 
2 ol. 4 
, . 
~ \é 
1946 147, 789, 367 | 17, 729, 152 1, 942, 617 12, 786, 535 160, 575, 902 32. 49 
1947 160. 575. 902 10, YO, $24 5, 629. 811 5 351, 013 165, 926, 914 29. 47 
1948 lf 126, 914 13, 898, 572 51. 482 6, 007, 628 7. 942, 426 173, 869, 340 28. 04 
1919 173, 869, 340 12, 674, 299 82, 746 6, 245, 041 6, 512, 004 180, 381, 344 28. 88 
1950 180, 381, 344 12, 049, 732 4, 301 6, 892, 678 5, 211, 355 185, 592, 699 26. 17 
1951 185, 592,699 | 16, 052, 991 132, 751 166, O41 8 218, 801 193, 811, 500 24. 32 
19 193. 811. 50 14, 345, 513 198, 850 8, 639, 638 5, 904, 725 199, 716, 225 23.12 
1953 199, 716, 225 20, 453, 016 516, 431 4, 238, 540 11, 730, 907 211, 447, 132 22. 88 
1954 211, 447. 132 9. 599, 203 90, 906 9, 426, 509 263, 600 211, 710, 732 22. 46 


rt 





X 


4] 

22, 411 1, 755, 589 Si l 722 23, 481, 233 4. 24 

$45 23, 451, 243 1, 255, 497 759, 210 496, 287 23, 977, 520 31. 58 
1 23,9 2 7 si i2 2, 710, 291 26, 687, 811 33. 12 
) 25, 687,811 2, 61, 253 ) 798 1, 845, 455 28, 533, 266 3 6 

d 2 2 28, 9 i 471,7 29, 005, 031 25. 06 
92 23,0) 131 7 45 2 Bi2 2, 446, 583 31,451, 614 24. 77 
$i, 451, 4 4, 438, 789 131, 491 3, 007, 2U8 34, 458, 912 24.07 

{ 1, 455 2 , SAS ) 07 2, 341, 074 36, 799, 9S6 24. 42 


Gas R of the nerican Gas Association 




















EASTERN GAS SUPPLY SITUATION MORE CRITICAI 








Insofar as the eastern portion of the United States is concerned, the supply 
situation warrants coneern. Two-thirds of the country’s gas production and 
reserves are accounted for by Louisiana and Texas. Indeed, Texas accounts 
for one-half of the national total. East of the Mississippi the overwhelming 
part of the total natural-gas supplies—-over SO percent—comes from Texas and 
Louisiana. 

Since 1946 the life index of the Texas reserves has fallen from 41.2 years to 
22.1 years. In 1954 for the first time in history the Texas gas reserves de- 
creased. They declined by 1.4 trillion cubic feet. Actually, this unfavorable 
trend first made itself evident in 1952 when the annual net increase in reserves 
began to fall away sharply (see table I above.) 
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In Louisiana the life of the known reserves declined from 36.9 years to 24.4 
vears between 1946 and 1954. Combining these two big gas-producing States, 
Texas and Louisiana, the reserve life index has fallen from 40 to 22 years since 
1946. If the rise in the consumption of natural gas had not slowed down con- 
siderably in 1954, because of the temporary business drop, the 1954 picture would 
have been worse than here indicated. 


NEW GAS DISCOVERIES DECLINING IN RELATION TO DEMAND 


Over the last 4 years, 1951—54 inclusive, annual discoveries of natural gas in 
the United States have averaged 15 trillion cubic feet, but if the size of the 
reserves had been kept in proportion to the demand, and the life index main- 
tained at the level of 1950, the new discoveries should have averaged 23 tril 
lion cubic feet annually instead of 15 trillion. 

Since 1950 the annual year-to-year increases in natural-gas production have 
averaged 8 percent. If one uses the conservative figure of 5 percent increase 


CHART 1, RESERVE LIFE INDEX, ANO RATIO OF 
WEW DISCOVERIES TO NET PRODUCTION OF NATURAL 
GAS IN THE UNITEO STATES, 1946-1954 
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NATURAL GaS, VOLUME 9, OECemecR 31, 1954) 


in gas production, 1955 over 1954, the rate of new discoveries of gas should be 
double those of 1954 if the present reserve life is to be maintained. 

Chart 2 portrays the Appalachian experience, 1940 and 19538. Gas consump- 
tion rose sharply and so did well prices, but significant increases in the marketed 
production of the gas were not forthcoming. 

The reason the added supplies were not forthcoming may be explained by the 
fact that natural-gas reserves are exhaustible. Production rates tend to reach 
a peak and then diminish with supplies falling far below the potential demand. 
This has been the experience in the Appalachian Region, certain of the Midwest 
ern States, and in California. ; 

Table 2 (to follow) shows the production and consumption of natural gas for 
eight States, the characteristic trends here described being present in each case. 
Chart 3 shows the picture graphically for five Appalachian States combined 
New York, Pennsylvania, Ohio, West Virginia, and Kentucky. New discoveries 
ast year in Pennsylvania gave the tail end of the curve what is probably a 
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temporary spurt but production nevertheless falls far below the demand as 
evidenced by the huge rise in sales since 1945 when Southwest 
iVallable 


gas became 


It seems reasonable to believe that the experience in the Appalachian region 
sewhere may carry over to the Southwest This is evidenced by the fact 
1946 the reserve life index for natural gas in Texas—a State which 


ural-gas production and consumption for the older producing States 


Billion f cubic feet 


WON Ie S 
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ABLE 2 Vatural-qas production and consumption for the older producing 
States Continued 
[Billions of cubic feet] 
Kentucky Indiana Illinois California 
Produc Consump- | Produe- | Consumy Produc Consump Produc Consumy] 
tion tion tion tion tion tion tion tion 
(2 { 6 7 \ ) 
ne O8 7.9 
“7 1.3 6.6 12 
1908 1.4 5.3 5. 0 
% 21 6. 2 8.5 2.3 
yh 1.4 ) 6.7 2.8 
190 2 4.4 6.8 6.4 
12 2.0 36 5. 9.4 
é 1.8 2.9 4.8 11.0 
19 1.4 2.6 3.0 17.8 
191 i 2.3 a7 21.9 
’ 2.1 * 3.5 31.6 
1917 2.8 | 4 49.4 
1@18 3.0 i @ 4.5 39.7 
} 2 1.4 3.8 f 
92 3.3 1.8 3.0 66.0 
192 1.8 1.1 2. 75.9 
1922 9g 9 3.4 84.6 
192 12.0 9 1.0 131.4 
192 12.9 21.5 1.0 2.4 4.1 1.1 189. 7 189. 7 
102° 10.8 ® 6 2 1S 2 12 187.8 187.8 
192% 10.4 18.1 g 19 3.8 $8 204.9 44.9 
1927 10.2 16.7 1.1 2.2 3.7 3.7 212.4 212. 4 
15.4 15.8 1.3 2.3 3.1 3. | 246. 2 246, 2 
1920 27.6 19.4 1.0 2.4 3.0 3.1 242. 2 342. 2 
19 28.0 16.0 2.5 2.9 0.6 334.8 334. 8 
I 27.9 15.5 1.3 1.7 2.1 14.1 305.9 305.9 
1932 29.0 13.7 1.3 11.7 1.8 29. 4 263. 5 263. 5 
93 31.4 13.2 1.5 6.0 1.6 33. 3 259.8 259.38 
1034 33. 1 14.1 1.8 12.9 1.9 15.1 268, 1 268. 1 
193° 39.7 15.8 1.8 15, 6 1.4 57.3 284.1 284. 1 
] 43.9 18,2 22 18.6 ) 320. 4 320. 4 
37 55. 7 18,2 1.6 23. 6 1.0 78.7 329.8 320. 8 
I 4, 2 15.4 1.3 26. 7 2 66 315. 2 315, 2 
47.8 6.6 8 0.8 2.7 77.1 348. 4 348. 4 
4 53. 1 18.9 ? 299.2 % 4 xx. 1 352.0 542.0 
] 69. 1 1). 2 1.5 30.0 10.1 Us 6 $74.9 $74.4 
942 80. 1 21.4 1.6 37.6 14.5 110.9 104.0) 104.0 
: 92. 4 23. 4 1.5 39. 2 18.1 122. 3 157.8 157.8 
4 94.2 24.4 1.0 38. 6 18. 1 123.3 502. 0 2.0 
81.7 26.8 1.5 10.3 16.7 121.4 52. 4 502. 4 
it 70.4 29. 5 1.1 40.2 17.2 124.3 187.9 487.9 
1 96. 5 36.9 g $2.5 17 132. 2 560. 5 HAS. 4 
145 70.1 41.4 6 50.8 14.1 168.8 571.0 617. ¢ 
f 51.9 45.5 3 55.3 12.4 202. 5 550. 9 619.3 
vf 73.3 61.3 1.0 58. 6 13.3 235. 2 8.4 683. 9 
76.1 74.4 s 6. 2 11.4 250. 8 66.8 787.8 
152 73.4 87.0 § 96. 1 10.2 344.7 517.5 792 
195 71.4 104.8 7 103. 4 9.3 351.0 31.3 862. 2 


‘ 


Source Natural Gas Statistics, 1936-50; Bureau of Mines Information Circular No. 7644; Bureau of 
Mines Mineral Yearbook, 1937, for (consumption figures 1924-35); Mineral Yearbooks 1951 and 1952; 1953 
Mineral Market Report No. MMS 2341 





evidence may lie in the fact that last year, 1954, Texas produced 42 percent 
more gas than was discovered in that State. 


supplies half the Nation’s gas—has fallen from 41 years to 22 years. Further 


20-CENT GAS REPLACES 2-CENT GAS 


When one relates gas production to the volume of reserves the resulting picture 
is one of rising demands pressing on stationary or declining supplies in some 
States and uncertain long-run supplies in other States. So long as the trend 
in the reserve life index is upward or stable and the volume of fhe reserves is 
ample the reserve situation may be considered healthy. But a sustained decline 
or even a leveling off in relation to the current trends in demand shonld be a 
matter of concern, certainly to consumers 

he documents are as follow :) 
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Que result of the present situation is the rising pressure on gas prices both 


at the well and at the consumers door Market-place correction lies in an 
accelerated rate of gas discovery, in curtailed demand in the inferior uses, or 
both 


\side from the growing pressure of demand on supplies, natural gas is steadily 
becoming more expensive to find as a result of deeper holes, a rising proportion 
of dry holes, and the higher cost of drilling in general. 

Taking field prices for illustration, the 1940 Southwest prices for natural gas 

, 


(at the well) averaged 2 cents per thousand cubic feet (Kansas, Louisiana, 
Oklahoma, Texas 


CHART 2. RISING DEMAND AND HIGHER FIELD PRICES DO NOT 


BRING OUT THE SUPPLIES 


PRODUCTION, CONSUMPTION, AND AVERAGE FIELD PRLCES FOR 
OH!10, PENNSYLVANIA ANO WEST VIRGINIA COMBINED 
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Today the average is approaching 9 cents, or over fourfold the 1940 level 
today, recent contract prices on the gulf coast fall in the range of 16 to 20 
cents per thousand cubic feet. 

These figures serve to illustrate the forces of supply and demand at work 
in the field of natural gas. They demonstrate the importance of conservation. 
The 2-cent field gas has not been replaced by 9-cent gas, and the 9-cent gas is 
now in a fair way to be replaced by 20-cent gas. 


EFFECTUATING CONSERVATION 
In view of the supply and demand situation for natural gas, it seems a reason; 


able conclusion, that the dumping of gas for low-grade uses works long-term 
injury to the economy of the Nation. 
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It deprives special advantage customers of the benefits of the fuel. 

It hastens the exhaustion of lower-price reserves and adds to the pressure on 
field prices needed to bring forth new reserves and replacements 

The practice of making direct pipeline gas sales is not believed conducive to 
onservation or the diversion of the gas to the superior uses, 

Distribution utilities with their large network of gas pipelines in place provide 
a means of combing the market for high-grade uses, particularly the smaller 
onsumers, in a manner not available with direct pipeline sales. Distribution 
utilities usually reach every street and every residential, commercial, and 
ndustrial area of the cities and communities they serve. Economy and efficiency, 
is well as conservation principles and service to the staller users, would plainly 
seem to call for the most complete use of their plant facilities as is possible in 
preference to large direct industrial sales 


PIPELINE INCENTIVES ORK GAINST CONSERVATION 


As the transmission company receives a fair return on its jurisdictional sales 
and these latter are heavily loaded with the pipelines’ capacity costs and fixed 
charges, there is an incentive to build up the volume of direct main-line sales. 

With a low proportionate share of the pipeline costs placed against this char- 
acter of sale, the rates of return may be high with a consequent favorable 
effect upon the overall rate of return. Such rate of return, taking the jurisdic 
tional and nonjurisdictional sales combined, may be higher than the Federal 
Power Commission would permit if all sales were under its jurisdiction. 

It is also generally easier to serve one large interruptible, inferior-use, in 
consumer than a number of small interruptible superior-use consumers 





dustri: 
which combined take the identical volume 
It is believed that the economic effect of maintaining side by side in the saine 


pipeline two classes of sales of the same product, one jurisdiction and the 
other nonjurisdictional, works against the interest of Conservation 


S. 2001 IS A MAJOR STEP TOWARD CONSERVATION 


S. 2001 would vest the Federal Power Commission with jurisdiction over the 
direct industrial sales of natural gas in interstate commerce. It would also 
require that all sales be at just and reasonable rates which include a fair propor 
ion of the fixed charges 

It is believed that S. 2001, if enacted into law, would be a material step toward 
natural-gas conservation. It would serve to reduce the price gap between dump 
gas and firm gas, thereby causing the former to bear a fairer share of the total 
costs and charges. It would permit of a more realistic pricing of all gas by 
removing the anomaly of regulated and nonregulated gas moving to market in 
a common pipeline with joint costs. It would permit the Commission to restrain 
wasteful uses and to extend the life of gas reserves for superior uses 

The elimination of present incentives toward large direct industrial (non 
age the diversion of such gas to superior uses 





urisdictional) sales should encour 
All of these factors should provide a better balance of competitive conditions be 
tween the several fuel industries. 


COAL BEARS THE LOAD IN NATIONAL DEFENSI 


The second point | would like to deal with is that of national defense. Coal 
is the only fuel capable of rapid expansion in time of war. The first full year of 
World War II (1942) saw the United States total demangl for energy. including 
hydre, rise by 159 million tons bituminous coal equivalent, an increase of 19 
percent. Of this amount coal, including anthracite, supplied 130 million tons, 
or 82 percent. By 1944, the peak year of war effort, demand was up by 279 million 
tons of which coal supplied 170 million, or 61 percent. 

If one excludes the Southwest, Mountain, and Pacific regions, in other words 
takes the vast industrial area stretching from the Dakotas, Nebraska, and Kansas 
east to Maine and southeast to Florida (and including all States east of the Mis- 
sissippi) the reliance placed on coal in World War II was enormous and coal’s 
response was spectacular 

(of the rise in energy demand between 1940 and 1942 of 131 million tons, coal 
equivalent (including all forms of energy but motor fuel), Coal supplied S7 per 
cent. By 1944 coal was still the overwhelming source of emergency energy. Of 
the increased demand of 184 million tons, SO percent was met by coal. Vetrolewu 


; 
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products, natural gas, and hydro combined carried but 20 percent of the added 
energy requirements of World War II in the vast area here described. 

I offer these figures as indicating the enormous importance of coal in national 
defense. The added demands on coal in World War IL were comparable to those 
of World War I despite the growth of oil and gas consumption in the intervening 
decades. The explanation is that oil and gas production and distribution, to meet 
the economy’s needs, cannot be expanded rapidly. New oil and gas wells and 
networks of long-distance pipelines on a huge scale would be necessary. Such 
demands conflict with wartime needs for steel and other metals. 

Today, this country is depending to an ever-increasing degree on oil products 
brought from the Southern Hemisphere and the Middle Kast. In World War II 
these supplies were sharply cut off. Even the gulf coast supplies by ocean tanker 
were cut off from the east coast. The Nation’s fuel problems are further com- 
plicated by the fact that oil goes to war when defense emergencies arise. These 
factors serve to explain the extreme reliance on coal when a Crisis arises. It 
is the only form of energy which has the needed wartime flexibility. 


COAL PRODUCTION CAPACITY CURRENTLY FAR BELOW MINIMUM REQUIREMENTS 


In 1954 bituminous coal production totaled only 3892 million tons compared 
with 681 million tons in 1947, and GVO million in 1948. The minimum peace- 
time operation essential to meet the sharp rise in fuel requirements in a 
new world emergency has been placed by the industry in the neighborhood 
of 500 million tons. 

Coal consumption in competitive markets has declined drastically in the last 
several years. Between 1948 and 1954 the coal consumption competitive with 
oil and gas (excluding metallurgical, rail, and Overseas uses) dropped from 
343 million tons to 276 million, or by 20 percent. In 1954 the United States 
consumption of oil and natural gas (excluding motor fuels and field and carbon 
black use of natural gas) totaled an estimated 507 million tons, coal equivalent, 

Since 1948 total bituminous coal production is down 35 percent, the number 
of mines has dropped from 9,000 to 6,000, or by one-third, and the number of 
men employed from 442,000 to 214,000. The corporate net income in the bitu- 
minous coal industry, as reported by the Bureau of Internal Revenue, declined 
from $197 million in 1948 to $383 million in 1952. The profit per ton has dropped 
from 33 cents to 7 cents over the same period. Today coal production and 
prices have declined substantially since 1948 so that both aggregate profits and 
unit profits per ton are significantly lower. 

In contrast, the gross national product is up 389 percent, industrial production 
20 percent, and electric power 68 percent in the 6-year period 1948 to 1954. 
Whereas wholesale prices increased 11 percent since 1948 through 1954, bitu- 
minous coal prices at the mine have decreased. Prices on industrial coals are 
reported as down 25 to 35 cents a ton in the last 18 months. 

These figures all point toward a serious weakening of the capacity and financial 
strength of the coal industry. Yet it is the coal industry with its shrinking 
productive capacity which must be relied upon to meet quickly the huge added 
internal fuel reqguirements when defense emergencies arise. 

In 1940 bituminous coal accounted for 61 percent of the competitive energy 
consumption in the United States compared to 40 percent today. Thus, while 
the projected defense needs for fuels have risen, coal’s capacity to shoulder 
the burdens that would be placed on it has been materially weakened. The vital 
nature of the broad problem here faced was recognized by the Federal Power 
Commission in its report on Natural Gas Investigation (docket G—580, 1948). 
The report states (p. 46), as noted above, a downward trend of the reserve 
life index of natural gas would suggest the need for “* * * reappraisal of this 
natural resource in relation to the consumer requirements to be met, and a 
closer surveillance of proposed extensions of pipeline facilities.” In the matter 
of defense, the report states that in the face of such adverse trend the “* * * 
possible needs for national defense would also become a more vital consideration.” 

The foregoing report covered a period (1920-46) which saw the life index 
of the natural gas reserves climb to their historic peak. Since then the reserve 
life index has moved sharply and continuously downward. It would appear 
that the time has arrived when the reappraisal of natural-gas resources in 
relation to consumer requirements, as suggested by the Federal Power Com- 
nission report, was now at hand. The coal industry believes that S. 2001 is an 
effective step toward meeting changing conditions. 


63057 55 111 
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Much of what has been said here as to coal productive capacity applies to 
the railroads which haul the coal. Without some minimum floor on the peace- 
time tonnage of coal hauled, the rail capacity in terms of plant, equipment, and 
labor to meet defense emergencies will not be present when the demand arises. 

These figures indicate, it is believed, the importance of coal in Considerations 
of national defense. Natural gas, it is contended, should not be dumped as a 
heavy-boiler fuel at a nominal saving to industry when other fuels such as coal 
are available and needed coal-mining capacity is drying up for lack of markets. 

In the White House Report on Energy. Supplies and Resources Policy the 
question is asked, “What trade policies for energy supplies will most effectively 
express the overlapping national needs for adequate protectable supplies in 
ense of war * * *% What steps may be taken to improve the economic position 
ef the coal industry, now seriously depressed, without penalizing competing 
industries, as a means of enhancing the ability of that industry to contribute to 
the national defense?’ It is believed that the encouragement of the con 
sumption of natural gas in superior uses in contrast to sales for inferior uses, 
as provided in S. 2001 is an essential step in implementing defense policies. 


SOME ECONOMIC EFFECTS OF BOILER-GAS SALES 


\ few remarks on the economics of dumped-gas sales are desirable. Indus 
trial gas inferior uses is frequently sold at levels no more than sufficient to dis- 
place the next cheaper industrial fuel. Yet, although the savings to the buyer are 
small in relation to other fuels and total plant expenses, the effect is neverthe 
less to accelerate the pressures of demand on gas supplies and to hasten the 
exhaustion of the available 5- or 9-cent gas and the trend toward dependence 
upon gas costing 16 to 20 cents or higher at the well. 

The superior-use consumer is here holding the sack as it were. As gas 
prices rise the inferior-gas consumer, by literally turning a valve, can shift 
to another heavy fuel. In contrast, the superior user, and the residential con- 
sumer in particular, is faced indefinitely with the higher gas costs to which the 
sales of dump gas contributed. 

If the dump sales of natural gas are required to carry a larger share of the 
joint costs of providing pipeline capacity the volume of such sales may he ex- 
pected to diminis! If nonjurisdictional sales were eliminated there would be 
reduced incentives to exploit such sales as a supplementary pipeline profit and 
tuereby build up an overall pipeline rate of return above that allowed by 
the Federal Power Commission. 











AMOUNT OF DIRECT-LINE GAS SALES 





The total amount of the direct-line sales is not known but a compilation 
of such sales for 28 transmission companies primarily serving the eastern half of 
the United States show 517. billion cubic feet of sales in 1953. This is the 
equivalent, on a British thermal unit basis, of 20.7 million tons of bituminous 
coal, These figures include some direct-line sales to electric utility plants for 
hoiler use, but do not include those electric plants which are operated by the 
local distributing pipeline companies which offer dual services (gas and elec- 
tric). 

VOLUME OF DUMP OR INFERIOR-USE GAS 








The volume of sales of natural gas for industrial use in this country is very 
lnrge, accounting for about 64 percent of the total gas sales (exclusive of field use 
2nd carbon black). Chart 4 portrays the sharp upward trend since 1940 of the 
total United States industrial sales of gas, also of the sales in coal competitive 
areas. The latter excludes the West South Central and Pacific States. Super- 
imposed on this chart is the reserve life index of natural gas for the United 
States. The life of the reserves, at the increasing rates of gas consumption, 
has fallen sharply and continuously. 

The amount of inferior-use gas can only be measured in certain market cate- 
gories. Boiler-gas sales to steam-electric plants are indicative of one major 
inferior use of natural gas. In 1954 these sales totaled 1.2 trillion cubic feet 
or the equivalent of over 50 million tons of coal. Excluding the west south 
central and Pacific regions, the steam-electric plant consumption in 1954 totaled 
549 billion cubic feet, or 22% million tons, coal equivalent. As the United States 


industrial sales of natural gas (excluding the electric utilities, carbon black, 
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and field use) run to 2.9 trillion cubie feet, or 1.4 trillion if one excludes the 
west south central and Pacific regions, there is little doubt but that the inferior 
use under boilers or otherwise is much higher than that represented by the 
utility consumption alone. In 1953 the consumption of natural gas by Portland 
cement plants amounted to 4.7 million tons, coal equivalent. 

(The chart is as follows:) 


CHART 4 


GROWTH OF INDUSTRIAL CONSUMPTION OF NATURAL GAS 
IN THE U.S., 1940 = 1953 COMPARED WITH LIFE INOEX OF RESERVES 
(CONSUMPTION EXCLUDES FIELO USE AND CARBON BLACK) 


TOTAL U.S. 
1 NOUSTRIAL 
CONSUMPTION 


3,500 


3,000 


2,500 | RESERVE 


LIFE INDEX 


2,000 


BILLIONS CUBIC FEET 


1,500 


TOTAL U.S. INDUSTRIAL 

1,000 CONSUMPTION (EXCLUDING 
PACIFIC & WEST SOUTH 
CENTRAL REGIONS) 


RESERVE LIFE INOEX YEARE 





1940 1943 1946 1949 1952 1955 


SOURCE: CONSUMPTION FROM BUREAU OF MINES (1940 = 1952, MINERALS YEAR~ 
BOOKS, 1953, MINERAL MARKET REPORT NUMBER wus 2341, 1954, 
QUARTERLY NATURAL GAS REPORTNUMBER 15), LiFe Inoex 1940-1946, 
FEDERAL POWER COMMISSION NATURAL GAS INVESTIGATION (DocKET 
G-580), 1947-1954, ComPUTED FROM REPORT OF THE COMMITTEE ON 
NATURAL GAS RESERVES OF THE AMERICAN GAS ASSOCIATION, 


The American Gas Association provides a yearly breakdown between what it 
classifies as firm and interruptible sales, although it includes under “firm” sales 
seasonal and off-peak gas as well as curtailable sales which may be interrupted 
by State law or regulation rather than by contract provision, In 1953 the total 
industrial sales, amounting to 29.7 billion therms, were separated, 16.3 billion 
firm and 13.3 billion interruptible. These latter approximate 1.3 trillion cubie 
feet of natural gas, at 1,000 B. t. u. cubie feet, or over 50 million tons, coal 
equivalent. 

However one may approach the subject, the amount of the Nation’s total 
inferior use of natural gas, even if put at but 1.0 trillion cubic feet, is very large 
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in relation to the 1953 total United States consumption, table 5, excludes field 
use and carbon black, of 6.2 trillion cubic feet. It is very large in relation to 
the net increase in United States natural gas reserves in 1954 of but 0.3 trillion 
cubic feet It is large when one considers that in 11 major gas producing States 
the reserves at the close of 1954 were lower than they were at the beginning of 
154. These States were Arkansas, California, Kansas, Kentucky, Montana, 
New Mexico, New York, Pennsylvania, Texas, Utah, and West Virginia. 

rhe figure of 1.0 trillion cubic feet for inferior-use gas is large when one con- 
siders that in Texas, which accounts for half the United States total gas produc- 
tion, new discoveries have been sharply declining from 7.2 trillion cubic feet in 
1951 to 3.8 trillion in 1954, and that the Texas gas reserves decreased 1.4 trillion 
cubie feet in 1954. 


BOILER GAS SALES INCREASE MOST RAPIDLY 


\ disturbing feature of natural gas consumption is that although the demand 
by superior uses is heavy, it is the lowest grade use, boiler gas, that has been 
vetting a disproportionate share of the natural-gas supplies in recent years. 

The figures below set out the trends since 1950, based on such data as are 
available on electric utility boiler consumption Industrial plant boiler con- 
sumption is not known. (See table 3 attached for regional data.) 

(The tabulation is as follows:) 


Boiler gas consumed in the production of electric energy, and total United States 
consumption 


Boiler gas—electric plant United States total consumption ! 
United State xelu 
, » Send ing west uth cen- Increase over prior 
y ; . " tral and Pacif re- period 
ea anc 
— Billion 
cubic feet — 
17 « iS¢ . ncreas 2 
Billior In a Billior I pas , Excluding 
aa seat over prior antic tent over prior Total eR epee 
F period period lier gas 
l 2 } (4 6 (7) (8) 
Percent Percent Percent Percent 
194 307 119 2, 655 sas 
19 29 104 271 126 4, 446 67 63 
19 764 21 351 31 5, 316 20 19 
1952 10 1Y 461 31 5, 845 10 8 
1953 034 14 HOS 10 6, 282 7 6 
1954 1, 164 12 549 Y 6, 591 § 3 
1954-50 85 103 is 42 
1 Excludes field use and carbon black use. 
2 Excluding column (2). 
Source: Colum 2) and (4), Federal Power Commission 1946-53 Annual Consumption Reports; 1954s 
Monthly Fuel Consumption Reports; column (6), Bureau of Mines Minerals Yearbook, 1940-52; 1953+ 


Mineral Market Report No. MMS 2341; 1954, Quarterly Natural Gas Report No. 15. 


The figures show the percentage growth rates for boiler gas sales to far exceed 
those for all sales of gas generally, exclusive of field use and carbon black. 
Since 1950 boiler gas utilization has risen twice as fast as the consumption 
for nonboiler use. In 1954 boiler use was up 12 percent nationally compared 
to but 3 percent for all other uses, excluding field, carbon black, and boiler gas. 
Such trends are not in the interest of conservation. 


MANY BOILER SALES APPROACH THE STATUS OF YEAR-ROUND SERVICE 


A surprising characteristic of most steam-electric plant boiler sales is the fact 
that they are only partially interrupted during the coldest months. The theory 
of interruptibility applies but partially even in the colder regions of the United 
States. 
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This is brought out in the table below. The experience for the 3-year period, 
1952-54, shows the lowest monthly consumption usually is in January. Of the 
4 quarters, the lowest is January-March. August is usually the month of 
peak consumption and July—September the peak quarter. The actual 3-year 
experience indicates a surprising proportion of boiler gas Consumption to be on 
a year-round basis for all practical purposes. 

(The table is as follows:) 


Low versus peak consumption of “dump” boiler gas by steam-electric plants, 
1952-54, inclusive 


3-year consumption (million cubic feet 
Monthly Quarterly 
Region - 
Percent Percent 
Low High low of Low High low of 
high high 
| 2 5 4 (¢ 7 
1. New England 25 905 2.8 iS0) 2, 38f 20). 2 
9 Middle Atlantic 3, 202 23, 833 13.4 14, 094 66, 723 21.1 
3. East north central Y, 942 $0, YTS 32. 1 39, 919 89, 481 14.6 
4. West north central 24, 5OU 53, 887 45.5 90, 043 157, 99S 7.0 
5. South Atlantic 10, 923 20, 980 52. 1 34, 532 59, 557 538. 0 
6. East south central 12, 944 21, 639 5Y. 8 41, 430 62, 893 65.9 
7. Mountain 12, 665 20, 927 60.5 40, 328 60, 702 66. 4 
8 Subtotal (excluding 
west south central 
and Pacific regions 75, 497 172, 689 13.7 260, 826 499, 710 §2. 2 
9 United States total 179, 637 349, O84 1.5 574, O87 1, 005, 789 57.1 


Souree: Federal Power Commission. 1952-53, Annual Fuel Consumption Reports; 1954, Monthly Fuel 
1 in appendix, table 3 


Consumption Reports. Regions described 
Some striking facts stand out from the above table. In the major coal- 
competitive regions of the United States (excluding the west south central 
and Pacific regions) the boiler-gas consumption in the coldest month is 438.7 
percent of the peak summer month. The consumption during the coldest 
quarter of the year, January—March, averages 52.2 percent of that for the peak 
summer quarter. In short, based on the 3-year experience, close to half the 
boiler-gas supply to utilities, for all practical purposes, is all-year gas, 

If we relate the total boiler-gas use in the coal-competitive region to the 
constructive potential maximum use, the latter obtained by multiplying the 
peak quarter use by 4, we find actual use to here total 1.5 trillion cubie feet 
(1952 to 1954, inclusive), as against a potential maximum use of 2 trillion. In 
other words, 75 percent of the “interruptible” boiler gas “got through” to the 
boilers over this 3-year period. 

For the United States as a whole, including the big west south central gas- 
producing States and the Pacifie coast, the “interruptible” gas delivered totaled 
77 percent of the potential total. Yet, this gas generally is priced on an inter- 
ruptible or dump basis. 


COMPARATIVE PRICES ON INFERIOR AND SUPERIOR GAS SALES 


Some indication of the range in prices paid on boiler-gas sales, interruptible 
direct pipeline sales, and sales to ultimate consumers—residential, commercial, 
and industrial—are provided by the table to follow. The wide range between 
States in prices for residential and commercial sales is indicated in table 4 
(attached). 

(The table follows :) 
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Value per thousand cubic feet of natural gas to consumer by region and total 
United States, 1953 


{Cents per thousand cubic feet 











Sales to ultimate consumer reported . 
nterruptibdie . 
by Bureau of Mines I iterruptible Electric util 
» direct pipe- 
Re ity boiler 
line sales "fu } 
‘ fuel 
Re ent Commer Industrial industrial 
2 (Fs (4 ) (6 
New England 251. 4 220. 0 138. 1 3.8 
2. Middle Atlan 128. 2 ! 4 1.4 31.8 
East north centra R4 ( f tm 26. 1 20. 1 
+. West north « i 68 44 921.6 20.0 7:2 
South Atlantic 92.0 mm () 29 29 9 
East south central 73.2 5 21.1 22. 3 16.9 
7. Mountain 62.7 14 17.0 17.3 
§. Subtotal 7 92.5 68. ( 29.8 21.3 
). Total United Stat RE} 61.0 29 17.3 
Excludes gas used for field use and carbon black manufacture 
Weighted averages of interruptible gas sales only Excludes regions where test data inadequate or 
irge volumes of gas not ide fied as firm or interruptible Regional sales for which average price shown 
East north central, $12.7 million; west north central, $24.9 million; South Atlantic, $7.6 million; and east 
t} nir i Ss » 
ith ce 4 lion 
ources: Colum 2 1) inclusive, Bureau of Mine ilue at point of consumption); column (5), NCA 
tudy, Direct Pipeline Industr Sale f Natural Ga 51-53; column (6) NCA Steam-Electric Plant 
Fuel Consump ind ¢ ts, 1953, p. 2 Re ns described in appendix hereto, table 3 


A random check of sales of gas by transmission companies to individual dis- 
tributing gas utilities shows average revenues per thousand cubic feet approach- 
ing 35 cents per million cubic feet in the Middle Atlantic territory; 51 to 59 
cents in the East North Central region; 15 to 36 cents in the West North Central 
region; and from 37 to 52 cents in the South Atlantic region. These figures, 
Which cover 1953 sales, totaling $148 million of sales for resale, are offered 
with those in the foregoing table as indicating the potential range between the 
prices at which direct-sale gas and boiler gas are sold and the prices obtaining 
on a large body of sales for resale to distribution utilities. 

These spreads are further spelled out in the table to follow which is primarily 
based on the jurisdictional and main line direct sales of 13 large natural gas 
pipeline companies. 

(The table follows :) 





Data showing range in gas revenues by type of sale, 1954 


Sales for resale to distribution utilities | Lower revenue range of 
(revenue per thousand cubic feet, volume sales, cents per 
cents thousand cubic feet 


Billion cubic Weighted Upper reve- Direct sales |Steam-electric 
feet sverage nue range ats plants 





(1 (2) (3) (4 (5) (6) 






Illinois 521 22. 5 35.0; 35.5 19. 1; 23.0 16. 0; 16.0 
Indiana 72 28.7 32. 2; 34.7 26. 6 
Iowa 92 29.9 36. 4; 67.5 21.4 24. 2; 24.2 
Nebraska 44 31.9 36. 2; 45.3 18. 9; 26.0 16. 6; 25.5 
Minnesota 9Y 31.4 32. 3; 34.8 26. 0; 26. 1 24. 3; 26.2 
Missouri 103 26.1 32. 2; 38.9 17.0; 18.2 17. 6; 17.7 
Kentucky 98 26. 1 36. 0; 38.3 25. 0; 26.6 21.8; 21.8 
Georgia 109 23.3 34. 9; 49.7 30.5 20. 5; 27.3 
Alabama 47 23. 6 40. 6; 43.8 20.9 . 17.1 
South Carolina s 30.8 36. 0; 45.3 26. 5 

Pennsylvania 92 34. 6 44.5; 45.8 38. 6; 38. 7 28. 3; 28. 4 








Source: Columns (2), (3), (4), and (5), annual reports of 13 natural gas pipeline companies: Mississippi 
River Fuel Corp., Transcontinental Gas Pipe Line Corp., The Manufacturers Light & Heat Co., Northern 
Natural Gas Co., Texas Gas Transmission Corp., Cities Service Gas Co., Panhandle Eastern Pipe Line Co., 
Tennessee Gas Transmission Co., Southern Natural Gas Co., Natural Gas Pipeline Co. of America, Texas 
Illinois Natural Gas Pipe Line Co., Trunkline Gas Co., and Michigan-Wisconsin Pipe Line Co. Column 
6), Electric utility annual reports to Federal Power Commission 
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Column (2) of the table above shows the volume of the 1954 sales to distribu- 
tion utilities as opposed to sales of gas between transmission pipeline com- 
panies. The total sales in column (2) amount to 1.3 trillion cubie feet. Column 
(3) shows the average revenue on these sales for resale. Column (4) illustrates 
the upper price (revenue) range on sizable sales for resale made to distribution 
utilities. ‘The figures indicate that wide departures from the statewide average 
may exist. In terms of volume the 1954 individual sales set out in column (4) 
ranged from 78 million cubic feet to 51 billion, the average figure per sale being 
3.1 billion cubic feet and the median figure 596 million. 

Frou a revenue standpoint, these 1954 sales, column (4), ranged from $42,738 
io $16.5 million. The average revenue per sale was $1,030,531 and the median 
$215,100. 

Columns (5) and (6) are offered for comparison with columns (3) and (4). 
Column (5) shows the lower range of the direct pipeline sales (nonjurisdictional ) 
to industrial customers. Column (6) shows the lower range in the average 
cost of boiler gas to steam-electric plants. The figures in column (6) are taken 
from electric utility annual reports to the Federal Power Commission and are 
on an “as consumed” basis. They no doubt overstate in some degree the prices 
paid the natural-gas supplier. ° 

The hoiler-gas figures in column (6) may represent nonjurisdictional purchases 
made direct from a transmission company, or purchases from a local gas dis- 
tribution utility, or the boiler-gas consumption of a combined gas-electric utility 
system in ifs own powerplants. In the latter case the effective cost of boiler 
gus is that represented by the vendor’s volume or commodity rate. Some of 
the | gures shown in column (6) may be above this effective cost level, depending 
on the price at which the dual-service utility decides to charge out its own 
vas consumed in its own boilers. The gas is sometimes charged out at the 
average price paid for all gas purchases, both firm and interruptible. For the 
reasons given, the costs for boiler gas shown in column (6) may be above the 
effective figure at which the boiler gas is purchased at the vendor's delivery 
point 

In Summary, it may be said that the figures in the table above further indicate 
that there exists significant margins between the prices at which gas is currently 
being sold for resale to distribution utilities and the prices at which large 

me direct sales and utility boiler-gas sales (direct or through resale) are 
heing made. Some of these variations are partly attributable, no doubt, to the 
amount of firm gas as opposed to interruptible gas taken by the buyer. But 
even here such differences are basically a matter of the apportionment and 
distribution of the fixed and joint costs of pipeline operation in the construction 
of the rate schedules. The differences in rates serve to indicate the importance 
of fair apportionment of the costs as between different classes of users, 

\ further picture of the variations in the price of natural gas to the ultimate 
consumer and of the large quantity and low rates realized on interruptible 
industrial sales is set out below for the State of Illinois. 

(The table follows :) 


ly 
Vou! 


t 


Vatural gas in Illinois, 1954 


T Price pe 
Prillion Revenues ce per 


g , Revenues million 

Users es ( oe : use is British 

t amy pere ih percent thermal 

units 

Residential sales, exclusive of space heating 36, 2 12. 29 $46, 528 24. 91 $1. 29 
Residential space heating 80). 1 27. 20 71, 148 38, O8 RO 
Commercial sales 22.9 7.78 18, 099 9. 69 79 
Industrial noninterruptible 39. 0 13. 24 20, 938 11, 21 54 
Industrial interruptible 116.0 39. 39 29, 869 15. 99 26) 
Other 3 10 233 12 78 
Total sales 294. 4 100. 00 186, 815 100. 00 63 


Source: Research Bulletin 53, p. 6, Illinois Commerce Commission. Figures include about 5 percent 
manufactured gas. 


It will be noted from the foregoing that in the State of Illinois the most 
important consumption of natural gas is the industrial interruptible user. In 
1954 more than 39 percent of the natural gas consumed in Illinois was so 
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marketed. Yet it accounted for but 15.99 percent of the revenues. The price 
of 26 cents per million B. t. u.’s was but 30 percent of the average price of 8S 
cents per million B. t. u.’s for all gas, excluding interruptible sales. It was but 
48 percent of the price on noninterruptible industrial sales. The reasonableness 
of such wide spreads between interruptible and noninterruptible gas, with their 
resultant effect upon the conservation and the availability of gas for superior 
uses, is obviously a matter of public concern. 

Mere comparisons of gas prices alone, of course, do not indicate the price at 
Vhich gas should be sold in each market category. This is a matter to be 
appraised and reviewed in each set of circiimstances by the regulatory agency. 
It is believed essential, however, that in the interstate transmission of gas 
the Federal Power Commission should have opportunity to apply its skills and 
knowledge to the proper allocation of cost to all classes of users. Under S. 2001 
no rate or charge would be considered just or reasonable which was less than 
the cost of the natural gas, plus the cost of transportation and sale and a fair 
proportion of the fixed charges. 

The concern of the coal industry is that the interstate sales of natural gas 
for interior uses, and the prices charged, should be subject to Federal Power 
Commission regulation to the end that such gas bear a fair proportion of all 
costs, and that the broad issues of conservation and the adequacy of all fuel 
supplies for national defense be not ignored. 

The treatment not only of public convenience and necessity, but of the public 
interest in conservation and national defense are Critical factors upon which 
administrative agency decisions should turn. Where natural gas is burned at 
cost margins which are extremely small in relation to other available fuels, the 
lack of a clear-cut declaration of legislative intent on the weight to be given 
conservation and national defense can result in these latter elements receiving 
no effective consideration.’ The problem has been set out by Mr. Justice Jackson 
in his dissent in the Hope Natural Gas Company case (320 U. 8. 591, p. 687) : 

“The fact is that neither the gas companies nor the Consumers nor local regu- 
latory bodies can be depended upon to conserve gas. Unless Federal regulation 
will take account of conservation, its efforts seem, as in this case, actually to 
constitute a new threat to the life of the Appalachian supply.” 

The Federal Power Commission, in its 1940 annual report, Was aware of this 
problem of conservation when it said at page 79: 

“Careful study of the entire problem may lead to the conclusion that use of 
natural gas should be restricted by functions rather than by areas. Thus it is 
especially adapted to space and water heating in urban homes and other build- 
ines and to the various industrial heat processes which require concentration of 
heat, flexibility of control, and uniformity of results. * * * General use of 
natural gas under boilers for the production of steam is, however, under most 
circumstances of very questionable economy.” 

The prices on nonjurisdictional sales to industries conceivably may be left at 
an unchanging level as prices on jurisdictional sales rise; or, indeed, they may 
be revised downward by the pipeline without a minimum to meet the competition 
of coal. Such situations entail a possible lack of protection to the jurisdictional 
eustomer.,. 

Certainly, there exists today a lack of protection of the long-range publie 
interest in natural-gas conservation or the needs of national defense, the latter 
going to the maintenance of the productive capacity of each of the several 
domestic fuel industries sufficient to meet the fuel needs of the Nation. If the 
Federal Power Commission is to adequately weigh the public interest and 
economy in the use of gas under boilers in given circumstances against the dis- 
advantages to other elements of the economy, amendments to the act, as pro- 
vided in S. 2001, are clearly necessary. 


POSSIBLE EFFECT OF CURTAILING BOILER USE 


The question may fairly be raised as to the potential economic effect of placing 
a greater share of the pipeline joint costs on direct pipeline sales (through regu- 
lation) or on present inferior use jurisdictional sales such as steamplant boiler 
gus. It is to be expected that the revenues from such sales will either be in- 
creased, thereby reducing the burden on other consumers, or that such gas 
will be diverted to higher uses capable of paying higher prices. It may mean 


See dissents of Commissioners Draper and Smith in the Matter of Southern Natural Gas 
Co. (Docket G—2499, Federal Power Commission, issued May 20, 1955). 
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a better combing of the regional market for Commercial and residential sales 
or superior-use-firtn industrial 

Any of these results may mean an upgrading of the gas to a price level more 
in line with the intrinsic value of the fuel. It should provide a fairer apportion- 
ment of the joint-cost burdens among Classes of users. 

To the degree that dumped summer gas finds superior-use seasonal buyers, or 
can be placed in storage, or sold through interpipeline sales or exchanges, the 
summer period pipeline load factor may be maintained. 

If the inferior-use offpeak gas cannot all be disposed of as here described, the 
result may be some lowering of the offpeak pipeline load factors 


sales, 


In this event, the added cost even on a 1,000-mile movement of the gas would 
he negligible to the ultimate consumer of residential, Commercial, and other 
superior-use gas. Against such higher costs, if they did eventuate, would be 


placed the long-run advantages of a prolongation of the life of the reserves of 
lower cost gas. The further point is made that by including under regulations 
the charges and revenues from nonjurisdictional sales, some of which are no 
doubt profitable, the end effect may be to offset any added burden to jurisdic 
tional sales which might be occasioned by the application of conservation 
principles. 


EFFECT OF GAS CONSERVATION OF ELECTRIC POWER CONSUMERS 


The curtailment of natural gas in boiler use would have limited effect upon the 
electric utility industry, at least in those areas where coal is plentiful. The 
gus is frequently, though not always, priced at but a few cents per thousand 
cubic feet, gas equivalent, below the competitive fuel burned at the same plant 
and available the vear round. Secondly the natural gas commonly accounts for 
a half or less of the total fuel burned. Thirdly, fuel usually accounts for some 
20 percent of the average consumer bill for electricity. 

In 1953, 7 large utility plants in the Middle Atlantic region, together, 
burned 46 billion cubie feet of gas as boiler fuel. If the next cheapest fuel burned 
in each of these plants had been substituted for the natural gas the effect would 
have been to raise the total fuel costs by 5.4 percent and the costs of electricity 
by 1 percent. 

{ similar computation for 19 utility plants in the Kast North Central States 
showed 71 billion cubic feet of gas burned as boiler fuel in 1953. Had the gas 
heen replaced by the next cheaper fuel presently burned in each plant the total 
fuel charges would have been raised but 5.2 percent. and the costs of electricity 
about 1 percent. 

The point here made is that substantial portions of the natural gas now being 
consumed for inferior uses could be channeled to superior uses with but limited 
economic effect upon industry from which the gas is diverted. If but half the 
natural gas consumed at the 26 utility plants referred to above were diverted 
to commercial use it would serve well over 600,000 average residential customers 
or over 200,000 commercial customers. 


ANOMALOUS REGULATORY SITUATION CREATED WITH PIPELINE SALES PART REGULATED 
AND PART UNREGULATED 


My last and final point is that there is something most unreal about a situation 
where natural gas moving through a common pipeline under conditions of joint 
cost is part regulated and part unregulated. To my knowledge, no cattle raiser 
has ever tried to set the market price for beef and hides by applying a statistical 
cost formula to these products while they are still on the hoof. Yet this is the 
anomalous situation into which the Federal Power Commission is forced 

The end results on costs, insofar as the large element of pipeline capacity costs 
and fixed charges are concerned, must necessarily be arbitrary to a major de 
gree. But arbitrary statistical apportionments, however, have little or no place 
in market pricing. 

The two elements (1) variable costs, and (2) the grand total revenue require- 
ments, are the only cost factors that have economic reality in the market 
pricing of the gas. To force the Federal Power Commission to go beyond this 
in a situation of joint costs is to force the Commission to solve a problem which 
is basically insolvable. The results arrived at can never be viewed as lasting 
or stable. 

In treating all movements of natural gas as jurisdictional, a long step for- 
ward will be taken, it is believed, to add market realism to the application of 
the Natural Gas Act. 
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CONCLUSIONS 


Taking stock of what has here been said, the supply picture of natural gas 
seems to shape up something as follows: The older gas-producing areas in the 
Appalachian region of the country have long ago reached their peak and prices 
of even 25 cents per thousand cubic feet at the well do not serve to bring forth 
but a fraction of the gas presently needed to supply the local demand. The 
entire Nation now depends on the single State of Texas for half its gas supply and 
the reserve situation in this State in relation to the growing demand has been 
steadily worsening. There are signs that a repetition of the Appalachian region 
experience of a rise to a production peak followed by a slow decline may be re 
peated in all other gas producing States. 

Whatever new gas is to be found it is becoming increasingly costly) The 
distance from the new supplies to market centers is increasing; it is taking more 
exploratory wells to find the gas; the average amount df new gas discovered 
per exploratory well is dropping, and well prices are sharply rising. 

On the consumer side the picture is of a mixed character with a steadily rising 
demand for natural gas at ever-increasing costs, but with a wholly dispropor- 
tionate part of the added gas supply being channeled into boiler gas or other 
inferior-use markets. A wide spread exists between the prices at which the 
inferior-use gas is sold and the prices received for superior-use gas. It is ex- 
tremely doubtful that such spreads can be economically justified in the light of 
all pertinent considerations 

To sum up, the current volume and the trends in the sale of natural gas for 
inferior uses are not believed to serve the Nation’s best interests, whet 





ther from 
the standpoint of conservation of gas resources, the need for solid fuels in de 
fense emergencies, or, indeed, the interests of the gas industry’s own superior- 
use consumers 

It is earnestly contended that the amendment of the Natural Gas Act as pro 
posed in S. 2001—the Kilgore bill—is both desirable and timely in the national 
interest 

Again let me thank you for the opportunity of appearing before you 

(Tables 3, 4, and 5 are as follows:) 


TABLE 3 Consumption of natural gas’ for production of electric energy for 
selected regions and the United States, 1940-54 


{Millions of cubic feet] 





' -4 Fast West eh East x : Coal com- rota 

Year | a as pend North North asia h South oun petitive United 

a “| Central | Central —~~ | Central — total States 

~ (3 4 (5 6 (7 s (9 10 

980) 461 12, 911 43,152 4,817 6, 392 9, 806 77, 539 183, 157 
1941 39 9,579 46, 190 5, 763 10, 790 8, 883 81,24 205, 156 
1942 32 13, 108 49, 994 12, 350 8. 739 10. 410 94. 633 238 736 
eee 40 6,935 | 49,053 | 12,787} 10,102| 11,679} 90,596 | 305, 594 
1944 1, 304 5, 933 55, 448 18, 235 15, 098 14.109 | 110, 127 359, 766 
1945 851 5, 959 59, 699 17, 951 14, 261 15, 709 114, 430 326, 212 
eee... 783 5,318 | 67, 420 15, 934 12, 303 16,875 | 118,633! 306,942 
1947 8S] 5,118 67,974 15, 938 18, 206 18, 096 126, 231 373, 054 
1948 326 17,373 85, 371 17, 947 20, 599 31, 794 173, 410 478, 097 
1949 2, 907 38, 744 97, 306 27, 067 27, 733 38,883 | 232, 640 550, 121 
LYoU 1, 640 37, 493 111,031 29,775 40, 959 48, 698 269, 596 628, 919 
1951 36, 736 34,312 | 121, 468 17, 997 55, 086 55.865 | 351, 464 763, 898 
1952 27 41, 293 96,950 | 151,58! 54,272 63, 27 53,867 | 461, 361 910, 117 
953 434 57,632 75, 397 168, 605 67, 884 70, 619 64, 830 505, 401 1, 034, 272 
154 5. 997 60, 502 79, 162 180, 404 64, 847 76, 376 81, 338 548,556 | 1, 163, 520 


Includes gas other than natural, impossible to segregate 


N OTE Regions: New England (Maine, New Hampshire, Vermont, Massachusetts, Rhode Island, 
Connecticut); Middle Atlantic (New York, New Jersey, Pennsylvania); East North Central (Ohio, Indi- 
ina, Llinois, Michigan, Wisconsin); .West North Central (Minnesota, Iowa, Missouri, North Dakota, 
South Dakota, Nebraska, Kansas); South Atlantic (District of Columbia, Maryland, Delaware, Virginia, 
West Virginia, North Carolina, South Carolina, Georgia, Florida); East South Central (Kentucky, Ten- 
nessee, Alabama, Mississippi); and Mountain (Montana, Idaho, Wyoming, Colorado, New Mexico, 
Arizona, Utah, Nevada Che less coal-competitive regions of: West South Central (Arkansas, Louisiana, 
Oklahoma, Texas); and Pacific (Washington, Oregon, California) are included in ‘‘Total, United States.” 


Source: Federal Power Commission (1940-53 Annual Fuel Consumption Reports; 1954 from Monthly 
Fue! Consumption Reports 
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TABLE 4 Range in residential and commercial prices paid by ultimate 
f I L 
consumers Of natural gas by States, 1953 


[Cents per thousand cubic feet] 


Average value at Average value at 
points of con points of con- 
sumption umption 

Stat state 

Residen- | Commer- Residen- Commer- 
tial cial tial cial 
(2 (3 l (2 3 

Alabama $0. 84 SO. 55 Montana $M). 53 $0, 37 
Arizona G4 1) Nebraska 71 48 
\rkansas 54 39 New Hampshire 2. 37 2.15 
California 73 i New Jersey 2. 21 1. 86 
Colorado 57 4% New Mexico 68 41 
Connecticut 2.73 2.14 New York 1.5 1. Al 
Delaware, District of Colum- North Carolina 1. 91 1. 31 
bia, and Maryland 1.42 1. 29 North Dakota and South 
Florida sO 29 Dakota 75 50 
(reorgla oY 2 Ohio 4 60 
Illinois OF 72 Oklahoma i} 32 
Indiana 1. 06 91 Pennsylvania v1 72 
lowa St) 53 Rhode Island 3. 28 2. 59 
INansas 49 32 South Carolina 1,79 1.71 
Kentucky 61 53 Tennessee S4 4 
Louisiana 62 ‘3 Texas 0 42 
Massachusetts 2. 57 2. 21 Utah 63 50 
Michigan 97 87 Virginia 1. 52 1. 06 
Minnesota 78 53 West Virginia 17 45 
Mississippi 73 42 Wisconsin 1.35 1.18 
Missouri 72 5l W yoming i te} 


source; Bureau of Mines Mineral Market Report No. MMS 2341, Nov. 9, 1954 


TABLE 5.—Summary of natural gas statistics, 1953 


Value at 
point of con- 

Consumption Million umption 
. ee cubic feet (cents per 


thousand 
cubic feet 


1 (2 (3 
Residential 1, 685, 503 86. 5 
530, 650 61.0 


Commercial 
INDUSTRIAI 


Field (drilling, pumping, ete 1, 471, O85 8.5 


ALL OTHER INDUSTRIAI 


558, 6905 


4. Fuel at petroleum refineries 
3, 733, 405 


Other (including electric utility plants 


th Subtotal, all other industrial 4, 292, 100 21.6 
7. Total industrial (lines 3, 6 5, 763, 185 18.3 
s. Total consumption (lines 1, 2, 7)? 7, 979, 338 


9. Total, excluding field and carbon black 6, 207, 311 


Includes gas used in production of carbon black as follows: Louisiana, 24,595,000 M ec. f.; Texas, 


201,488,000 M ec. f.; United States total, 300,942,000 M c.f. Quantities for other States not disclosed 
Excludes losses in transmission, amounts added to storage, and increases in gas in pipeline 


Source: Bureau of Mines, MMS 2341, Nov. 9, 1954 


Mr. Epwarps. There are four subjects I wish to treat with, con- 
servation, national defense, economics of dump gas sales, the anoma- 
lous situation of having gas in common pipelines partly regulated and 
partly unregulated. 
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I would like to have vou turn, if you will, to the chart following 
page 2 of iy Text. The re is show lh the reserve life index about which 
you have heard a creat deal. 

The chart po nts out the downward trend from some 32.5 vears iD 
1946 to 2.5 vears in 1954. I would also like to point out that the ratio 
of new discoveries to net production of natural gas has dropped off 
very sharply. 

Back in 1946, we found 5.5 trillion cubic feet for eve ry cubie foot 
of net production. In 1954, we barely found as much gas as Was pro- 
duced. 

Now, it has been mentioned by Mr. Campbell, the Smith-Wimberley 
report expressed concern back in 1948 that the life index should ever 
turn down. — ink was scarcely dry on that re port, which covered 
up to the year 1946, when the life reserve index went into a downward 

slide, as dic ‘ated in this chart. 

Now, I would like briefly to refer to the following table, table 
Column 7 of this table shows for the United States, again, this down- 
ward trend. I would like particularly to refer to the figures for Texas 
and Louisiana that are gg id in column 7. You will notice that the 
reserve life index for gas in Texas has been sharply downward, from 
11.18 years in 1946 to 22.07 years in 1954, and in Louisiana, from 
36.87 to 24.42. 

Now, this reserve life index is now down to about the level that the 
Federal Power Commission considers proper in certificating a major 
pipe ‘line prea somewhere in the neighborhood of 20 years. This 
experience of these two States is of vast importance to the industrial 
East, in fact. the eastern part of the United States, for some 87 per- 
cent of all natural gas comes from these two States, which accounts 
for all reserves in the United States, and two-thirds of all the pro- 
duction. 

I would like to refer to column 2 of this same page, which gives 
the total discoveries. Referring again to Texas, they have been 
sharply downward. In 1954, for Texas, the total discoveries of 
trillion were less than the net production shown in column 4, of 
1.7 trillion, with the result, as indicated in column 5, that the natural 
gas reserves in Texas actually dropped 1.4 trillion cubic feet for the 
first time in history. This wasn’t a sudden occurrence. That very un- 
satisfactory trend had come about back in 1952, and was a growth of 
a 3-year situation. 

I would like to point out in this connection that between 1950 and 
1954, as set out in my paper, if this reserve life index had been sta- 
bilized, as it will shortly have to be, there should have been 50 percent 
greater discoveries in the United States than was actually the case, 
and as we take the 1 year, 1954, when the total discoveries were 9.6 
trillion cubic feet, if the reserve life index had been stabilized, to allow 
for a 5 percent growth in the year 1955, we should have to find twice 
as much gas as currently being found. 

In other words, the country is simply not finding enough gas to 
keep pace with the growing demand. 

Senator Magnvson. Wouldn’t the situation be there like in a State 
like Texas, which the chairman comes from, and which I understand 
from him there is a school of thought down there, quite a potent 
school of thought, that if the natural-gas resources are not inexhaust- 
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ible, some people down there feel like it shouldn't be exported out 
of the State at all / Would that result if this continued / 

Mr. kepw ARDS, | would think there would be self-interest, certainly. 

Senator Magnuson. And the bie industrial East would have a 
diminished supply. 

Mr. kSpwARDs. That would certainly follow. You are pushing Vas 
heavily out of ‘Texas right into the heart of the coal country of the 
United States—the Appalachian region. Whe n Texas reserves start 
to diminish, it is high time to reappraise the situation. 

Now, this decline in reserves 1s not novel with Texas. Last year, 
1954, there were 11 gas-producing States in which the reserve declined, 
5 of them large producing States—Texas, Kansas, West Virginia, 
Pennsylvania, New Mexico, and California. In addition, there were 
live other States—Kentucky, Arkansas, Montana, New York, and 
Utah—in which the reserves fell. This, despite the growing demand, 

Now, I would like to make reference to chart 2, which follows page 5. 
The purport of this chart is to indicate that additional supplies of 
gas are not also forthcoming. One can’t assume inexhaustible sup 
plies, price imereases notwithstanding. This chart shows the ex- 
perience of three large Ap pal ic his an gas producing and constunileg 
States—Ohio, Pennsylvania, ~~ West Virginia. It plots just 2 
years, over a 15-year period ¢ f time, 1940 to 1953. The solid line 
shows the upper trend in gas Seihacncaiaeal rising from a little over 
300 billion to 900 billion, 300 percent of the 1940 level in 1955, 

Prices rose 67 Pears over from some 15 cents to over 25 cents 
at the wellhead, yet the marketed production rose only 3 percent. 

In other words, a huge increase [ the price of gas at the well 
simply did not bring forth any significant increase in the quantities 
of eas. 

The reason for that is the apparent pattern that has developed 
in all of the old gas-producing States, which is indicated on table 2, 
which follows this chart 2, to which I have just referred. 

There are 8 States illustrated, and I will just illustrate this with 
2 or 3 examples. 

The peak consumption in New York State is, of course, in 1953, 
that is as far as these figures go, but the peak production in New 
York State was back in 1938. ‘Today, the consumption is 4 to 5 
times the production of New York State, of what the production was 
in 19388, but today it has dwindled to nothing. 

Today the consumption of 300 billion cubic feet is at an all-time 
high, yet the peak production of gas in Pennsylvania was back in 
1906, at least that is as far as our records are readily available, and 
that output has never again been reached. 

In Ohio the peak was reached in 1915, despite a tremendous increase 
in consumption. The same general feature follows for West Vir- 
ginia, Kentucky, Indiana, Illinois, and California. 

In other words, rising demand and rising prices simply have not 
served to bring back the production in those States to what it was 
some 50 years ago. 

We believe there is no reason to believe that that pattern will not 
carry over to the large Southwestern States which are now the main 
remaining reserve areas of the United States. 
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In summary, I would like to refer to three short paragraphs at the 
bottom of page 6. 

In view of the supply and demand situation for natural gas, it seems 
a reasonable conclusion that the dumping of gas for low-grade uses 
works long-term injury to the economy of the Nation. 

It deprives special advantage customers of the benefits of the fuel. 
It hastens the exhaustion of lower price reserves and adds to the pres- 
sure on field prices needed to bring forth new reserves and replace- 
ments. 

The practice of making direct pipeline gas sales is not believed con- 
dlucive to conservation or the diversion of ‘the gas to the superior uses. 

Some 20 to 25 percent of the total marketed production of natural 
gas goes into boiler uses, so that boiler consumption has an enormous 
impact upon the consumption of natural gas. 

The next topic I would like to deal with is that of coal in national 
defense, which I treat with on pages 8 to 12 of my statement. 

Briefly, coal is the sole fuel that can expand rapidly in wartime, 
assuming it has the excess capacity, excluding only the Southwest 
and the Pacific States in World War II coal supphes 80 percent of 
the ade — energy demand in the remaining part of the country, in the 
first year of that conflict. 

Coal ae yphes SO percent of the increased energy demand in the 
peak year, 1944. Oil and gas lines can’t be suddenly expanded. In 
the conflict, oil was cut off to the east coast, and to some degree to the 
gulf coast. Also, to a large extent, foreign oil goes to war. 

Coal capacity is down very subst: intially from the World War II 
peak. It is down, probably, a third. The number of coal mines is 
down a third. Shipment is down a half. Production, which reached 
630 million tons is now down to nearly 392 million tons, at least that 
was the 1954 experience, which, with the exception of a few years in 
the depression years, on back to 1909 and 1910. 

In 1940, bituminous coal held 61 percent of the United States com- 
petitive energy supply, held that portion of the market. Today it 
is down to 40 percent. 

The point being made, is that if coal is going to reach defense levels 
that may be expected of it in the neighborhood of 650 to 700 million 
tons production, and to repeat the proportionate increases which it 
experiences in World War IT and in World War I, its present produc- 
tion will have to be substantially increased in the neighborhood of at 
least 500 million tons. 

Senator Magnuson. You don’t advocate that we keep coal produc- 
tion at the wartime peak, do you? 

Mr. Epwarps. No, to have a capacity available of 670 to 700 million 
tons. 

Senator Magnuson. A reserve capacity. 

Mr. Epwarps. Yes. These figures indicate, it is my belief, the 
importance of coal in considerations of national defense. Natural 
gas, it is contended, should not be dumped—as a heavy boiler fuel at a 
nominal saving to industry when other fuels such as coal are available 
and needed coal-mining capacity is drying up for lack of markets. 

The third point I would like to deal with goes to the economic 
characteristics of boiler gas, and the factors presented on this subject 
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appear on pages 12 to 25 of my papers. We have mentioned the direct 
sales which are unregulated. 

Senator Magnuson. May I ask a question there? On page 13, you 
point out that 64 percent of the total gas sales are for industrial use, 
and your point being that that is the type of gas sale in which you are 
usually here directing your remarks, you are not directing it to the 
so-called consumer sale of gas¢ That is what you call the dumped gas? 

Mr. Epwarps. I am re ferring to dumped gas, Senator. 

Senator Magnuson. That would be at least from 50 to 64 percent, 
would it not ? 

Mr. Epwarps. No, let me explain, 64 percent of the sales are indus- 
trial. Now, a good one-third of those sales are for boiler gas. It is 

least a third. 

Senator Macnuson. Is that what you call dump gas? 

Mr. Epwarps. That is what we call the dump gas. 

Senator Magnuson. So that would be approximately 20 to 25 per- 
cent of the gas now being transmitted ¢ 

Mr. Epwarps. That is right. 

Senator MaGnuson. And most of your suggestions are directed 
that type of gas? 

Mr. Epwarps. That is the gas with which we have concern, that is 
right. 

I would lke to refer to chart 4, which follows my page 1s. 

This chart shows in the solid line the sharp upward trend in indus 
trial sales of which a good one-third is boiler gas sold to steam 
e lectric utility plants, and does not include the boiler gas to industries 
of which we do not have any good record. 

That upward trend in the industrial production, and in the boiler 
gas, is set up there against the falling and declining life reserve index. 

Now, I would like to pass on to page 15, the point set out and 
demonstrated by the figures on this page being that the most rapidly 
growing m: arket for natural gas is that of boiler gas consumption. 

Since between 1950 and 19: 54, sales of boiler gas to electric utilities 
grew twice as fact as did al} remaining consumption of gas in the 
United States, exclusive of field use and carbon black. 

In the year 1954, alone, boiler gas sales to electric plants grew 12 
percent, while all other growth was at the rate of 3 percent. 

Senator oy nuson. Let me ask this question, and this may be 
the result of a great deal of ignorance about this matter. 

All gas at the end of the line is the same, isn’t it / 

Mr. Epwarps. That is right. 

Senator Macnvuson. It depends on how you sell it, whether you 
classify it as boiler gas? 

Mr. Epwarps. Yes, sir. , 

Senator Magnuson. And boiler gas can be sold cheaper because you 
don’t have the intricate number of lines or pipes that you would have 
to go to the consumer / 

Mr. Epwarps. Yes; it is sold at a very low rate. 

Senator Magnuson. It can be piped in in one pipe to an indus? rial 
plant, while the same gas sold to the housewives would have to be rore 
saleanies because of the number of facilities to pipe it into the in 
diy idual homes ? 
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Mr. Epwarps. That is right. I might make the point there that 
our concern Is not with respect to the diffe ‘rence 1D price of gas sold 
to the utility or to the housewife at her home. There is a vast differ- 
ence, but the sales of boiler gas are very commonly well below the 
sales for resale to large ee ibution utilities, and our concern is that 
some of that gas may be at a non corte si tory rate, or ata rate which 

of no advantage in co nishior ern ith coal. and therefore a sheer 
\ astage of the supply and reserve of fas. 

Senator Magnuson. Well, let me ask you this. Why would an 
industrial plant convert to gas if they could do it just as cheap with 
coal ¢ 

Mr. pw ARDs. They wouldn't do it unless they could get a lower 
price, but the question arises, Is that price compensatory in terms of 
a proper division of cost if those costs are appraised by thi Federal 
Power Commission 4 

Senator Maanuson. Could it be also that it is easier to handle 

Mr. Epwarps. That is a part of the picture, but I don’t think ease 
ot handling hes any great effect there. It is mechanical, whether 


/ 


it is coal or @as. 

Senator Magnuson. It is the pl ice that counts 

Mr. Epwarps. That 1s correct. 

Senator Magnuson. Thank you. 

Mr. Epwarps. The second point I would hke to make in connec- 
tion with boiler gas sales is demonstrated on page 16, and that goes 
to the fact that mue h of this dumped ¢ ‘as Is yer ar-round gas. 

The comparison there indicates that even in the coal oars 

ireas of the Northeast, close to half the gas sold as summer gas is still 
going tee the boilers of the utilities in the coldest quarter of the vear, 
and if we take the total potential sales based on or multiplying the 
summer dumped gas by 4, “we the 4 seasons, we find that the take by the 
utilities of the country over a 3-year period approximated 75 percent 
of their maximum consumption if they got the summer gas all vear 
round. 

The point there made is that low rates that may be predicated upon 
interruptibility actually do not represent any great degree of inter- 
ruption, and when they are interrupted, it is largely just a matter of 
turning a valve. 

Now, on page 18, there are set out certain price comparisons, as is 
alsoon page 19. These are self-explanatory, but the purport of these 
is that there are many sales of dumped gas to boiler fuel, and of direct 
pipeline sales, whic h are at rates very substantially below rates that 
are made by major transmission lines to distribution utilities for 
resale. This does not mean that all of these are noncompensatory, 
but the point we wish to urge is that many of them are so low that the 
serious question arises as to whether or not these are not economically 
justified in the light of a proper distribution of the cost of pipeline 
transmission, and in the interest of conservation. 

I would next like to turn to a table on page 21, which shows a 
breakdown provided for the sales and consumption of natural gas 

Illinois. 

The point there made is that 39 percent of the natural gas con- 
sumed in that State is interruptible industrial gas, and it is sold at a 
price that is slightly less than half that of the industrial noninter- 
ruptible Was, 





AMENDMENTS TO THE NATURAL GAS AC' 1763 


These figures all point to the general question as to the justification 
for the wide spreads in the price at which this dumped gas is sold, 
and whether or not it might not even be in the interest of the pipelines, 
themselves, to forego some of these sales and derive a higher price 
from what they do sell. 

Now, summarizing our views, or conclusions, rather, that are drawn 
from the figures here presented, I would like to refer to the middle 
ot page 22. 

The concern of the coal Indu try is that the Interstate sales of na 
tural gas for inferior uses, and the prices charged, should be subject to 
Federal Power ( ‘omission regulation to the end that such Gas bear “ 
fair proportion of all costs, and that the broad issues of conservation 
and the adequacy of all fuel supplies for national defense be not 
ionored. 

The treatment not only ot public convenlence and necessity, but of 
the public interest in conservation and national defense are critical 
factors upon which administrative agency decisions should turh. 
Where natural gas is burned at cost margins, which are extremely 
small in relation to other available fuels, the lack of a clear-cut declara- 
tion of legislative intent on the weight to be given conservation and 
national defense can result in these latter elements receiving no etle 
tive consideration. 

Senator Magnuson. In other words, you want to show them up a 
bit. 

Mr. Epwarps. That sums it up. 

The last point with which I will deal briefly goes to the anomalou 
regulatory situation created with pipeline sales part regulated and 
part unregulated. 

There is something most unreal about a situation where natural 
gas moving through a common pipeline under conditions of joint 
cost is part regulated and part unregulated. To my knowledge no 
cattle raiser has ever tried to set the market price for beef and hides 
by applying a statistical cost formula to these products while they 
are “still on the hoof.” 

Yet this is the anomalous situation into which the Federal Powe) 
(‘ommission 1s forced. 

The end results on cost, insofar as the large element of pipeline 
capacity costs and fixed charges are concerned, must necessarily be 
arbitrary to a major degree. But arbitrary satistical apportion 
ments, however, have little or no place in market pricing. 

The two elements, (1) variable costs and (2) the grand total revenue 
requirements, are the only cost factors that have economic reality 
in the market pricing of the gas. To force the Federal Power Com 
mission to go beyond this in a situation of joint costs is to force the 
Commission to solve a problem which is basically insolvable. The 
results arrived at can never be viewed as lasting or stable. 

In treating all movements of natural gas as jurisdictional, a long 
step forward will be taken, it is believed, to add market realism to the 
application of the Natural Gas Act. 


63057—55 112 











1764 AMENDMENTS TO THE NATURAL GAS ACT 
CONCLUSIONS 


Taking stock of what has here been said, the supply picture of 
natural gas seems to shape up something as follows: 

The older gas- producing areas in the Appalachian Region of the 
country have long ago reached the ir peak and prices of even 26 cents 
per thousand cubic feet at the well do not serve to bring forth but a 
fraction of the Pas presently needed to supply the local demand. 

The entire Nation now depends on the single State of Texas for half 
its gas supply and the reserve situation in this State in relation to the 
growing demand has been steadily worsening. There are signs that 
a repetition of the Appalachian region experience of a rise to a pro- 
duction peak followed by a slow decline may be repeated in all other 
gas-producing States. 

Whatever new gas is to be found, it is becoming incre asingly costly. 
The distance from the new supp Se to market centers is increasing: 
it is taking more exploratory wells to find gas; the average amount of 
new gas discovered per exploratory well is dropping: and well prices 
are sharp ly rising. 

On the consumer side the picture 1 = of a mixed character with a 
steadily rising demand for natural gas at ever-increasing costs, but 
with a wholly disproportionate part. “of the added gas supply being 
channeled into boiler-gas or other inferior-use saieats. 

A wide spread exists between the prices at which the inferior-use 
gas is sold and the prices received for superior-use gas. It is ex- 
tremely doubtful that such spreads can be economically justified 
the light of all pertinent considerations. 

To sum up, the current volume and the trends in the sale of natural 
gas for inferior uses are not believed to serve the Nation’s best interests, 
whether from the standpoint of conservation of gas resources, the need 
for solid fue ‘Is in defense emergencies, or, indeed, the interests of the 
gas industry’s own superior-use consumers. 

I thank you, Mr. Senator, for the opportunity to appear. 

Senater DanteL. Have you any questions, Senator Magnuson 4 

Senator Maenuson. I have no further questions. 

Senator Daniev. Mr. Hall, do you wish to have your statement 
placed in the record ¢ 

Mr. Haz. I would appreciate having the whole statement appear 
as if read, and in order to accommodate the Chair in its request to ex- 
pedite the proceedings, I will summarize my planned summarizations, 
and see if there can’t be an economy of time in the process. 


STATEMENT OF ROBERT E. LEE HALL 


Mr H iLL. My name is Robert E. Lee Hall. I am general counsel 
of the N National Coal Association, with offices in the Southern Build- 
ing. Washington, D. C. The National Coal Association is the trade 
organization representing in excess of 65 percent of the commercially 
ss ed tonnage of bituminous coal in the United States. By resolu- 
tion of December 9, 1954, the board of directors of the association 
called upon the Congress for “additional legislative standards in the 
Natural Gas Act” which would “lessen the unfair competition to coal 
from natural gas.” We believe that the Kilgore bill, S. 2001, will go 
a long way toward balancing the competitive conditions bet ween natu- 
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ral gas, coal, and other fuels and will meet many of the problems that 
National Coal Association’s board of directors had in mind in refer 
ring to “unfair competition” from natural gas. The position of the 
coal industry on the main issues before your committee in these hear- 
ings is (1) we endorse the Kilgore bill, S. 2001, urging favorable con 
sideration by the Congress in the firm conviction that its enactment 
will serve the best interests of the public and one national security : 
and (2) we cannot support the Fulbright bill, S. 1853, or similar leg 
islation to free the producers and gatherers ie Kederal controls 
unless such legislation is broadened to include the principles of the 
Kilgore bill. 

It is my purpose today to explain the position of the coal industry 
with respect to each of the nine sections of the Kilgore bill and demon 
strate why the public interest requires the enactment of S. 2001 into 
law. 

JURISDICTION OVER DIRECT SALES 


Section 1 of the Kilgore bill, S. 2001, reads as follows: 


Subsection (b) of section 1 of the Natural Gas Act is amended by striking 
out “for resale.” 

By this simple proposed revision, the Federal Power Commission 
would be vested with jurisdiction that it does not now have over 
direct bedastitla’ sales of natural gas in interstate commerce. Such di 
rect sales are usually made to utilities and industrial plants adjacent 
to or near the main pipeline system—usually traditional customers 
of the coal industry. 

An examination of the legislative history of the Natural Gas Act of 
1938 shows that direct main line industrial sales of natural gas were 
granted a spec ific exemp ition from Federal Power Commission juris 
diction on the assumption that such sales, being made directly to con- 
sumers, would be regulated by State commissions and that the public 
would be protected through this process. However, a careful investi- 
gation of this matter discloses that only a handful of State commis 
sions undertake to exercise any regulatory authority over direct in- 
dustrial sales made within their jurisdiction. Thus, we have the 
unique result that a significant portion of the natural gas sold in inter 
state commerce is neither subject to Federal Power Commission regu 
lation nor responsive to any State authority. The public interest is 
not best served by the creation of a regulatory vacuum of this char 
acter. We believe that section 1 of the ‘Kilgore bill should be adopted 
and bring direct sales of natural gas under the jurisdiction of the 
agency best qualified to protect the interests of the public in this 
matter—the Federal Power Commission. 

The Federal Power Commission itself has from time to time rec 
ommended that the Congress amend the Natural Gas Act in order to 
close this loophole in the Federal control over the transportation and 
sale of natural gas in interstate commerce. Specifically, the FPC rec 
ommended such a change in its annual reports to the Congress in 
1940, 1952, and 1953. In addition to this, the recommendation for 
such an amendment appears in the White House Report on Energy 
Supplies and Resources Policy, issued February 26, 1955. We also 
note with interest that the proposal on direct sales contained in sec 
tion 1 of the Kilgore bill, S. 2001, is also contained in section 1 of 

1880, which was introduced in the Senate of the United States on 
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May 3, 1955, by Senator Magnuson, Democrat, of Washington, who ts 
chairman of the Senate Committee on Interstate and Foreign Com 
merce, 

In the report of the Federal Power Commission, Chairman Jerome 
K. Kuykendall to the House Committee on Interstate and Foreign 
Commerce the closing day of the hearings on the Staggers bill (H. R. 


~ 


143), May 2, 1955, it was stated that the majority of the present 
Commission do not favor FPC jurisdiction over direct industrial sales 
because there has been no demand for such regulation by any indus 
trial user and th major ity conclude that the interests of such users are 
adequately safeguarded under the present system of independently 
negotiated sales. Our investigation of the matter -failed to disclose 
that there was any demand for the amendment by “industrial users” 

1940 or in 1952 or in 1953 when the Federal Power Commission 
recommended that its jurisdiction should be extended to include di- 
rect industrial sales. We fail to understand why the majority of the 
Federal Power Commission predicate their recommendation on such 
nebulous grounds as are set forth in the Kuykendall statement. Of 
course the industrial users are not going to band together and present 
to the Federal Power Commission or the Congress a petition to abro 
vate a practice that benefits them at the expense of the general Ccon- 
sumers of gas and the other competing fuels. Therefore, there must 
he other undisclosed reasons why the FPC has suddenly reversed its 
— on this matter in the face of the many public interest consid- 

‘ations justifying Federal control over direct industrial sales. The 
committee should examine into this question so that the record will 
clearly show the considerations which led the Commission to reverse 
its legislative recommendations of 1940, 1952, and 1953. 

The attention of the committee is further directed to Chairman 
Kuykendall’s testimony of May 2 before the House Committee in 
the form of a dissent from the majority view by Nelson Lee Smith. 
Ciddniiieiaees Smith recommends the extension of FPC authority 
over direct industrial sales, pointing out that such extension is de 
sirable: 

(1) to fully implement its ability to prevent undue discrimination, prejudice, 
and preference: (2) to simplify ratemaking procedures generally by avoiding 
the necessity of allocating costs of service between jurisdictional and nonjuris 
dictional sales: and (3) to eliminate any incentive now afforded pipelines to 
raid the markets of their local distributors by reason of the opportunity to there 
by make more profitable unregulated direct sales. 

It is submitted that the public interest reasons for extending FPC 
control to direct industrial sales, as advanced by Commissioner Nelson 
Lee Smith, constitute the real basis for advocating the change proposed 
in section 1 of the Kilgore bill. Commissioner Smith has outlined 
the matters of high public interest which justify action by the Con- 
gress on this subject. We sincerely believe that the Nation’s best in- 
terests require the extension of FPC control to direct sales in order 
to close the present loophole in the law which exempts direct mainline 
industrial sales from FPC control. 


CONSERVATION POLICY 


Section 2 of the Kilgore bill (S. 2001) reads as follows: 


Section 1 of the Natural Gas Act is amended by adding at the end thereof 
the following new subsection : 
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“(d) It is hereby declared that the administration of this act requires the 
establishment of, and adherence to, a policy which will 

“(1) recognize that the national defense and an expanding domestic 
economy require the maintenance of a productive capacity of each of the 
several domestic fuel industries sufficient to meet the current and long 
range fuel needs of the Nation; and 

(2) give effect to sound principles of conservation in the utilization of 
natural gas in order to preserve the available reserves of natural gas for 
purposes which will afford maximum long-range benefits to the public, with 
due regard for the conservation policies and regulations of the producing 
States.” 

Section 2 of S. 2001 would further amend section 1 of the Natural 
Gas Act by adding a new subsection (d) thereto which would require 
the Federal Power Commission to protect the public interest by adher- 
ence to sound principles of conservation in administering the powers 
conferred upon it by statute. The two standards set forth in section 2 
would provide a statutory duty on the part of the FPC to (1) recog- 
nize that national defense and the economy require the maintenance 
of the productive capacity of the several domestic fuel industries, and 
(2) give effect to sound principles of conservation in the utilization 
of natural gas in order to preserve available reserves of this valuable 
fuel. 

At the time that the Natural Gas Act became law, in 1938, it was 
believed that the act was adequate to protect the public’s interest in 
the transportation and sale of natural gas. However, since 1938 there 
has been a 660-percent increase in volume of natural-gas sales. The 
impact upon the Nation’s fuel economy of this new gi: ant in the fuels 
field requires a reappraisal of the adequacy of the act of 1938 in the 


light of existing and forseeable conditions. Senator Magnuson ap- 

pears to agree with this conclusion in the light of the statement that 

- made on the floor of the Senate May 3 when introducing his bill, 
. 1880, to amend the Natural Gas Act: 


The old act, passed 17 years ago, has been outgrown in many respects, and we 
have many bills and suggestions on how we should amend it. * * * To help get 
all suggestions before our committee at the hearing starting next week, I am 
introducing today suggestions made in the annual report of the Federal Power 
Commission for amendments to the act which the Commission believes will mod- 
ernize it and make it meet the changed conditions of the day, conditions which 
did not exist when the original act was passed. 

Messrs. Campbell and Edwards have pointed out the serious situa- 
tion facing the Nation because of the dangerously short period of the 
life expectancy of natural-gas reserves. In the face of the enormous 
growth and expansion of the industry and the resultant accelerated 
depletion of the reserve index for natural gas, it follows that the Fed- 
eral Power Commission should be charged with the specific duty to 
conserve the remaining reserves of this natural resource. It seems 
wbundantly clear that the figure of only 22.5 years of natural-g 
reserves represents a peril point that has already been passed in terms 
of a proper margin of safety for the best wartime and peacetime 
interests of the Nation. Meanwhile, the reserves of coal stand at more 
than 2,400 years, based upon present consumption. Uncontrolled dis- 
tribution of natural gas for purposes that may well be served by other 
fuels does not constitute the exercise of sound principles of conserva- 
tion in relation to a diminishing natural resource such as natural gas. 
We believe that the Federal Power Commission has an obligation to 
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protect the public’s interest in preserving the available supplies. Sec- 
tion 2 of the Kilgore bill would represent a mandate from the Con- 
eress to the Federal Power Commission which would enable it to meet 
this obligation and responsibility to the public and should be enacted 
into law. 

As pointed out in the statement of Mr. Rolla D. Campbell. FPC 
reports of 1940, 1944, 1948, 1951, 1953, and 1954 have called for an 
enlargement of powers in the field of natural-gas conservation. For 
example, in the 22d Annual Report (1953) of the Federal Power Com 
mission to the Congress, it was recommended that the Natural Gas 
Act be amended so as to provide for the right to exercise end-use con- 
trol “when required for national defense or to safeguard the available 
supply.” Ilowever, this recommendation appears To have been mod) 
fied to a slight degree in the last annual report (1954) of the FPC to 
tlie ( ‘Oongress, limiting the applicat ion of this power to national defense 
and emergency situations. In any event, it is a reasonable conclusion 
to draw from an analysis of the past recommendations of the Com- 
mission that the public interest requires further direction from the 
Congress in the matter of conservation of the valuable natural re- 
source—natural gas, 

In the hearing before the House Committee on Interstate and 
Foreign Commerce, in connection with the Staggers bill (H.R. 4943), 
Federal Power Commission Chairman Kuykendall made no recom- 
mendation for or against the conservation provisions of the Staggers 
bill which are identical with section 2 contained in the Kilgore bill. 
Since the Chairman did not hesitate to attack certain other provisions 
of the Staggers bill, it seems to be a proper conclusion that the attitude 
of the FPC toward the conservation oe isions of the bill is one of 
neutrality. It would be difficult to see how the Commission could 
se ‘riously oppose a proposal on conservation in the light of the his 
torical position of the Commission in favor of enlargement of its 
conservation } owers with respect to natural gas. 

The principles of conservation are particularly applicable to the 
field of our natural resources. Conservation has been applied to 
atomic energy, waterpower, forests, and many other phases of our 
natural resources. There is no reason why conservation should not 
also be applied to the valuable diminishing natural resource—natural 
gas. The time is long overdue for the Congress to interest itself in 
this problem. The overall best interests of the Nation, our national 
security, and the achievement of a balanced fuel economy in the United 
States require amendment of the Natural Gas Act now to protect these 
interests. 

We believe that the Federal Power Commission has a duty and obli- 
gation to do more than just administer the act with a view toward 
expediting the expansion of the natural-gas industry. It has the 
higher obligation to consider the effect of the impact of the enormous 
growth and expansion of these natural-gas distribution systems on 
the Nation’s economy and competing fuel industries if the public 
interest is really to be served. The 660-percent growth since 1938 
does more than just suggest that the Federal Power Commission’s 
duties and obligations should be enl: irged in proportion to the growth 
of its responsibilities to the public. Section 2 of the Kilgore bill goes 
a long way toward giving much-needed congressional direction to the 
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Federal Power Commission to thus broaden its responsibilities and to 
achieve a necessary balance in the Nation’s fuel economy. 


REDEFINITION OF ““NATURAL GAS COMPANY” 


Section 3 of the Kilgore bill (S. 2001) reads as follows: 


Paragraph (6) of section 2 of the Natural Gas Act is amended to read as 
follows: 

“(6) ‘Natural gas company’ means a person engaged in the transportation o1 
sale of natural gas in interstate commerce.” 

Section 3 of S. 2001 merely reflects necessary changes in section 2 
of the Natural Gas Act in order to have the act conform with the 
change set forth in section 1 of S. 2001, which proposes to vest the 
FPC with jurisdiction over direct sales of natural gas. This section 
would obviously have to be further revised if the Congress sees fit 
to exempt the production and gathering of natural gas from Federal] 
controls. However, there is no basic conflict between the Kilgore and 
Fulbright bills that cannot be reconciled by a few simple changes in 
the language in each bill. 


DEFINITION OF “INTERSTATE COMMERCE” 


Section 4+ of the Kilgore bill (S. 2001) reads as follows: 


Paragraph (7) of section 2 of the Natural Gas Act is amended to read as 
follows: 

“(7) ‘Interstate commerce’ means commerce between any point in a State and 
any point outside thereof, or between points within the same State but through 
any place outside thereof, or between any point in a State and any foreign nation, 
but only insofar as such commerce takes place within the United States.” 

Section 4 of S. 2001 would amend subsection (7) of section 2 of the 
Natural Gas Act by clearly defining the term “interstate commerce” 
so as to include commerce between points in any State and any point 
ina “foreign nation.” The effect of this proposed change is to make 
the importation of foreign natural gas subject to the same require- 
ments applicable to domestic suppliers of natural gas. This proposed 
amendment was endorsed in principle by the Federal Power Commis- 
sion in its annual reports to the Congress o7 1951, 1952, 1953, and 1954. 
We note that this proposed change 1s also contained in the Magnuson 
bill (S. 1880), which was introduced in the Senate May 3, 1955. 


STANDARDS FOR NATURAL-GAS IMPORTS 


Section 5 of the Kilgore bill (S. 2001) reads as follows: 


Section 3 of the Natural Gas Act is amended 

(1) by striking “an order of the Commission authorizing it to do so” and 
inserting in lieu thereof “a certificate of public convenience and necessity 
as required by section 7 of this Act”: 

(2) by striking out the second sentence and inserting in lieu thereof the 
following: *’The Commission shall issue such certificate of public convenience 
and necessity upon application, after opportunity for hearing, only if it 
finds that the proposed exportation or importation will be consistent with 
the public interest and the provisions of section 1 (d) of this Act.” 

Section 5 of S. 2001 would amend the Natural Gas Act by adding 
a provision which would require natural-gas companies to secure a 
certificate of public convenience and necessity when seeking authority 
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to import or export natural was. Due to the wording now contained 
in section 3 of the Natural Gas Act, only “an order” of the Commis- 
sion is required, The bill further proposes the deletion of the present 
provision therein which requires the Commission to grant an import 


or export application unless it finds that the importation or exporta- 
tion will “not be consistent with the public interest.” It is believed 
that the present standard is not sufficient to protect all American 
interest particularly such affected interests as coal, railroad, and 
labor groups. The principal objective of the change proposed in 
section 5 of S. 2001 is to require that all import and export applica- 
tions be subject to the standards contained in section 2 of the bill, as 
well as the requirements presently contained in section 7 (e) of the 
Natural Gas Act. There is no sound reason for continuing the present 
policy which affords preferential treatment for foreign sellers and 
users of natural gas at the expense of American industry and labor. 


RATEMAKING FORMULA 


Section 6 of the Kilgore bill (S. 2001) reads as follows: 


Subsection (a) of section 4+ of the Natural Gas Act is amended (1) by inserting 
‘or is inconsistent with section 1 (d) of this Act” immediately before “is hereby” 
anc (a) by adding at the end thereof the following new sentence: “No rate or 
charge shall be considered just or reasonable which is less than the cost of such 
gas plus the cost of transportation and sale, and a fair proportion of the fixed 
charges.” 

Section 6 of S. 2001 would amend subsection (a) of section 4 of the 
Natural Gas Act by adding a sentence which would prohibit the sale 
of natural gas at a price less than its cost, including the cost of trans- 
port ition and sales, plus a fair proportion of the fixed charges. This 
provosal is in harmony with the coal industry’s policy against 
the dumping of natural gas at a price less than the average cost at the point of 
consumption, plus a reasonable profit 
as expressed in the policy statement of the competitive fuels com- 
mittee of National Coal Associatron on December 10, 1954. It is 
also in consonance with the recommendation made in the White House 
Report on Energy Supplies and Resources Policy of February 26, 
1955, wherein the Cabinet committee recommends 
that appropriate action be taken that will prohibit sales by interstate pipelines 
either for resale of for direct consumption, which drive out competing fuels 
because the charges are below actual cost, plus a fair proportion of fixed charges. 

The provision, if enacted into law, should serve to restore, at least 
in part, the competitive balance between natural gas and other com- 
peting fuels, particularly coal. 

It is interesting to note that Chairman Kuykendall, in his May 2 
testimony before the House, asserted that section 6 here under consid- 
eration did not have the support of the Federal Power Commission 
because it would be difficult to administer. However, Chairman 
Kuykendall made the following additional statement with respect to 
this <ubject matter: 

The Commission would favor any measure which specifically prescribes that 
any rate must be compensatory. 

In view of the finding and recommendation made by the Cabinet 
committee and the affirmative recommendation by Chairman Kuyken- 
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dali to the effect that rates and charges should be compensatory, it 
seems inescapably clear that the public interest requires a revision in 
the Natural Gas Act along the lines proposed in section 6 on the Kal 
gore bill. This is a provision which would empower the Commission 
to require that all natural gas sales bear a fair proportion of the costs 
of the transportation and sale of natural gas, plus a reasonable pro 
portion of the fixed charges. The consumers will benefit from such 
a provision. It also could serve as a means of effectuating the con 
servition of natural gas through the discouragement of its unwise dis 
sipation because of unrealistically low prices to industrial customers 


INTERVENTION IN NEW RATE CASES 


Section 7 of the Kilgore bill (S. 2001) reads as follows: 
Subsection (e) of section 4 of the Natural Gas Act is amended 
(1) by striking out “or State Commission” and inserting in lieu thereof 
“State commissiou, fuel competitor, or fuel transporter,” ; 
(2) by striking out “service;” and inserting in lieu thereof “service, and 
whether the same is consistent with section 1 (d) of this act;”; and 
(3) by striking out “the Commission shall not have authority to suspend 
the rate, charge, classification, or service for the sale of natural gas for 
resale for industrial use only; and”, 

Section 7 of S. 2001 would amend subsection (e) of section 4 of the 
Natural Gas Act by inserting the words “fuel competitor or fuel trans 
porter” for the purpose of giving fuel and transportation interests the 
specific right to intervene in rate cases before the Federal Power Com 
mission. It isthe present policy of the Federal Power Commission to 
permit coal, railroad, and labor interventions in rate cases only on 


rare occasions, and the on an extremely limited basis. The purpose 
of section 7 of the bill is to guarantee the right of affected parties to 
intervene in rate proceedings before the Federal Power Commission. 


REVISION OF DISCRIMINATORY RATES 


Section 8 of the Kilgore bill (S. 2001) reads as follows: 


Subsection (a) of section 5 of the Natural Gas Act is amended 
(1) by striking out “or gas distributing company, fuel competitor, or fuel 
transporter,” 
(2) by striking out “or preferential” and inserting in lieu thereof ‘‘prefer- 
ential, or inconsistent with section 1 (d) of this act.’ : and 
(3) by striking out “: Provided, however,’ and the remainder of the 
subsection and inserting in lieu thereof a period. 


Section 8 of S. 2001 would amend subsection (a) of section 5 of the 
Natural Gas Act in substantially the same manner and for the same 
purposes outlined in the paragraph next above. 


STANDARDS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 


Section 9 of the Kilgore bill (S. 2001) reads as follows: 


Subsection (e) of section 7 of the Natural Gas Act is amended by inserting 
immediately after the first sentence thereof the following new sentence: “In 
determining whether the present or future public convenience and necessity 
requires the issuance of a certificate, the Commission shall give effect to the 
provisions of section 1 (d) of this act.” 


Section 9 of S. 2001 would amend subsection (d) of section 7 of 
the Natural Gas Act by adding a provision requiring the Federal 
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Power Commission to vive etfect to the conservation standards set 
forth in section 2 of the bill. In determining whether a certificate 
of public convenience and necessity shall issue, the Commission is 
presently required to consider only whether an applicant is able and 
willing to do the acts ~~ perform the service and whether the pro- 
pos sed service is or will be required by the present or future public 
convenience and necessity. This illustr: ates the absence of any effec- 
tive standards to guide the Commission in the exercise of its high 
statutory duty to protect the public interest. The willingness of 

natural-gas company to perform, and the so-called pub lic convenience 
and necessity aspects are totally inadequate standards in the light 
of the enormous growth and expansion ot the | natural-g@as industry 
and the resultant impact on the overall fuel economy of the Nation. 


CONCLUSION 


In summary, I would like to point out that the major changes 
which would he accomp lished by S. 2001 would be the following: 

|. Federal regulation would be extended to direct sales to indus- 
trial consumers, with a proh ibition against the continued sale of gas 
to such consumers at a p Hes less than the cost of such gas plus a fair 
proporti on of { ixed charges. 

2. Sound conservation policies would be declared by the Congress 
to be followed by the Federal Power Commission in the regulation of 
the transportation and sale of this valuable and extremely limited 
natural resource. 

$. Applications to import or export natural gas would be made 
subject to the same standards which are applied by the Federal Power 
Commission to applications for domestic natural-gas service. 

We believe that these changes would be in the public interest. The 
net result would be beneficial to the coal industry because the industry 
would then be better able to maint: un that productive capacity which 
is essential for the security of the Nation. Moreover, these changes 
would benefit the general public because they would assist in pro- 
longing the availability of natural gas for the general public by 
decreasing the wasteful use thereof. We believe, in short, that the 
principles of S. 2001 would go far toward accomplishing the objec- 
tives considered so essential by President Eisenhower, who directed 
his Advisory Committee on ies ‘rgy Supplies and Resources Policy 
to evaluate all factors pertaining 
to the continued development of energy supplies and resources fuels in the United 
States, with the aim of strengthening the national defense, providing orderly 
industrial growth, and assuring supplies for our expanding national economy 
and for any future emergency. 

It shall be my purpose to point out what we regard as four of the 
major items contained thereto, and emphasize the importance of those 
items to the coal industry, and assert the reasons why we feel the 
public interest requires that they be adopted. 

You have heard from Mr. (¢ Campbell and Dr. Edwards, about our 
interest and concern in the present exemptions in the Natural Gas 
Act for direct sales of natural gas. There is a real reason for that, 
and the reason is that under the present makeup of the Natural Gas 
\ct, it permits the natural-gas companies an unfair competitive con- 
dition with which we have to compete. 
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That is to say, without regulation by the Federal Power Commis- 
sion, they can go in and take coal m: arkets without an account: ability, 
or without the responsibility to the Federal Power Commission. 

It is a gap in the regulation of truly interstate commerce aspects of 
the transportation and sale of natural ga 

I wanted to emphasize this aspect of a character of natural-gas 
competition as it now affects the coal industry. 

Mr. Campbell pointed out that the Federal Power Commission 
pointed out in 1940, and in 1952 and 1953, recommending that such 
sales be covered. The same is covered in the White House report on 
energy resources and supplies, but in the statement of Chairman Kuy- 
kendall. of the Federal Power Commission, this year the recommenda- 
heen reversed. 

We direct attention to this fact in the hope that the committee will 
examine into the question of why the change of position with respect 
to this important subject in the ight of historical position of the 
Federal Power Commission. 

In the very same report on S. 2001, which is before your commit- 
tee, and was presented to the committee by Chairman Kuykendall, 
Commissioner Nelson Lee Smith, who is a veteran on the Federal 
Power Commission, in a dissent recommended that the Federal Power 
(Commission, based on his experience on the Commission, should have 
control over the dire ct sales ot natural gas, and for the record and for 
the purpose of presenting it to you here, and to emphasize the rea 
sons assigned by Commissioner Smith, I would like to read what he 
has to say with respect to that, and that is on page 4. 


tion has 


Commissioner Nelson Lee Smith recommends the extension of FPC authority 
over direct industrial sales, pointing out that such extension is desirable: 

(1) to fully implement its ability to prevent undue discrimination, prejudice, 
ind preference; (2) to simplify ratemaking procedures generally by avoiding the 
necessity of allocating costs of service between jurisdictional and nonjurisdic- 
tional sales; and (3) to eliminate any incentive now afforded pipelines to raid 
the markets of their local distributors by reason of the opportunity to thereby 
make more profitable unregulated direct sales, 

Therein lies the real reason why direct sales should be covered by the 
Federal Power Commission. 

The reasons assigned in the majority view of the Federal Power 
Commission fail to be impressive to us, or persuasive upon examina- 
tion. They have said there is no demand for such coverage on the 
part of industrial users. 

Now. this is indeed a very peculiar reason to assign. The industrial 
users are the beneficiaries of this practice, and this loophole in the 
Natural Gas Act. 

Of course they are not going to ask that the Federal Power Com- 
inission regulate the direct industrial sales and assign to such sales 
the fair share of the cost of the transportation and sale of natural gas. 
Of course they are not going to ask for that, so it is our view that it 
should be the duty of the committee to ascertain the reason why the 
Commission has reversed its historical position on this, and pay par- 
ticular attention to the reasons assigned by Commissioner Nelson Lee 
Smith for the public interest aspect in support of this recommenda- 
tion. 

I would say to Senator Magnuson, who has mentioned that there is 
a pipeline coming out toward his State at a rapid rate, he should be 
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very much interested in this question of the Federal Power Commis 
sion’s exemption, that is to say the exemption for natural-gas com 
panies from the regulation of its direct sales. 

It is going to affect your operations out there, the consumers that 
you are concerned with. 

The common practice we have experienced has been that the pipe 
lines get their certificates of public convenience and necessity with a 
few odd industrial sales shown in their original plans. Thereafter, 
once the line is in, they have a free hand to shop around for industrial 
Was, and in so doing, they can make any price they desire, and it does 
not bear its fair share of the cost. 

These are the things we feel that represent at least one phase of an 
unfair competitive advantage enuring to the benefit of the natural-gas 
pipelines. 

We feel that Congress should pass the section 1 of the Kilgore bill, 
and section lL of Senator Magnuson’s bill, which happens to be identical 
in principle. 

The conservation question has been fully gone into by Mr. Campbell, 
and the figures thereon have been given by Dr. Edwards. I can’t pass 
it over, though, without some heartfelt comment of my own on the 
subject. It does defy the understanding why the Congress would not 
respond to the repeated cries of the Federal Power Commission in 1940, 
in 1944, the voices of Smith and Wimberly in the natural-gas investi 
gation in 1948, and also inherent in the legislative recommendations to 
the Congress in 1951, and 1953 and 1954, for some direction in the 
matter of conservation. 

The figures do not lie. They are there, they are incontrovertible. 

There may be some disagreement over exactly when the point ot 
exhaustion will be reached, but we eall it the peril point at this time, 
and I think history will bear us out. 

The Fe deral Power ( ‘ommission, I said in the House, has se srved 
its vw arning on the Congress. They have said from time to time, we 
need further direction in order to conserve natural gas properly. 

I don’t think any competent observer can deny that conservation is 
necessary now, not after the horse has been stolen. 

I feel strongly on it, because I believe it is etched with a high public 
interest, and it happens to serve, of course, our particular interests, 
too, but this is not a crime because we feel that we are being ousted 
from the market by, or because of the absence of proper attention to a 
high public duty. 

Now, an additional factor which we feel is important is the defini- 
tion of interstate commerce phase, which was briefly alluded to 
earlier. Again I would state to Senator Magnuson, who has mentioned 
an interest in the prospect of gas from the South and the possibility of 
gas from the North, that it would be unfair to the rest of the country 
not to expect foreign gas to meet the same standards of domestic pro- 
ducers. Briefly passing over this, I can only say that the House 
committee re ported out the section 4 in its bill and presumably the 
section will receive careful and favorable attention of this committee. 

Lastly, the ratemaking-formula provision in section 6 of the Kilgore 
bill, beginning on page ‘10 of my statement, reflects the recommenda- 
tion of the President's Cabinet Committee which specifically, in sec- 
tion 2 thereof, recommended that there should be a fair division of 
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the cost of the transportation of all natural gas, that for direct sale 
and that for resale. 

In commenting upon this particular provision—that is section 6 
of the Kilgore bill—and on section 6 of the Staggers bill in the House, 
the Federal Power Commission filed a report wherein they took excep- 
tion to the language, but specifically endorsed the principle when they 
said that the Commission would have no objection to the inclusion 
of a provision in the Natural Gas Act, or an amendment thereto 
whereby rates and charges should be compensatory. 

Now, we do not know entirely how the Supreme Court is going to 
interpret the word “compensatory” any more than we know how 
they are going to interpret the present language in section 6 of the 
Kilgore | ‘ill, but we do know that what the Federal Power Commission 
has said and what we believe needs to be done are one and the same 
thing—a fair share of the charges must be charged against all gas 
and not permit one portion of it an unfair advantage to elbow coal 
out of its markets because of this situation. 

Now, sections 7 and 6, as shown on pages 12 and 13 of my statement, 
refer to provisions in the Kilgore bill which apparently are designed 
to permit affected parties a more active participation in rate cases 
before the Federal Power Commission. We endorse this idea feeling 
that it is necessary to affected parties to have their voice heard in such 
proceedings. 

It is quite possible that insofar as our interests are concerned that 
arate could be too low, or could be too high. 

Our views, its effect upon competing fuels we feel is something 
that should be accorded a better hearing than is now the rules and 
practice before the Federal Power Commission. 

Lastly, on section 9, that proposes that the standards set forth 
section 2 of the Kilgore bill be referred to by direct reference as a 
standard which the Federal Power Commission must consider in its 
certificate proceedings. That is to say, they must consider the prob- 
lems and questions of conservation. 

These things that I have highlighted we sincerely believe are in 
the public interest. They are in our interest. We believe that the 
Congress has an obligation to examine carefully the contentions of 
record here, and act favorably upon these principles in order to better 
balance the competitive conditions with which we have to compete 
as an important element and segment of our fuel economy. 

Thank you, gentlemen. 

Senator Monroney. Thank you very much for your statement, 
Mr. Hall. 

Senator Magnuson. This gas bill up here, these so-called gas bills- 
the Kerr bill, the Fulbright ‘bill, and the other bills—have been back 
and forth up here for many years. You didn’t propose these amend- 
ments at that time, or did you? 

Mr. Haru. No, sir; we did not. 

Senator Magnuson. I think the record ought to show, you probably 
have a pretty reasonable explanation why, because the same propost- 
tion has been before us, now, on a few other occassions. 

May I suggest that is because the plight of the coal industry was 
not the same as it seems to be now ? 

Mr. Hav. The plight of the coal industry in 1947, as indicated 
by the production figures, was good. The Kerr bill, which received 
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the consideration of the Congress in 1950, came at a time when the 
Korean conflict began. Insofar as the policymakers for coal are Con- 
cerned, it seems an inappropriate time to pursue such objective as you 
have in mind, but more specifically, it has been since 1946. 

Senator Magnuson. I have no objective in mind. 

Mr. Hay. Since 1946, 1948, 1949, and 1950, the full impact wantin 
conditions about which we complain have been felt by the coal i 
dustry, so this is the day, this is the minute, this is the hour for our 
contention, sir. 

Senator Magnuson. In other words, at that time, you didn’t have a 
full realization, I take it, of how these two problems interconnected. 

Mr. Hauy. I think you should keep in mind that since 1938 the 
natural-gas industry has ex panded 660 percent, and a major me fg 
tion of which has occurred since the period which you mentioned, 
that all the while we were awaiting de velopments, of course, the F Sed. 
eral Power Commission was merrily certificating one new gasline 
after another, and it compounded, of course, the problems with which 
we are now faced. 

Senator Magnuson. Well, don’t you think there were two elements, 
one, the coal industry was going down, and another, the gas industry, 
Was going up, and therefore, the contrast became even greater ? 

Mr. Hau. I rather think they are more related than that. 

Senator MaGnuson. The gas industry was expanding. The coal 
industry was then going down, so the contrast to your eyes become 
greater. I wanted the record to show so they won't ask why thes are 
coming in now when this 1s an old chestnut with us here. 

Mr. Hauu. I believe there is a cause and effect about the two things 
to which you alluded. 

Senator Monronry. Thank you very much, Mr. Hall, for your state 
ment. 

Our next witness is Mr. James D. Francis, president of the Powell 
ton Coal Co., Huntington, W. Va. 

Mr. Francis, we hope you will be able to summarize your state 
ment so that we can take care of the remaining witnesses. 

Mr. Francis. I will try to do that, Mr. Chairman. 

I live in Huntington, W. Va., the same city Mr. Campbell lives in. 


STATEMENT OF JAMES D. FRANCIS, PRESIDENT OF THE POWELLTON 
COAL CO., HUNTINGTON, W. VA. 


Mr. Francis. The facts presented by the National Coal Association 
witnesses are all facts that I generally agree with. I don’t agree that 
the legal remedy suggested is adequate, and I am somewhat surprised 
that even the natural gas and oil industry are apparently willing to go 
along with the remedy of trying to free natural-gas sales from Federal 
control, and then giving the pipelines the right to buy that gas, and 
then the Commission to approve the sale price or not. This is not free 
enterprise. 

After a producer has sold his gas, the pipelines have bought it, then 
to have the Federal Power Commission say that price is fair or un- 
fair, is a very new thing in any legal procedure that I know about, 
and it does not really free the natural gas from Federal control. The 
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Harris-Fulbright bill puts a veto power on each sale back into the 
Federal Power Commission. 

For 10 years I was a member of the board of directors of the United 
States Chamber of Commerce, and for 8 of those 10 years I was chair 
man of their natural resources committee, which gave me an oppor- 
tunity to work with the oil and gas producers and the other natural 
resources of the country. 

I have felt for many years that we should ask Congress to change 
this Natural Gas Act of 1938. I have urged it in various coal meet- 
ings that I have attended, and in some meetings of the mineral re- 
sources section of the American Bar Association, but I have not here- 
tofore brought it before a congressional committee. 

I think the situation has arrived at a point, from the standpoint of 
the national economy and national welfare, where we should now, be- 
fore passing another gas act that may be on the statute books for 
another 20 years, consider carefully what action should be taken. 

I have studied all the bills that are before you, and have studied 
the Cabinet Committee report dated February 26, 1955, which has 
been referred to here. The tendency of that report is very much in 
line with the Fulbright bill, but leaves to a Federal commission the 
duty of not only hearing and deciding cases from a legal standpoint, 
Lut gives them the power to make rules and regulations with the force 
of law, and in my opinion, will not work. Uncertain legislation 
caused the Supreme Court decision in the Phillips case. 

I am here to suggest to your committee and to Congress that you 
consider making the natural-gas transportation lines common car- 
riers, with the same privileges, rights, and duties that the railroads 
have to shippers and receivers of all goods by rail—that in this way 
you could free natural gas from Federal control and protect the pro- 
ducer and consumers of natural gas in seeing that the transportation 
services and charges are made fair and equiti ible, and that the natural- 

‘as producers be relieved from Federal price fixing and sell their prod 
ucts in a free competitive a at its real value like producers of 
other fuels, raw materials, or manufactured products. 

That can be done. The Socal of the production of gas can be 
left in the various States. I live in West Virginia; we are a gas pro- 
ducer. Conservation can be looked after, and the life of the gas wells 
can be extended. 

I believe if you will do this, you will increase the incentive to find, 
develop, and conserve our natural-gas supplies, that if the producer 
has the right to sell his own gas in interstate commerce and if the 
consumer or local distributing companies have the right to buy the gas 
from the producers, we will arrive at a situation where there will be 
minimum Government controls of industry, where gas will sell at its 
true market value, and where the consumers buying in a market that 
has a plentiful supply of gas will be able to get t'and maintain reason- 
able prices for the gas they buy for use or distribution ; and that if this 
is done the coal and fuel-oil producers will be relie *ved from the most 
severe competition of natural gas being dumped in markets, where 
fuel oil and coal are normally sold, at prices less than the real com- 
petitive value thereof. 

Now, we all in the coal industry realize that in the South Centra] 
States of Louisiana, Texas, Oklahoma, and Arkansas, natural gas is 
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your principal fuel and largely sold intrastate and there is where the 
bigger supply is and that is where the bigger supply will be used. 

So far as I know 

Senator Monroney. We have a great deal of coal in our State, too, 
but because of the competitive factor, and convenience, coal is de- 
pressed while gas is demanding higher and higher acceptance. 

Mr. Francts. I know a good many of your coal producers ; oa y a 
friends of mine. You have very good coal. I know some of it is 
going out to the Kaiser plant in ¢ ‘alifornia. 

So far as I know common carriers exercising public rights and 
public privileges under our Anglo-Saxon system of laws have always, 
as a price of hav ing the right to condemn rights- of-w: Ly over lands 
of individuals or having rights to use the public roads and public 
property, been required to serve the public and carry freight and 
passengers of all kinds without discrimination and at reasonable and 
uniform rates. 

In England the stagecoach was required to give equal service to all 
passengers until his coach was full. As our railroad systems de- 
veloped in America these rules did not always apply and as our anti- 
trust laws came into being and were —— and as some of our rail- 
road transportation companies engaged in various types of produc- 
tion and ~~ of goods in « ‘competition with athe *r producers and shippers 
of goods, Congress in its wisdom in 1906 passed the Elkins Act and 
later the oe Act to provide that the railroad transportation 
companies could not engage in both production and transportation of 
the same commodity. This matter was up for consideration before 
the Supreme Court in the case of 1’. S. v. Delaware, etc., R. Company, 
and in that case the Court said: 

This paragraph was intended to prevent railroads from occupying the dual 
and inconsistent positions of public carrier and private shipper. U.S. v. Dela- 
ware, etc., R. Company (238, U. 8.516) 

Today the natural-gas transportation lines occupy the same incon- 
sistent position in the transportation of natural gas. What I am 
urging that you do is to apply thé same general standards to gasline 
transportation as you have applied to railroad transportation in the 
interest of fairness to the producers and the receivers of goods so that 
there will not be any unfair restraint on commerce. 

Any limitation on the rights of producers of gas to sell their gas at 
its fair market price to consumers and make a reasonable profit thereon 
puts the natural-gas producer in a position where he is compelled to 
sell to the common carrier who has the power to refuse to buy or to 
provide transportation at fair and equitable rates. 

[ am well aware of the fact that there are many people who think 
that it is not practical to treat natural-gas interstate transportation 
lines as common carriers. I personally see no reason why such in- 
erstate gas-transportation lines cannot operate successfully as com- 
mon carriers subject to reasonable rules and regulations laid down 
under the direction of Congress and continue to be successful and 
prosperous transportation units. 

The argument is made that consumers will not be able to be assured 
of a supply of natural gas unless they can buy from the pipeline; that 
the many producers of gas over the Nation cannot find their own 
market in which to sell gas; and that the passage of a common-carrier 
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act of the type I am suggesting would make for confusion and would 
not ultimately help the natur: al gas producer or the consumer. These 
arguments are not facts. 

Natural gas is the only commodity as far as I know that has no free 
market in which it can sell its product. Prior to 1906 the coal in 
dustry was in a very substantial degree controlled by the railroads 
and until after the passage of the Elkins Act and the Hepburn Act 
passed in 1906 to become effective in 1908, the railroads could own 
coal lands and coal mines and compete with the commercial producers 
of coal. The Elkins and the Hepburn Acts took the American rail 
roads out of the coul-producing business to the substantial advan 
tage of the railroads, the coal producers, and the coal consumers. it 
did not lessen the ability but increased the ability of the coal pro 
ducers to sell their products in a free market but made it possible for 
the coal consumers to buy their coal supply from many different coal 
produc ers at competitive prices. 

Prior to 1906, in many cases the coal producer went into the con- 
sumer’s office to sell him coal, they discussed it, decided how much 
the railroad would get and how much the coal operator would get. 
The tariff in etfect had no effect at all. It took 5 or 6 years after that 
law was passed—I was practicing before the Commission in those 
years—to get that actually into effect. 

There are approximate ly as many thousand people engaged in pro 
ducing, selling, and shipping coal as there are vrai ing and selling 
natural gas. The producers of ee, now know the amount of the 
freight rates to their respective markets _ the competitive rates from 
other coal- producing districts and they can select the markets in 
which they can attempt to sell their osedeael to the greatest advantage 
They sell it on short- and long-term contracts and on spot sales. 
Consumers can also select the regions from which they desire to buy 
their coal, and many of the larger plants buy coal from a few pro 
ducers or from dozens of producers. Some buy under short- and 
some under long term contracts, but the railroad is not permitted to 
discriminate bet ween producers on rates for transportation or to favor 
one poducer over others. ‘The same situation exists with producers 
of lumber, iron ore, and thousands of other raw and manufactured 
products. All that can apply to natural gas. 

I can see no more reason for the Federal Government fixing prices 
on natural gas directly or indirectly than their fixing prices on all 
other produc ts which re: ally would bring us into the socialistic state. 
Government price fixing in industry generally would mean Govern- 
ment wage fixing, Government salary fixing, and Government con- 
trol of our economy. 

In our own State I see gas sold at 16 cents. 18 cents, 26 cents. In 
the last 2 or 3 years, the big man gets the 26 cents and the small man 
gets the 16 cents, and he doesn’t get quite as good service from the 
pipeline. 

Down in the Southwest a lot of gas is sold under contracts for 2. ie 
or 4 cents, and your average of 9 cents down there is a combination 
of those low-priced contracts—which seem to be in the majority—and 
your high-pri e contracts at 20 cents, or more, that balance out to just 
under 10 cents today, I believe. 


63057—55——-113 
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The statement has been made by opponents of the idea that gas can- 
not be shipped separately and delivered separately like coal or ee 
and many other products. This is true, but gas is sold on its B. t. u. 
value—as Dr. Edwards has said—and the seller and the pipe roy can 
know the number of B. t. u.’s delivered to the pipeline by the producer 
and the amount of B. t. u.’s delivered to the customer 

Grain going through elevators is graded and mixed in the elevator 
just as gas would be mixed in a pipeline. 

It is true that there is a difference in the quality of gas, that some- 
times sulfur must be removed from gas; but I see no reason why the 
producers cannot perform this service or why, if done by the pipelines, 
the pipelines cannot make a reasonable charge, for doing this or why, 
if necessary, they cannot remove the nature ~al- gas liquids and make 
proper credits under rules set out by the Commission for handling the 
natural-gas liquids. 

We ship coal to eee oenen r plants, and we have all kinds of 
special rates for special services by the Interstate Commerce Com- 
mission. 

The pipelines do store natural gas, and I see no reason why they can- 
not be permitted to continue to store natural gas and make a reason- 
«ble, profitable extra charge for so doing. If the Federal control and 
regulation of the gas industry is limited to the control of pipelines and 
is not broadened to include the control as it is today of the production 
of natural gas and the selling price of natural gas to the consumer, 
you can eliminate a tremendous amount of Federal interference in pri- 
vate business. 

At this point I am going to say that the consumer of gas, the house- 
hold user, is protected by his own State i aws. ‘The man from Massa- 
chusetts, Rhode Island, Connecticut, or New York who thinks he is 
paying too much ought to depend spel his State public service com- 
mission to protect him from too high charges, because those charges 
are regulated by the State commissions. Federal Government has 
never attempted to take control of it, and they should not now. 

We have a great variety of prices in various cities. Some of them 
are as much as 50 cents a thousand higher than others that are close 
by. Milwaukee is about 50 cents over Chicago. 

To accept the statement that common carriage of natural gas is 1m- 
possible or impractical is to accept what you may find, and I believe 
will find, to be self-serving declarations by the pipelines who desire to 
buy gas at the point of delivery at the lowest possible price; to operate 
their facilities at 100 percent capacity ; and to be able to not only make 
a profit from operating interstate pipelines, where they have all the 
rights of eminent domain without the responsibilities usually coupled 
with the granting of such rights, but to make an additional profit on 
gas bought or produced by the pipelines. Al] industry would like to 
operate at 100 percent, but this deprives the natural gas producers of 
their right to sell them gas in the current market at the best prices 
obtainable. Oil wells do not produce at full capacity. Coal mines 
can only produce when they have markets for their product. 

There is a great deal being made of the fact that if natural gas 1s 
not controlled it will result in unfair prices to millions of household 
consumers. In my opinion, this is not correct and oo est preneriaes 

the household consumer could have on his natural gas prices is for 
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there to be an ample supply of natural gas available under proper 
conservation principles over as long a per iod as possible. One of the 
things that inevitably brings about high prices to the consumers is 
Government price interference. We have had this experience with 
farm, dairy, and poultry products over the past several years, and we 
know what the cost of this has been to the Federal Government and 
this cost to the Federal Government is being directly or indirectly 
added to the price of a dozen eggs or a bushel of potatoes or to the 
individual’s tax bill. 

We have built up a tremendous Government stock of those goods 
and have added to the selling price of eggs, chickens, pigs, and pota- 
toes, and we are paying a great part of it by going into debt for it 
which will have to be paid by the taxpayer, so while he may be saving 
out of one pocket, he is paying back into the other. 

A great majority of the consumers of natur: al gas in homes were 
until a few years ago using gas manufactured from either coal or oil. 
Natural gas has been substituted for most of the artificial gas in this 
country. The market for gas for many of these homes especially 
along the Atlantic coast, the Central West, and in the Southeast was 
not developed by the natural-gas industry but by the artificial-gas 
producers. Natural gas has now taken place of most of this artificial 
gas but these homeowners will have greater assurance of a supply at a 
reasonable price if they rely upon “the private producer and seller 
rather than upon Government price fixing and control. 

A witness representing Standard of Indiana, before you the other 
day—Dr. Boatwright had a chart in which he showed that at one 
time 8 million of the people now using natural gas were using manu- 
factured gas. You had gas manufacturing plants extending all the 
way from Maine to Miami, across the c ountry to lowa and Nebraska, 
and many of the pipeline owners tell me today one of these days they 
will take our coal, make gas and put it back into these pipelines. 

As a matter of fact, if ‘they do, any method we know today is going 
to cost from 3 to 5 or 6 times as much to do it as natural gas ought to be 
selling for today. 

The consumer of gas in the home is also vitally interested ‘n our 
country having a balanced fuel economy where he can turn, if he 
desires, from gas to oil or from gas and oil to coal when he finds i 
more economic al and convenient to do sO. 

I can’t agree with the testimony of the Senator from Illinois this 
morning that we can’t turn back from natural gas even though we 
have twice as much as is estimated at 22.5 years. That is a short 
time in the history of our country, and we need this balanced fuel 
economy. It is to the interest of the gas producer and the pipelines 
that we have it. 

The consumer is also dependent — coal for a production of most 
all goods and commodities made by the use of coal. My reason for 
advocating common carrier approach to this matter is in the hopes that 
Congress Will pass laws that will protect free enterprise and bring 
about a balanced fuel economy that will be to the benefit of all ow 
people for centuries to come. 

I have never advocated opposing the building of a natural gas pipe- 
line, and I differ from some of my coal associates on that. I say they 
ought to be built, but ought to be kept within reasonable rules and 
regulations for common carriers using the right of eminent domain. 
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I made a study on these various matters in connection with a talk I 
made in New York at the 39th annual meeting of the National Indus 
trial Conference Board on May 20, 1955, under the agenda of “Toward 
Better Government” by the Honorable Herbert Hoover who spoke 
under this subject at the annual dinner on May 19 at the Waldorf- 
Astoria. The panel discussion in which I took part was under the 
heading “Managing Our National Resources:” and Admiral Ben 
Moreell was the chairman of this Section. | spoke on the subject of 
National Policy on Coal. 

I wish to make this talk a part of my ae but, in order to not 
burden the committee, I will summarize parts of it. It will show why 
I feel that Congress in passing a new Natural Gas Act should not make 
it a gas act for the exclusive benefit of the gas producers, transporta- 
tion lines, or gas distributing companies but it should be a new act 
pose will serve the interest of all of our peop yle because all of our people 
are vitally interested in our country maintaining over the centuries to 
come a balanced fuel ec onomy. 

ata Monroney. Your statement in its entirety will be made a 
part of the record. 

(The statement referred to above reads as follows:) 


RMATION FOR THE PRESS—NATIONAL INDUSTRIAL CONFERENCE BoARD 
Public Information Department Conference Releas 
» after 2:45 p. m., Friday, May 20, 1955 


NATIONAL POLICY ON COAlI 


lalk by James D. Francis, president, the Powellton Coal Co. before a round- 


table on Managing our natural resources, concerning the findings of the Hoover 
(ommission at the National Industrial Conference Board’s 39th annual meeting 
held May 19 and 20, 1955, in the Waldorf-Astoria Hotel. 

Roundtable: 2:45 p. m. to 5 p. m., Friday, May 20. 

Chairman: Admiral Ben Moreell, chairman of the board, Jones & Laughlin 
Steel Corp., and Chairman, Commission’s Task Force on Water Resources and 
Power 

Other speakers: Charles D. Curran, Adininistrator, Commission’s Task Force 
on Water Resources and Power; Hon. Leslie A. Miller, former Governor of Wyo- 
ming and member, Commission’s Task Force on Water Resources and Power; 
W. GC. Mullendore, trustee, National Industrial Conference Board, chairman of 
the hoard, Southern California Edison Co., and member, Comimission’s Task 
Force on Real Property; and J. Ed. Warren, vice president, the First National 
City Bank of New York. 

A national policy on cvoal is essential for the welfare of our Nation as much as 
it is for the coal industry. 

Our great growth as a nation has been based on the use of heat, power, and 
energy produced from coal and the use of horsepower rather than manpower. 

The known and available supply of coal is adequate to provide heat, power, 
and energy for our Nation for at least 2.500 years. Nine-tenths of our known 

neral en rgyv is coal. Waterpower, petroleum, and natural gas combined is 
less than 10 percent. Even if we have atomic and hydrogen power, coal in 
abundance is necessary. 

The coal industry is desirous of helping to bring about a national policy which 
will make it possible for this enormous supply of coal to be available to our 
Nation, the public, and our coal users and consumers in adequate quantities at 
reasonable prices at all times. 

lo do this, it is necessary to remove several artificial handicaps under which 

now operating, 

The real beginning of the demand for coal in quantity started with the Civil 
War in 1860, and in that year production was only 6% million tons. Production 
doubled by the end of the Civil War 

rhe development of our coal-burning locomotives, powerplants, steel industry, 

nd later the electric industry speeded this growth rapidly. By 1890, it was 111 
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million tons, in 1900 it was 212 million tons, and in 1914, the beginning of World 
War I, production was over 422 million tons. Under the impetus of the war 
demand, it mounted to 580 million tons in 1918, a production not reached agai 
until 1947, when production was 630 million tons 
Under the impetus of World War II demand our production rose from 395 
inition tons in 1939 to 620 million tons in 1944, an increase of 225 million tons 
In that period, coal took on SO percent of the extra energy load for the Nation's 
defense, While petroleum, natural gas, and waterpower assumed only 20 percent 
of the additional energy load 
According to the statistics of the Bureau of Internal Revenue, the coal indus 
try operated an : rage loss of $24 million 1 year from 1929 to 1989.) Even in 
ond World War, including postwar period from 1940 to 
the industry only earned $118 million a year, or approximately 
on on each of the 7 billion tons of coal produced in that period 
a yl i when 12 billion tons of coal were prod 
amounted to approximately 10 cents a t 


t} 
LHe 


oy 
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TI oal industry is ¢ ating il efficient manner. It has for many years 
produced 5 to 6 times as many if coal per man-day as is produced by any 
other coal-producing nation in the world. Coal miners averaged $92.01 a week 
in December of last year, not including vacations with pay, welfare funds, and 

; henefit The average wage in all manufacturing industries was 

e average for the British miner was $39.20. American coal is 

sold at the mines for less than similar coal is sold for in Great Britain and 
Western Europe. Consumers of coal are getting the advantage of these prices 

After the end of the Second World War in 1945, when tankers could operate 
freely and the Big Inch line was made a natural gas line, competition with pe- 
troleum products and natural gas increased rapidly. In the years since 1948, 
the increase in cheap natural gas and foreign residual oil for steam boiler use 
and the loss of coal for railroad fuel to diesel locomotives has substantially 
decreased the production and use of coal. 

The loss from 1947 to 1954 amounted to 238 million tons, making the produc 
tion in 1954 about 392 million tons. From 1940 to 1954, the increase in natural 
gas marketed, not including gas used for carbon black and other field uses, 
amounted to the equivalent of 248 million tons of coal. Reverse this coal de- 
mand from 1939 to 1947 due to war or other emergency and we will have a dis- 
astrous shortage of fuels that can seriously cripple our Nation. 

The United States is using up its short-lived fuels, petroleum and natural gas, 
at a rapid rate while the United Kingdom and Western Europe, which are now 
rapidly developing their oil and gas reserves, still depend upon coal for their 
heat, power and energy. 

The United Kingdom used in 1952 as a source of heat, power and energy ap- 
proximately 92 percent coal; Western Germany, 92 percent; France, 72 percent ; 
and Europe, as a whole, 81 percent. In 1953 our country’s use of coal had 
dropped to 44.4 percent and we were using 24.5 percent natural gas (not in- 
cluding gas used for carbon black and field use), 25.3 percent oil (not including 
truck and motor fuels, lubricating oils and similar products), and 5.8 percent 
hydroelectric power. Even with that decline the United States uses 50 times as 
much coal per capita as South America. 

One of our most important problems in this country is this: Shall we burn 
up our natural gas and petroleum products as rapidly as we are doing today in 
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order to make quick profits? Shall we do this when we know that probably with- 
in 20 to 25 years, and maybe in a shorter period, we shall have to attempt to 
make gas and liquid fuels from coal at a cost that will be from 3 to 5 times more 
than natural gas is selling for today? The coal industry does not think so, and 
the Cabinet Committee’s report to the President of February 26, 1955, indicates 
that the members of that Committee do not think so. 

We in the coal industry are not alone in believing that this capacity is es- 
sential, that oil from domestic and foreign sources will not be adequate for all 
demands, and that natural gas is more likely to decline than to increase. 

Former President Herbert Hoover, in'a letter to the National Coal Associa- 
tion published in 1953 Bituminous Coal Annual, said: “There is no engineer who 
believes this Nation can do without huge supplies of coal. Despite the en- 
croachment of waterpower, oil, gas, and the possible atomic power, the Nation 
will need increasing coal production. There is in sight no ample substitute for 
much of our steam, a large part of household coal,.supplies for metallurgical 
use, production of chemical materials, and other use.” 

Our friend, Mr. Clarence Francis, is quoted in the same publication as saying: 
“The contribution of coal to the welfare of this country is great, has been great, 
and will continue to be vital. Not only is coal important as a power producer, 
but scientific research will develop more and more uses for this vital product. 
Its use will be broadened and its contribution to our standard of living en- 
larged.” 

Mr. Eugene Ayers, economist and technical adviser to the Gulf (Oil) Re- 
search & Development Co., in a letter addressed to the president of the Na- 
tional Coal Association a little more than a year ago said: “‘All signs now seem 
to point toward an almost explosive expansion in United States consumption of 
coal.” He states: “I believe the demand should be about 600 million tons in 
1958 and 1.2 billion tons in 1970.” He further states, “By 1970, we shall want to 
import 4.5 billion barrels of oil, while the world shortage will be nearly 4 billion 
barrels.” 

These statements are supported by the Paley reports and cannot be taken 
lightly. 

The national policy on coal is based on the belief that it is not only in the 
public interest but it is a public necessity that the coal industry operate from 500 
to 600 million tons per annum and maintain a standby mine and manpower 
capacity that will allow it to increase its production in any emergency quickly by 
25 to 50 percent. 

For many years, but especially for the past 2 years, the coal industry has 
been presenting its problems to the legislative and the executive departments 
of our Government. We now have a report dated February 26, 1955, from the 
Cabinet Committee to the President recommending a balanced fuel and energy 
program which, among other things, recommends lower freight rates on coal, 
fairer buying practices by the Government, promotion of coal exports, some 
limits on importation of crude and residual oil, new consideration of tax incen- 
tives, and revision of the present Natural Gas Act, I shall quote or described 
what the Cabinet Committee’s report has to say on these points, and comment 
on some of them. 

FREIGHT RATES 


“In order to maintain coal’s vitality as an instrument of national defense 
by improving currently its ability to compete with other fuels, the railroads, 
by voluntary action, and, in the absence thereof, the Interstate Commerce Com- 
mission, by compulsory order, should adjust freight rates to the extent neces- 
sary to remove the excessive and disproportionate contribution that coal rates 
are making to meet the cost of other unprofitable services of the railroad 
industry.” 

Usually about one-third to one-half of industry’s cost for coal is represented by 
freight charges from the mine to the point of consumption. Many of these 
rates are too high both actually and relatively. The coal industry has been 
protesting these rates and charges for many years and is now asking the Inter- 
state Commerce Commission to take off the general increases made in 1952 
and subsequent raises under Ex Parte Docket 175. The coal industry feels that 
a substantial reduction should be made on the present freight rates on coal. 
Such a reduction would give coal a better opportunity to meet the competition 
of petroleum products and natural gas in competitive markets, 

This is most important to the railroads as well as to the coal industry and the 
public. The railroads operating in the important coal-consuming area in the 
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northeastern part of the country originated 251 million tons of coal and coke 
traffic in 1954. And this represented 47.1 percent of their total carload freight 
tonnage. 

Coal pays a transportation charge much higher than many heavy commodi- 
ties. Coal in many cases pays about 50 percent more per ton than iron ore moving 
in the same cars over the same rails for an equivalent distance. Coal and rail- 
roads both are also meeting unfair competition from natural gas transportation 
companies that operate under another Government bureau very similar in make- 
up to the Interstate Commerce Commission. 


FAIR PURCHASING PRACTICES 


The Government, its agencies or contractors, should use fair practice in buy- 
ing coal in order to work out a more consistent and equitable coal purchasing 
policy. (The Government and its agencies, like the TVA, have been buying coal 
under cost while buying zinc, lead, and many other minerals for storage in order 
to help these industries maintain a fair market price.) 


FOREIGN RESTRICTIONS—OOAL 


The Government should urge foreign governments to reduce unreasonable dis- 
criminatory restrictions against imports of United States coal. (Such discrimi- 
nation has been practiced in favor of Polish coal, vessel rates, and in many other 
ways.) 

OIL IMPORTS 


In regard to crude and residual fuel oil imports, the Committee made the fol 
lowing recommendations: 

“An expanding domestic oil industry, plus a healthy oil industry in friendly 
countries which help to supply the United States market, constitute basically 
important elements in the kind of industrial strength which contributes most to 
a strong national defense. Other energy industries, especially coal, must also 
maintain a level of operation which will make possible rapid expansion in out 
put should that become necessary. 

“That if the imports of crude and residual oils should exceed significantly the 
respective proportions that these imports of oils bore to the production of do 
mestie crude oil in 1954, appropriate action should be taken.” 


, TAX INCENTIVES 

On the matter of tax incentives, the Committee report makes the following 
recommendation : 

“Present tax provisions on coal, oil, and gas production have been an im- 
portant factor in encouraging development of energy sources at a pace about in 
keeping with demand. Further analysis and study by the appropriate branches 
of the Government should, from time to time, be made to review the amount and 
method of making such allowances to maintain proper relationships with con 
tinuing changes in other features of the tax law. Any changes which may be 
proposed in the future must be analyzed in terms of their probable effect on de 
velopment of domestic resources needed for economic progress and national 
defense as well as the fiscal and tax policies of the Government.” 

Congress has long recognized the hazards of finding petroleum products and 
natural gas and has, in my opinion, properly encouraged this finding by giving 
them the most liberal tax rates given to any of our natural resource industries 
and includes a percentage depletion of 2714 percent and the right to charge off 
to cost their intangible drilling expense. In doing this, it is proper to assume 
that Congress expected reasonable and proper conservation of petroleum prod- 
ucts and natural gas and that the benefits of this tax treatment should not be 
used to help anyone to quickly exploit and waste these products that we all 
know are not only convenient but are necessary to our present economy and 
mode of life. Congress probably never intended that the natural gas trans- 
portation lines, which are Government-permitted monopolies subject to soime 
regulation by the Federal Power Commission, to quickly exploit and use up 
these valuable natural gas reserves in competition with coal and fuel oil. These 
gas lines are allowed a fair and reasonable return and a more generous return 
than the Ameircan railroads with whom they are in competition. 

While coal has a percentage depletion of 10 percent as compared to 27% 
percent for natural gas and oil products, the majority of the coal companies 
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I conditions get very little benefit because this credit is limited to 

more than one-half of the net profits. Where there are no profits on coal 
there is no percentage depletion, and where their profits are small the percentage 
depletion ; wance is much less percentagewise than it would be allowed if 
the l ‘ re making earnings on its investment at the same rate as is 
ther industries If the coal industry could get the full benefit 
lepletion, it would go a lor Way toward providing funds to 

and install new plants and facilities. 


ndations on the subject of natural gas are 
isiderable difference of opinion as to whether or not they 
(Congress a i Still protect a free competitive ernte rprise 

her thir gs they recom! end: 
ple regarding the regulation of natural gas and the use of 
hould be as far as possible that of free choice by the 
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Mississippi and adjoining Soutl 

being shipped to the large coal 
stern parts of the country as well as 

or fuel oil About one-third 

ry along the Atlantic Ocean, the 

par f our country, is used for home 

) hirds for commercial use and boiler fuel. The 

being n these markets for prices below its value in competition with 
coal and fuel oi 

In his reported testimony on May 10, 1955, before the Senate Committee on 
Interstate and Foreign Commerce on gas legislation, the committee was told by 
John W. Boatwright, an economist with the Standard Oil Company of Indiana, 
that natural gas would be a bargain if its producers got it for twice as much as 
they now do. 

As an illustration of why natural gas has displaced so much coal and fuel 
oil, you will be interested in the relative delivered cost of boiler fuel to the utility 
plants which are typical of major industrial use as compared with coal and fuel 
oil. The figures I am using are for 1952 and show the delivered cost for various 
regions as follows: 
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Seventy-three percent of our gas is produced in the East-South-Central region 
Under the present gas act, transportation companies have bought gas under old 
long-time contracts and from small- and medium-sized independent producers at 
a price varying from 2 cents per thousand cubic feet up to a present price of from 
16 to 20 cents a thousand or more; but enough is bought below the average to 
put the large and current contracts of 20 cents a thousand in the aver: at S.) 
cents a thousand. Generally, gas in the Allegheny regions in West Virginia and 
Pennsylvania is currently bringing at the well 16 to 30 cents or more a thousand. 
Even in the large gas-producing States of Texas and Louisiana, gas cannot be 
produced at the current average price received by the producer at the well accord 
ing to Mr. Hines H. Baker, president of Humble Oil & Refining Co., in an address 
before the Investment Bankers Association of America at Hollywood Beach, Fla. 
on December 1, 1954. His statement is as follows: 

“The producer’s price for gas in the field is about 10 percent of the retail price 
to the residential consumer. The average field price, I am convinced from our 
studies, is below the cost of production under any accurate accounting which 
fairly allocates or divides the cost of exploration and production between oil 
and gas, Which are jointly explored for and produced.” 

Iie also reported that the average price per thousand cubic feet received by 
producers at the well in 1953 was 9.2 cents per thousand, and that the average 

nsmission and distribution service charge was 77.3 cents a thousand. 

Gas wells are expensive to operate, and maintain as well as to find; and if is 
generally recognized that the wildcat independent drillers, who discover 75 per- 
cent of the gas and oil fields, have 8S dry holes out of each 9 holes drilled. Mr. 
Baker further states that the average well completed in the last 3 years cost 
more than 4 times as much as those drilled immediately prior to the war. 

Mr. K. S. Adams, chairman of the Phillips Petroleum Co., in a talk before the 
American Gas Association on October 12, 1954, illustrated this as follows: 

“For example, in Milwaukee, the average residential user paid $1.21 per thou- 
sand cubic feet for gas which cost the distributor 31.8 cents and for which the 
pipeline paid the producer only 8.7 cents.” 

He further stated: 

“The New York customer might be astonished to know that according to latest 
available figures only about 3 percent of his gas cost goes back to producers as 
payment for their costs, and financial risks in supplying him gas.” 

Mr. Paul Kayser, president of the El Paso Natural Gas Co., in a talk made 
at St. Petersburg, Fla., on February 3, 1955, in speaking of oil and gas, made 
the following statement: 

“Moreover, the apparent 13 years of supply could not possibly be produced 
in the 183 years, but would require nearer 40 years. So if exploration and dis- 
covery were halted, we would feel a severe pinch in 2 years and our whole 
economy Would be slowed down to a snail’s pace in 5 years. The same situation 
exists in gas as in oil except the relationship between annual production and 
proven reserves has steadily declined from approximately 30 years’ indicated 
supply in 1947 to approximately 25 years’ indicated supply in 1953.” 

“If these vital supplies were going to last only these indicated years, we are 
obviously living in a fool’s paradise to depend upon them for 63.8 percent of all 
of our energy resources and 100 percent for our defense.” 

“And yet, the only thing that stands between us and this inevitable disaster 
is intelligent, aggressive exploration for new supplies of both oil and gas.” 

[am quoting these gentlemen at length as among the best informed men in the 
oil and gas industry because I believe their statements are correct. Since they 
are correct, I don’t think it is wise for the American people to bet on their ability 
always to find new gas reserves. In 1954 the use of gas was such that there 
was nothing of consequence left to add to reserves. The drop in reserves from 
10 to 22 years indicates that it is necessary at this time for the American public 
to see that it is not wise for tlhe coal industry to liquidate. More than ever in 
our history, we need a good, strong, well-financed coal industry 

If the Cabinet committee’s recommendations in regard to rail transportation, 
Government purchases, protection of export markets for coal, a reasonable limi 
tation on imports of residual oil, and a study of the tax incentives are carried 
out and utilized; and if Congress, after careful study, passes a natural-gas act 
that will protect the producer and will prevent and take away from the gas 
transportation lines the power and authority to dump gas in the market, we ean 
have and maintain a strong coal industry, and can do so without imposing any 
substantial burdens on the consuming public. 
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Mr. Edwards, economist for the National Coal Association, in his testimong 
on the natural-gas situation before the House Interstate and Foreign Commerce 
Committee on April 20, 1955, shows that out of 26 utility companies burning 
117 billion euhic feet of gas as boiler fuel in 1953, the mid-Atlantic and North 
eastern Central States would have had an increase in cost of 5.2 percent if they 
had substituted coal for gas, but this would only have increased the cost of 

‘tricity about 1 percent—not, it seems to me, a high price to pay for national 
safety and security 

The coal industry is not only mindful of its own interest and the interest of 
its customers and consumers, but it is—and I am—seriously interested in the 
welfare of the 225,000 men who have been directly dropped out of employment 
since 1940 in the coal industry and the thousands of railroad employees who are 
idle because of lack of movement of trains. 

Also, I am interested in the great coal-producing communities built up on the 
demand for coal and the hundreds of thousands of people who are directly and 
indirectly dependent upon the coal industry for employment and a livelihood. 
There is today relatively more unemployment in the West Virginia coalfields 
than there was in 1932 and 1933 and these hundreds of thousands of coal miners, 
railroad employees, and people whose employment depends upon their employ- 
ment are scattered throughout the 28 States producing coal. I don’t believe that 
coal is going out like the buggy. 

I think it is essential to the welfare of our country that in case of emergency 
within 15 to 25 vears we may need 1 billion tons of coal per annum, or 2% times 
our present production, and we can’t wait for the need to arise before we are 
prepared for it. World conditions being what they are now requires that we 
make this preparation today. 

My life has been largely spent in the coal business and my major investments 
are in the coal business; but I have from my standpoint, substantial investments 
in petroleum, and natural gas and gas-transportation lines. I have studied their 
situation for years from both a competitive and an investment standpoint, and 
I do not think the suggestions I am making or the recommendations the Cabinet 
Committee has made will in the long run be detrimental but will actually be of 
great constructive benefit to the petroleum, the natural-gas and the pipeline- 
transmission industries. 


Mr. Francis. I pointed out in that talk that the coal industry _ 
never asked for or received any Government subsidies, yet from 1925 
to 1952, inclusive, when they produced 12 billion tons of coal—and the 
is the shee production of anything in America—the producer didn’t 
earn but approximately 10 cents a ton, or 2 percent on the value of the 
investment devoted to the industry. 

While the figures for 1953 and 1954 are not available, our best 
information indicates that the industry operated at a loss in both of 
these years. A few companies do mi ake profits under most any cir- 
cumstances, but of the approximately 5,000 companies operating 9,000 
mines during that same period, the coal in Britain and in Germany 
was selling to the consumers for double the cost of coal in the United 
States to similar consumers, and our people are getting the cheapest 
coal of any nation in the world, the cleanest, most efficient coal, and we 
are now being called upon, in the last 3 or 4 months, to ship increasing 
amounts of coal to both England and Germany, as well as France and 
Belgium. 

When we lost production from 1947 to 1954 of 238 million tons, 
bringing us down to 392 million tons, it was a tremendous loss, as has 
been shown by the witnesses who just preceded me from the National 
Coal Association, and we can’t pick that up quickly. 

During that same period that we lost that 238 million tons, gas 
increased the equivalent of 248 million tons. 

In Europe they are today using 81 percent coal, with other fuels 
amounting to 19 percent. In this countr y we are using only 44 percent 
coal. 
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I think we have got to keep in mind that our country is built on 
power, and can’t let its power supply run down. If its power supply 
runs down, and the mines disintegrate, and men get out of the mines 
and I think that is awfully important to our whole situation—if we 
don’t have trained miners, as these gas reserves drop, as they will some 
time in the next 10 or 15 years, you will have a situation where it is 
impossible for us to get back into coal production, and in an emergency 
we would have a very serious situation. 

If you take these natural-gas liquids, and what is being made out 
of natural gas, they ought to be conserved more. One of the biggest 
chemical companies told me a few weeks ago that if they had to make 
their fertilizer out of coal instead of natural gas, it would cost about 4 
times as much to make the fertilizer, and they would have to sell the 
fertilizer to the farmer for about 4 times as much. 

He told me he had a contract for 100 million feet of gas a day, going 
into his plants, at 20 cents a thousand, close by the field, and he would 
be willing to pay 30 cents a thousand right now for another 10 years 
that the contract has to run in order to have the assurance that he 
could get that contract extended for 20 years instead of just the 10 
he had. 

That is how some of the people that use natural gas are think- 
ing. 

In my speech on page 5 I quote from Hoover, and on page 6 from 
Mr. Ayres of Gulf Oil, who estimates that we will need in this coun- 
try 600 million tons of coal in 1958, and 1,200 million tons in 1970. 

He states that by 1970 we shall want to import 4.5 billion barrels 
of oil, while the world shortage will be nearly 4 billion barrels of 
oil. 

Senator Macnuson. I don’t like to interrupt you, but I don’t see the 
pertinency of that, if by 1958 we are going to need 600 million tons 
of coal, the coal industry is going to get healthy, isn’t it / 

Mr. Francis. The coal industry, if we get it that quick, won’t be 
able to take care of it. 

Senator Magnuson. Oh, you will take care of it all right. If you 
get the orders at a price, you will take care of it. 

Mr. Francis. We have in times past, but you have an industry for 
the last 2 years operating at a loss. 

Senator Magnuson. I thought the contention here : don’t like 
to belabor this point, but I was somewhat intrigued with it—the con- 
tention here by the witnesses for the coal industry was the fact that 
the demand for coal is constantly diminishing, one of the causes being 
because of the dumping of gas in an uncompetitive way, and that 
the need for coal therefore is getting less and less, and therefore the 
coal industry was getting into economic trouble; but if what Eugene 
Ayres says is correct—lI see, though, he comes from an oil company. 

‘Mr. Francis. He is prophesying from an oil company’s stand 
point. 

Senator Macnuson. If what he says is correct, the coal industry is 
going to be healthy in 1958. 

Mr. Francis. We hope that part of it is true. 

Senator Magnuson. You don’t think he was just giving you some 
optimism there / 
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Mr. Francis. No, his reports are very different from the Paley re- 
ports. The timing in all these things runs out shorter sometimes, and 
sometimes longer. Paley is a little further away. 

Senator Magnuson. I think—lI don’t know, but I would think from 
vhat I have heard for a lone time that one of your problems is what 
you suggest on page 6. You have a real problem in freight rates. 

Mr. Francis. Tl is right. We are asking the Interstate Com- 
merce ( edited to ae our freight rates. 

| have been before that (Commission every Yor 3 years probably for 
the last oO years, 

Senator M AGNUSON, Maybe we Can help you. They are before us 
every 35 months, just in reverse. . 

Mr. Francis. The reason I haven’t too much faith in the Federal 
Power Commission taking care of our situation unless they have im- 
plicit direction by Congress is that the Interstate Commerce Com- 
mission has in our opinion loaded about 75 cents a ton more on coal 
freight rates than coal ought to bear. The railroads can make a good 
fair profit on coal, increase the amount they haul, if they will reduce 
their rates on coal. 

Senator MONRONEY. It seemed like the railroads would be in fighting 
for a reduced rate, because they ean haul coal probably cheaper on 
iny time basis, if they have the cars—there is not any breakage, or 
unnecessarv cost of delay. It would seem that would be a market 
that they would like to see developed. 

Mr. Francis. You would think so, but shipping coal on the Chesa- 
peake & Ohio, the biggest handler of bituminous coal today, their rate 
to Tidewater is approximately $4 a ton on coal. The selling price of 
coal for export today, I would say, is around $4.25: but they are build- 
ing at Hampton Roads today fai ilities ‘s to unload iron ore which they 
are going to ship back in the same cars, the same distance or a little 
bit n ss than the distance from the mines, and they are only going to 
charge, by the published reports of rates they have already published, 

about two-thirds of what they are now charging for taking the coal 
to Tidewater 

Coal from Pittsburgh to Lake Erie ports is nearly 50 percent more 
than the cost of bringing iron ore from Lake Erie down to P ittsburgh. 
Johnstown, Pa., and Sparrows Point, Md., have the same situation. 

We are hoping that the Cabinet committee’s recommendation will 
be considered by Congress, and that the railroads will reduce these 
rates; but if they don’t, I don’t see any place where we can get any 
relief but from Congress to direct them, as the committee report sug- 
gested. I don’t believe the Interstate Commerce Commission will do 
it by request of shippers or consumers. 

We will try that out in another month or two. 

Senator Monronry. These quotes on page 7 are from the President’s 
Advisory Committee ? 

Mr. Francis. That is correct. 

Senator Magnuson. I might say we have that matter before this 
committee now. 

Mr. Francis. Yes; I know you have this new bill. 

Senator Magnuson. There again there is a bill by request, some of 
which I agree with and some of which I don’t, but we expect to get 
at it in due time. It is a whole new change in our transportation 
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hie Vy; which necessar ily involves probab ly as gre a bulk commodity 
as hauled by all the re ailroads combined, and that cad 

On page 7, gas isn’t concerned with that, but vou say it is necessary 
to bring before the committee restrictions against imports. I suggest 
you see the State Department on that matter 

Mr. Francis. We are seeking the State Department, the National 
Coal Association, and individually, for the last 5 years, and our State 
Department has had men that wanted to stop the shipment of Polish 
coal from behind the Iron Curtain to Sweden and Norway, and I see 
that Polish coal has gone there, and we partially furnished the money 
to buy Polish coal, but we got no relief. 

Senator Magnuson. On oil imports L think the Congress made 
decision recently. 

Francis. They turned us down, but we still think it ought to 
be done. 

Senator Magnuson. On tax incentives—— 

Mr. Francis. I believe that is a problem, this percentage depletion. 

Senator Magnuson. In other words, I can sum that up without 
even reading it—that the oil people get a little better break than the 
coal people, and they both take it out of the ground; isn’t that correct 4 

Mr. FRANC Is. The oil people are allowed oto percent, and nor 
mallv make enough to get it. The coal people are allowed 10 percent, 
and in the last 2 years, on the average, have not gotten any of it 

Sepator Monronry. If you don’t make it, you don’t get any 
advantage / , 

Mr. Francis. You can’t get but half what you make, even though 
you might be entitled to 50 cents on the selling price, as 10 percent of 
vour selling price, you can’t get but half what you make. If you only 
make 2 pennies, you get 1. 

Senator — \aNuson. Then you get down to what we are discussing 
here on page 9, revisions of the Natural Gas Act. 

Mr. aes is. That is right; and my suggestion, and I think you 
may have been out of the room earlier, Senator, is that we have a 
common carrier approach just as we have on the railroads. I know 
there are a lot of reasons set out why it can’t be done, but when ous 
is clean and put in the pipeline, it is as clean as wheat that is put in 
an elevator, and wheat can be measured by the bushel or natural gas 
by the million B. t. u. 

We are in hopes that Congress, at least I hope that Congress, will 
ap yply the common carrier approach. You would get rid of all this 
inspection of gas at the wells, all this check on the individual dealing 
between a gas producer and a pipeline, and you would let the law of 
supply and demand take care of it. 

On page 10—your record page 3349—you can see just what the price 
of this industrial gas is compared with coal and oil. In the Pacifi 
aren there is no coal, here was an error m: ene there, but you will see 
at practically every ial the coal, oil, and gas is sold, with the exce » 
tion of New England, which was just Seleiad to receive gas, that 
is the only place where gas was higher than oil, or almost as high, 
but those are your industrial prices. 

The southwest central, that is in the gas fields, 8.9 cents. 

While I can’t substantiate it, I believe from the information I have, 
your gas cost of production is more than 10 percent, maybe consider 
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ably more, and I quote Hines Baker’s statement to the effect that only 
10 percent of the gas price is paid to the producer, and 90 percent by 
the residential consumer. He shows that the producer got in 1953 
92 cents, and that the user got 77.3, all kinds of users. 

In the discussion here, I think it may have been taken for granted 
that there was no expense in a gas well after it was drilled in. I call 
attention to the fact that gas wells are expensive to operate and main- 
tain, as well as to find, and it is generally recognized that wildcat in- 
dependent drillers who discover 75 percent of the gas and oil fields, 
have 8 dry holes out of each 9 holes drilled. They have got to acidize 
those wells from time to time, they have got to take care of them and 
clean them out, or otherwise lose a great deal of gas. That is where 
the State conservation commission can help. 

Mr. Baker further stated that the average well completed in the last 
3 years cost 4 times as much as those drilled prior to the war. 

Mr. Adams of Phillips Petroleum stated, for example, in Milwaukee 
the average residential price paid is $1.21 for gas which costs the dis 
tributor 31.8 cents, for which the pipeline paid the producer only 8.7 
cents. 

There is a big spread there. If these consuming cities want help, 
i think they ought to go back to their State public service commis- 
sions, and cut down on that spread. 

A delivered price of 31 cents by a gasline to Milwaukee is a very 
low price to move gas a thousand miles, and pay for the gas. 

Mr. Adams further states that the New York customer might be 
astonished to know by the latest available fioures only 5 percent of his 
gas cost goes back to the producer as a payment for his cost, and fi 
nancial risk. 

The oreat part of gas foing to ¢ ‘alifornia in competition with fuel 
oil goes from E] Paso Natural Gas. I quote Mr. Kayser there, where 
he says apparently the 15-year supply of oil could not possibly be 
produced in 13 years. but would require 40 years, and if exploration 
were halted we would feel a severe pinch in 2 years, and our whole 
e ‘OnomMy would be slowed dow ntoa snall’s pace in oye ars. 

The same situation exists in gas as in oil, except the relationship between ar 
nual production and proven reserves has steadily declined from approximately 
30 years in 1947 to approximately 23 years indicated supply in 1953. 

Mr. Kayser further states: 


Now, if these supplies are 


jing to last only these indicated vears, we are 
livil 


gin a fool’s paradise to depend upon them for 63 percent of all our eneray 
resources and a hundred percent for our defense. 

Having lived in this city most of the time during the First World 
War. and having been active in the Coal Administration, I know that 
coal was absolutely essential. In the Second World War I had the 
same experience, and I have gone through it, in wars and strikes, for 
} 


the last 45 years. 


[ believe that if you will consider this common carrier approach, 
you will find there is a good deal of objection to it, but I think you will 
tind that it is largely because the people have hit a pattern, or a habit 
of selling to the gas pipelines, and a lot of them are afraid to try to 
break away from it. I 
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One producer told me the other day, “I am getting 16 cents fo my 
gas and the line will only let me de liver it 6 months out of the year, 
and I have got to maintain the well.” 

I asked, “Why don’t you kick to the State commission,” and he re 
plied, “I am afraid the -y will cut me off entirely.’ 

Those are practical things that we have to look at. 

I go on to quote from Mr. Edwards on what it would cost a utility 

burn coal. He shows 26 big utilities burning 170 billion feet of 
gas in 1953. If they had used coal, it would have then increased their 
fuel bill 5.2 percent, but would have only increased the cost of electric 
ity about 1 percent. 

Those prices not only remove coal, but when the buyer of that coal 
and I have sat in their offices all these years, because I have sold coal] 
myself—they said if you coal people don't get your price down fur 
ther, we will take more of the gas; gas has cost us so much per billion 
British thermal units; if you will get in line with the gas, we will le 
you have some coal business. 

We get that from nearly every utility we sell coal to. ae v usually 
‘arly sulicient storag e coal that the y Can shut you off for 2 or 3 months 
if they want to. Most of the utilities know the y need — One of 
the largest users told me last year that their plant must depend on 
coal for a thousand years, and we ought not let natural gas depress 

the price as it will destroy the coal industry. 

In our own State we have more unemployed people than we had 
in 1932 and 1934, due to this coal shutdown. We have got 225,000 
coal miners in the Nation out of a job, and they are getting jobs ae 
moving away. When we get this call for more coal, as we will, 1 
the next few years, whether it is 4 years or 10 years after, the ability 
to get coal miners is going to be one of the biggest jobs we have got. 
We have put all kinds of machinery in, most of us use nothing but 
mechanized mines, but we still need to keep alive a 500 to 600 million 
ton capacity. 

We can’t find electricians and repairmen now. ‘They can get jobs, 
and they have gone out to the cities, like Detroit, Youngstown, and 
Pitts burgh. from our southern coalfields, getting jobs because they 
couldn’t wait on idle mines, and it has become a very serious problem 
in our coal industry. 

We belie ve, in the coal indu stry, we need a balanced fuel economy, 
and in considering this Natural Gas Act, if you could adopt the com 
mon-carrier approach, I believe you could say to your consuming 
areas, if you make the proper deal you will have an ample supply of 
gas for many more years than you ‘will have if you get it at too low 

. price, and say to the Federal Power Commission, “You fix proper 
chase that will pay the pipelines, and let the States control the con 
servation and sale of the natural gas.” 

Then we will build a sound fuel economy in the Nation that will be 
better for the common good. 

Not only are these coal miners out, but we have hundreds, in my own 
city we have thousands of men out of railroad jobs because the tre ins 
have not been hauling coal, and that is true of every coal-carrying 
railroad. The tonnage of coal has been lost mainly due to these com 
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peting gas sales for boiler use and would have increased their 2Toss 
revenues by 600 to 750 million dollars, and this would have added to 
their net revenues on their pre ent rates around $350 million a year, 
or about a third of what they are earning per year. ‘This is important 
toa great many people. 

Senator Monronry. We appreciate very much your thoughtful 
statement, and your suggestion on the common carrier approach. 
That is a new one that we haven’t*had, and we are grateful to you for 
appe arimng be fore us. 

Did you have an vy que stions, Senator Magnuson 4 

Senator MaGnuson. I want to make the statement that the real 
interest we have here is the huge unemployment in the coal fields of 
the country, and that not only is for the person unemp loved, but for 
every unemployed person you are going to find 2 or 3 more that have 
been dependent on his payroll check, and it spreads all over—it is the 
butcher. the baker, and the candlestick maker. 

Mr. Francis. In our coal fields, our principal production in Logan 
County, W. Va., when we started production there were 6,000 people 
in that county, and now there is about 80,000 people. As many men 
are working to service those mines and those people that work there in 
that county as there are in the coal mines in that county, and that is 
typical all over the Nation. 

Then there are the supplies that come in, and the railroads. My 
opinion is that more than a million men are very badly injured by this 
low production of coal, and that means the fz amilies would total about 
t million people. 

oe MAGNUSON, And if they FO and vet new jobs someplace 
else, if something happens you are going to have a difficult time getting 
them back. We had the same thing hap pen in the shipbuilding 
industry. 

Mr. Franeis. The Saturday Evening Post carried an article not 
long ago entitled “Nobody Wants To Work in a Coal Mine.” TI asked 
my good friend Walter Fuller, “Why did vou ee that in your paper,” 
and he said, “I thought we were doing a service: I was talking about 
England.” 

I said, “Walter, you are talking to American workers in your Sat- 
urday Evening Post.” 

If I had a choice, rather than work in a lumber mill—and I came 
from a lumber-working family—I would take the coal mine, because 

have the air-conditioned room all vear round, and compensation 
rates are just half as high in the coal industry as they are in the 
lumber industry, so the accident ratio is low. 

Senator Monronry. We have Mr. W. D. Johnson. vice president of 
the Order of Railway Conductors and Brakemen, as our next witness. 

Mr. Johnson, we are glad to have you before us again. It is always 
a Pe sree vc alan : 


STATEMENT OF W. D. JOHNSON, VICE PRESIDENT, ORDER OF 
RAILWAY CONDUCTORS AND BRAKEMEN 


Mr. JoHnson. I appear here in sup port of the Kilgore bill, S. 2001. 
In order to conserve time, I am going to file my report, and I will 
Say that I am authorized to spe eak for the Brotherhood of Locomotive 
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Engineers; the Brotherhood of Locomotive Firemen and Engine 
men; and the Brotherhood of Railroad Trainmen, and also for thy 
Railway Labor Executives’ Association. 

I have a letter here signed by Mr. A. E. Lyon, who is executive sec 
retary of the Railway Labor Executives’ Association, confirming that 
authorization which I would like to have incorporated in the record. 

Senator Monroney. That will go in, in advance of your statement. 


_ 


(The letter of A. E. Lyon reads as follows :) 


RAILWAY LABOR EXECUTIVES’ ASSOCIATION, 
June 9, 1955 
Hon. WARREN G. MAGNUSON 
Chairman, Senate Interstate and Foreign Commerce Committec 
Senate Office Building, Washington, D.C. 


DEAR SENATOR MAGNUSON: This is to record the endorsement and support of 
the Railway Labor Executives’ Association of the Kilgore bill, S. 2001. 

We are in general agreement with the views expressed by Mr. W. D. Johnson, 
the vice president and national legislative representative of the Order of Railway 
Conductors and Brakemen, in the testimony he has prepared for presentation 
to your committee in support of S. 2001. 

We ask that this letter be included in the record of the hearings on the Kilgore 
bill, together with the list of railway labor organizations comprising our asso 
ciation. 

Yours truly, 
A. E. Lyon, Havecutive Secretary 


RAILWAY LABOR EXECUTIVES’ ASSOCIATION 


WASHINGTON 24, D. C. 

G. E. Leighty, chairman 

Michael Fox, vice chairman 

A. E. Lyon, executive secretary 

H. E. Gilbert, president, Brotherhood of Locomotive Firemen and Enginemen, 
318 Keith Building, Cleveland 15, Ohio 

W. A. Fleete, president, Switchmen’s Union of North America, 
Buffalo 2, N. Y. 

G. E. Leighty, president, The Order of Railroad Telegraphers, 3860 Lindell Boule 
vard, St. Louis 8, Mo. 

O. H. Braese, president, American Train Dispatchers’ Association, 10 East Huron 
Street, Chicago 11, Ill. 

M. G. Schoch, president, Railroad Yardmasters of American, 537 Dearborn Street 
Chicago 5, Ill. 

Michael Fox, president, Railway Employes’ Department, AFL, Suite 1212, Con 
sumers’ Building, 220 South State Street, Chicago 4, Ill 

A. J. Hayes, president, International Association of Machinists, Machinists’ 
Building, Washington 1, D. C. 

William A. Calvin, president, International Brotherhood of 
Blacksmiths, 522 Brotherhood Building, Kansas City 11, Kans. 

A. J. Bernhardt, president, Brotherhood Railway Carmen of America, Carmen's 
Building, 4929 Main Street, Kansas City 12, Mo. 

LD). Bruns, vice president, Sheet Metal Workers’ International 

642 Transportation Building, Washington 6, D. C. 

J. J. Duffy, vice president, International Brotherhood of Electrical Workers 
330 South Wells Street, Chicago 6, Ill. 

Anthony Matz, president, International Brotherhood of Firemen 
321 Arch Street, Suite 508, Philadelphia 7, Pa. 

George M. Harrison, president, Brotherhood of Railway Clerks, 1015 Vine Street 
Cincinnati 2, Ohio 

T. C. Carroll, president, Brotherhood of Maintenance of Way Employees, 12050 
Woodward Building, Detroit 3, Mich. 

Ed. 8S. Miller, general president, Hotel and Restaurant Employees’ and Bar 
tenders’ International Union, 529 Walnut Street, Cincinnati 2. Ohio 


3 Linwood Avenue, 


Boilermakers & 


Association 


and Oilers 


63057—55 114 
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rk, president, Brotherhood of Railroad Signalmen of America, 5038 
Wellington Avenue, Chicago 14, Il 
Philip Randolph, international president, Brotherhood of Sleeping Car 
Porters, 217 West 125th Street, Room 301, New York 27, N. Y. 
Capt. C. T. Atkins, president, International Organization Masters, Mates, and 
Pilots, Inc., 1420 New York Avenue NW., Room 911, Washington 5, D. C. 
H. L. Daggett, president, National Marine Engineers’ Beneficial Association, 132 


Third Street SE., Washington 3, D. ¢ 


TI IMON or W. D. JOHNSON, VICE PRESIDENT AND NATIONAL LEGISLATIVE 
REPRESENTATIVE ORDER OF RAILWAY CONDUCTORS AND BRAKEMEN, ON 8S. 2001 


My name is W. D. Johnson. I am vice president and national legislative repre- 
itive of the Order of Railway Conductors and Brakemen. I reside in Wash- 
mn, D. C., and maintain an office at 10 Independence Avenue SW. The head 

quarters of the order is located at Cedar Rapids, Lowa. 

I am appearing before your committtee in support of the Kilgore bill, 8S. 2001, 

and in doing so I am authorized to speak for Mr. Lawrence V. Byrnes, assistant 

for the Brotherhood of Locomotive Engineers; Mr. A. M. Lampley, 
vice president of the Brotherhood of Locomotive Firemen and Enginemen; and 
Mr. Harry See, national legislative representative of the Brotherhood of Rail 


gentlemen all maintain offices in the city of Washington at the above 


and represent their respective organizations in respect to legislative 


ilroads of the United States 
have been cognizant of the fa 
has been displacing 
vees of an industry that is rigidly reg 
renders, in the fac 
titute a monoply in the transportation 
iral gas pipeline companies enjc 


as quasi-public utility organizations does not 


ompanies have a complete monopoly on the transportation of 

e reason that there is no other method of carriage by which 
an be delivered from areas of supply to consuming markets. 
land, the railroads are confronted with bus and truck com 
as with competitic by inland waterways and the 

ir rates and service are kept under strict control under t 
» Interstate Commerce Act, and State regulatory laws 

Gas Act is patently deficient in this respect at least, that it only 
partially regulates the price at which natural gas transported in interstate com 
merce may be sold. A substantial portion of the sales by natural gas pipeline 
companies operating in interstate commerce are made directly from the trans 
lines to the ultimate consumer at prices which they, themselves, are 

able to fix without heed or restriction by any Federal regulatory body. 

This creates what we believe to be an unfair competitive advantage over other 
fuels which may be transported by il, such as coal and oil, and this we believe 
should be corrected by vesting the Federal Power Commission with jurisdiction 
over the fixing of rates for direct sales. The most objectionable feature arising 
from the prevailing situation is the fact that the pipeline companies are in a 
position to negotiate for sales to direct industrial customers at prices which do 
not necessarily reflect the cost of rendering that service, nor include a compensa 
tory return upon the service rendered 

We believe it entirely consistent with the public interest and fair to the pipe 

ne companies and their competitors that all interstate sales, whether to public 
utilities for resale or to consumers directly, should be subject to the regulation 
of the Federal Power Commission. Sales for resale are already regulated. We 
understand that the Federal Power Commission has on several occasions rec- 
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ommended that this power be given to that body by the Congress. We are fully 
in accord with this thought. 

We also believe that, by assuring that large industrial consumers pay their 
fair share of the cost of rendering the service, unreasonably low-priced wasteful 
uses may be substantially reduced, thus restoring coal to what should be con 
sidered one of its natural markets in areas where it is readily available. This 
would not only have the effect of prolonging the life of our relatively scarce 
natural gas reserves, but would also insure to a greater extent the maintenance 
of coal productive capacity at levels which would be calculated to afford greater 
protection to consumers of energy and fuel in times of national distress. 

If the Federal Power Commission is to be authorized by the Congress to regu 
late direct sales of natural gas to be made by the pipeline companies, it follows 
as a natural corollary that competitive interests should be given authority to 
participate in rate-fixing proceedings where the charges for direct service may 
be established by the Commission, 

By an amendment to the Natural Gas Act adopted in 1942, with the support 
of the railroads and their employees, we were given the full right of participa- 
tion in hearings on applications for certificates of public convenience and 
necessity. 

We think that it should be made clear by congressional action that com 
petitors of natural gas, in addition to appearing in cases involving certificates 
of public convenience and necessity, should have a similar right to appear in 
cases affecting the rates which may be charged for gas that is sold in compe 
tition with other fuels, and that is one of the objectives of the Kilgore bill 
(secs. 7 and 8). 

Another objectionable condition which prevails under the present law and 
which would be cured by the Kilgore bill is that relating to applications for 
permits for the importation of natural gas. We believe that applicants for 
permits should be subject to the same requirements of proof that apply to appli 
cants for certificates authorizing the building or expansion of pipelines within 
the United States. 

At the present time applicants for permits must show only that the import 
tion of natural gas will not be inconsistent wtih the public interest—in othe 
words, that it will not be injurious to the public interest. 

On the other hand, applicants for certificates must show that the service pro- 
posed is required by the public interest. We feel that it is bad enough to have 
a foreign fuel imported into this country tax free, to be used in competition 
With our native fuels, as a result of which mine workers and railroad employees 
are put out of work, but we believe that it is even more objectionable when the 
means by which these importations may be accommplished are less stringent 
than those which apply to our citizens undertaking to transmit and sell United 
States gas within the confines of our own borders 

All this bill does is provide that the same rules apply in both instances and 
this proposal, we understand, has also been approved by the Federal Vowe1 
Commission in a number of its recommendations to Congress 

The use of natural gas in great quantities for the generation of steam in 
areas where coal is readily available should be reduced to the extent possible 
for the preservation of our remaining natural gas reserves for higher use pur 
poses, and consistent with the rendering of natural gas service at reasonable 
rates to ultimate consumers who use gas for cooking, space heating, and other 
purposes in their homes, and for similar purposes in commercial and industria] 
establishments and where gas has a special adaptability to industrial uses. 

We have no way of telling even approximately the amount of natural gas 
that is used for inferior purposes. We do, however, have information indica 
tive of the trend of such use as boiler fuel. According to reports filed with the 
Federal Power Commission by electric utilities, 550 billion cubic feet of natural 
gas was used by such companies in the year 1949 as boiler fuel 

Five years later, or in 1954, this amount had almost doubled to more than a 
trillion cubie feet. This latter figure approximated 12 percent of the total pr 
duction of the country for that year. More than half of this gas was used in 
treas abundantly supplied with coal at reasonable comparable prices. We believe 
that this is a flagrantly extravagant dissipation of a highly valuable natura 
resource and steps should be taken to reduce this type of consumption We 
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are not alone in this point of view. The report of the President’s Materiels 
Policy Commission entitled “Resources for Freedom,” transmitted to the Con 
gress by the President in June 1952, had this to say: 

“The desirability of eliminating low-value general uses (such as boiler fuel 
at points distant from the fields) as rapidly as possible is universally recognized.” 

The Federal Power Commission, dealing with the same subject matter in an 
order issued by it under date of December 14, 1953, in docket No. G—1995, said: 

“The utilization of large volumes of natural gas under boilers of an electric 
generating plant tends to dissipate natural gas reserves otherwise available for 
essential domestic and general service use * * *,” 

One of the most salutary effects of the Kilgore bill would be to strengthen the 
hands of the Commission in dealing with application cases involving the use of 
natural gas in large quantities for boiler fuel in areas where coal could do the 
job just as well, and this situation we desire to see brought about 

We believe the Congress should put its stamp of approval upon the conserving 
of our natural gas supplies for purposes that will serve the general public in the 
most highly beneficial manner for the longest period of time 

The need for this is obvious when we review the decline in the life of our 
natural-gas reserves. As has previously been stated by witnesses before your 
conunittee this decline has been consistent from yvear to year through the 9 
years that the American Gas Association, representing the natural-gas industry 
has been making annual estimates, 

I would like to file with your committee, with the chairman’s approval, a 
tabulation entitled, “Natural Gas Reserves of the United States.” This tabula- 
tion, based on reports of the natural gas industry, itself, shows the decline of 
the life index of our natural gas reserves over the period 1946 through 1954 
This is the only period of consecutive years in which we have natural gas reserve 
estimates which may be considered as reasonably accurate. 

It will be noted that the tabulation relates to the United States as a whole and 
to the State of Texas and Louisiana. I have included Texas and Louisiana for 
the reason that those 2 States contain 67 percent of our presently known natural 
vas reserves. 


They produce 66.5 percent of the total gas supply of the United States, and, 


for all practical purposes, may be considered as the principal common source of 
for New England, the Middle Atlantic, and South Central States. 

As will be noted, the life index of the reserves of the country declined over the 

9-year period under consideration by approximately 10 years. For the State of 


supply 


Texas, the decline was almost 20 years and for the State of Louisiana 12 years 

The decline in the life index for these 2 States considered as a unit was 15.7 
vears. The remaining life of the combined reserves of both States at current 
rates of production is 25 years. 

If this trend should continue, it will not be very long before the natural gas 
consumers of the eastern part of the United States will find the continuity of 
their supply for fuel purposes is in serious jeopardy. 

The situation in other States, considered as a whole, is equally as bad. With 
combined recoverable reserves of less than 70 trillion cubic feet and a total pro 
duction for 1954 of 3,156,013 million cubic feet, the life index for those States 
22 years. 

The recent experience in my home State of Texas is particularly alarming. 
Texas contains approximately one-half of the natural gas reserves of the United 
States. It supplies slightly more than one-half of the gas used in the United 


Is 


States 

According to Bureau of Mines reports, 36 States and the District of Columbia 

y largely upon Texas gas for their natural gas requirements. While it is 
rue that the reserves of natural gas in Texas have been increasing from year 
to year during the past 9 years, the increases have not kept pace with production 
since 1949 

In Texas, while reserves increased by amounts exceeding 3 trillion cubic 
feet a year from 1946 through 1951, the increase in 1952 was only 791% billion 
cubie feet 

In 1953, it was 800 billion cubic feet, but in 1954 the reserves of Texas dropped 
by 1,400 billion cubic feet although in that year it produced almost 5 trillion 
cubic feet It should be noted that since 1952 there has been included in the 
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reserve estimates the offshore gas discovered the gulf, adjacent 
coustline 
if this trend should continue, it may be readils foreseen 
United States who are relying upon Texus gus for the 
uel needs mnay soon find themselves in extreme difficulties 
inatter that this committee may very well consider as requiring 
ance over our natural gas reserves to the end that the: 
conserved 
i do not wish to burden this committee h any repetit 
necessarily, but, before closing my statement, I, of course, 
the reasons why we ure so concerned about 


rentest Single source of freight revenue for the 


tonnage of any singie Conimmodit 


appreciable quanti 
a table wl 
part of mn 
his thi . nge { turmbinous and anthr 
ypped from 47$ lillion tons in 1948 to 320 mil 1 tons in 1954, o1 
oe percent I have used the ! ire mnmMeneing 


ise they were most readily available to me an ause OL thie 
show the consistent downward trend of coal tonnage hand 


ais 


Iso have with me another table which I have des 
which I would ike to have Incorporated as part 

titled “Railroad Employment Trends.” 

This table contains figures taken from the Interstate 

ports I have included in the table the showing us to the number of employees 
ussified by the Interstate Commerce Commission as “Transportation (yard 

inasters, Switch tenders and hostlers)” and also that classification which is 
‘Ssignated as “Transportation (train and engine service) 


I have done this because employees include those over which tl 


ie labor 


vanizations which I am speaking for today exercise jurisdiction in labor relati« 


matters. These figures show that in 1948 there were employed in these ¢ 
service 299,034 men. In 1954 this number had been reduced to 245,416 
loss of over 53,000 jobs in this branch of railroad employment li 


noted that there was a moderate increase in the number of transport 


uployees in 1950 and 1951 but this was caused by the unusual demands on 


usa result of the Norean war. 
Of irse, the calamitous loss of jobs did not fall solely upon the men engaged 
n handling the trains. It had a similar effect upon all other railroad emp 
In my table No. 2 it is shown that railroad employment as a whole dec 
from 1,373,031 employees in 1948 to 1,110,135 employees in 19. 1 
63,000 jobs representing a decline in railroad employment approximating 


percent over the course of those years. 


Of course, this loss of jobs was not attributable solely to the encroachment 
f natural gas on coal markets, but this has been a very substantial factor in 
educing the number of jobs. Foreign oil has had its adverse effect on railroad 
peration. However, the latter was largely accomplished prior to 1948 and 
oss from that source is not substantially reflected in the figures that I have 
given you. 

What we are here trying to do is to stop this erosion of railroad employment 
to the extent that it can be done by establishing a more equitable competitive 
relationship between the natural gas and railroad industries We think this 
vill tend to preserve existing jobs and perhaps put some railroadmen back to 
vork. We think it has been amply shown that the passage of the Staggers bill 
vill be perfectly consistent with the public interest And if this can be accom 
plished and at the same time the lot of the railroad men improved, we believe 
ime spent by your committee and the Congress on this subject will be well 
rewarded by the benefits which will be reflected in the outcome 

Thank you 

The various tables referred to follow 
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TABLE 1.—Revenue freight—Bituminous and anthracite 


coal originated 
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TABLE 2.—Railroad employment trends 


Mr. Jounson. Now, I also have, Mr. Chairman, a copy of the letter 
to Senator Warren G. Magnuson dated June 8 from Mr. McGrath, 
general counsel of the Fuels Research Council, and also a copy of the 
analysis that Mr. McGrath made of bill S. 1880, and I would like to 
state for the record that we have read that statement, the letter and 
the analysis of the bill, and we concur in the statements made by Mr. 
McGrath. We would like to have that included in the record. 

Senator Monroney. That has been included in the record. 

Senator Monronry. We appreciate your coming before us to make 
your statement, and to present the e ndorse ment of the other members 
of the railroad industry. 

The last witness is Mr. J. A. McElwain, attorney for the Montana 
Power Co. 

We are sorry to reach you so late in the day, but we are trying to 
close the hearings today. 

Senator Magnuson. Being a good westerner, he will do it fast. 

Mr. McEwan. I will be very brief, Senator. 


STATEMENT OF J. A. McELWAIN, ON BEHALF OF THE MONTANA 
POWER CO. 


Mr. McEuwarn. My name is J. A. McElwain. I am an attorney 
practicing general Jaw in the city of Deer Lodge, Mont. I am here 
today representing the Montana Power Co., and appearing in oppos! 
tion to Senate bill 2001. 

In appei aring in opposition, I might Say the Montana Power Co. is 
curre ntly the only company ll 1 the United States which is Importing 
vas from Canada, and, as suc "4 we have a vital interest in seeing that 
no further restrictions be put on such importation. 

We have found it to be very tough, as it is, to obtain permission to 
iinport gas into the United States, and to give you just a little back- 
ground on that, I might say we are an independent public utility com- 
pany, and we supply electric energy, natural gas and other utility 
services wholly within the State of Montana. All gas sold by the 
company is sold and consumed entirely within the State. It is now 
completely and comprehensively regulated by the Montana Public 
Service Commission, which exercises jurisdiction over all of its rates, 
sales, and facilities. Natural-gas service has been supplied by the 
company in Montana for 24 years and the company feels it has a deep 
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ty to continue to locate and develop amas reserves that will 
ustomers an adequate source of fu supply in the future. 
‘company is a completely integrated company, producing, pur- 
ing, transmitting, and distributing natural gas. It operates pro 
ion and gathering facilities in 8 gas fields, operates 994 miles of 
- lines, at cd distributes and sells natural Gas directly to the 
mate consumer in 36 communities. In addition, it sells gas al 
le for resale to two communities. The aggregate population 
ut served with natural vas Nn Montana is approximately 
The above holdings are all within the State of Montana and 
titute the natural-gas plant of the Montana Power Co. 
The Montana Power Co., as I said previously, is the only company 


»rs 


{ states Whieh currently imports gas from Canada. Some 
» been tryin get a general permit for such importa 


ur first permit was a permit which was issued in early 1952, after 
nsiderable hearimMes, 1} which we were permitted to import only a 


hing gas to the 


ed amount of gas for a specific purpose of furnis 


for defense purposes, and only for ad year period. 


int out the only reason that we were allowed to Import 
as based upon the fact that we were going to have to 
our servic s to the Ai aconda Copper Mining ee, In order to 
serve our residential eustomers with our known reserves. 

We have just about al Vear avo made application for a general per- 
mit In all proceedings On Importat ion, we have had opposition from 
le coal people. Now, I have complete sympathy with the coal people 
of the United States. I think they have a very serious problem. I] 
don't think the answer to their problem is making it tougher to im- 
port natural was into the U1 ited States In areas where it serves the 
vreat purpose as it does in yours and mine, Senator Magnuson. 

I feel that when they Say that the fact that we should have inter 
state commerce defined the same as foreign commerce, because the two 
are the same, they misquote very much the factual situation. 

I have here a hap of our S\ stem. The dotted lines show the PAs 
properties. I have some extra copies here. 

Senator MaGgnuson. I am sure the committee would like to have 
them. 

Them ip. referred to faces this page. ) 

Mr. McEtwarx. We own our own reserves 18 miles north of the 
border in Alberta, in the Pakowki Lake area. We have just received 
a permit, as I said, after over a year before the Federal Power Com- 
mission, to import still limited amounts of gas into Montana, but this 
time for general use. 

Now, our gas comes in from Canada into Montana, and does not 
then gO into interstate commerce. The definition of interstate com- 
merce, as it would be redefined in the Kilgore bill would include for- 
elon commerce, loreion commerce, however, would be limited to the 
border of the State of Montana, and wholly within the State of Mon- 
tana. That is coextensive with the jurisdiction of the Montana Public 
Service Commission, which completely, at the present time, regulates 
our rates and facilities, and we feel that it is a complete duplication of 
the rate situation to change the definition of interstate commerce to in- 
clude foreign commerce when it is admitted that the jurisdiction of 
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the Federal Power Commission in such cases would be limited to just 


the continental United States. and would be affected only in thos 
cases Where a border State brought @as in from Canada. and did not 
go into interstate commerce therefrom, those States bei @ already 
S ibject to the State jurisdiction and control of their facilitie na 
rates. 

Now, in addition, it is our contentio1 Chat as presel tly written, Set 
tion 5 of the Natural Gas Act Olves the Kederal Power Commissio1 


all of the Jurisdiction that is necessary ove) importation and exporta 


on of natural gas from or to a foreign country. 


It requires that they exercise judgment as to whether the importa 
on or exportat Ol. OF Natural Gas would be consistent with the publ 
nterest. We think that test is sufficient. 

In exe) ‘ising such idgement. the Commission | ible to wels \ 

factors involved j ny particular applicatiol | 1 sh 
an import permit Uulless 1b 1s e tablished th: St ip 
i Ce { { . tl Tere 
OV Cli I i tie) | sed | | Ix ) ) qd i 
( } tf port ( ( 
tent n tl } nte. { Da r ex} 
ba l ( » | ( 
\\ it t ie ( ( 
U lly ( i lp i t it iit Liiel (I 
eres mia terte oni ( 

| Cou?! ot t ¢ | rite » l f ') ( 

he Nat ral G Let ci | ( ] 0 rive 


ib the pre ent time ln a cast in wh Ch a Company i lex is atteniptea 
to bring in gas, or export gas from Mexico, and the Federal Poy 
Commission attempted to t uke 11 risdiction. The District of Colum 
Court of Appeals held that it was not within their province to so de 

Also, a comparabl » situation with re pect to the Jurisdiction of the 
Federal Power Commission over persons and facilities engaged in the 
transmission or sale of electric energy to or from foreign countries was 
fully considered by the Committee on Interstate and Foreign Con 
merce of the 83d Congress in connection with hearings on S. 1442. 
which amended section 202 of the Federal Power Act. 

It was there concluded that it would be in the public interest to 
enact legislation specifically to provide that ownership al) | operation 
of facilities for the transmission or sale of electric energy in foreign 
commerce would not make a person a public utility subject to regula 
tion under the prov isions of the Federal Power Act. That bill passed 
the Congress, and the same principles apply in our opinion to the sale 
and transportation of natural gas across an international boundary as 
should apply to electricity. 

The provisions of the Natural Gas Act requiring authorization by the 
Federal Power Commission for export or import of natural gas is 
adequate. A company engaged in such import or export should not 
be made a natural gas company subject to all other requirements of 
the act unless it in fact is in interstate commerce. 

Ample regulation is afforded by the State commissions, and dupli 
cation of such regulation should be avoided, and it has been the view 
of this committee in the past in passing the Hinshaw legislation. 

In conclusion, Montana Power Co. is endeavoring to locate and 
develop the natural-gas reserves that will assure a continued supply 
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of fuel for its customers who rely on the convenience and economy of 
gas. It believes that the amendments of the Natural Gas Act proposed 
under the Kilgore bill, and especially the section 4, which would 
amend section 2 (7) of the act with respect to interstate commerce, 
invade the rights of a State to regulate its own affairs, increase the fuel 
cost to gas consumers, hamper the efforts of this company to secure 
additional gas supplies, and would tend to deny the admitted ad- 
vantages of gas fuel to thousands of Montana’s present customers 
because of the fact of no other known supply in the area. 

We thank you very much for your consideration. We sincerely 
hope that no redefinition of “interstate commerce” is made in any 
legislation which may come out of this committee. We are aware of 
the fact that such legislation has been included in the House commit- 
tee. We merely filed a statement with the committee at that time, and 
do not think that our arguments were given due consideration. 

As a matter of fact, we have been so advised by several members 
who were not aware of the situation. 

Senator Monronery. But that provision is in the House bill; is that 
correct / 

Mr. McEtwary. That provision is in the House bill at the present 
time. 

Senator Magnuson. The one they reported yesterday ? 

Mr. McEuwarn. The one they reported yesterday, the redefinition 
of “interstate commerce.” 

Senator Macnuson. I think we will take a look at that. because that 
situation of import gas is an entirely different one than the broad pur- 
poses of this legislation, and as long as you are not in interstate com- 
merce, [ am sure this committee has a good conception of what is 
interstate commerce and what is not. 

Senator Monroney. Thank you very much, Mr. McElwain, for 
your testimony. 

Mr. McEtwatn. Senator, | wonder if I might have my entire state- 
ment inserted in the record 7 

Senator Monroney. That is understood. 

(The prepared statement of Mr. McElwain reads as follows:) 


STATEMENT OF THE MONTANA POWER Co. ON S. 2001, To AMEND THE NATURAL 
GAS ACT 


S. 2001 which has been submitted by Senator Kilgore proposes to amend the 
Natural Gas Act. These amendments if adopted would— 
1. Invade the right of States to regulate their own affairs. 
2. Increase the fuel costs of domestic and small commercial customers, 
3. Interfere with and hamper the efforts of companies to secure proper gas 
supplies 
THE MONTANA POWER CO.’S INTEREST IN S, 2001 


The Montana Power Co. is an independent public utility company which sup- 
plies electric energy, natural gas, and other utility services in the State of 
Montana. All gas sold by the company is sold and consumed entirely within 
the State. It is now completely and comprehensively regulated by the Montana 
Public Service Commission, which exercises jurisdiction over all of its rates, 
sales, and facilities. Natural gas service has been supplied by the company in 
Montana for 24 years and the company feels it has a deep responsibilty to con- 
tinue to locate and develop gas reserves that will assure its customers an ade- 
quate source of fuel supply in the future. 

The company is a completely integrated company, producing, purchasing, 
transmitting, and distributing natural gas. It operates production and gather- 
ing facilities in 8 gas fields, operates 994 miles of transmission lines, and dis- 


eee us 
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tributes and sells natural gas directly to the ultimate consumer in 36 commu 
nities. In addition, it sells gas at wholesale for resale in two communities. The 
aggregate population of the area served with natural gas is approximately 
188,000. The above holdings are all within the State of Montana and constitute 
the natural gas plant of the Montana Power Co. 

Canadian-Montana Gas Co., Ltd., a wholly owned subsidiary of the Montana 
Power Co., owns the natural gas reserves in five fields of the Pakowki Lake area 
of southeastern Alberta. 

The Montana Power Co. at present is the only company in the United States 
which is importing natural gas from Canada. The order authorizing such im 
portation was issued by the Federal Power Commission February 5, 1952, and 
the Presidential permit was granted February 2, 1952. These permits restrict 
the use of the imported gas to defense mining and smelting operations in Mon- 
tana and are for a period expiring April 7, 1956. 

On May 18, 1955, the Federal Power Commission granted to the Montana 
Power Co. a new authorization, under section 3 of the Natural Gas Act, to im 
port gas from the Pakowki Lake area of Alberta and a new permit authorizing 
it to operate and maintain the necessary interconnection at the international 
boundary, superseding the said Presidential permit. 

This situation accounts for the Montana Power Co.'s urgent interest in the 
effects of S. 2001. 


PRESENT LAW AMPLY PROTECTS PUBLIC INTEREST 


As presently written, section 3 of the Natural Gas Act allows the Federal 
Power Commission to exercise judgment as to whether the importation or ex 
portation of natural gas from or to a foreign country would be consistent with 
the public interest. 

In exercising such judgment, the Commission is able to weigh all of the factors 
involved in any particular application and shall grant and import permit unless 
t is established that such a permit would not be consistent with the public 
interest 

Montana is, and has been for many years, a State wherein the gas consumption 
has exceeded the marketed gas production and consequently Montana is vitally 
interested in any proposed legislation that will have the effect of restricting 
the supplies of natural gas available to it. There are two principal sources of 
gas obtained from outside the State, Wyoming on the south and Canada on the 
north 

Most of the gas that is supplied to Montana from Wyoming is gas that was 
produced as an incident to the production of oil. By providing a market for 
this gas and preventing wasteful flaring, Montana is contributing to a most 
practical conservation of a natural resource. 


PERMIT REQUIRED FOR FACILITIES 

In addition to the requirements of a permit under section 3 of the Natural Gas 
Act, in order to import or export gas it is necessary for the importer or exporter 
to obtain a permit under Executive Order No. 10485 to construct, operate, and 
maintain the necessary facilities and interconnection at the international bound 
ary The application for such permit must be reviewed by the Secretary of State 
and the Secretary of Defense and their recommendations obtained before the 
permit is issued by the Federal Power Commission. The matter of allowing 
import or export of gas is thus carefully scrutinized by two departments and 
an independent commission of the Government and all necessary safeguards are 
incorporated in the permit. The public interest is thus amply protected and 
continuing control is maintained. To require any further regulation through the 
proposed amendments of the Natural Gas Act would be unduly burdensome, would 
only serve to complicate and obstruct the existing procedures and would serve 
no useful purpose. 


CONGRESS HAS PREVIOUSLY DISTINGUISHED BETWEEN “FOREIGN” AND 
“INTERSTATE” COM MERCI 


Section 4 of S. 2001 seeks to amend the definition of “interstate commerce” in 
paragraph 7 of section 2 of the Natural Gas Act to include foreign commerce also 
That “foreign commerce” is separate and distinct from “interstate commerce”’ 
within the purview of the act was held by the Circuit Court of Appeals for the 
District of Columbia Circuit in the Border Pipeline case (171 F. 2d 149). 
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A comparable situation with respect to the jurisdiction of the Federal Power 
Commission over persons and facilities engaged in the transmission or sale of 
electric energy to or from foreign countries was fully considered by the Com 
mittees on Interstate and loreign Commerce of the 88d Congress in connection 

th hearings on S. 1442 to amend section 202 of the Federal Power Act. (See 
S. Rept. 513; H. Rept. 978.) It was there concluded that it would be in the pub 

t act legislation specifically to provide that the ownership or 
ties for the trunsmission or sale of electric energy in foreign 
ot inake a person a public utility subject to regulation as such 


provisions of the Federal Power Act. The bill was passed by the 


7 Stat. 461, approved August 7, 1953) 


rinciples apply ale or transportation of natural gas across 


al boundary ar ho ipplied consistently The provisions of 


requ ig aul ization by the Federal Power Comm 


» adequate. A company eng: 
iatural-gas company subject 
regulation is afforded by the State 


uuld be an undue burden 


and develop natural-gas 

of fue for its customers who rely 

believes that the amendments to 

-ilgore bill would invade the right of 

i \ vase the fuel costs of gas consumers 
this company in securing additional gas supplies, and would 

’ » admitted advantages of gas fuel to thousands of its present and future 
customers. The proposed amendments of the Natural Gas Act are wholly unnec 
essary The import of gas is already adequately regulated by Federal depart 
ments and the Federal Power Commission. Consequently, the company respect 
fully urges that S. 2001 and similar bills which are identical in whole or in part, 
be rejected by Congress 

Senator Monronry. The committee has heard all the w itnesse 5 who 
asked to appear personally, and 

Senator Macnvson. How many weeks has it been now ? 

Senator Monroney. Four or five weeks. 

The hearings so far as personal appearances are concerned before 
the committee are herewith closed. 

The record will be kept open for 10 days from this date for the filing 
of further statements, or submission of other materials for inclusion 
in the record. 

The committee is adjourned. 

(Whereupon, at 5:25 p. m., the committee adjourned. ) 

(The following was subsequently supplied for the record :) 

Tue Co_tuMBIA GAS SYSTEM, INC., 
Vew York, N. Y., May 26, 1955 
Hon. WARREN G. MAGNUSON, 


Chairman. Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear Mr. MaGnuson: I have just had an opportunity to read the prepared 
statement of Thomas C. Buchanan, given before your committee at the morn- 
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ing session on May 25 1955. in connection with proposals to amend the Natural 






Gas Act. Since certain of the statements made by Mr. Buchanan concerning the 


Columbia Gas System are at variance with the facts or create Talse inferences 

















[ wish to call the following to your attention 

















In an apparent reference to the existence of escalator and favored-nat 








lauses in contracts between Columbia’s suppliers and their producers, Mir 
Buchanan states that Columbia did not protest to the Federal Power Com 
ion concerning such contracts, and concludes that Columbia was “either supinely 
n accord with the conditions or grossly negligent of their publie responsibility 
their customers I desire to point out that Columbia was not a party to the 
ontracts to which Mr. Buchanan refers: such contracts were introduced by pipe 









































ine companies in construction certificate proceedings before the Commission 












rder to prove a ga 


} ’ 


supply adequate to support such construction At the 
me such contracts were entered into or introduced in evidence, the Federal 














Power Commission did not conceive its powers as extending to the regulation 














f such contracts or jurisdiction over them, so any protest to the Commission as 
o them would bave been wholly futile. It should also be noted that Mr. Buchan 











in was himself a member of the Federal Power Commission during much of 





he period when these clauses caine into such widespread use, and was Chairman 
f the Commission during a portion of that period. As such, he presumably 
»bserved the mandate of the Natural Gas Act and administered the act in the 
public interest: and I do not know of any instance where he opposed any pip 



































ne colpany nm either a rate or certificate proceeding on the ground that the 
ompany had entered into producer coutracts containing such clauses 























Mr. Buchanan also suggests that the Columbia Gas System may be under the 
orporate Control or influence of large oil Companies Such is clearly not the 
Let The Columbia Gas System, Inec., owned by some 96,000 stockholders 














Qur best information is that the largest stockholder, beneficially or of record 
ntrols less than 4 percent of Columbia’s stock, and that stockholder i 











Snot an 








il company Moreover, no member of Columbia's board 





of directors is a dire¢ 
roof any oil Company nor is any member of Columbia’s board of director 
lirector of any natural gas producing or natural 























gas pipeline company which 














holly owned subsidiary of Columbia 





Furthermore, I should like to call your attention to Mr. Buchanan’s statemen 
n Which he attributes a presently pending rate increase application by the 
Manufacturers Light & Heat Co. (a Coluinbia subsidiary) before 
vania Public Utilities Commission almost exclusively to this new 




















the Penn 
Louisiana 
supply. His statement is not true; the fact is that only a relatively small port 























if the increase is attributable thereto. 
Mr. Buchanan refers to the gas supply which a Columbia subsidiary has re 
cently acquired in Louisiana but does not give all of the facts pertaining to the 














procurement of that supply 








Briefly stated, Columbia Gas System sells at Wholesale or distributes at retail 
n parts of seven States, namely, Ohio, Pennsylvania, New York, Maryland, Vir 
ginia, West Virginia, and Kentucky and in the District of Columbia. ¢ 
produces gas from approximately 8,000 wells in the Appalachian area: purchase 

gas from approximately 7,300 wells owned by independent producers in the same 
rea; purchases gas in Texas from the Chicago Corp., which is transported into 
uur operating area by Tennessee Gas Transmission Co 

















olumbia 




















and purchases gas in 
south Louisiana, which is transported into our operating area by Gulf Interstat 














mas Co.; it also purchases gas in our operating area from 
panies, namely, Panhandle Eastern Pipe Line Co., Tennessee Gas Transmissio 
Co., Texas Eastern Transmission Corp., and Texas Gas 

Some of Columbia’s subsidiaries are 
by the Federal Power Commission 


four pipeline cor 











Transmission Corp 
natural-gas companies and are regulated 

















Other subsidiaries are public utilities and 
ire regulated by State public service commissions. Some 














are combination com 
nd a public utility All of 











panies; that is, they are both a natural-gas company 





he subsidiaries have the obligation to procure 
o that requirements may be taken care 








as supply for their custome) 
of on demand of such customers 

\fter being unable to obtain a sufficient long-term supply of gas from any othe1 
source at a time when our markets urgently and desperately needed 
tional supplies, we went to south Louisiana ourselves and st 
purchase gas there Over 50 contracts have 
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been made for 
ields in that area. The base price paid for gas in the I 
Louisiana was 20 cents per thousand cubic feet. We paid t 


large volume of gas 
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concentrated in that field and because we were ab 
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tiate certain contract provisions giving us flexibility of take, which do not pre 
vail with respect to other Southwest contracts. For the balance of the gas pur 
chased in south Louisiana, we paid a base price of 16 cents per thousand cubic 
feet 

At the same time that we contracted for a gas supply in south Louisiana, we 
contracted with Gulf Interstate Gas Co., a nonaffiliate, to construct und operate 
a pipeline system to gather the gas in south Louisiana and deliver it to us in the 
vicinity of Huntington, W. Va. The operation of this line began on November 
1, 1954. Currently Gulf Interstate Gas Co. is delivering our gas at the rate of 
350 million cubic feet per day. Of: the 350 million cubic feet per day, approxi 
mately 75 million cubic feet are coming from the Erath field and the balance 
from the other locations. During the first quarter of 1955, the price of our south 
Louisiana gas delivered to us by Gulf Interstate Gas Co. at Huntington, W. Va. 
was 30.08 cents per thousand cubic feet. This price includes, of course, the price 
we paid for the gas in south Louisiana. The shert haul from south Louisiana as 
compared with south Texas justifies a field price higher than the south Texas 
prices. 

I think I should point out that this gas is costing us less at the present time 
than gas from some of our other sources. 

It is requested that you incorporate this letter in the record of proceedings 
before your committee. 

If there is further information which you would like to have, I shall be glad 
to comply with your request 

Sincerely yours, 
GEORGE S. Yor 


STATE OF MONTANA, 
OFFICE OF THE GOVERNOR, 
Helena, May 24, 1955 
Senator WARREN G. MAGNUSON, 
Chairman, Senate Interstate and Foreign Commerce Committee, 
Washington, D. 


DEAR SENATOR MAGNUSON [ am very conscious of the uncertainty and con 
fusion that have arisen since last June over the question of whether the Fed 
eral Government should or should not fix the prices at which producers of 
natural gas sell their product I am therefore taking the liberty of writing 
you in connection with the hearings which your committee has at hand to de 
termine whether, or to what extent, the Natural Gas Act of 1938 should be 
amended. It is my opinion that amendments should be made which will effectively 
free the producer of gas and oil from price fixing by any agency of the Fed 
eral Government 

Such an attempt to control the price of a commodity in peacetime is without 
precedent. The consumer could at best enjoy the dubious benefit of less gas 
ai ightly lower pr ss: the producer, if such fixed prices were below 
market value, would be faced with confiscation of property and complete 
of incentive for future oil and gas exploration. 

The State of Montana is interested in this matter both as a produce! and 
consumer of natural gas A few years ago, Montana was more than self-suf 
ficient in the matter of natural 
24 billion cubic feet of gas in excess of our own needs and sold it to neighbor 
ing States With increases in population that have occurred in the past few 
years, accomnpanied by slight diminution of our own gas production, we have 
become a gas-importing State to the extent of about one-third of 
consumption 


gas. In 1945, for instance, we produced some 


\ great part of our increased demand for natural gas is no doubt traceable to 
the fact that in thermal content, natural gas in Montana sells at a lower price 


than either coal or oil. With the necessity for transporting gas into Montana 


from out-of-State sources, the price of gas service to consumers has risen slight]; 


Gas is still, however. an inexpensive fuel for the Montana householder. Ii 
Butte, for instance, the average bill for a home with a gas range and gas hot 
water heater averaged $2.18 a month in 1954. This certainly does not indicate 
to me that consumers of our State need Federal protection against exhorbit: 


¢ 


charges on the part of natural-gas producers 
In the interests of the people of the State of Montana, and in fairness 
luiportant segment of the American economy, I respectfully suggest that 
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committee give favorable consideration to amendatory legislation such as that 
embodied in Senator Fulbright’s bill (8S. 1853) which | understand is now before 
vour committee. 
Yours sincerely, 
J. Huco ARONSON, Governoi 


CONGRESS OF THE UNITED STATES, 
HOUSE OF REPRESESTATIVES, 
Washington, D. C., June 16, 195 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C 
DEAR Macore: Thank you for your letter of June 8. I appreciate your includ 
if my statement in the natural-gas hearings. 
Best wishes. 
Sincerely, 
HALE BoaGs, Vember of Congress 


CONGRESS OF THE UNITED STATES, 
HIOUSE OF REPRESENTATIVES, 
Washington, D. C., June 3, 195 
Mr. EDWARD JARRETT, 
Clerk, Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D. ¢ 
DEAR Mr. JARRETT: I enclose herewith a statement on the proposed amend- 
ents to the Natural Gas Act, which I would appreciate your including in the 
rad. 
Sincerely yours, 
HALE Bocas, Vember of ¢ ONGVESS 


JUNE 8, 1955 
lion. HALE BoaeGs, 

House of Re present tives, Wa shington 25. D. C 
Deak HaLe: Edward Jarrett, the clerk of the committee, has called to my 
ention your letter of June 8 transmitting a statement which you would like 

ded in the natural-gas hearings. 
Inasmuch as these hearings have not been concluded, I shall be only too glad 
see that your statement is placed in the hearings as you have requests 
With kind regards, I am, 

Sincerely yours, 
WARREN G. MAGNUSON, Chairme 


'T OF CONGRESSMAN HALE Boacs on L LATION PROPOSING A\ 
rO THE NATURAI 


Because of my great interest in the subject and the tremendous 
a healthy oil and gas industry to the people of my district, e: 
sion of Congress I introduced a bill the purpose of which was to spell out 
plain and unmistakable terms that the Natural Gas Act is not intended to 
to the business of producing and gathering natural gas or the sale of 
gas in the field, and to require the Federal Power Commission to allow 
natural gas company producing its own gas or purchasing it from an affiliate 
price equal to the fair commodity value of such gas in the field where pro 
ced Although it goes about achieving such aim in a different manner, funda 
entally, Senator Fulbright’s bill, S. 1853, has the same purpose in vie 


\s you are of course aware, this general issue has been the subject 
lring the past 60 days or so by the House Interstate and Foreigi 
ommittee 


it was my privilege to appear before that committee in supp 
embodied in my bill, and in that introduced by Senator 
I stated my strong belief in the fundamental pro] 


of producing and gathering natural gas and the sa 
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the field should not, in the public interest, be subject to Federal 
At the suggestion of some of the members of the committee, I 
supplemental statement enlarging upon and more fully stating my 

arious aspects of this vitally important matte 
Developments during the heurings have been such that I feel very strongly it 


my responsibility t lace in the record of your committee the substance of 


ews as submitted Ly ise colleagues. I ask leave, accordingly, to 
ite them as follows 


The Natural Gas Act was not passed by C 


ongress in a hurried or slipshod 
Every clause and word in it was carefully studied and weighed. The 
pose to 


| be served was stated many times to be to fill what has been 
»as a gap between national and local agencies in the 


overall regulation 
s, only a portion of which is interstate in nature 


un be no question at least from a practical legislative standpoint, that 


s of the language that was finally adopted as the Natural Gas Act 
recognized that the production, gathering anc 


1 distribution segments of 


ndustry, Which are strictly wal functions, were never intended to be 


le 


ed by its provisions 


ype and scope of the rules and regulations rmulated and adopted by 


g 

Power Commission after the passage of the act offer further com 
ng evidence that it was not designed to apply regulation to any portion of 
juusiness except that part engaged in the transmission of natural gas in 


state commerce for resale 


Chere is certainly no need for me to take up the time of the committee now 
the events which have transpired during the past several years and 

ave led to the current deplorable state of affairs I know that those 
tters have been very thoroughly covered and I know that the members of 
committee are quite familiar with the developments In my opinion they 
taken us r nuch te far—toward centralization of power and control 


irely local matters by the Federal Government 


t} 


me has certainly now come for Congress to assert itself in a manner that 
this whole regulatory picture in the proper perspective. Unless we 
ao so, and do it now, the responsibility is ours for permitting to be torn down 
the long recognized rights of the respective States to maintain effective control 
over the strictly local operation of production and gathering of gas in the interest 
of conservation and the public welfare generally 

I am not at all concerned with the specific methods to be used or the precise 
language to be employed, or whose name is on the bill to accomplish what, in 
my opinion, is absolutely essential if the public interest is to be best served 
in this situation. My sole purpose here is to earnestly urge the enactment of 
adequate legislation that will spell out in unequivocal terms that can never 
be susceptible of misinterpretation that Congress does not want the business 
of producing and gathering natural gas under the control of the Federal Power 
Commission or any other Federal agency I have given a lot of time and a 
lot of consideration to this subject. I am convinced beyond a shadow of doubt 
by my study of the facts involved that unless this Congress acts promptly to 
remove the threat of utility concept price control from all producers and 
gatherers of natural gas, the public is going to pay a horrible price in the form 
of a drastic curtailment of the supplies of this fuel 

That is precisely what some of the proponents of the policy of rigid Federal 
eontrol of this highly competitive and risky business would like to see occur. 
The record of events which have taken place during the years since the Natural 
Gas Act was considered and passed by Congress contains significant evidence 
that this is true 

I do not believe that some of the well-meaning groups and organizations who 
have appeared as representing the consumers want this to happen. I believe 
that if they had a real understanding of the nature of this great American 
business they would vigorously be opposing these forces who, for strictly selfish 
reasons, would like to see its forward progress forever ended 

As I see it, there is but one fundamental and all-embracing question involved 
in the legislation to amend the Natural Gas Act with respect to the producing 
and gathering phase of the business which you are now considering, and it 
is this: 

Shall a business that provides a tremendously vital and important commodity 
© millions of Americans that has been developed by the efforts and through 
the investments of many thousands of our fellow citizens be wrecked through 


‘ 



















rat nds out above all else uy mind ab he clea 
ommendation it contains that, in der ure an ample \ 
he Nation, il essential that all production a1 ith I be 
ree of any restraint by the Federal G nment 
1 have he great Hono! f representing one i district he SS ( I 
Louisiana in this Congress. The 8S ink id in kr 1 g 
eserves, and for a number of years has been } in total lal prod ) 
f natural ga I have literally lived with these problems 1 2 I I 
erved as general attorney for the Louisiana Department of Conserva 
hich is our State oil and gas reguiatory agen In that capacity I w ‘ 
ated with such outstanding leaders in the field of conser tion as Gen 
Ernest O. Th mpson, Mr. O. C Bailey, and m ny others ho Vie on the 
bject now being considered are in complete ord with mine had we kn 
vou. 
I should like to urge that you keep before you at all times the cardinal need 
l s, legislation that will provide the ne sury incentive for a full expior 
ind for the deve opment of the g rve ol hi Na 1 I believe 
Will realize that this ca mly be accon shed by the p measure 





























h will clearly remove Federal reguca frou he busine | jucing 
d gathering natural gas, regart s of het) h bu es mducted 
s alled independent producers or 1 rt i the ove perati a 
itural-gas company 
I am certain that you will inspe With great care ny pr hich ] 
ts to regulate the use of gas or to place Ininimum on i e |} Such 
‘ es, ho mutter w innocent they may appear on the surface, are fraught 
l ve danger to our system of free enterprise to the right f free 
ice « product or service which Gur peop how enjoy 
There are several bills how pending, some before this committee, some before 
the House committee, the purposes of which are freely admitted by their spon 
rs and supporters to be to impose drastic regulation on the natural-gas industry 
in order to place it at a disadvantage from a competitive indpoint with 
nother industry. I cannot conceive of anything that would justify this ¢ 
zress looking with favor upon this type of legislation, which, in my judgment 
wholly inconsistent with the basic and fundamental principles upon which 
ir great Nation has been built. 
Virtually all of the bi which have been considered by this and the House ¢ 
ttee and hich have for their purpose amending the Natural Gas Act to 
‘ the situation brought about by the decision of the Supreme Court in the 
! ps case, recognize that natural gas in the field is an item of property that 
( d a commodity, and also recognize the nece 1 ra rding 
rt ent t | producers of gas, including transmission com] ies ownil 
ducing } erties and producers who sell to affiliated companie 
It was undoubtedly Congress’ intention when it passed the Natural Gas A¢ 
natural gas should be treated as a Commodity in the field where produced 
d not as a utility service Natural gas like coal, oil, and other form f fur 
a modity in the true sense of the word, the value of which cannot be 
pitrar arrived at on a cost or other utility ncept 
The nature of the testimony of ious Witnesses opposing the enactmen 
e proper remedial legislation in connection with the treatment of the pro 
on of natural gas Companies and their affiliates, makes it imperative that 
mething in the record that should serve to specifically reveal the utter 
{complete unsoundness of their position on this question 
\S Was previously stated, this is a subject which I have given a great deal 
earnest study and consideration over the years. In the light of my knowledge 
f the business of producing oil and gas, I can say without equivocation that 
re just simply isn’t any reason whatever why all production of natural gas 
should not he treated alike so far as determining its value in the field 
concerned 
No matter what the Federal Power Commission has tried to do about it in 
he past, the logic of the position just stated is so overwhelming and so clearly in 
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the public interest that the Commission was bound, sooner or later, to recognize 


its validity This it has 
cases decided within the past year or so. 

It is my understanding that Chairman Kuykendall of the Federal Power Com 
mission has placed in the record of your committee’s hearings the Federal Power 
Commission’s opinion No, 269, in which is set forth very complete and irrefu- 
table proof of the soundness of this proposition. This point is covered under the 


done, as you are of course aware, in at least two rate 













heading, “Treatment of Panhandle’s Gas Supply,” which begins on page 8 and 
extends through page 56 It does the best job I have been able to find of 
exposing the fallacy of the contentions of those who would apply a utility con 
cept of ratemaking in determining the value of a commodity 

In conclusion I would like to urge that every member of your committee give 
earnest consideration to the very compelling and logical statements that are 






contained in the above referred to FVC Opinion No. 269. It sets forth beyond 
shadow of a doubt that a continuation of the policy of treating the production of 
gas owned by pipeline companies or their affiliates or subsidiaries as 








functions will drive such pipeline companies out of the producing business 
m to state with all the emphasis at my command that 






I wish to take this occasit 
such a result cannot possibly be in the public interest. It is therefore obvious 
to me that no amendment to the Natural Gas Act to give relief from the effects 
of the Phillips decision to the production segment of this great industry can 
the public interest if it does not recognize this funda 






mass the test of being in 





mental principle. 









PETROLEUM ASSOCIATION OF AMERICA, 
Jackson, Miss., May 5, 1955. 





INDEPENDENT 






Hion. WARREN G. MAGNUSON 
Interstate and Foreign Commerce Committee. 
Senate Office Building, Washington, D. ¢ 






DEAR SENATOR MAGNUSON : The Independent Petroleum Association of America 
held its midyear directors’ meeting in San Antonio, Tex., April 25-26, 1955. At 
the directors passed a resolution urging that the Congress ena 

1938 to 






this meeting, 
remedial legislation to clarify the language of the Natural Gas Act of 
the end that the local functions of production and gathering of natural gas, a1 
the field sale of natural gas entering into interstate commerce, shall not be subject 






{ 







to Federal regulation. 

This action of the directors was based on recommendations of the natural 
gas committee of the association. For your information, I am enclosing a copy 
of the report of the natural gas committee and of the resolution that was 








adopted by the directors. 
You will note that the report of the natural gas committee also refers to the 





proposed legislation now pending in Congress with respect to underground sto 
ge of natural gas. The position of the association, which was reaffirmed at thi 


ax la 
meeting, is that there should be no Federal legislation on this matter unless 


includes provisions which will prevent the condemnation of oil and gas propertics 








and will fully protect oil and gas operations. 
It would be appreciated if you give the position of the association on 







matters vour careful consideration. 
Very truly yours 









NATURAL GAS COMMITTEE, INDEPENDENT PETROLEUM ASSOCIATION OF 
AMERICA, MIDYEAR MEETING, SAN ANTONIO, TEX., APRIL 26, 1955 
















NATURAL GAS 





UNDERGROUND STORAGI OF 













Your committee has continued its study of the subject of underground storag 
Proposed legislation, now pending in the United States Senate 





of natural gas 
would broaden the right of interstate natural gas pipelines to seeure, in Federal! 
courts, eminent domain orders to condemn geological strata for underground 






storage of natural gas 
As result of prior studies by this committee, the association has heretofore 


adopted the policy that any such regulation should, if possible, be kept at the 
State level. On the other hand, if such regulation may be necessary at the 







t 


national level in the public interest, such legislation should be so drafted as to 
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fully protect any geological strata which may be productive, either through 
primary production methods or any type of secondary recovery operations 

The committee desires to recommend that the association reaffirm its posi 
tion relative to any such proposed legislation and that the special subcommittee 
of this committee, created in 1951, to confer and advise with the officers of the 
association on any such proposed legislation, be continued and that it be 
authorized to take such action as may be appropriate and within the concept 
of the policy of the association. 


REMEDIAL LEGISLATION TO AMEND THE NATURAL GAS ACT OF 


The urgent need to free natural gas production from Federal control far 
weighs other problems now facing this industry. The necessity to act i 
ately results from the United States Supreme Court decision in the 
Petroleum Co. case. This decision, as presently interpreted, directed the Federal 
Power Commission to regulate the production, gathering, processing, and field 
sale of such natural gas as may enter into interstate commerce. 

The effort to completely clarify the language of the Natural Gas Act, and its 
nterpretation, is approaching a critical g ! ( islation, pending in 
ngress, to free the industry from bure: T's . “leral control should 1} 

rongly supported We must join uUnwi ‘ring and concerted action rn 
suppot of such legislation bv so doing we support ie doct! e of free eco 
nomie enterprise. Only under this premise can our industry continue to sue 
cessfully develop necessary natural-gas reserves and thereby discharge its 
responsibilities to the people of our Nation 

rhe inseparable aspects of the production of crude oil and the produetion 0 

itural gas compel us to consider that control of one phase of the industry 
necessarily affects the other. Federal control of natural-gas production will 
nevitably lead » complete and absolute control of the production of erude oil 

the thought of many that such control will result in eventual nationalization 
i try 
of oil and gas cannot, under any reasonable theory, be likened 
to publie utilities It is, as an industry, highly competitive within its several 
nents, and is competitive with all other sources of energy \ publ c utility 
assured of a reasonable return upon the investment necessary to enable 

ier neeessaryv services to its consumers The ndvoeates of public 

pe of control of the natural-gas industry have not offered any sug 

ler which the discoverers and producers of natural gas may be guaranteed 

return in their search for this natural resource 
CONSUMINS public of America ill be best protect 1 under the free 


ve enterprise system It is in the publ e interest that remedial levis 


! 
ale of natural gas, which may enter into interstate commeree, from the 


he enacted to clearly exempt the production, gathering, processing, and 


risdiction of and control by the Federal Power Commission. 
\ccordingly your committee has prepared, and it is my privilege as chairman 
such commitee, to now present to you the following resolution 


AD my 
RESOLUTION OF THE NATI AS COMMI 


gas industry is facing a most crucial tes 
Supreme Court of the United i 
| Powe 


production, eatheri , processing, and 


der this decision the Federa 
s into interstate 
authority was not ithin the intent of the 
Act of 1988 was enacted. The legislative histor) t act conclusiy 
Congress intended such activity to b ocal ji ture Proposed 
now pending in the Congress will correct the misinterpretation which 
been placed upon the Natural Gas Act. 
The production, gathering, processing, and field sale at the weilhead of 


tural gas should not be, directly or indirectly, under the control of the Federal 


frovernment. Competitive fuels are not controlled by the Federal Government. 


indamental principles of free economic enterprise are at stake. 

The natural-gas industry is one of the most highly competitive industries in 
e Nation, with thousands of producers competing with one another and as an 
ndustry competing with all other fuels. It cannot be treated as a publie 


1} 





devel 
gulation of 
minishing supplies and higher 
Under such conditions 
thereby de 
of ni 


im mid ye ad? 
* the United 
sane 


age of 
thering, processing 


all not be 
committee 


ismit a copy of 
rman and each 
if the House of 
es of America 
hai man, 

e Chairman, 


reta 


John T. Galey 


ESS OF THE UNITED STATES, 
HIOUSE OF REPRESENTATIVES, 
Washinoton, D.C... Vay Vi. 1955. 


ON 


nmittee on Interstate and Forcign Commerce, 
ited Ntates Senate. VW ashinoton, D€ 


DEAR SENATOR MAGNUSON: Mayor Haydon Burns, president of the Florida 
League of Municipalities, has shown me a copy of your letter to him of May 11 


I 





! h I ( mn 
gulation. Mayor Burns has previo 
ouse committee, Which I did on 

ave now eceived from h 
ll find enclosed herew 
1 kindest 


CreLy, 


CHARLES E. BENNETT, M. C 
STATEMENT OF HAYDON BURNS, THE MAYOR OF JACKSONVILLE, FLA 


My name is Haydon Burns, and I am the mayor of Jacksonville, Fla., which 
iffice I have held for the past 6 years. 
In my city and in my State we want and need an adequate supply of natural 
s for industrial and home uses. Until the summer of 1954, when the Supreme 
Court of the United States handed down its decision in the Phillips case, we 
i hopes that our heeds would be met Now, however, since the pi 
gutherers of natural ga have been put under Federal control we 


that the needed gas will not be available to us unless the Congre 


States amends the Natural Gas Act so as to gas producers 


from Federal regulation 


this tatement Is 


thel 
Ine compa 
the benefit 
condition would continue 
Now, however, the producer and gatherer of na 
ted by the Federal Power Commission as if he were a I V i { any iS that 
‘lis in interstate commerce, even though, being npet he has none of 
. 


rmarks of a utilit Although the field price that ceives for his 


ras is only a small percent of the consumers’ burner tip price, the producer now 
as no assurance that, in a regulated market, he will receive a return sufficient 
0 justify the hazards of his undertaking. It is my belief that continued adequate 
ipplies of gas can only be produced by energetic exploration and development 
by gas and oil producers and that this can come about only through the assur 
ance to them that they will be able to sell in a free market so as to obtain a fair 
return sufficient to justify the risks they take. It is my belief that the present 
Federal control of the producer and gatherer of natural gas can result only in 
the reduction of exploratory efforts and ultimately, if not immediately, in smaller 
volumes of natural gas and other petroleum products, with resulting higher unit 
costs and higher prices. 

Another phase of the question that disturbs me as a mayor and citizen in a 
consuming State is the effect that Federal regulation of the producer and 
gatherer of gas will have on the volume of already discovered gas that is made 
ivailable by the producer and gatherer for interstate shipment. If he can sell 
ocally on a free and competitive market and receive a fair return on his invest 
ment, the producer is not likely to sell in an interstate regulated market where 
he cannot be sure what his sales price and return will be. We all know that the 
gas producing States now consume locally a big percentage of the gas they pro 
duce. We also all know that an adequate gas supply is a powerful incentive to 
industry, and that local markets are increasing in gas producing States. I, for 
one, do not want a regulatory barrier set up by the Federal Government that 
will make the local market more attractive than the interstate market, and that 
will deprive my State and other consuming States of the benefits of natural gas. 

Such a present barrier can be removed by proper amendment of the Natural 
Gas Act, and I urge that such amendatory step be taken. It is my opinion that 
an amendment following the suggestions as to natural gas contained in the re- 
port of the President’s Advisory Committee on Energy Supplies and Resources 
Policy, which report was released on February 26, 1955, would best serve the 
interests of the consumers, producers, and the general public 





rOR MAGNUSON the direction of the Commission, I enclose here- 
ies of the statement made on the Commission’s behalf before the 
Interstate and Foreign Commerce during its recent heat 
mend the Natural Gas Act 
With the practices of the Senate Committee on Interstate 
appreciative the en 
be brought t he attention of the members of the Senate 
rporated in the 1 if present hearings on related 
itive proposals 
additional copies i . tatemel are 1 led re hould be 
upplyv then 


livery 


f ’ committee designed to 
the existing jurisdiction of the Fed- 
‘ advised by Governor 
proposed measure 

pages 1518-1519 

I shall present 

positior ur i min summary f 

Che interest of our nmission is, of course, the protection of our 3.7 million 
consumers who are the persons who must foot the bill—the whole bill—for 
production, transportation, distribution, and sale of the 238 million M ec. f 
tural gas now being brought int ur State by pi ines from the Sout! 

1 West. We believe that there must be some form of protection for the con 
ner interests against the operation of the so-called favored-nation, automatic 
e adjustment and other arbitrary producer price increase clauses in the 


acts by which the pipelines-serving our area are supplied. Within the 
space of about 2 years, 1952-54, we have witnessed startling increases in 

the average cost of gas purchased by pipelines serving our market—e. g., 46 
percent in the case of Transcontinental Gas Pipeline Corp. and 89 percent in 
} * Tennessee Gas Transmissio1 ; These increases are not entirely 
the free interplay of economic forces in an uncontrolled market ; 

wholly the result of reduced supplies or increased demand, but 

rather are largely attributable to arbitrary price increase clauses written into 
the producer contracts. For the most part, these increased costs are transmitted 
right along the pipeline to the ultimate consumers, many of whom converted 
their appliances to permit the use of natural gas at millions and millions of 
dollars of expense, under representations that the fuel was cheap and in abun 
dant supply And the end of the upward price spiral is nowhere in sight. Some 
new production contracts eall for initial payments by pipeline companies of 
16 to 20 cents per thousand cubie feet. Many of them contain the same auto- 
i ‘alator clauses which brought about the increased producer prices now 


Some of them may trigger price increases under existing contracts 


nd thus the inevitable upward spiral continues 

First, let me state that the New York commission does not take the position 
that regulation of producers as public utilities of the traditional or customary 
variety is necessarily essential or even in the public interest. We are aware 
that unnecessary interference with the normal processes of production and 
e restraint upon producers’ prices, without regard to the continuance 
of adequate supplies of natural gas, would not be in the public interest. The 
treatment of producer interests must be such as will provide the necessary 
neentive for continued exploration and production of natural gas. However, 


unreasonabl 
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eve and strenuousl urge that any i leLIStAatlo!l 
Which will adequately protect the Consuming pul 
prices based solely upon the effects of » unl 
ines lh existing or Tuture 
We believe the basic 
at the lov 
ervice and adequi: 
iments have been 
tured gas, 
consumers should be glad to 
ers resulting from the provisio 
has been a boon to New ¥ 
vhy they should be required to pay rates 
ablished without reference to the economic 
d reasonableness of the prices. The question 
lic is saving by the use of natural gas or a 
problem is the ascertainment of proper and 
tting. The producers and the pipeline 
lic se e and obtained a captive 
ermit them to fleece it 
ie New Yor COMMISSIO! Pposes the 
give adequate recognition to the 
ly enumerate our criticisms, particu 
rris bill, : ve lerstand it 


nitt e 


companies, 


nable market 


well be construed 


and we \ 
en into a statutory requirement 
lo summarize the position of the New York commission : 
1. We are opposed to the Harris bill or any other bill which exem] pro 
cers and producer sales from the existing jurisdiction of the Federal ! 
mmission unless adequate safeguards are provided to assure (a) the 
ible consumer rates for gas, commensurate with the continuance of a¢ 
es, and (0) the establishing of producet rices, whether by regulation o 
tion, which will insure he continuance I adequate : 
est possible rates to consume! 
We are opposed to the Harris bi 
nullify or render ineffective arbitrary 
eve to be contrary to the public interest 
We recognize that the production of 
public utility industry, involves elen v do 
dir pattern of utility regulati and that the price to the producer 


sufficiently high to attract gas into in ate commerce Qn the othe 


e believe that the public interest requires the enactment of legislation 
to prevent any increases in the price paid to producers, except such 


iry for the continued attraction of gas to the existing 


mer market in the quantities required. 





poss 


producer ni ch will be 
lie : » bills u ‘r consideration do not 


consuming 
ind we ld be disapp oved 


\N BEACH, CALII 
HE CiTy CLERK, 
Way 19, 1956 


Committee on Interstate and Foreign Commerce. 


lding. Washinaton. D. ¢ 
ion the City Council of the City of 
so-called Hinshaw bill (H. R. 4675) and 


>the Natural Gas Act 


HERMAN R. BRANDT, 
Citu Clerl 


x through the mayor 


Senate Committee on 


Building, Washington, D. C 
the House Interstate and Foreign Com 
ling, Washington, ID. C 


se ¢ 
Congress from the 20th Congres 


merce C 
Hon. Ca Hinshaw, Representative in 


sional District of California 
‘oncress f the 17th Congres- 


Hon. Cecil R. King, Represe! from 


sional District of California 
as the earnest petition and request of ity of Manhattan Beach, Calif., in the 
premises 

. * e 
STATE OF CALIFORNIA, 


County of Los ingele s. City of Manhattan Beach, ss. 


I, Herman R. Brandt, city clerk of the city of Manhattan Beach, Calif., do 
hereby certify that the foregoing is a full, true and correct copy of a resolution 
passed and adopted by the city council of the city of Manhattan Beach, Calif., 
at a regular meeting held on May 17, 1955 

Witness my hand and the official seal of said city 


[SEAL] 
HERMAN R. BRANDT, 


City Clerk of the City of Manhattan Beach, Calif. 


CoLLins Bros. Orn Co., 
Vount Vernon, Ill., June 16, 1955 


Re Amendment to Natural Gas Act 
Senator WARREN G. MAGNUSON, 
Chairman of Interstate and Foreiqn Commerce 
United States Senate. Washinaton,. D. C. 
Dear SENATOR MAGNUSON: We wish to thank you for your recent letter advis- 
ing that the record before the committee on the question of the amendment of 


Committee, 





unas 
which will be the net ! ult from t mend 


as is proposed can be justified upon the theory that 


’ 
I 
I 


natural resources. The natural gas, so long as it remains in the ground 
source of supply, certainly is not being wasted. Legislation in the variou 
from which our natural gas is now produced controls the preservation 
natural gas as a natural resource. On the other hand, if natural gas is 

tely stored hundreds of miles from its source through the medium of unde 
ground ga ‘age and in formations which never before contained natural gas 
in nature, this may and could lead to the destruction of natural resources, and 





it to become a reality 


cular case in St. Louis 


st of public safety and the preservation of 

rights and the rights of competing industries, such as the fuel oil indus 
hat the amendment of the Natural Gas Act to permit condemnation for 
ground gas storage his time is decidedly premature for the reason that 
t i of aquifer type storages 
such aquifer storages has 

hat project may be readily 

th the Federal Power Con 
cerning the success of another aquifer storage which 


near Kankakee, I at the town of Herscher, my be secured from 


Nogical Department of the State Illinois. That storage has had 
t : 


leakage at the rface at some 1: 1S different locations of over 


feet of gas per day out o billion cubic feet of gas injected into 
f the membe r committee and of Congress that 
amendment of the tur: iA ct to permit condemnation, 
proper safe s should » incorporated into the law to 


? 
the objectionable features concerning the exercise of this 


of condemnation should not be exercisable or permitted to 
in any geological stratum or formation containing oil, gas, Coal, 01 
rals commercially producible through primary production meth 
or without pressure maintenance, or commercially producibie 
ry or any other recovery method of any type whatsoever; not 
condemnation of any overlying or underlying formation where 
jogical stratum or formation containing oil, gas, coal, or other min 
cible: nor shall there be condemnation of any underground forma 
rage of gas beneath any lands until the gas storage company 
st obtained through voluntary hegotiation 75 percent of the subsur 
ms sought to be utilized for such storage, together also with the 
least 75 percent of the total number of landowners and other inter 

ne area to be ili wa.”* 
age company seeking the right of eminent domain should be requ red 
a certificate of publ convenience and necessity prior to obtaining the 
. eminent domain The proceedings of the Federal Power Com 
ing the certificate of public convenience and necessity should 


not on he subiect to review in the Federal district court with the ordinary and 


usual apnea! rivileges, but fl li rict court also should have t » power to 


review the record and to substitute its own findings of fact for that of the 
Federal Power Commission in that review 

Even though a certificate of public convenience and necessity may be granted 

to the gas-storage company by the Federal Power Commission for the proposed 
1d storage, nevertheless, the condemnor should be required to establish 
eminent-domain proceedings in the proper court that “public necessity 
” exists in order to proceed further under the certificate of convenience 

and necessity in the exercise of eminent domain in that court. 

We still further believe that in the event the storage project becomes a reality 
and gas is stored in a particular formation or formations acquired by the appli 
eant through condemnation proceedings, and any gas should escape from the 
storage area into any other formation or formations not acquired or owned by 
the storage company, then the storage company should not be permitted to re 
capture the same except and unless it is able to secure such right of recapture 
through voluntary negotiation and contract with the person owning the land 
or the formations to which the gas may have migrated or escaped. The gas 
company should be denied eminent-domain privileges for the purpose of re- 
capture. 

We urge these safeguards to be inserted in any amendment of the Natural 
Gas Act which would allow a gas company to exercise the power of eminent 
domain for underground storage of natural gas for the reason that we feel that 
it is the only sound method by which the property owner or the petroleum pro 
ducer or the mineral lessee may be protected from the complete destruction of 
their property. We say this for the reason that we do not believe that a pro 
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ision for damages to the property owner or to the oil producer or to the mineral 
lessee would be or constitute adequate redress under the law in a destruction 
of their home or their mineral rights, as the case may be. It is difficult at the 
most to establish true value of a home, and we submit that the proof of value 
of mineral rights which are destroved and which may not be recovered in normal 
processes of the available recovery methods, whether primary, secondary, or 
additional methods, is, at the most, speculative. 

The wildeatter hoping to discover oil is constantly on the alert for a stru 
ture, dome or trap, which may have trapped oil, the possibility of which is ever 
present, under certain geological conditions and in certain geologic formations 

The same physical structure required for the trapping of oil is the same 
physical structure which the gas-storage company is seeking within which 
store its gas. Thus, the physical structure being present, the gas-storage com 
pany may seek to store gas within the same area where oil may be present 
It may desire the actual oil-bearing formation or one or more formations laying 

bove or below the oil-bearing strata 

If the gas-storage company is permitted to take one or more stratum fo1 
storage of gas in the geologic trap, this will effectively preclude the further 
exploration for oil, gas, or other elements or minerals in areas laying below 
the strata taken if previous exploratory work has not been fully conducted and 
found wholly unproductive of oil, gas, or other elements or minerals of value 
This for the reason that the property owner or person interested in the surface 
areas and other formations laying below the proposed gas storage will not 
indertake to insure or guarantee the safety of the gas storage by doing further 
exploratory work on the hopes of discovering oil or other minerals 

There are already too many risks attendant to the exploration for oil, gas 


nN 


nerals, and other precious elements, and the expenditure of moneys, in the 
effort to find oil, gas, and minerals, is too great, without taking on the added 
risk of positively and absolutely guaranteeing the sanctity and safety of a gas 
storage project representing an investment of many millions of dollars 

Regardless of the potential worth of oil or minerals that may be found ir 
formations laying below the storage area (or, regardless of any new use . 
1 


pparently worthless elements that may be developed through scientifie ad 


ncements in future years), the property owner, including a present or future 


il lessee or mineral lessee, is completely deprived of property without any 


compensation therefor hecause he will be prohibited as a practical matter from 
ever having any other or further exploration upon his property in areas laying 
below the storage formations in an effort to determine whether he may have 
oil or other valuable minerals or elements on his property. 

On the other hand, if there be oil, gas, minerals, or other potentially valuable 
elements in formations which lay above a proposed gas-storage area, there is 
the ever-present danger that the gas contained in storage in the underlying 
formations will escape upward into the overlying oil-bearing sands 


or mineral 
formations and thus preclude in the normal recovery processes available to the 
oil producer of the oil in the reservoir, including also the effective mining of 
minerals or other elements. The only effective caprock for the containing of the 
stored gas may be the identical caprock which confines the oil or other minerals 
To relegate the oil producer or the mineral lessee to the recovery of damages 
arising from and growing out of the escape of gas into these formations neces 
sitates (1) the proof of such fact, and (2) the ascertainment of proper damage 
Both these elements in a court of law are not susceptible of certainty. 

We feel that it is far better to prohibit the taking of any oil-bearing or mineral 
formation together with any overlying or underlying formation by condemna 
ion than to allow the possibility for the destruction of valuable oil, gas, and 
other mineral rights for the expediency of underground gas storage. This would 
not prevent the gas company from exercising the right of eminent domain in 
oil and gas fields which have been fully and completely explored, the oil and gas 
recovered, and then abandoned. As a matter of fact, the storage of gas in the 
completely abandoned oil or gas field which nature has demonstrated to have an 
adequate caprock which will contain the gas stored therein and prevent its escape 
to the surface, will insure the safety of the public in the area in which the storage 
is proposed. 

We believe that if there be eminent domain under the Natural Gas Act that 
it should be confined to completely abandoned oil and gas fields which the oper 
ators thereof have abandoned as not being interested in further exploration in 





vour interest in 


On June 9, the committee cluded he: ngs hi several other bills to 
amend the Natur: ra The record is being held open for 10 days so that 
written statements from any interested parties, such as your company, may be 
made a part of the record if they so desire 

I am enclosing a copy of S. 712 for your information. In the event your com 
pany wishes to submit a written statement to be included in the record, I would 
he pleased to hear from you 


Sincerely vours, 


WARREN G. MAGNUSON, Chairman 
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LONG ISLAND LIGHTING Co., 
Vineola, N. Y., June 20, 1956 
(. MAGNUS« 
hairman, Senate Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D. ¢ 
DearR SENATOR MaGNuUSON: In the recent hearings before your committee on the 
arious proposals to amend the Natural Gas Act, Mr. Randall J. LeBoeuf of New 
I had also asked 


l that Long Island Lighting Co. endorsed his views. 
» appear before your comniittee but after reviewing the testimony of 
LeBoeuf, Mr. John E. Heyke of Brooklyn Union Gas Co., Mr. Donald C. Luce 
Service Electric & Gas Company of New Jersey, and other executives 
ing companies, I felt that my testimony at that time would be merely 

titive of What others had said. 
ce these hearings in late May, The House Interstate and Foreign Commerce 
as approved by a margin of one vote, a bill introduced by Congress 
of Arkansas, H. R. 6645, and as this bill purports to contain provi- 
consumers against the effect of favored nations, price redeter 


is 


1 other similar escalation clauses, none of which are in any bill 


our committee, I thought it might be helpful if your committee were 

‘ws on these matters in the event that an attempt be made to in 

corporate them in a Senate bill Accordingly copies of this letter are being sent 
to the other Tli¢ mibe rs of your Col imittee is well. 

Kirst, I would like to explain why we believe that the proposed new subsection 
(b) of section 5 of the Natural Gas Act as set forth in both the latest bill by 
Congressman Harris, H. R. 6645, and the Fuibright bill, S. 1853, affords little 
protection to consumers that they did not have before the Phillips decision. 
Under the Natural Gas Act, a natural-gas company can charge to the consumers 
only such expenses as are just and reasonable. Even prior to the Phillips deci 
sion, if a pipeline company were to enter into a new contract to purchase natural 
gas and the price of that gas was more than the fair market price, the Federal 
Power Commission could disallow the excess. It is difficult to see any difference 
between this and the proposed subsection (b) of section 5 of the Natural Gas Act 
as contained in the Harris and Fulbright bills. If a pipeline company were re- 
quired to buy additional natural gas to meet its requirements and the only gas 
available in the areas of its pipeline were at a higher price than the last pur 
chase in that area, how could the Federal Power Commission say that this was 
not a reasonable market price? 

Next I would like to explain why the amendments to the Harris bill adopted 
by the House committee purportedly to control escalation clauses are actually 

0 protection at all to the consumer {s was demonstrated many times before 
mmmittee, one of the chief czuses of increase in cost of hatural gas over 
mast few years has been favored nations, price redetermination, and other 
r escalation clauses. Prior to the Vhillips decision, these clauses operated 
either the pipeline itself or another pipeline in the same area purchased 
new gas at higher prices than the original contract. The proposal contained in 
Hi. R. 6645 is that when an escalation clause is triggered, the pipeline shall be 
allowed to treat as an operating expense an amount equivalent to the reason 
ible market price in the field. But under the proposed subsection 5 (c) the 
Federal Power Commission will already have determined that the purchase price 
in the new contract causing the increase in the old contract produced a reasonable 
market price. Pretending that the Federal Power Commission is exercising an 
effective control when it makes a second determination that the increased price 
f the old cor ie is a reasonable market price, is sham. Actually i the pro 
posed subsections (d) and (e) to section 5 of the Natural Gas Act do is to write 
into the law a provision giving congressional blessing to favored nations, price 
redetermination and other similar escalation clauses. Just as in the Fulbright 
and original Harris bills the proposed subsection (b) would afford little, if any 
more control over the price of new contracts than existed prior to the Phillips 
decision, so in subsections (d) and (e) under H. R. 6645 there is only fictional 
control over escalation clauses in existing contracts. 

My company does not favor complete regulation of producers, but we must 
oppose such bills as the Harris and Fulbright bills which actually give complete 
exemption to producers and no protection whatsoever to consumers. I believe 
that any legislation proposed by your committee should (@) outlaw all escalation 
clauses in existing and new contracts, except tax and fixed price escalation 
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auses, and ()D) prevent abandonment of 


tract 
May I express my gratitude for the opportur 
ews on this vital matter 
\ 


Very truly yours, 
Eerrotn W. 


UNITED STATES SENATE, 
COMMITTEE ON FINANCE, 
May 20, 19 

Hon. WARREN G, MAGNUSON, 

Chairman, Senate Committee on Interstate and I 

United States Senate, Washington 25, D. ¢ 

AR SENATOR MAGNUSON: I have recently received a letter from Warwick M 
Downing, Esq., of Denver, Colo., in which he has requested that I forward to you 
a copy of a statement on legislation relating to natural gas on which your com 
mittee is presently holding hearings. 

I wish to state that Mr. Downing is an outstanding and well-known lawyer 
throughout the Intermountain West. I would appreciate it if you would have 
his statement included in the printed hearings on this legislation. 

With very best regards, I am, 

Sincerely, 


STATEMENT BY WARWICK M. DOWNING 


My name is Warwick M. Downing. I am a lawyer residing in Denver, and 
am interested in the oil and gas business. I have been chairman of the Oil and 
Gas Conservation Commission of the State of Colorado, and of its predecessor, 


the Colorado Gas Conservation Commission, for some 24 years. ‘The work is 


without pay, but I am an intense conservationist, and feel that I have been much 
more than repaid by what has been accemplished in the conservation of oil and 
gas 

I had no thought of burdening this committee with my viewpoint until I read 
in the newspaper that our distinguished mayor had told the House comm 
that the people of Denver would be forced to pay an additional $4 
year for natural gas if the Harris bill and other bills to amend the 
Act, now before Congress, are approved. 

The mayor, if correctly quoted, was just about as wrong as he cou 
citizens of Denver have a right to expect that our mayor will be : 
statements, and fair and reasonable in his conclusions, I felt, therefore, it was 
my duty as a good citizen of Denver, and as a State official having to do with 
conservation, to give Congress the real facts. 

I haven't the facilities to give an accurate statement of the total paid to the 
producer at the wellhead for his gas, nor for the additional cost to the consumer 
of any increase in the amount paid to the producer. But I am sure my figures 
ire reasonably correct. 

In Denver there are 12,230 customers, using gas for cooking and water heating 
only; on the average they use during the year 36 thousand cubic feet, at an aver 
age cost of 90 cents per thousand cubic feet, or a total of $32.40 a year. Of this 
umount, approximately 10 percent is the amount paid to the producer at the we 
head, or $3.24 a year. An increase of 1 cent per thousand cubic feet in the price 
of gas to the producer at the wellhead would therefore mean an increased cost 
to the consumer only of 36 cents a year. 

In Denver there are 134,582 customers using gas for all purposes 
‘ g the year 166 M ec. f., at an average cost of 48.3 
per thousand cubic feet, or a total of $80.20 a yvear. Of this amount, the pro 
ducer’s share is about $16 a vear. An increase of 1 cent per thousand cubic feet 
n the amount paid to the producer would mean a total of $1.66 a year. The cos 
to the consumer of the 1l-cent increase, would be a little.-under 14 cent for 
month, or less than one-half cent a day. 

The price paid to the producer of gas at the wellhead has advanced only 3 or 4 
cents per thousand cubic feet during the past 10 years. If the price should 
advance as much as 4 cents during the next 10 years, the additional cost to the 
consumer of gas for cooking and water-heating only would be $1.44 a year, o1 
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he company’s expense, that the price of pper should 
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in order to assure effective regulation of telephone rates. 
ot gus Is eXcessive It certainty 
war, a period during which costs 
of every kind hi: risen, our retail gas ! have remained stal } 
i result of doubling our use of natural gas Today about SO percent of all gas 
South Dakota is natural gas, and an average householder in a city such 
alls paid to operate a gas range and hot-water heater an average of $3 
n 1953. as against $3.30 a month in 1945 when a larger proportion of 
etnured gas was being used 


he State of South Dakota has during the past few years been the scene of 


considerable exploratory drilling by producers of gas and oil. We know from 


first-hand ‘rience how competitive the search for oil and gas is, and how 


I do not believe that exploratory activity will be increased 
I additional gas reserves hastened by clamping Federal con 
trols upon the producer. 
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cannot, therefore, agree that the type of regulation 
irrent interpretation of the Natural Gas Act is desirable 
the producer. For these reasons, I favor adoption of a 
similar to that which your colleague, Senator Fulbright, has 
that your committee report favorably upon it so it may 
session of Congress. 


Sincerely, 


JOE Foss, Governor 


UNITED STATES SENATE, 
COMMITTEE ON FINANCE, 


: Vay 70, 1955 
WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce 
United States Senate, Washington, D. C. 


DEAR SENATOR: I am enclosing a letter addressed to you as chairman « 
committee on Interstate and Foreign Commerce, setting forth the view 
State and the State organizations mentioned therein with respect to S. 1853, 
imend the Natural Gas Act. 

It will be appreciated if you will have the views expressed therein noted by 
the committee, and if you will have this letter made a part of the record of 
hearings on this subject. 

With kindest regards, I am, 

Sincerely yours, 


¢ 

Mh 
f 
i 


GEORGE SMATHERS, 
United States Senate 


STATE OF FLORIDA, 
EXECUTIVE DEPARTMEN 
Tallahassee, May 17, 1955. 
Hon. WARREN G. MAGNUSON, , 
Ohairman, Interstate and Foreign Commerce Committee 
United States Senate, Washington, D. C. 


Deak Mr. CHAIRMAN: AS I understand it, S. 1853 is now pending before your 
ommittee, and action thereon is expected within a relatively short time 

[ have sensed in our State considerable favor for this measure, and based upon 
representations which have been made to me I wish to add my recommendations 
to those who are seeking enactment of this law. 

So far as the production of natural gas is concerned, Florida accounts for 
hardly more than enough to earn it a place on the statistical tables. As for 
onsumption we also rank far down the line in this respect. Nevertheless, 
eople of Florida have a deep and compelling interest in seeing that Federal price 
ontrols not be extended beyond what necessity may require. 

As I understand it, the production of natural gas is primarily an intrastate 
activity, one that is already efficiently and adequately regulated by State conser 
vation agencies, Federal control over the field price of gas will almost inevitably 
result in Federal control in effect, if not in name, over all phases of gas produc 
tion. In such an event, a head-on collision between the Federal Government and 
State conservation authorities can hardly be avoided, nor can it be doubted that 
States rights will be the ultimate loser. 

The following State organizations here have recently made strong expressio! 
gainst these Federal controls and in favor of 8. 1853: 

Florida State Chamber of Commerce 
Florida State Cattlemen’s Association 
Florida League of Municipalities 

I join them in this position. 

Sincerely, 


’ 


LERoy CoLuins, Governor. 


Memorandum 
fo: Parker. 
From: CSR. 
Dute: May 31, 1955. 
Please take up to the Senate Committee on Interstate and Foreign Commerce 
ind have inserted in the record the resolution adopted by the central Kentucky 
ties and the city of Lexington. 
Cc. 8. R 








STATE OF OKLAI 
OFFICE OF THE GOVERNOR, 
Oklahoma City. May 17. 

mendment of Natural Gas Act to exempt t ‘from independet 

and gatherers. 

WARREN G. MAGNUSON, 

Chairman, Interstate and Foreciqn Commerce Commission, 

Nenate Office Building, Washington, D.C 


Dear Sir: I have been informed that S. 1853 by Senator Fulbright of Arkansas, 
has been referred to your committee. As Governor of Oklahoma, I am extremely 
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mendments 

MAGNUSON, 

. Nenate Committee on Interstate and 
ite Office Building, Washington, D. ¢ 


YATOR MAGNUSON: Transcontinental Gas Pipe I 


Holston, Tex., has received a copy of the statement by Texas Gas 

Corp. (Texas Gas) relating to the need for clarifying amendments to 

which was submitted to you, together with a covering letter dated Jum 

After consideration of the prov isions of H R 6645 and the said recommendati 
of Texas Gas, it is the opinion of Transcontinental that such recommend: 
should be incorporated into the proposed legislation. 

As it is the purpose of H. R. 6645 to retain the barest minimum of juri 
by the Federal Power Commission over the independent producers, it i 
more important that the remaining jurisdiction be clearly defined 

As presently drawn, the bill contains two ambiguities. The contention could 
be made that pipeline companies should be required to absorb part of the cost of 
purchased gas. Also that producers are free to terminate service to the pipeline. 
We believe neither to be the true intent of the proposed bill 

The amendments proposed make it perfectly clear that the producers will only 
be able to charge the pipeline company a price which the Federal Power Com- 
mission will recognize as a legitimate cost of doing business. Moreover, all 
doubt is removed as to the inability of the producer to terminate his contract 
with the pipeline company where his contract has a clause permitting termi- 
nation in the event the Federal Power Commission asserts jurisdiction. 

The proposals clarifying the relations between the producers and pipeline com- 
panies will benefit the entire gas industry by eliminating the necessity for 
clarifying litigation between producers and pipeline companies, thereby assuring 
uninterrupted service at reasonable costs to the ultimate consumer. 

We hope that you and the other members of the committee may give considera- 
tion to our suggestion for further clarification of the language in H. R. 6645 
when itis before your committee 

Sincerely yours, 
JAMES B. HENDERSON, 
Vice President and General Counsel 
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HESSELMAN O1: 
Spokane, June 


Hon. WARREN G. MAGNUSON, 
Senate Office Building. 
Washington, D. ¢ 

DEAR SENATOR: Just a note asking your support of the Kilgore b Ss. 2001 
which provides an amendment of the Natural Gas <Act We believe this bill 
will help conserve natural gas and also help maintain a productive capacit f 
other domestic fuels for the present and the future. The other controls sj 
in the bill are certainly necessary in the interest of fair competiti: i 
related industry 

Your reply as to your position on this matter would be 
also thank you and your staff for vour sincerity and effort 
constituents, and also you may count on our continued support 


Sincerely yours, 
Don HESSELMAN, 


Owner-Manage 


THE STATE OF KANSAS 


Topeka, May 16, 1955 
In re amendment of Natural Gas Act. 
Hon WARREN G. MAGNUSON. 


Chairman, Nenate Interstate and Foreign 
Nenate Office Building, Washington, D 


A 


this 


DEAR SENATOR: My purpose in writing 


i 


committee of my views concerning the ne 


iral Gas Act of 1938 ia order to exempt fron 


and gatherers of natural gas in interstate comme! 
On behalf of the ple of the Sta 
on at this sessior ' Congres 
he Natur: 
pinion, 
to fix the ice at which such 


eonsumers, or fi r anv other reas I do ( 


gas is an important product of the State of Kansas 

le by the manufacturer of automobiles manufactured in 

the producer of oil produced in Texas, the sale by the growe1 

in Connecticut, the sale by the mine operator of coal mined in 
sale by the producer of natural gas produced in Kansas, my 
the same. With respect to all these commodities, the interplay of the economi: 
forces of supply, demand, and competition will automatically fix a price that is 
fair and reasonable to the manufacturer, grower, or producer and to the con 


sumer if such forces are permitted to work without the intervent 


Views 


ion OL arti 


price fixing by a Federal agency. 

If the Federal Power Commission is permitted to continue fixing the price at 
which producers may sell natural gas, I believe it is realis oO recognize and 
expect the following results: 

(a) On the producers.—If and when the price of gas is too low, producers 
will spend substantially smaller amounts of money in order to explore for and 
to develop gas reserves. In time there will be substantially smaller quantities 
of gas produced for the interstate market in order to supply an increasing de 
mand for gas. Further, if producers cannot get a reasonable price for thei! 
gas, they will endeavor to find new and additional local uses therefor, furthe 
restricting the quantities available for interstate transportation 

(b) On the States.—(i) A “too” low price for gas in the field substantially 
interferes with the conservation purposes and practices of the producing State 
Numbers of wells producing small quantities of gas at low pressure will have 
to be abandoned because the price will not pay for the compression necessary 
for delivering the gas into the transmission lines, thus causing vast quantities 
of gas to be left in the ground which never can be recovered. Unrecovered gas 
is wasted gas. 

(ii) If the price obtainable for residue gas at the outlet of a processing plant 
is too low, the operators of the plant may not be able to maintain and operate 
the plant. Again, waste will result from the loss of recoverable liquid hydr 
earbons and in some instances from the loss of the gas bv flaring or venting 


into the air, 
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spiral is 


position 
market Under these circumstances, unjustified price 


té« 


ible unless rates are regulated by public authorities. Since 
} 


atherers are beyond the reach of State regulatory bodies de 


ind 
signed for the protection of consumers, there is no satisfactory alternative to 
regulation by the Federal Power Commission 
Regulation of transmission and distribution costs by Federal and State au- 
thorities loses much of its meaning if producer costs are allowed to rise con- 
tinuously without control. 
The provisions in the pending legislation to establish a principle of “reasonable 
market price’ both for natural gas bought from independent producers and 
that obtained from pipeline subsidiaries is too vague to provide effective con- 
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sumer protection. It would undoubtedly lead t 
instability and rising costs and would probably lead to freezing of arbitrary pro 
ducer prices into the prices that consumers have to pay 

I recognize that producer prices must be adequate to stimulate a steady and 
expanding flow of supplies to meet the consumer murket at prices fair to pro 
ducers and consumers, but there is no reason to suppose that the Federal Power 
Commission would not give adequate recognition to this regulatory principle 
The expansion of the pipeline system itself is sufficient testimony to the Federal 
Power Commission’s policy in this regard. 

While there would be administrative difficulties involved in the regulation of 
rates and while consideration should be given to the possibility of exempting 
small producers from control, the objective of protecting consumers from un 
justified price increases in a market from which the competitive factor has been 
largely removed, calls for effective regulation by the Federal Power Commission 

I recommend that legislation which prohibits such control be defeated 


NE At 
the board o directors ¢ 


the following recommendation : 


That the Kelso Chamber of Comme 


and gathering of natural gas, ine 
ted on a competitiv 


; Congres hould 


Resolved, That the ‘ inglewood, Calif.. 
Ci eouneil of said v, does hereby support tl 


and gathering of natural gas, including the sales thereof, in the field where ] 


duced, shall be conducted on a competitive basis, free of Federal regulation, and 
that the United States Congress be and it is hereby petitioned to amend the 
Natural Gas Act to achieve that end; and be it further 

Resolved, That since either the so-called Hinshaw bill (II. R. 4675) or 
ealled Fulbright bill (S. 1853) now pending before the present Congress will 
accomplish the end above referred to; that said city, through its mayor and 
city council, does hereby support the said above-mentioned bills, and does re 
spectfully request that one of said bills be enacted into law at the earliest pos 
sible time: and be it further 

Resolved, That a certified copy of this resolution be forwarded to each of the 
following: Hon. Warren G. Magnuson, chairman of the Senate Committee on 
Interstate and Fore'gn Commerce, Senate Building, Washington, ID. C.; Hon. J. 
Perey Priest, chairman of the House Interstate and Foreign Commerce Com 
mittee, House Office Building, Washington, D. C.; fon. Carl Hinshaw, Repre 
sentative in Congress from the 20 Congressional District of California; and Hon 
Cecil R. King, Representative in Congress from the 17th Congressional District 
of California; as the earnest petition and request of the city of Inglewood, Calif., 
in the premises. 

I, Leonard C. Fox, city clerk of the city of Inglewood, Calif., do hereby certify 
that the foregoing is a full, true, and correct copy of a resolution adopted by 
the City Council of the City of Inglewood, Calif., at its regular meeting of 
May 10, 1955 

LEONARD C, Fox, 
City Clerk of the City of Inglewood, Calif 
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United States Senator. 


OF WILLIAM J. Kane, City ATTORNEY, FLINT, Micu., MADE ON BEHALK 
F THE FLINT City COMMISSION IN OPPOSITION 
NATURAL GAS ACT 


ro PROPOSED AMENDMENTS TO THE 


My name is William Kane. I am the Flint, Mich., city attorney. My 
appearance here behalf of 


is made on the Flint City Commission, which body 
resolution directi 


uUnanImMouUsis passed a 


ting me to appear in opposition to the 

proposed amendments to the Natural Gas Act which would exempt the big gas 
producers and gatherers from Federal price regulation 

Use of natural gas in the Flint i commenced in 1942. 

nsumption gas was 8 million cubic feet per day. 

has reached over 66 million cubic feet. 

iomes were heated by ga 
msumers ¢ 


are At that time daily 

At the present time daily 
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proposed legislation is a matter of great concern to natural gas consumers in the 
Flint area. 

The following facts seem inescapable to me: 

1. That natural gas results from development of the natural resources of our 
‘ountry, and in view of the reliance of over 60 million people upon natural gas 
or their daily fuel needs combined with the fact that the manner of 
such gas from the producers is of a noncompetitive nature, this 


obtaining 
comm dity Is 
inguestionably stamped as one affected with a public intere 
defined such interest. 


2. That passage of the proposed amendments will remove 


mn the mel 
inv protection against unjustified rates, since ie individual States can do 
nothing about rates until the gas reaches the State, and then mu ‘ h 
distributor his costs plus a reasonable capital return; while by refusi 

he proposed amendments, the rates received by the producer must by 
illow such producer just such a return as the individual States allow 


tributor, vet will protect a large percentage of the population of this count 


from unjustifiably large returns to such producers, which will be reflected 


in 
injustifiable rates charged individual consumers 


o. That the proposed amendments, if adopted, in setting “reasonable market 


oe rather than “just and reasonable price” as the standard for 
atu gas when the FPC is considering rate changes, opens the way ft 
mediate large increases in valuation of existing 


Value ol 


reserves which will be 
panied by increased rate charges to local Consumers, and such opening 
vould continue in the future 
For the above reasons, supported b: detailed 
veloped by the hearings both in the use and in 
posed amendments to the Natur: mis Act are not good 
strongly recommend te 1is committee and to the Congress as 


proposed amendments, or an\ milar legislation, not be pa 


UNITED STATES SENATI 


COMMITTEE ON LABOR AND PUBLIC WELFARI 
Washington, D.C., May 1 


Hon. WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D. ¢ 


SenaATOR: Attached is a letter we have received from Hon. Jam 
the mayor, Birmingham, Ala., in opposition to S. 1855 and other 
egislation to amend the Natural Gas Act. 
We shall very much appreciate your having Mayor Morgan’s lette 
the record of the hearings now underway on this legislation and 
the committee’s earnest consideration of the views set out in the let 
Thanking you and with kindest regards, we are 
Very sincerely, 
Lister HILL 


JOUN SPARKMAN 


City OF BIRMINGHAM, ALA., 
Vay 13, 19. 
Re Senate bill 1853 and any similar bills. 
Senator LisTER HILL, 
Senator JOHN J. SPARKMAN, 
Senate Office Building, Washington, D.C 


DEAR SENATORS: I understand that the Senate Committee on Interstate and 
Foreign Commerce is holding hearings on a bill introduced by Senator Fulbright 
(S. 1853) to amend the Natural Gas Act in the way the Harris bill (H. R. 4960) 
and certain other bills under consideration by the Committee on Interstate and 
Foreign Commerce of the House of Representatives would amend that act 

This legislation is proposed in an attempt to take away from the Federal 
Power Commission jurisdiction which in Phillips Petroleum Co. vy. State of 
Wisconsin et al. (847 U. S. 672, 74 8. Ct. 794), the Supreme Court held such 
Commission possesses under the present provisions of the Natural Gas Act 








LS3S AMENDMENTS TO TI NATURAL GAS ACT 





Che city of Birmingham considers that the national interest and the proteci 
of consume of natural gas from exploitation requires that such attempt be 
defeated J upport of this view attention is invited to the following 


(a) Message of President Truman dated April 15, 1950, vetoing the Ker 
natural-gas bill (H. R. 1758) considered by the Congress in 1949-50 

(b) Resolutions adopted by the National Institute of Municipal Law Officers, 
San Francisco meeting, September 1954; which resolutions were, at the request 
of Hon. Paul H. Douglas, ordered by the Senate printed in the Congressional 
Record and appear therein in volume 101 at page 1164 (issue of February 9, 1955) 

(c) Remarks of Hon. Paul H. Douglas in the United States Senate on February 
28, 1955, and appearing in the Congressional Record, volume 101, pages 1884-1887 ; 


} 
u ] 


especially the document included in such remarks and entitled “Background 
Information on Proposed Amendment of Natural Gas Act, 1955” (vol. 101, Con 
gressional Record, p. 1886). 

(dq) Statement by representatives of consumers to President Eisenhower 
opposing destruction of consumer protections under the Natural Gas Act, 
which statement at the request of Hon. Alexander Wiley was ordered by the 
Senate printed in the Congressional Record and appears in the March 18, 1955 
issue thereof (vol. 101, Congressional Record, pp. 2667-2669 ) . 


It is requested that this letter be made a part of the record of the hearings 
before the Senate Committee on Interstate and Foreign Commerce in order to 
record the opposition of the city of Birmingham to enactment of S. 1853 or ar 
other bill of similar purpose 

Very truly yours 

I. W. Moraar 

President of the Commission of the ¢ ty of Birmingham and May 

,SPORT WORKERS UNION OF A MERIC 

Ver York 19, N Y., May 1 
Hon. WARREN G. MAGNt 

Chairman, Senate Interstate and Foreign Commerce Committee, 
Nenate Office Building, Washinaton 25. D. ¢ 
DEAR SENATOR MAGNUSON Enelosed vou will find a copy of a resolutio 


adopted at the meeting of the international executive board of the Transport 
Workers Union of America, CIO, on May 18, 1955, in opposition to any attempt 
to take away regulatory power over the price of natural gas at the wellhead by 
the Federal Power Commission. 

The removal of all controls as suggested by Senator William Fulbright would 
deprive the consumers of natural gas—a heating and cooking necessity for mil 
lions of people—of any Federal protection. It would leave them open to exploita- 
tion by highhanded profiteers. As spokesmen for the workers we represent in 
the gas-utility field, we would like to point out the effect of a sudden profiteering 
rise in the price of natural gas. Such a price inerease would stifle an expand 
ing industry, cause unemployment, and rob the consumer. 

We urge that the committee turn down any legislation aimed at the removal of 
Federal control in this vital area 

Sincerely yours, 
MICHAEL J. QUILL, 
International President 
GUSTAV FABER, 
International Secretary-Treasurer 
MATTHEW GUINAN, 
Erecutive Vice President 
FRANK SHEEHAN, 
Director of Organization 


RESOLUTION—INTERNATIONAL EXECUTIVE Boarp, May 13, 1955 


NATURAI-GAS PRICE CONTROI 


The Transport Workers Union of America, CIO, thoroughly condemns any 
attempt by gas producers and speculators to deprive the consumers of natural 
gas of the protection afforded by the authority of the Federal Power Commis- 
sion to regulate natural-gas prices at the wellhead. 


tAL GAS 


essential 
"consume 
for ail 
growing industry, cause mass la) 
rus GIStTribulionh and 
esent consumers of natut i 
We condemn as cheap demagogy the attempt by 
resurrect the Civil War in an issue which 
irges that natural gas is a “luxury,” not a ne 
at the ellhead is “Yankee exploitation” cannot 
natural-gas producers, utility trusts, stock and bond 
tors to squeeze additional profits out of 
women i herefore, be it 
Re ed, That this international execut 
workers we represent in the gas-utility f 
on record in wholehearted support of the Supreme 
vhich allowed the Federal Power Commission t 
wellhead We strong y oppose any attack on 
e designed to ‘otect the ultimate consut 
rthermore, be it 
Resolve That copies of this resolution f 
to the Senate Interstate and Foreign Commerce Committee 
ing hearings on this matter 


WARREN G. MAGNt 
hairman, Senate Committee o 


Senate Office Building, Washington, D 


Mr. CHAIRMAN: We appreciate 


mu and the other members of 


Is to amend the Natural Gas A¢ 
that this statement submitted by the 
an be incluced as a part of the record 


cerely yours, 


Manufacturers appreciates 
ws on the various proposals for amending the 
38 at this time. Without going into the merits of each 
mittee, we would like to make a general statement bearil 
ems raised by last vear’s decision of the United States Supreme 
ips Petroleum Co.‘ Wisconsin (347 I S. 672 (June 7, 1954) ) 
The implications of the 1954 decision of the Supreme Court 
holding that all sales of natural gas are subject 
Power Commission are believed by this association 
implications—which we will explain briefly seem 1 
of some of the basic objectives of industry, we 


the situation be rectified at an early date by appropriate legis! 
FEDERAL VERSUS STATE JURISDICTION 


There is a potential conflict between Federal and State reg yodies 
this situation. The interest of the States is to so regulate the rate of oil and gs 
production as to conserve the underground pool and in due course reco) ihe 
maximum amount of these resources. Federal regulation is virtually certair 
to interfere with this work of the States. There is likely to be an overlapping 
of authority, responsibility, and functions leading to confusion and conflict in ¢ 
activity which is essentially local in character. 

Such conflict between Federal and State jaws impairs the operation o 
dustry. Furthermore, where operations are predominantly local in nature 


n the case in producing and gathering natural gas through thousands 
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dependent local concerns, it is not only sound but desirable that such regula- 
tion be left to the States. Asa matter of fact, the Federal Power Commission-— 
properly in our judgment—has consistently interpreted the Natural Gas Act 
as not authorizing it to take jurisdiction over the production and gathering of 
natural gas 

Extension over the past several years of the Federal Government into almost 
all areas of our national economy and local activities has resulted in serious 
restriction of the power and authority of the respective States in matters which 
traditionally fall within their province. 

It should be the policy of the Federal Government to promote and strengthen 
State sovereignty and to limit Federal power, where exercised, to those matters 
Which have a direct and substantial relationship to the national economy and 
interest 

Effective congressional action on this matter now before your committee is 
urgently needed if the trend toward preemption of State authority is to be re 
versed and the traditional sovereignty of the States restored 


FREE COMPETITIVE MARKETS 


There is an important economic implication which disturbs us. Here is an 


industry made up of thousands of independent and highly competitive producers, 
vet it is proposed to make it subject to Federal price regulation 

There is no semblance of private monopoly in the production and gathering 
of natural gas. There is indeed a sharp contrast between this industry and any 
public utility. The gas producer holds no franchise and has no protected markets 
Therefore, we believe the imposition of Federal price controls on his operations 
clearly violates a fundamental principle of our free competitive enterprise 
sVvstem 

It seems equally clear, as others have also pointed out, that if Federal regu 

s to be impose pon the thousands of independent producers of natural 

yas, then it may be a question of time before such regulation and price 
ixing is extended to cover many other commodities in other highly competitive 
fields of production 

We are convinced that there is no substitute for free competitive markets 
Price controls breed more controls. They nullify the complex but automatic 


system of checks and balances encompassed in free markets, Then each disrup 


rr 
tion and each economie unbalance results in calls for more controls to remedy or 


COVE! ip the fail e of the first contro!s Thus the fulse philosophy of direct 
ce controls develops and fits into the broader attempts to establish a planned 


conom vhich j abhorrent to the American tradition of both economic and 


ILIZATION Ob} 


ition of Manufa irers is deeply concerned with the 
Wise UTLIUZAatTI aturai resources 1 > int ST i raging their develop 
ment as ar ntial feature of Americ: long-term dynamic growth. 

There e¢: | 10 doubt of the vital importance of natural gas as a major 
resource, now that it has grown to supply nearly one-fourth of the Nation’s 
total energy requirements 

Nevertheless, it has been demonstrated th: he added reserves of natural 

not kent . ith production and » in recent vears. This means 
need for maintaining full incent ;s for resource development is very 
heen aptly stated by spokesmen for natural gas and 
’ icentive has heen plowe d under.” 
crowing present and future needs, the discovery of new 
the production of new supplies Is plainly imperative. 
exploration and discovery depends very heavily upon 
.° great and numerous risks, but the incentives are 
endangered by the introduction of direct Federal price controls and other 
ations on the production and gathering operations 

This kind of regulation is bound to cause profound and harmful repercussions 
in the discovery rate, the continuance of old wells, the methods of production, 
and the diversion or waste of gas supplies—to the detriment of the public 
interest as well as the industry. 
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THE CITy or NEWA 


SENATE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Senate Office Building, Washington, D.C. 

GENTLEMEN: The Municipal Council of the City of Newark, N. J., on May 18 
1955, adopted “Resolution opposing the proposed Elarris bill, pending before the 
House Interstate and Foreign Commerce Committee, which seeks to amend the 
Natural Gas Act ef 1988.” 

A copy of this resolution, together with a statement from His Honor, Mayo 
Leo P. Carlin, opposing this bill, and urging its rejection, are enclosed herewit] 
for vour considered attention 

Very truly yours, 


rth I 


uv Clerl 


Cuil 


No. 673—RESOLUTION OF THE CITY OF NEWARK, N. J., OPPOSING THE PROPOSI 
HARRIS BILL, WHICH SEEKS TO AMEND THE NATURAL GAS ACT oF 1938 


Approved as to form and legality on basis of facts set forth 
VINCENT P. Torppey, 
Corporation counsel 

Factual contents certified to by: 

Leo P. CARLID 

Councilman Callaghan presents the following resolution : 

Be it resolved by the Municipal Council of the City of Newark, N.J.: 

1. That it is opposed to the proposed Harris bill, now pending before the 
House Interstate and Foreign Commerce Committee, which seeks to amend the 
Natural Gas Act of 1938, whereby the producers would not be subject to price 
regulation by the Federal Power Commission in the sale of natural gas. This will 
result in increased cost and hardship to 122,000 families in the city of Newark 
who use natural gas for heating, cooking, and lighting purposes. 

2. That the city clerk be and he is hereby directed to forward a certified co 
of this resolution and a copy of Mayor Leo P. Carlin’s statement likewise opposing 
the proposed Harris bill, filed with the committee of the House of Representa 
tives, to the Senate Committee on Interstate and Foreign Commerce, Senate 
Office Building, Washington, D.C. 

Adopted at a meeting of the Municipal Council of the City of Newark, N 
May 18, 1955. 

JOHN A. Brapy, 
President of the Council 
Certified to by me this 19th day of May 1955. 


C'aty 
This resolution when adopted must remain in the custody of the city clerk 


Certified copies are available. 


STATEMENT ON THE Harris Bilt By Leo P. CARLIN, Mayor Ciry or NEWARK, N. J 


My name is Leo P. Carlin. I am mayor of the city of Newark, N. J. The 
principal offices of the city of Newark, N. J., including the office of the mayor 
are in city hall, 920 Broad Street, Newark, 2, N. J. The term of office of 
present administration of the city of Newark is from July 1, 1954, to Juty 1, 
the form of government having been changed from the commission form t 
Inayor and municipal council form by popular vote. I was mayor for the year 
preceding July 1, 1954, under the former commission form of government and 
also served as commissioner and director, department of public works, for the 
preceding 4-year term. 

According to the 1950 census figures the population of the city of Newark 
was 438,776. I am informed that there are 122,170 gas customers in the « 
of Newark and that approximately 8,000 use gas for heating purposes. Ma 
of the Newark industries depend upon gas in their industrial processes. Gas for 
cooking and heating within the city of Newark is supplied only by Public Service 
Electric & Gas Co. We are informed that approximately SO percent of the 
thermal send-out of that company is derived from natural gas purchased fro! 
Various natural-gas pipeline companies. 
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Che f ‘ the cit New oO use gas fi he various purposes have 

no bene of competing l iers l I t tal £ I the one ind onl 

pri hese families, furthermore, do not actually have the 

ice of Compe g fuels, such as coal, oil, or electricity The 

wking and burners for heating cannot be transformed to the 

f other fuels and the cost of new equipment would be an additional burden 

Oo j ize , especially when a heating unit is involved. It has been recognized 

il hia come a national policy that Consumers in such circumstances must be 
pi ecLled wv ind regzula.on 

It is my understanding that the Supreme Court of the United States has 

recognized that the prime aim of the Natural Gas Act of 1988 is to protect 

consumers against exploitation at the hands of the natural-gas companies. The 

‘ ‘ it or eLzu n F ) ( ( are ad D\ Lhe p> oducer to the 

nsmission pipeline Companies and the prices charged by those companies to 

the d ibution Company whose rates to the ultimate consumer are also regulated 





the public utility commission of our State. In regulating these prices the 
act presently provides for just and reasonable rates 
f am informed that Public Service Electric & Gas Co. agreed to pay 25 cents 
per thousand cubic feet when the company signed its first contract for delivery 
f natural gas ymetime in 1947, and that before the first cubic foot of gas was 
received under this contract in 1950, the price had been increased to 27.9 cents 
per thousand cubic feet Since that time the price has been increased to 34.1 
cents per thousand cubic feet at the present time showing an increase of 36.4 
percent which was permitted under the present act. The major portion of these 


increases, | am informed, were permitted to become effective because the Fed- 
eral Power Commission was of the opinion that it had no right to control the 
rices charged by the producers If the Harris bill is passed by the Congress, 
the control which that Commission now has, as a result of the Supreme Court 
decision in the Phillips case, will be eliminated. There would then be no control 
whatever over the prices that the producers can charge in existing contracts. 

It seems quite evident that the Congress was fully aware of the position of 
the consumer when it provided that the Federal Power Commission should 
regulate all sales in interstate commerce for resale. Under the act, properly 
administered, each party, producer to distributor, would receive the cost to him 
plus a fair profit and costs to the consumer would rise only in proportion to 
general commodity cost increases. Under the proposed legislation the pipeline 
operators and distributors are subject to control, the basis for this control being 
the prevailing market price in the field where produced. The producer, how- 
ever, under the proposed amendment would be free from control as regards his 
selling price and, therefore, could raise the market price at will. As a chain 
is only as strong as its weakest link, so also control is only as strong as the 
weakest point of control. The result under the proposed amendment would 
therefore be lack of control and the vitiating of the intent of the act. For the 
consumers, some 122,000 families of the city of Newark, there would result the 
spiraling of the cost of gas until it would be more economical to reconvert to 
the use of another type of fuel. 

I will leave to experts the expounding of the theories and reasons to prove 
that the Harris bill is detrimental to the interests of the consumer and the 
public and is only beneficial to the few producers at the expense of the public. 
I am subm‘tting this plea on behalf of the thousands of residents of my eitv so 
that this honorable committee will reject this bill and any other bill which 
would remove from price control any of the producers of transporters or dis- 
tributors of natural gas from the wells to the ultimate consumer 


OFFICE OF THE CITY ATTORNEY, 
West Allis, Wis., May 18, 1955. 
Re S. 1853. 
SENA COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 

Senate Office Building, Washinoton 25, D.C. 

1 . Attached is a certified copy of a resolution adopted by the Com- 
mon Council of the City of West Allis on March 22, 1955, containing the council’s 
views on any Federal legislation which would eliminate Federal regulation of 
natural-gas rates at the wellhead. 
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Members of the council have asked me to forward this resolution to be made 
a part of the record in your hearings on bill S. 1853, and to constitute the oppo 
sition of the city of West Allis to bill S. 1853. 
Sincerely, 
GEORGE A, SCHMUS, 
City Attorney. 


RESOLUTION No. 6149, By ALDERMAN LERoy P. FARNESS 


Whereas certain legislation is pending before the Congress of the United States 
including the so-called Harris bill which would amend the Natural Gas Act of 
1938 and exempt from rate regulation of the Federal Power Commission those 
companies producing and supplying natural gas for sale in interstate commerce ; 


al 

Whereas it appears that passage of such legislation would result in increased 
gas rates to the consumers of West Allis; and 

Whereas it appears regulation of 1 is rates at the wellhead is required 





tion and concentration of ownel 


protect the pi Mic because of limited COmpeth 
ship in a few companies: and 
Whereas the League of Wisconsin Municipalities and the National Institute 
Municipal Law Officers have already gone on record in opposition to such leg 
lation: Now, therefore, be it 
Resolved, That the Common Council of the City of West Allis hereby record 
opposition to any Federal legislation which would eliminate Federal regula 
on of natural-gas rates at the wellhead, and calls upon the Members of Congre 
defeat any such legislation, including the Harris bill. 
Let a certified copy of this resolution go forward to President Eisenhower, 
both Senators and all Congressmen from the State of Wisconsin. 
Adopted March 22, 1955 
PHIL Exxiort, City Clerk. 
Approved March 24, 1955 
ARNOLD H. KLeENtTz, Mayor 


OFFICE OF THE CITY CLERK, 
West Allis, Wis., May 13, 1955 
I hereby certify that the foregoing is a true and correct copy of a resolutior 
dopted by the Common Council, City of West Allis, Wis., at an adjourned regu 
ar meeting of said common council held on the 22d day of March 1955. 
Puit Exvxiiort, City Cler] 


STATE OF NEW Mexico, Executive OFFICE, 
Santa Pe, Alay 17, 19. 
Senator WARREN G. MAGNUSON, 
Chairman, Senate Interstate and Foreign Commerce Cominittee, 
Senate Office Building, Washington, D.C. 


DeAR Str: As Governor of the State of New Mexico, I am vitally interested in 
the hearings before your committee on proposed legislation to amend the Natura] 
Gas Act. This legislation is, in my opinion, the most important domestic matter 
before the Congress today. 

The decision of the Supreme Court of the United States in Phillips Petroleum 
Co. v. Wisconsin (347 U. 8S. 672), and the orders of the Federal Power Commis 
sion implementing that decision have greatly disrupted the oil and gas industry 
and threaten the traditional and historical right of the State of New Mexico to 
regulate and control the production and gathering of oil and gas. By judicial and 
administrative fiat, the independent producer of natural gas has been declared to 
be a public utility and subject to regulation as such. This is, in my opinion, com 
pletely contrary to the intent of the Congress as expressed in the Natural Gas 
Act and wholly disregards the recognized fact that natural-gas production has 
none of the characteristics of a public utility but is a highly competitive business 
involving great risk. 

I believe that gas producers have done a remarkable job of meeting the rapidly 
expanding demand for natural gas. In 1946, gas supplied 14.5 percent of the 
mineral energy consumed in the United States; in 1953, it supplied 23.7 percent. 
The number of natural-gas customers of utilities has increased from about 9 
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million in 1945 to nearly 20 million in 1953. This tremendous growth has been 
accomplished under a free economy and upon a competitive basis. Only under 
such a system of free competitive enterprise can the producers of natural gas 
continue to find and develop the reserves necessary to meet the needs of the 
Nation. 

In our State of New Mexico, the estimated proved recoverable reserves of nat- 
ural gas have increased from 5.1 trillion cubic feet at the beginning of 1946 to 
17.4 trillion cubic feet at the end of 1953. The marketed production has increased 
from 105 billion cubic feet in 1945 to 399 billion cubic feet in 1953. Shipments 
to other States have increased from 35.6 billion cubic feet in 1945 to 283.7 billion 
cubic feet in 1953. During this period, the average wellhead price of gas in this 
State rose to only 6.1 cents per thousand cubic feet in 1953, which is far below 
the price of competitive fuels at comparable points in the distribution system 
and represents only a small portion of the residential consumers’ gas bill. 

The State of New Mexico, through its Commissioner.of Public Lands, who is 
the trustee of State lands under the Federal enabling act, is the largest royalty 
owner of oil and gas in the State. Royalties, rentals, and bonuses from oil and 
gas on State lands are the major support of public schools and State institu- 
tions in New Mexico. For this and other reasons, the economic health of the 
oil and gas industry, which has been excellent to date without Federal control, 
is an important factor in the economy of the State. This healthy and vigorous 
industry should not be weakened by the regulation of independent producers’ 
prices by the Federal Power Commission. 

The interest of the people and officials of the State of New Mexico in the 
natural-gas legislation which is before your committee was expressed recently 
by the passage by the legislature of Senate Joint Memorial No. 7, memorializing 
“the Congress of the United States to take such steps as are necessary to amend 
the Natural Gas Act to exclude the independent producers of natural gas from 
the control of the Federal Power Commission.” I have already sent copies of 
this memorial to all Members of the Congress, but I am attaching a copy of it 
to this letter for inclusion in the record of the hearing before your committee 
on this legislation. 

With a firm conviction that the interests of the Nation and of the State of 
New Mexico will be beter served by freeing independent producers of natural gas 
from regulation under the Natural Gas Act, I strongly endorse H. R. 4560 or 
similar legislation which would accomplish this purpose. 

Very truly yours, 
JOHN F. SIMMS, 
Governor of New Mezico. 


UNITED STATES SENATE, 
COMMITTEE ON THE JUDICIARY, 
May 24, 1955. 
Hon. Joun O. PASTORE, 
Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


DEAR SENATOR PASTORE: The Keystone Steel & Wire Co. is one of our very 
substantial industries in Illinois with subsidiaries at Crawfordsville, Ind.; Rock- 
ford, Ill.; Jacksonville, Fla., and California. The parent plant at Peoria is 
among the largest gas consumers in the State, and I am attaching a letter 
signed by the president, R. E. Sommer, affirming his support of Senate 1853 
which is now before your committee. 

May I request that a copy of President Sommer’s letter be inserted in the 
hearings. 

Sincerely, 
EVEKETT MCKINLEY DIRKSEN. 


KEYSTONE STEEL & WIRE Co. 
Peoria 7, Tl., May 17, 1955. 
Hon. Everetr M. DrrRKSEN 
House of Representatives, 
Washington, D. C. 
DEAR SENATOR: It is our understanding that Senate bill 1853 is now holding 
hearings before the Interstate and Foreign Commerce Committee. We are ad- 
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vised that the purpose of this legislation is to remove from the control of the 
Federal Power Commission the price of natural gas when sold by a producer. 
It is also our understanding that Senate bill 1853 is a companion bill to the 
H. R. 4560 bill known as the Harris bill. 

As you know, Everett, our company is one of the largest consumers of gas in 
the State of Illinois. 

We believe that the price of a commodity sold in competition with other com- 
modities should not be controlled by any agency of the United States Government. 
We believe further that any attempt to legislate the price of a commodity sold 
in the open market is basically unsound. 

We would like to urge you, Everett, to make known to the Interstate and For- 
eign Commerce Committee, through the medium of this letter, our views with 
respect to this legislation. It is our firm conviction that this bill should be re 
ported out favorably by the committee. 

Sincerely yours, 
REUBEN E. SOMMER, 
President and General Manager. 


RESOLUTION 


Whereas the directors of the Tulsa Chamber of Commerce believe that regu- 
lation of the natural gas producers, including the fixing of prices, is not in the 
public interest; and 

Whereas legislation such as the Congress passed in 1950 to clarify the matter 
particularly section 1 (b) of the National Gas Act, which states that provisions of 
said act shall not apply to the production and gathering of natural gas, is 
necessary in order to eliminate the present chaos and uncertainty which have 
resulted from the Supreme Court decisions ; and 

Whereas the prosperity of the gas producing industry is vital to this com- 
munity : Now, therefore, be it 

Resolved, That the president of the Tulsa Chamber of Commerce be directed 
to communicate with other chambers of commerce of his choosing and inform 
them of the principles at issue, urging their support of the bill which will be 
presented to the present Congress to protect the natural gas producers from 
Federal regulation ; and be it further 

Resolved, That an appropriate resolution urging support of such legislation be 
sent to the members of the Oklahoma congressional delegation, as well as to 
the members of the appropriate committees of the Senate and the House of 
Representatives. 

Approved and adopted this Ist day of February 1955 by the unanimous action 
of the board of directors of the Tulsa Chamber of Commerce, in regular session. 

TuLsA CHAMBER OF COMMERCE, 

[SEAL] By MAURICE SANDITEN, President. 

Attest : 

C. A. Borver, Secretary, 


[Senate Joint Memorial No. 7, 22d Legislature, State of New Mexico] 
INTRODUCTION BY SENATOR F. J. DANGLADE 


A JOINT MEMORIAL Memorializing the Congress of the United States to amend the 
Natural Gas Act 

se it resolved by the Legislature of the State of New Mexico: 

Whereas recent interpretation of the Federal Natural Gas Act by the Supreme 
Court of the United States, and the recent interpretation of that Supreme Court 
decision by the Federal Power Commission, threaten the traditional and his- 
torical right of the State of New Mexico to regulate and control the produc- 
tion and gathering of oil and gas in the best interest of the people of the State 
of New Mexico and the Nation; and 

Whereas despite 14 years of interpretation to the contrary, the recent 
Supreme Court interpretation of the National Gas Act and the orders of the 
Federal Power Commission based on that interpretation, would now apply con 
trol of price and market for gas to independent producers; and 

Whereas the State of New Mexico, through the commissioner of public lands, 
the commissioner of public lands being the trustee of State lands under the Fed- 
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eral Enabling Act, is the largest royalty owner of oil and gas in the State; and 
Whereas royalties, rentals, and bonuses from oil and gas on State land are 

the major support of public schools and State institutions ; and 

Whereas the regulation of the independent production of gas, and the in- 


evitable resultant regulation of the production of oil, by the Federal Power Com- 
amplates control of the price received for these resources at the 





vellhead, affecting the right and the duty of the New Mexico commissioner 
f publ to receive the full benefit of its State lands for the schools and 
institutions of the State, such royalties, rentals, and bonuses commensurate with 
a fair price established by arm’s-length negotiations ; and 

Whereas the State of New Mexico, through its oil conservation commission, 


laws and regulations to prevent waste of oil and gas and has 
spent many years establishing a method of control beneficial to the State and 


the Nation, and fair to those engaged in the oil and gas exploration and pro- 


duction b ness ; and 

Whereas the State of New Mexico does not re enize the indepen ient pro 
ducer of natural gas as a public utility : and 

Whereas this legislature and the responsible officials of the State of New 
\I ecognize 

That the tried and proven method of arm’s-length negotiations has been bene- 
( to the development and establishment of the reserves of both oil and gas 

Phat the industry under these circumstances has met rapidly the expanding 
demand for gas and currently supplies almost one-fourth of the Nation’s mineral 
ene 

That the field price of gas on a heat-content basis is far lower in cost than 
nv other fuel 

That the natural gas producers’ field price currently amounts to less than 


10 percent of the residential consumers’ gas bill; 

Chat nee 1945, the cost of living has risen almost 50 percent yet the cost 
of gas to the household consumer has risen only 12 percent ; 

That the State of New Mexico and the Nation’s fuel problem can better be 
served by a continuation of the long-standing interpretation of the Natural Gas 
\ct wherein independent producers were excluded from Federal Power Com- 
mission control: Now, therefore, be it 

Resolved, That the 22d Legislature of the State of New Mexico does hereby 
memorialize the Congress of the United States to take such steps as are neces- 
sary to amend the Natural Gas Act to exclude the independent producers of 
natural gas from the control of the Federal Power Commission: and be it further 

Resolved, That copies of this memorial be sent to the President of the United 
States, the President of the United States Senate, the Speaker of the House of 
Representatives of the United States, and the Members of Congress, and to such 
ther officials as the Governor of the State of New Mexico shall deem advisable. 

JoE M. Montoya, 
President, Senate. 
Epwarp G. RoMERo, 
Chief Clerk, Senate. 
DonaLp D. HALLAM, 
Speaker, House of Representatives. 
FLoyp Cross, 
Chief Clerk, House of Representatives. 

Approved by me this 18th day of February 1955. 

JOHN F. SIMs, 
Governor, State of New Mevwvico. 





Mip-CONTINENT O11 & GAS ASSOCIATION 
KANSAS-OKLAHOMA DIVISION 
Tulsa, Okla. 


RESOLUTION OF THE ANNUAL MEMBERSHIP MEETING, TULSA, OKLA., DECEMBER 15, 
1954 


The Kansas-Oklahoma Division, Mid-Continent Oil & Gas Association, invites 
public attention to the following : 
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The Supreme Court of the United States, in a recent decision, held that sales 
of natural gas by producers and gatherers to purchasers who transport the gas 
in interstate commerce for resale are subject to regulation by the Federal Power 
Commission under the terms of the Natural Gas Act 

The Federal Power Commission, as a result of such decision, has asserted 
control over the price at which natural gas subject to its jurisdiction may be 
sold by producers and gatherers, and over the production and gathering of 
natural gas in the field. 

It was not the intent of Congress in enacting the Natural Gas Act in 1938 
that the production and gathering of natural gas or the sale thereof by pro 
ducers and gatherers should be regulated by the Federal Power Commission 

The production and gathering of natural gas, in contrast with the interstate 
transportation and local distribution of natural gas, is not in fact a monopoly 
or a publie utility operation, but, on the contrary, is a risk taking, highly speeu 
lative and competitive business conducted by many thousand producers who 
compete with each other in acquiring and marketing natural gas which, in turn, 
competes as a Commodity with other fuels not regulated. 

It is in the public interest and essential to the national security that the 
production and gathering of natural gas and the sale thereof should be left to 
the forces of supply and demand consistent with our Nation’s fundamental 
philosophy of competitive free enterprise 

The Federal regulation of production and gathering of natural gas and the 
sale thereof will inevitably result in Federal regulation of the production of 
oil, in retarding exploration for and production of natural gas, in conflicts with 
State regulatory measures for the production and conservation of oil and 
natural gas and in a shortage of available supplies of natural gas for the con 
suming public, all contrary to the national interest: Now, therefore, be it 

Resolved by the Kansas-Oklahoma Division of the Mid-Continent Oil & Gas 
Association in Annual Meeting in Tulsa, Okla., December 15, 1954, That this 
association does hereby recommend and urge that the Congress of the United 
States enact at its next session appropriate legislation to clearly exempt pro 
duction and gathering of natural gas and the sale thereof by producers and 
gatherers from regulation by the Federal Power Commission: be it further 

Resolved, That a copy of this resolution be transmitted to the United States 
Senators from the States of Kansas and Oklahoma and all other States and the 
Members of the House of Representatives from the States of Kansas and 
Oklahoma and all other States. 

Attest: 

CLAREL B. MAPEs, 
NSecretary-Treasurer. 


WASHINGTON, D. C., June 16, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Washington 25, D. C. 

DEAR SENATOR MAGNUSON: During the course of the testimony of the Hon. 
Quigg Newton, mayor of the city and county of Denver, Colo., before the Senate 
Interstate and Foreign Commerce Committee on May 19, 1955, information was 
requested by Senator Daniels as to the cost of gas to the residential consumer in 
Denver. In response to this request which was referred to the Public Service 
Co. of Colorado, the local distributor of natural gas in Denver, the following 
information is submitted: 


Average revenue per thousand cubic feet received by Public Service Co. of 
Colorado from sales to residential customers 





1948 erases eats fee $0. 4767 | 1952 _. $0. 4604 
IE. ce : i te > . 4712 | 1953 . 4610 
1950 eek IF Br eye . 4687 | 1954 ree . P . 4931 
1951_ . 4636 | 


No change occurred in the Denver residential rates from February 15, 1947, 
until January 9, 1954, when such rates were increased by reason of an increase 
in the city gate rate of Denver’s supplier, Colorado Interstate Gas Co. A further 
increase in the residential rates occurred on January 27, 1955, following the 
filing of a second increase in rates by Colorado Interstate Gas Co. Both of these 
increases in the wholesale rates became effective under bond pending final action 
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thereon by the Federal Power Commission. Public Service Co. estimates that the 
average revenue to be received in the year 1955 from residential customers will 
be 6 to 8 percent higher than that shown above for the year 1954. The small re- 
dictions in the average revenue per thousand cubic feet which occurred in the 
years 1949 to 1952, inclusive, represent the effect of an increase in the average 
consumption per customer as no change in rates occurred during this period. 
Mayor Newton respectfully requests that this information be placed in the 
record at the appropriate place. 
Very truly yours, 
Metwoop W. VAN Scoyoc, 
Consultant for the City and County of Denver. 


STATE OF MISSISSIPPI, 
EXECUTIVE DEPARTMENT, 
" Jackson, May 18, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D. C. 


DEAR Mr. CHAIRMAN: No court decision has affected the economy of this 

yuntry more in recent years than that of the Supreme Court of the United 
States in Phillips Petroleum Company v. Wisconsin, the effect of which was to 
make the field prices received by thousands of independent producers of natural 
gas subject to the control of the Federal Power Commission. This decision has 
produced a state of chaos in the gas-producing industry and threatens the eco- 
nomic welfare of not only that industry but also that of the many industries 
which are dependent upon natural gas as a source of energy. It also lays the 
groundwork for the ultimate destruction of the conservation powers reserved to 
the respective States under the Constitution and opens the door to nationaliza 
tion of the natural resources of this country. 

All of this has been brought about by the failure of the Supreme Court to 
give effect to the clear intention of Congress in the passage of the Natural Gas 
Act in 1938 to exempt producers of natural gas from the coverage of that act. 
The Federal Power Commission for over 15 years gave effect to this intention, 
in spite of the efforts on the part of a few members of the Commission during that 
period to disregard the intention of Congress and bring natural-gas producers 
under the Commission’s control. The time has come for Congress to make 
abundantly clear its original intention that the production, gathering, and sale 
of natural gas by independent producers are not to be regulated by the Federal 
Government. 

The importance of natural gas to Mississippi and the splendid job that has been 
done by the gas-producing industry in this State can perhaps best be illustrated 
by some figures on the production and consumption of gas in Mississippi during 
the past few years. The gross production of natural gas increased from 8.6 bil- 
lion cubic feet in 1945 to 255 billion cubic feet in 1953, reaching a peak of 265.7 
billion cubic feet in 1952. Even with this large increase in production the esti- 
mated recoverable reserves at the end of 1953 were one-half trillion cubic feet 
greater than at the beginning of 1946. The number of gas customers in Missis- 
sippi has increased during this period more than 256 percent. 

To keep up with the constantly increasing demand for natural gas, the pro- 
ducers must carry on a vigorous search for new reserves, which must be discov- 
ered and developed to replace the gas produced and marketed. The incentive to 
do this is not afforded by the public-utility type of regulation imposed by the 
Natural Gas Act, under which the producer can never be certain of the price he 
will be permitted to receive for his gas. This type of regulation, designed for 
interstate transmission companies and distribution companies which have what 
amounts to an authorized monopoly, has no place in the gas-producing business 
which is highly competitive and involves great financial risk. To attempt to im- 
pose this type of regulation on natural gas producers will cripple what is now 
a healthy industry. 

I feel confident that the majority of your committee and of the Senate will 
conclude that the interests of the Nation will best be served by the passage of 
S. 1853 or similar legislation which will permit natural gas producers to continue 
their efforts to supply adequate gas at reasonable prices unnhampered by Federal 
regulation 

Yours very truly, 
Huen Waite, Governor. 





; 
| 
' 
i 
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C1iry OF CANTON, ONTO, 
EXECUTIVE DEPARTMENT, 
June 6, 1955 
Re S. 1853 and related bills. 
Hon. WARREN G. MAGNUSON, 
Chariman, Committee on Interstate and Foreign Commerce, 
Capitol Building, Washington 25, D.C. 


DEAR SENATOR MAGNUSON: I am firmly convinced that the amendments to 
the Natural Gas Act which the gas producers are urging upon your committee 
and the Congress, and which are intended to exempt their sales in interstate 
commerce from regulation, are not in the public interest. These proposed amend 
ments would work an irreparable calamity to the domestic users of natural gas 
in Canton, Ohio, and elsewhere 

The gas-consuming public needs the protection of the Natural Gas Act at 
all stages of the interstate transportation and sale of natural gas. The act 
should not be changed or modified in any way which would destroy the effe 
tiveness of that protection. 

I will appreciate your making this letter a part of the hearings on this mo 
important matter 


Respectfully yours, 





CARL F. WIs! 
Mayor, City of Canton, Ohio 


THE PuBLIC UTILITIES COMMISSION OF OTTO 
Columbus, Ohio, May 23, 19 
Hion, WARREN G. MAGNUSON, 
Chairman, Senate Interstate and Foreign Commerce Committee. 
Senate Office Building, Washington 25, D.C. 

My Drar Mr. MaGnuson: The Public Utilities Commission of Ohio wishes to 
herewith express its position to you and through you to members of your honorable 
committee with respect to certain legislation which is now pending before you 
seeking to exempt field producers of natural gas from regulation by the Federal 
Power Commission. 

The Public Utilities Commission of Ohio is Opposed to amendments to the 
Natural Gas Act which seek to eliminate the regulatory powers of the Federal 
Power Commission over the production and gathering of natural gas. 

During 1953 the people of Ohio consumed over 400 million M c¢. f. of natural gas 
A mere 1 cent per thousand cubic feet increase in the cost of gas to Ohio con 
sumers means an increase of over $4 million per year at the present rate of 
consumption. 

A 10 cents per thousand cubic feet increase in the field price of gas (conten 
tion of producers that price should be based on competitive fuel prices could 
result in increase of this order) could mean an annual increase to Ohio con 
sumers of $40 million, and this increase would probably fall entirely on resi 
dential and commercial consumers as industrial gas rates in Ohio are presently 
at about competitive levels. 

Under the Natural Gas Act as it now stands, the business of natural-gas 
production is “affected with the public interest” and subject to regulation. An 
enormous dependent market for natural gas has been created in Ohio and 
elsewhere since the Natural Gas Act was enacted in 1988. In Ohio alone, the 
consumers of natural gas have invested at least $500 million in gas utilization 
equipment in their homes. To some extent this large investment was made in 
the belief that the price which they would pay for gas would be determined by 
regulatory processes and not determined by what the traffic will bear. 

Regulation by Federal and local authorities of pipeline companies and dis 
tributing companies goes for naught if the end result to the consumer is a price 
based on what the traffic will bear because of a lack of regulations at the point 
of production. 

The contention of the producers that an adequate gas supply will not be 
forthcoming if they are not removed from regulation is not compelling. This 
same argument was advanced by producers in 1947 (Moore-Rizley bill): yet 
in the ensuing 7 years, the natural-gas industry has greatly expanded and 
prospered. 

The primary aim of the Natural Gas Act is to protect consumers. It is the 
position of the Public Utilities Commission of Ohio that any amendments to 
the act which lessen the regulatory powers of the Federal Power Commission 
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over the production and gathering of natural gas will lessen consumer pro 
tection and seriously interfere with effective regulation of gas prices to the 
consumer by State and local regulatory bodies 
Respectfully yours 
RoBert L. MOULTON, 
Chairman. 
RALPH A. WINTER, 
KpWARD J. KENEALY, 
Commissioners. 


NATIONAL COTTON COUNCIL OF AMERICA, 
Washington, D. C., May 25, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. ‘ 


DEAR SENATOR MAGNUSON: The National Cotton Council of America, which is 
the overall organization of the cotton industry, comprised of all six segments 
producers, ginners, warehousemen, seed crushers, merchants, and spinners—has 
for a number of years become increasingly concerned with the unnecessary en- 
croachment of the Federal Government upon the constitutional powers of the 
individual States. In reaffirming its position on this subject at the annual 
meeting in February 1955, the delegate body by resolution opposed the fixing 
of natural-gas prices by the Federal Power Commission at the local fields where 
gas is produced. The resolution referred to is as follows: 


“FEDERAL ENCROACH MENT 


“That the council reaffirm its opposition to the unnecessary and unwarranted 
encroachment of the Federal Government upon the constitutional powers of the 
individual States ; and 

“That a flagrant example of such encroachment is the fixing of natural-gas 
prices by the Federal Power Commission at the local fields where the gas is 
produced ; and 

“That the council support an amendment to the Natural Gas Act which would 
prohibit this practice.” 

For 16 years following the enactment of the Natural Gas Act and prior to 
the Supreme Court ruling by a 5 to 3 decision in the Phillips case, rendered on 
June 7, 1954, the Federal Power Commission consistently held that it had no 
jurisdiction over sales by independent producers not engaged in interstate trans- 
mission of natural gas. 

As a result of the decision in the Phillips case a number of bills, including 
S. 1853, to amend the Natural Gas Act have been introduced. It is our under- 
standing that this bill would amend the Natural Gas Act so as to make it clear 
that the authority of the Federal Power Commission to fix the price of natural 
gas does not extend to the local fields where the gas is produced, but is limited 
to the gas which is actually in interstate commerce. 

Upon this basis we support this legislation and the principles embodied therein. 
It will be appreciated if the views of the National Cotton Council, as expressed 
in this letter, will be placed in the record, We urge favorable action by the 
Congress on this measure. 

Respectfully, 
J. BANKS YouNG, Washington Representative. 


(Letter and statement submitted on behalf of Texas Gas Transmis- 
sion Corp. by Mr. John Kirtley, 416 West Third Street, Owens- 
boro, Ky. :) 

TEXAS GAS TRANSMISSION CORP., 
Owensboro, Ky., June 17, 1955. 
Re clarifying amendments to H. R. 6645 (Harris bill) 
Hon. WARREN G. MAGNUSON, 
Chairman, United States Senate 
Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D.C. 

DEAR SENATOR MAGNUSON: Submitted herewith is a statement by Texas Gas 

Transmission Corp. of Owensboro, Ky., which relates to the need for clarifying 
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amendments to H. R. 6645 as reported on June 8, 1955, to the House of Repre 
sentatives. 

It is our request that this statement be incorporated in the proceedings of 
the Committee on Interstate and Foreign Commerce of the Senate. 

it is the position of this company that the amendments proposed in this state 
ment are essential in order to clarify the intent of the Harris bill and to pre 
vent expensive court litigation between the producers and the interstate pipeline 
transmission companies which may result from the wording in the present bill 

We would appreciate it if you and the other members of the Committee on 
Interstate and Foreign Commerce of the Senate would consider the contents of 
this statement so that you will be aware of our problem when the matter comes 
before your committee. 

Respectfully, 
JOUN KIRTLEY, 
Vice President 


STATEMENT RE H. R. 6645 as PRESENTED TO THE COMMITTEE ON INTERSTATE AND 
FOREIGN COMMERCE OF THE SENATE 


Submitted on Behalf of Texas Gas Transmission Corp., Owensboro, Ky. 


This statement has been prepared to bring to the attention of the Members 
of the United States Senate and House of Representatives certain comments and 
recommendations relating to H. R. 6645 which was introduced by Mr. Harris 
in the House on June 6, 1955, and reported by the House Committee on Interstate 
and Foreign Commerce without amendment on June 8, 1955. 


rHE INTENT OF H. R. 6645 


It is our understanding that the bill, as reported, seeks to accomplish the 
following objectives : 

1. To relieve the producer of natural gas from the jurisdiction of the Natural 
Gas Act, except: 

(a) That increases in price for gas sold to natural gas companies for 
resale, resulting from the operation of escalation Clauses in any gas pur 
chase contract (other than fixed escalations and those resulting from tax 
increases), Shall remain subject to the jurisdiction of the Federal Power 
Commission; that the Commission in such cases shall determine the reason 
able market price for such gas; that a natural gas company shall be allowed 
to include in its rates only such reasonable market price; and that the pro 
ducer shall be allowed to collect from the natural gas Company only such 
reasonable market price ; and 

(b) That no producer shall be allowed to terminate or curtail deliveries 
under an existing contract for the sale of gas to a natural gas company for 
resale as a result of the jurisdiction given to or exercised by the Federal 
Power Commission in connection with (@) above; and 

2. That in connection with 1 (@) above, the natural gas company will reduce 
the prices paid to the producer to the reasonable market price as determined 
by the Commission, effective as of the same date as such reduced costs are 
reflected in the natural gas company’s resale rates. 

We believe that although the above is the intent of the Harris bill, the language 
used therein does not fully accomplish this purpose. Certain amendments are 
proposed which will not change the substance of the bill, but only prevent 
extended litigation and irreparable injury to a natural gas company that may 
result from the wording of the present bill. 


I 
JURISDICTION 


Section 1 of the Natural Gas Act, with subsections (10) and (11) of section 2 
of the Natural Gas Act, as proposed in the Harris bill, remove the producer from 
jurisdiction of the Commission. At the same time, subsection 5 (e) of the act, 
as proposed in the Harris bill, implies that the producer can only receive the 
reasonable market price fixed by the Commission for its gas as a result of the 
exercise of an escalation clause (other than fixed or tax escalation). The 
general counsel of several natural gas Companies have been consulted relative 
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ty this point, and it is their opinion that there is a grave legal question as to 
Whether the Federal Power Commission would have the necessary authority to 
prevent the producer from seeking to collect from a natural gas company the 
contract price if this were higher than the reasonable market price for such 
gas as determined by the Commission. It was their opinion that, without some 
clarification, considerable litigation would inevitably follow to determine whether 
the Federal Power Commission has such authority. 


Proposed clarification 


(1) Immediately following the last.word in section 1 (b) of the Natural Gas 
Act, add the following: “except as provided in section 5 hereof.” 

(2)) Immediately following the last word in subsection (11) of section 2 of 
the act, as proposed in the Harris bill, add: “except as provided in section 5 
hereof.” 

(3) Add to subsection 5 (e) of the act, as proposed in the Harris bill, language 
making it unlawful for a natural gas company to pay, or for the seller to receive, 
any price in excess of the reasonable market price as determined by the Com- 
mission relating to price increases under the provisions of an escalation clause. 


II 


TERMINATION OF EXISTING CONTRACTS 


Section 5 (e), as proposed in the Harris bill, prevents the producer from termi- 
nating or curtailing deliveries under a contract as the result of Commission deter- 
mination that the reasonable market price is less than that which might other- 
wise be established under the contract, as written, in connection with a price 
escalation clause. 

Numerous existing contracts for the sale of gas to natural gas companies in- 
clude provisions that the contracts may be terminated if the sellers become sub- 
ject to the jurisdiction of the Federal Power Commission. 

Unless the language of the Harris bill is clarified, language might be con- 
strued as permitting termination by a producer under such a contract prior to 
the time the Commission may be called upon to determine the reasonable market 
price pursuant to an escalation clause simply because it is evident that the escala- 
tion clause will be subject to the jurisdiction of the Commission under section 
» (e) as proposed in the Harris bill. 

Proposed clarification 

The intent of the Harris bill can be clarified by inserting immediately after the 
last word in section 5 (e), as proposed therein, the following sentence: “It shall 
be unlawful for any person to cancel any contract for the sale, directly or in- 
directly, of natural gas to a natural-gas company for resale because of the asser- 
tion of any regulatory authority by-the Commission with respect to such sale.” 

Unless the above language is included in the Harris bill, court litigation will 
almost certainly follow, which will place gas reserves presently dedicated for 
service to the ultimate consumer in jeopardy pending a determination by the 
courts. 


Ii! 
THE TERM “RENEGOTIATED CONTRACT” IS AMBIGUOUS 


We do not interpret the intent of of the Harris bill to require a natural gas com- 
pany to pay a producer a higher price than it can include in its rates to its custo- 
mers as a result of the operation of an escalation clause. As the bill is presently 
drafted, this protection is not afforded a natural gas company in connection with 
a renegotiated contract. Present wording of the bill is ambiguous and uncertain 
as to whether a price redetermination under certain escalation clauses could be 
construed as a renegotiated contract. For example, is a price redetermination 
pursuant to arbitration under the terms of a contract a “renegotiated contract” 
or an “escalation clause”? 

Proposed clarification 
It is recommended that this uncertainty be removed through the deletion of the 


following language from section 5(d), as proposed in the Harris bill: “other than 
a contract to which subsection (b) applies.” 
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As an alternative to the proposed deletion, it is suggested that the minimum 
change should be to define in the bill the term “renegotiated contract” as exclud 
ing the determination of a price in accordance with provisions of a contract which 
operate to create a different price. 

IV 


LANGUAGE AMBIGUOUS AS TO EFFECTIVE DATE OF COMMISSION DETERMINATION Of 
REASONABLE MARKET PRICE 


The Federal Power Commission has limited appropriations and personnel and, 
as a result thereof, is not able to conclude hearings on all rate cases prior to the 
proposed effective date of the new rates. Final settlement of many rate applica 
tions extends several months past the proposed effective date of the new rates 
As a result, the pipeline company collects its proposed increased rates under bond 
until final determination of allowable rates is made and the refunds are made 
to its customers so that the allowable rate is retroactive to the proposed effective 
date. This is the normal procedure in rate cases before the Federal Power 
Commission. 

The date of actual determination of a reasonable market price in connection 
with subparagraphs 5 (d) and 5 (e) may therefore be several months subsequent 
to the proposed effective date of the new rates. The date of commencement of 
payment of the reasonable market price by the pipeline company to the producer 
should coincide with the effective date of the new rates for the pipeline company 
fixed by the Commission. Although this must necessarily be the intent of the 
Harris bill, its language as to this point is vague and uncertain and, if not clari- 
fied, could resuit in a pipeline company absorbing many hundreds of thousands 
of dollars of costs during the period that a rate case is pending but prior to the 
date of actual determination by the Commission of the reasonable market price 
in connection with an escalation clause. 


Proposed clarification 


By adding the following words to subsection 5 (e), as proposed in the Harris 
bill, the above will be clarified in addition to obviating the problem described 
in paragraph I: “it shall be unlawful for the natural gas company to pay, or 
for the seller to receive, any price in excess of such reasonable market price 
from and after the effective date of the allowance by the Commission of such 
easonable market price as an operating expense of the natural gas company 

Phere is attached hereto a copy of H. R. 6645 reflecting the clarifying changes 
proposed in this memorandum. 


{H. R. 6645, 84th Cong., 1st sess. ] 


Proposed deletions are indicated by black brackets; proposed additions are indicated by 
italic] 


A BILL To amend the Natural Gas Act, 1s amended 


Be it enacted by the Senate and House of Representatives of the United 
Ntutes of America in Congress assembled, That subsection (b) of section 1 of 
the Natural Gas Act, as amended, is amended by adding at the end thereof the 
following: “except as provided in section 5 hereof.” 

Paragraph (7) of section 2 of the Natural Gas Act, as amended, is amended to 
read as follows: 

“(7) ‘Interstate commerce’ means commerce between any point in a State 
and any point outside thereof, or between points within the same State but 
through any place outside thereof, or between any point in a State and any 
foreign nation, but only insofar as such commerce takes place within the United 
States.” 

Sec. 2. Section 2 of the Natural Gas Act, as amended, is amended by adding 
at the end thereof the following two new paragraphs: 

“(10) ‘Transportation of natural gas in interstate commerce’ means only such 
transportation of natural gas in interstate commerce as occurs after the com- 
pletion in or within the vicinity of the field or fields where produced of all pro- 
duction, gathering, processing, treating, compressing, and delivering of such 
natural gas into the transportation facilities of a person engaged in transporting, 
in such transportation facilities, natural gas in interstate commerce beyond the 
vicinity of the field or fields where produced. 

(11) ‘Sale in interstate commerce of natural gas for resale’ means only such 
sale in interstate commerce of natural gas for release as occurs after the com- 
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mencement of the transportation of such natural gas in interstate commerce as 
defined in paragraph (10), but does not include any sale which occurs in or with- 
in the vicinity of the field or fields where produced at or prior to the commence- 
ment of such transportation in interstate commerce of the natural gas, except as 
provided in section 5 hereof.” 

Sec. 3. Subsection (b) of section 5 of the Natural Gas Act. as amended, is 
hereby redesignated as subsection (h), and such section 5 is further amended by 
inserting immediately after subsection (a) thereof the following new sub- 
sections 

“(b) When an increase in any rate or charge for natural gas is filed with the 
Commission by a natural-gas company and is based in whole or in part upon any 
contract, executed or renegotiated after the date this subsection takes effect, for 
the purchase of natural gas from a person other than an affiliate, the Commis- 
sion shall determine, unless there has been a prior determination under sub- 
section (c) of this section, whether the price at which the natural-gas company 
has contracted to buy such natural gas is the reasonable market price thereof at 
the point at which the gas is delivered into the transportation facilities of the 
natural-gas company in or within the vicinity of the field or fields where produced 
After such determination, the natural-gas company shall be allowed to charge as 
an operating expense for natural gas purchased under the contract only such part 
of the contract price as does not exceed such reasonable market price. In deter- 
mining the reasonable market price of natural gas under the provisions of this 
section 5, the Commission shall consider, among other things, whether such price 
has been competitively arrived at, the effect of the contract upon the assurance 
of supply, and the reasonableness of the provisions of the contract as they relate 
to existing or future prices. 

“(c) The Commission shall determine upon application by a natural-gas com- 
pany, or may determine upon the Commission’s own motion, after notice and 
opportunity for hearing, whether the price to be paid for natural gas under the 
provisions of any contract executed or renegotiated after the date this subsection 
takes effect is the reasonable market price thereof at the point at which the gas 
is to be delivered into the transportation facilities of the natural-gas company 
in or within the vicinity of the field or fields where produced. After such deter- 
mination, the natural-gas company shall be allowed to charge as an operating 
expense for natural gas purchased under the contract, for the purposes of rates 
or charges thereafter filed by it under this Act, only such part of the contract 
price as does not exceed such reasonable market price. 

“(d) When an increase in any rate or charge for natural gas, filed with the 
Commission by a natural-gas company after the date this subsection takes effect, 
is based in whole or in part on an increase in price under the provisions of an 
escalation Clause in any contract [, other than a contract to which subsection (b) 
applies,] for the purchase of natural gas from a person other than an affiliate, 
the Commission shall determine whether the price as so increased is the reason- 
able market price of the natural gas at the point at which the gas is delivered 
into the transportation facilities of the natural-gas company in or within the 
vicinity of the field or fields where produced. When the Commission has made 
such determination, the natural-gas company may charge as an operating ex- 
pense for natural gas purchased under the contract only such part of the in- 
crease in price as results in a price which does not exceed such reasonable market 
price. As used in this section 5, the term ‘escalation clause’ means any provision 
in a contract for the purchase of natural gas the operation of which may re- 
sult in an increase in the price of the natural gas sold under the contract, but 
such term does not include (1) any provision for increases, by specific amounts, 
in the price of the natural gas at definite dates in the future, or (2) any pro- 
vision under which the natural gas company agrees to reimburse the seller of 
the gas for any increase in taxes which may be levied upon such seller after a 
specified date 

“(e) Whenever, in connection with an increase in the price of natural gas under 
the provisions of an escalation clause, the Commission, pursuant to subsection 
(d), has made a determination as to the reasonable market price of such natural 
gas, [the natural gas company shall be obligated to pay only such part of the 
increase in price as results in a price which does not exceed such reasonable mar- 
ket price :] it shall be unlawful for the natural-gas company to pay, or for the 
seller to receive, any price in excess of such reasonable market price from and 
after the effectire date of the allowance by the Commission of such reasonable 
market price as an operating expense of the natural-gas company; and, except 
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